Elasticity


Elasticity
 measures the response to changes in variables. The degree of response determines how a price change will affect sales revenue. These measurements help businesses understand and react to changes in consumer demand so that revenue levels can be sustained or increased. Elasticity helps businesses analyze some of the variables and examine how demand is changing. One example of elasticity is how customers react to a change in price of a video rental. The price elasticity of demand is measured by comparing the percentage of change in quantity demanded to a percentage change in price
. This example shows a demand curve that is linear like the one below, with a constant slope of -2/3. For every $2.00 decrease in rental price, the quantity demanded increases by three videos. Elasticity will vary along a linear demand curve. By using the arc mid-point formula for calculating price elasticity of demand, the absolute values of elasticity decrease as price decreases and quantities increase. The mid-point of a linear curve will have a price elasticity of demand equal to one. When the percentage change in quantity demanded equals the percentage change in price, is called unitary elasticity.


Points above unitary elasticity have price elasticity greater than one, which represents a percentage change in quantity demanded greater than the percentage change in price; this region represents a relatively elastic demand, says Wyatt.


Wyatt says that points below unitary elasticity have price elasticity less than one. This represents a percentage change in quantity demanded that is less than the percentage change in price. This region represents relatively inelastic demand.


According to Wyatt, estimating the price elasticity of demand is very important for businesses because if a company sets a price within the elastic range of a demand curve, sales revenue decreases when the company increases the price. If the company lowers price, revenue increases since the response from consumers is greater than the change in price. When price is inelastic, the logical action is to raise price, which increases sales revenue. 

According to Wyatt, price elasticity demand is primarily influenced by the availability of substitutes, the importance of the item in the household budgets, and the time. 


Alternatively Wyatt says that elasticity is also a measure on the producer’s side. Price elasticity of supply compares the response of producers to a change in price. Interpreting price elasticity is an important part of a company’s decision-making process. Elasticity measurements help businesses understand the effect of price changes on revenue. 

According to Wyatt, price elasticity of water demand is complicated to measure. At one level, it is necessary to life and has no substitutes. At another level, it has many uses that are more responsive to a change in price. Also, according to Roy Fox, Manager for Federal Hydro Projects, Bonneville Power Administration, and the demand for electricity a rather complicated concept; we first need to look at who is going to be using the energy. In this case, we look at the residential consumer, the commercial consumer, industrial, agricultural; and then, through a series of models which really attempt to predict the behavior of those consumers, and try to estimate how much each of those people will consume. According to Wyatt, the demand for electricity is affected by a number of items. It can be affected by the number of consumers that are living in the region. The overall health of the economy can also affect the demand for electricity. Another aspect that affects the demand is the pollution in the water. Pollution raises the cost of producing water, and as a result water prices increase. According to John Somers, Economist from Portland Community College, price elasticity means how responsive will consumers are to a change in price. According to Roy Fox, Residential consumers are relatively unresponsive to changes in price, because electric prices are relatively low. 

According to Wyatt, the conflicting demands for water illustrate why price elasticity of demand vary widely. Because water is a scarce resource, and increasingly a threatened resource, something has to give. That something is demand, how water is used, how much, for what purposes, at what price, and under what limitations.

�Elasticity-  In economics, elasticity is the ratio of the incremental percentage change in one variable with respect to an incremental percentage change in another variable


� Price- value measured by what must be given or done or undergone to obtain something





