Elasticity

Everyday businesses work to satisfy consumer demand and generate revenue. Firms are interested in whether consumers will respond in small ways or in large ways to a change in price. Elasticity measures the response to changes in variables. The degree response shows if the price should change to make revenue. Any number of variables can change the demand. Elasticity helps business analyze some of the variables. An example would be renting videos. How will the price change affect a store? Here is a graph talking about elasticity:
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Elasticity will vary along a linear demand curve. By using the arc-midpoint formula for calculating price elasticity of demand, the absolute values of elasticity decrease as price decreases and quantities increase. The midpoint of a linear curve will have a price elasticity of demand equal to one. When the percentage change in quantity demand equals the percentage change in price, this is unitary elasticity. Points above unitary elasticity have price elasticities 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. 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.

Estimating the price of elasticity of demand is important information for a business. If a company sets a price within the elastic range of a demand curve, sales revenue decreases when the company increases price. If the company lowers price, revenue increases. If the company sets a price in the inelastic range of a demand curve and chooses to decrease price, then the business loses revenue. When price is inelastic, the logical action is to raise price, which increases sales revenue. The unitary elasticity price is unique since nothing changes the sales revenue.

Price elasticity of demand is primarily influenced by the availability of substitutes, the important of them in household budgets and a time. Elasticity is also a measure of the producer side of the market. How quickly a business can change quantity supplied is elasticity.

Marker presence is increased in a number of ways. One strategy is the expansion into non-traditional units of operation. “We have, for example, three Sonics in malls which seem to be doing well,” says Scott McLain, the Chief Financial Officer for the Sonic Corporation. “We’ve also looked at putting a Sonic in a hospital and we’re also experimenting with a Sonic and Exxon combination.” 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. But whether prices go up or down, it seems that the fast food industry still has a healthy market for hamburgers, a market that American consumers take a big bite out of.

Viagra was originally intended as a heart drug for angina patients, but its prominence was ensured when it became known as the wonder drug for impotence.  Fox news reported, “It has only been on the market for less than a year, but already Viagra has broken almost every pharmaceutical sales record that exists.” In its first year on the market, Viagra outpaces Prozac and Rogaine, making it the most successful introduction of a prescription drug in history. While Viagra was a comedic subject for some people, many others found it to be a serious matter. Health insurance didn’t find it a laughing matter. Dr. Kenneth Goldberg, a physician in Texas Urology, states, “Up until Viagra came out, just about every insurance company would cover all the treatments for erectile dysfunction unless a company specifically excluded that from their list of covered benefits. With the advent of Viagra, the 7-, $8 a pill, there is a huge influx of requests from men and, obviously, a significant capital expenditure. Most insurance companies will cover medical care and hospitalization; however, not all plans cover medication. The main issue, again, from the insurance company’s point of view is that this is a lifestyle drug and do they want to get in the business of taking care of lifestyle issues?”

The varying elasticities of water use illustrate complex relationships. 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. Since change is an integral part of society and its economic systems, the choices of the present and of times past influence our decision-making power today. With so many variables influencing business choices and consumer demand, elasticities are tools for evaluating changes in demand and the economic impact of those changes.
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