Chapter Four Outline

I. Price Elasticity of Demand

A. Definition

B. Determinants of Price Elasticity of Demand

1. substitution possibilities

2. budget share

3. time

4. Economic Naturalist 4.1: "Will a Higher Tax on Cigarettes Curb Teenage      Smoking?"

5. Economic Naturalist 4.2: “Why did the luxury tax on yachts backfire?”

C. Graphical interpretation of price elasticity

1. Calculating price elasticity of demand

2. (change in Q/Q)/ (change in P/P)  

3. (P/Q) (1/slope)

F. Changing price elasticity of demand along a straight line demand curve

G. Special cases

1. perfectly elastic

2. perfectly inelastic

H.  The midpoint formula

II. Elasticity and Total Expenditures

A. Total expenditures = total revenue

B. Total expenditure as a function of price (graph)

C. Price elasticity of demand and how changes in P affect total expenditures

III. Income Elasticity and Cross-Price Elasticity

A. Substitutes and complements and cross-price elasticity

B. Normal and inferior goods and income elasticity

IV. Price Elasticity of Supply

A. Definition

B. Formula

C. Graphical depiction

D. Perfectly elastic and inelastic price elasticity of supply

E. Determinants of elasticity of supply

1. flexibility of inputs

2. mobility of inputs

3. ability to produce substitute inputs

4. time

F.  Economic Naturalist 4.3: “Why are gasoline prices so much more volatile than car prices?”

