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C&T, Chapter 4: Elasticity 

 

1.  For each of the following pairs, which of the two goods is more likely to be inelastically demanded 

and why?  Table 4.1 should help: 

a.  Demand for tangerines vs. demand for fruit. 

Fruit is more inelastically demanded because the overall category of fruit has fewer good substitutes than 

any one item in that category. 

 

b.  Demand for beef next month vs. demand for beef over the next decade. 

More inelastic over the next month because people are usually more stubborn (inelastic, inflexible) in the 

short run. 

 

c.  Demand for Exxon gasoline at the corner of 7th and Grand vs. demand for gasoline in the entire city. 

Brand-named goods are more elastic than categories especially when there are very good substitutes for 

Exxon gasoline available at close distances. 

 

d.  Demand for insulin vs. demand for vitamins. 

Insulin is probably more of a necessity; thus, demand for insulin from buyers is more inelastic than 

demand for vitamins for buyers of vitamins. 

 

 

2.  Indicate whether the demand for the good would become more elastic or more inelastic after each of 

the following changes (note that in each of these cases the demand curve may also shift inward or 

outward but in this question we are interested in whether the demand becomes more or less elastic). 

Briefly justify your answer. 

 

a. The demand curve for soap after wide understanding that bacteria and other organisms cause and 

spread disease 

More inelastic, because soap is viewed more as a necessity than a luxury. 

 

b. The demand curve for coal after the invention of nuclear power plants. 

More elastic, because nuclear power plants were a new substitute for coal power plants. 

 

c. The demand curve for cars as more employers allow employees to telecommute. 

More elastic, because either (1) consumers see cars as less of a necessity and more as a luxury or (2) 

consumers see telecommuting as a new substitute for a car. 

 

d. The demand curve for a new television during an economic boom. 

Inelastic, because as incomes rise televisions take up a smaller portion of an average person’s budget. 



3. Let’s work out a few examples to get a sense of what elasticity of demand means in practice. 

Remember that in all of these cases, we’re moving along a fixed demand curve—so think of supply 

increasing or decreasing while the demand curve is staying in the same place. 

 

a.  If the elasticity of demand for college textbooks is –0.1, and the price of textbooks increases by 20 

percent, how much will the quantity demanded change, and in what direction? 

Recall that elasticity = (% change in quantity)/(% change in price). So – 0.1 = (% change in 

quantity)/(20%). That means that % change in quantity = 20% ×(–0.1) = –2%. The quantity demanded 

falls by 2%. 

 

b.  In your answer to part a, was your answer in percentages or in total number of textbooks? 

This answer is in percentages. 

 

c.  If the elasticity of demand for spring break packages to Cancun is –5, and if you notice that this year 

in Cancun the quantity of packages demanded increased by 10 percent, then what happened to the price of 

Cancun vacation packages? 

–5 = +(10%)/(% change in price), so % change in price = –2%. Prices fall by 2%. 

 

d.  In your college town, real estate developers are building thousands of new student-friendly 

apartments close to campus. If you want to pay the lowest rent possible, should you hope that demand for 

apartments is elastic or inelastic? 

You want demand to be inelastic.  If it is, then a rise in supply causes a big fall in the rental price. 

 

 

e.  In your college town, the local government decrees that thousands of apartments close to campus are 

uninhabitable and must be torn down next semester. If you want to pay the lowest rent possible, should 

you hope that demand for apartments is elastic or inelastic? 

You want demand to be elastic. If it is, then a fall in supply causes only a small increase in the rental 

price. 

 

f.  If the elasticity of demand for ballpoint pens with blue ink is –20, and the price of ballpoint pens with 

blue ink rises by 1 percent, what happens to the quantity demanded? 

Again, recall that elasticity = (% change in quantity)/(% change in price).  So –20 = (% change in 

quantity)/(1%).  That means % change in quantity = –20%. Quantity demanded falls by 20%. 

 

 

g.  What’s an obvious substitute for ballpoint pens with blue ink? (This obvious substitute explains why 

the demand is so elastic.) 

An obvious substitute is ballpoint pens with black ink. 



4. During the Middle Ages, the African city of Taghaza quarried salt in 200-pound blocks to be sent to 

the salt market in Timbuktu, in present-day Mali.  Travelers report that Taghazans used salt instead of 

wood to construct buildings. 

Compared to other towns without big salt mines, was the demand for wood more elastic or less 

elastic in Taghaza?  How do you know? 

 

The demand for wood was more elastic than in other places because substitutes for wood were easier to 

find in Taghaza compared to other places. 

 

 

 

5.  Suppose that drug addicts pay for their addiction by stealing: So the higher the total revenue of the 

illegal drug industry, the higher the amount of theft.  If a government crackdown on drug suppliers leads 

to a higher price of drugs, what will happen to the amount of stealing if the demand for drugs is elastic? 

What if the demand for drugs is inelastic? 

 

If the demand for drugs is elastic, a higher price of drugs will mean less consumer expenditure on drugs. 

While some people will steal more to pay for the higher price, more than enough people to outweigh that 

will steal less as they move away from drugs in favor of other recreation.  The overall amount of stealing 

will decrease.   

 

If the demand for drugs is inelastic, a higher price of drugs will mean greater consumer expenditure on 

drugs. Since the consumers get money for their addiction by stealing, the amount of stealing will increase 

 

 

6.  The schedule below shows the number of packs of bagels bought in Davis, California, each 

day at a variety of prices. 

Price of bagels 

($/pack) 

 

Number of packs 

purchased/day 

 
6 

 

0 

 
5 

 

3,000 

 
4 

 

6,000 

 
3 

 

9,000 

 
2 

 

12,000 

 
1 

 

15,000 

 
0 

 

18,000 

 

a. Graph the daily demand curve for packs of bagels in Davis. 



P

($/pack)

Q

(1000s of packs/day

6

189

3

 

 

b. Calculate the price elasticity of demand at the point on the demand curve at which 

the price of bagels is $3 per pack.  

Use the formula: elasticity = (P/Q) (1/slope). When P = 3, Q = 9 and 1/slope is 3. So elasticity = 

3(3/9) = 1.0. 

c. If all bagel shops increased the price of bagels from $3 per pack to $4 per pack, what 

would happen to total revenues?  

If the price increases from $3 to $4, revenue will fall from $27,000 to $24,000. 

d. Calculate the price elasticity of demand at a point on the demand curve where the 

price of bagels is $2 per pack,  

Using the same formula as in b, elasticity = (2/12)x(3) = 0.5. 

e. If bagel shops increased.the price of bagels from $2 per pack to $3 per pack, what 

would happen to total revenues? 

If the price increases from $2 to $3, revenue will rise from $24,000 to $27,000. 

 


