BUAD 200 Spring 2009 Week 05 Classnotes February 09-11, 2009 (Chapter 5)
Market Demand determines Price : As you look at all the goods available to be purchased, the food, the clothing, the cars, etc. the price you have to pay is determined by all the other buyers, and what they are willing to pay. (Ex. Auction) 

1. The equilibrium price and quantity will change as there are changes in demand or supply.

( shifts of the curves due to changes in some other factor.) 
2. When prices change in the economy it is due to a shift in either demand and/or supply. 
3. Analyze the change in equilibrium price and quantity of: 

a. increase or decrease in demand. 

b. increase or decrease in supply. 
4. Defined Total Revenue = Price times Quantity  (TR = P x Q)
5. The amount of relative price change or quantity change is a function of how responsive buyers or sellers are to price changes. i.e. Elasticity. 
6. The price elasticity of demand is a measure of the responsiveness of the quantity demanded by  buyers to a change in price. The price elasticity of supply is a measure of responsiveness of the quantity supplied by sellers to a change in price. 
7. Price Elasticity of Demand: Ed = %( Qty demanded / %( Price. 

A. Price Elasticity of Supply:   Es = %( Qty supplied / %( Price

8. Measures of Elasticity: 
A. Demand is elastic if:  %(Qd > %( price,  i.e. Ed > 1 and a decrease in price will increase total revenue. 

B. Demand is Unitary elastic if:  %( Qd = %(Price,  i.e. Ed = 1, and an increase in price or a decrease in price will have no effect on total revenue. 

C. Demand in inelastic if: %(Qd < %( Price, i.e. Ed <1; and an increase in price will increase total revenue.
9. Graph of elasticity: The flatter the curve (demand or supply) the greater the elasticity i.e. the more the response of quantity to a change in price. 

10. Determinants of Price elasticity of demand. 

A. Number and closeness of Substitute products. 

B. Information about price change and availability of Substitutes. 

C. Percentage of income spent. 

D. Amount of time following the price change.

     Second Law of Demand: Demand is More Elastic in the long run

1) More information on change in price & availability of substitutes.

2) More substitutes available

3) Greater opportunity to change the complementary set of goods owned.

11. Other Elasticity measures of responsiveness
A. Income Elasticity of Demand: EI = %(Qty demanded / %( Income.

1) Positive for normal goods

2) Negative for inferior goods

B. Cross-Price Elasticity of Demand: Ex/Py = %(QtyX demanded / %( Price Y
1) Positive for Substitute goods

2) Negative for Complements
