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	Economics; Week 12

	CA State Standards: Elasticity of Demand
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The picture above is of a bunch of rubberbands.  When most people think of rubberbands, they think about how they can be used to stretch to help wrap things up (like a newspaper or number of other things).  The reason why rubberbands are able to stretch and wrap around things is because of their elasticity.  Elasticity essentially means that something is able to stretch.  Who would have ever thought that in studying Economics, that we would begin by discussing rubberbands?  
We have discussed in Week 3 we went over something called, “Supply and Demand.”  Supply and Demand is a very simple concept.  Remember that Supply and Demand is when, “we have supply, which is how much of something you have, and demand, which is how much of something people want. Put the two together, and you have supply and demand.”
Supply and Demand has another dimension that we are now ready to discuss.  Do not get scared away by the terms we will be using.  We are only introducing and covering two new terms this week – and they are the opposites of each other.  That means, once you understand one – then you will understand the other because it just means the opposite.  No one is really sure why people who developed terms for Economics made things so difficult at times, but as we always try and do – we will make this as easy to understand as possible.  The term we are discussing this week  is “Elasticity of Demand.”  Its opposite term is called “Inelasticity of Demand.”  In our effort to keep things simple, we will just refer to goods either being “Elastic” or “Inelastic.”

If a good or service has an Elastic Demand, that means if the price changes much, then the amount of that good or service people will buy will change a lot!  Usually we see this when prices go up.  If the price of guacamole goes up, then there is a good chance that people will stop buying as much guacamole.  People do not need guacamole to survive and get through life.  They can eat salsa instead and probably be just about as happy.  Usually when demand is elastic for a good or service, there is either a substitute product that people can buy, or they can do without buying it at all.  Essentially, elasticity affects us buying tings that are “wants” as opposed to needs.  Remember it this way, ‘Elastic is not Essential.’
On the other hand, Inelastic Demand means that even if the price of a good or service goes up, the chances are that about the same amount of demand will exist for that product.  This is either because there are not substitutes for the product, or the product is more of a “need” than “want.”  Two of the best examples of this are gasoline and cigarettes.  Through 2007 and 2008, the United States saw the price of gasoline reach almost $5.00 a gallon in some parts of the nation.  That is A LOT of money for gasoline.  Finally people started driving less, carpooling, taking public transportation and other ways to get around because they could not afford those expensive prices.  But it took A LOT to get there.  When gas was going through the $2 and $3 price ranges – people were still buying gas.  They still had to get to work, they needed to live their lives.  For a long time gasoline had an inelastic demand.  Despite rising prices, people were still buying gas.  Eventually demand did drop, the price of oil dropped and then at the end of 2008, people were able to return to more “normal driving habits.  Think about how the price of gasoline is very different from the price of guacamole going up.  If the price of guacamole goes up a bit, people (maybe not you) will eat just salsa instead.  But with gasoline, the price can go up quite a bit and people will still buy it.  This is one of the reasons why gasoline is one of the favorite products for the government to tax you on.  Did you know that one of the most heavily taxed things you ill ever buy is gasoline?  Look all around at the gas pump next time you or your family fill up – the amount of taxes are usually listed.  Chances are you are paying almost a quarter per gallon in taxes!  WOW!!!!
Another item that suffers from added taxes is tobacco, mainly cigarettes.  Cigarettes are considered to have inelastic demand, that is partially why they are an easy target for taxes.  Because many people who smoke rely on cigarettes everyday, the demand is inelastic.  That means, even if the price goes up a bit- the demand for that product will still exist.  Unlike guacamole where if the price goes up people can buy salsa.  With cigarettes, if the price goes up, there are no other real options than just not smoking.  This is inelastic demand.  

Hopefully this seems simple enough.  

One high school textbook explains the concept of Elasticity as:


“(% Change in Quantity) / (% Change in Price) ~ if elasticity is greater than 1, the curve is elastic.  If it is 
less than 1, it is inelastic.”
Activity/Assignment:
Explain the following terms in your own words that demonstrate your understanding of them.

1.  Economics  

2.  Supply and Demand

3.  Elastic

4.  Inelastic

5.  “need”

6.  “want”
7.  Finish filling out the chart listed below.  For each item listed, you need to identify it as Elastic or Inelastic in Demand.  Then you need to explain why you chose it as Elastic or Inelastic.  Consider substitutes or other factors.

	Product
	Elastic / Inelastic
	Explanation

	Guacamole
	
	

	Gasoline
	
	

	Cigarettes
	
	

	Water
	
	

	Volcano Tacos


	
	

	Computer
	
	

	Gym Membership
	
	 

	Wii
	
	

	Skateboard
	
	

	Coffee (Decaf)
	
	

	Apple Juice
	
	

	Diapers (babies)
	
	

	Twilight (books)
	
	


