
Elasticity Practice KEY 
 
1) When the quantity demanded is very high the demand curve tends to be?  Elastic or Inelastic?  Can you explain why? 

INELASTIC.  Because when prices of goods are low, people are less sensitive to price.  

You are in the “inelastic zone” in graph when P is relatively low 
 

 

2) When the price moves higher, does the elasticity eventually moves towards elasticity or inelasticity? Explain. 

ELASTIC.  Because people generally become more sensitive to price as they rise.  You are 

moving towards the “elastic zone” in the graph when P moves higher 
 

 

3) Based on the table to the right, what price maximizes Total Revenue? Why? 

 

At the UNIT ELASTIC price.  Because here revenue is 

maximized and % change in Price = % Change in Quantity 
 

 

 

 

4) Assume that prices rise from $5 to $6 dollars and quantity demanded falls from 

20 to 15 units.  Calculate the elasticity based on the effect on Total Revenue. 

$5 x 20 units = 100 Total Revenue 

$6 x 15 units = 90 Total Revenue 

 

Total Revenue went DOWN when Price went UP, 

So, demand is more ELASTIC between $5 and $6 
 

 

 

 

 

See chart below for Questions 5-8 

 

Good          Cross-price elasticities of demand  

Air-conditioning units and kilowatts of electricity      -0.34  

Coke and Pepsi          +0.63  

High-fuel-consuming sport-utility vehicles (SUVs) and gasoline    -0.28  

McDonald’s burgers and Burger King burgers      +0.82  

Butter and margarine         +1.54  

 

5)  Explain the sign of each of the cross-price elasticities. What does it imply about the relationship between the two goods in 

question? Are the two goods substitutes or complements? 

When cross price elasticity is NEGATIVE (Air-conditioning & Electricity, SUV’s & Gas) 

the goods are COMPLEMENTS 

When cross price elasticity is POSITIVE (Coke & Pepsi, McDonalds & Burger King, 

Butter & Margarine) the goods are SUBSTITUTES 
 

6) Use the information in the table and your formula sheet to calculate how a 5% increase in the price of Pepsi affects the 

quantity of Coke demanded.  

.63 = x ÷ .05 

x = .0315 

 

5% increase in the price of Pepsi would lead to a 3.15% increase in the demand for Coke 

 



7) Use the information in the table and your formula sheet to calculate how a 10% decrease in the price of gasoline affects the 

quantity of SUVs demanded.  

-0.28 = x ÷ -0.10 

x = 0.028 

 

A 10% decrease in the price of gasoline would lead to a 2.8% INCREASE in the demand 

for SUV’s 
 

8)  Suppose the price of printing paper for digital cameras has recently risen by 10 percent due to an increase in the cost of 

materials used in the finish for the paper. As a result, less photo printing paper is being sold in the office supply store where 

you work. You do some checking and find that digital camera sales are down by 4 percent. What is the cross-price elasticity of 

photo printing paper and digital cameras? What type of goods are these? 

 

-0.04 ÷ 0.10 = -.4 

 

The cross-price elasticity = -0.40 

Since this number is negative, it proves that photo printer paper and digital cameras are 

COMPEMENTARY goods. 
 

 

 

See the table below that gives the quantity of good X demanded and supplied at various prices for questions 9-11  

 

Price (dollars)   Quantity Demanded (units)  Quantity Supplied (units) 

$30       1     3 

$20       3     3 

$10       4     3 

 

 

9) Is the demand for good X relatively elastic, relatively inelastic, unit elastic, perfectly elastic, or perfectly inelastic when the 

price decreases from $30 to $20? Explain. 

$30 x 1 = 30 Total Revenue 

$20 x 3 = 60 Total Revenue 

ELASTIC, because as the price of good x went down ($30 to $20) the Total Revenue went 

(up 30 to 60).  Also, the % change in Quantity Demanded is > % change in Price.   
 

10) is the supply of good X relatively elastic, relatively inelastic, unit elastic, perfectly elastic, or perfectly inelastic when the 

price decreases from $30 to $20? Explain. 

PERFECTLY INELEASTIC, because the Quantity Supplied at all price levels is 3…the 

% change in quantity supplied = ZERO. 
 

11) Assume that the income elasticity of demand for cheap sunglasses is –2. Using a correctly labeled graph of the market for 

low quality sunglasses, show the effect of a significant increase in income on the equilibrium price of low quality sun glasses in 

the short run. 

 

NEGATIVE Income Elasticity = INFERIOR GOOD 

Demand for inferior goods DECREASES with a 

growth in income. 

The graph is labeled correctly & shows a left 

(downward) shift in the demand for low quality sun 

glasses 


