EE320 (1/2011)
5.7.3 Elasticity

If y = f(x)
_ Ay*100 , Ax*100
€= 2 /2
_AY %X
N y
Demand elasticity:
Qg = f(P)
_20Qd P
d= AP Qd
_dod 4 P - o
€4= ar  od - point elasticity
Supply elasticity:
Q, = f(P)
€, = 205 4 P
AP Qs
€, = aQ0s x P
dpP Qs
Cross price elasticity:
Qux = f(Py)
_AQdx , Py
2 APy Qdx
_dQdx P_y
ST dPy Qdx

If €,>0 - XandY are substitute goods.

If €,<0 > XandY are complementary goods.

Income elasticity:
Qq = f(Y)
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Y is consumer’s income.

_AQd , Y
Y7 AY  Qd

If€E, <0 -  Xisaninferior goods.
If €,>0 -  Xisanormal goods.
9

Ife, >1 X is a luxury goods.

Ifo<€,<1 > X is a necessity goods.
Output elasticity:

TP = (L)

L
- * —
EL—f(L) 70 = MPL/APL

5.7.4 Total Revenue (TR) and Marginal Revenue (MR)

TR=P*Q

AR=2
Q

MR = 2%
a0

AR & MR:

TR = P*Q = f(Q)*Q

&R _MR=AR+QZ
aqQ aQ

MR=AR(1+ )
If |Ed| > 1 (elastic) > MR>0
If |€d| < 1 (inelastic) > MR<O0

If |[Ed| =1 (unitary) > MR=0

AR
Gd =
MR—-AR
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AR

|€d| =
AR—MR
FMR<0,—5— <1 > inelasticit
' TR inelasticity

AR -

MR >0, T 1 - elasticity
AR .
MR-O,E =1 - unitary

5.7.5 Total Product (TP), Average Product (AP) and Marginal Product (MP)

S-R production function: Q=glL)
Total revenue: TR =f(Q)*Q
Marginal revenue product: MRP = (ZLLR
= MP*MR
Perfectly competitive market: MRP = MP*P
= VMP

5.7.6 Total Cost (TC) and Marginal Cost (MC)

vC=f(Q)
MC = %C - £(Q)
TC=FC+VC
=a +f(Q)
arc _ ave
dQ dQ
From Q=glL)

TC=1(Q) = f(g(L)
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& - p*g(L)

dL
Factor market: Perfectly competitive market
VC=wL

ave
dL

w=f(Q) g'(L)

= MC*MP

MC = —
MP

Factor market: Imperfectly competitive market

davc dL dw
—_— = W— + L_
dL dL dL
L dw
= W(l + — E)
1
=W (1 + E)
= MFC

w(1+3) = Fl@) g
= MC*MP
MFC

MC = —
MP

5.7.7 Macroeconomic variables

Consumption function: C =1(Y)
L = #(Y)= MPC
dy
Import function: M = mg+ myY
am
dy
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