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Assignments

Price Elasticity of Supply
Introduction 
Price elasticity of supply (Pes) measures the relationship between change in quantity supplied and a change in price.
	If supply is elastic, producers can increase output without a rise in cost or a time delay

If supply is inelastic, firms find it hard to change production in a given time period.
The formula for price elasticity of supply is: 
Percentage change in quantity supplied divided by the percentage change in price
	When Pes > 1, then supply is price elastic

When Pes < 1, then supply is price inelastic
When Pes = 0, supply is perfectly inelastic
When Pes = infinity, supply is perfectly elastic following a change in demand
What factors affect the elasticity of supply?
	Spare production capacity: If there is plenty of spare capacity then a business can increase output without a rise in costs and supply will be elastic in response to a change in demand. The supply of goods and services is most elastic during a recession, when there is plenty of spare labour and capital resources.
	Stocks of finished products and components: If stocks of raw materials and finished products are at a high level then a firm is able to respond to a change in demand - supply will be elastic. Conversely when stocks are low, dwindling supplies force prices higher because of scarcity in the market.
	The ease and cost of factor substitution: If both capital and labour are occupationally mobile then the elasticity of supply for a product is higher than if capital and labour cannot easily be switched. A good example might be a printing press which can switch easily between printing magazines and greetings cards.
	Time period and production speed: Supply is more price elastic the longer the time period that a firm is allowed to adjust its production levels. In some agricultural markets the momentary supply is fixed and is determined mainly by planting decisions made months before, and also climatic conditions, which affect the production yield. In contrast the supply of milk is price elastic because of a short time span from cows producing milk and products reaching the market place.
Price elasticity of supply
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The non-linear supply curve
In the diagram below, the price elasticity of supply is high at low levels of demand (e.g. D1 and D2) but when demand is high, elasticity of supply is much lower (e.g. D4 and D5) – the main reason would be that at peak periods, suppliers reach capacity limits and find it hard to increase output in he short run.
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Elasticity of demand and supply and price changes – a quick summary
Elasticity determines how much a shift changes quantity versus price.
	If D increases and S is perfectly inelastic, then price rises and quantity doesn't change.

If S increases and D is perfectly inelastic, then price falls and quantity doesn't change.
If D increases and S is perfectly elastic, then price stays the same and quantity rises.
If S increases and D is perfectly elastic, then price stays the same and quantity rises.







The Market Strikes Back & Elasticity 
Unit 4 focuses on the topics of price controls and quantity controls. You will learn how these controls are used as interventions, the problems these cause and also the benefits of using these to change economic outcomes. You will also learn about various types of elasticities and how these influence and are influenced by different factors as responses to changes to income, prices, and demand by both consumers and producers.

In this unit, we begin to examine what happens when governments try to control prices in a competitive market, keeping the price in a market either below its equilibrium level – a price ceiling such as rent control – or above – a price floor such as the minimum wage paid to workers in many countries. 
We will also discuss about elasticity; elasticity of demand and elasticity of supply. Elasticity measures how responsive consumers and firms are to changes in the market, such as market price.


Outcomes
After completing this unit, you should be able to:
	Describe the relationship between consumer surplus and the demand curve

Describe the relationship between producer surplus and the supply curve
Estimate price elasticity of demand and discuss the factors that influence the size of the various elasticities
Course outcome(s) practiced in this unit
BU224-1: Determine how markets allocate 

What do you have to do in this unit?
Complete the unit Reading.
Participate in Discussion Board.
Complete the unit Assignment.
Participate in Seminar or complete alternative assignment.
Complete your research outline.
	Review the Learning Activities

Unit 4 Reading
Textbook Reading:
Krugman, P. & Wells, R. (2012). Microeconomics. New York, NY: Worth Publishers.
	Chapter 5: "Price Controls and Quotas: Meddling with Markets"

Chapter 6: "Elasticity"
Reading Summary
Chapter 5 continues to explore how competitive markets operate by looking at the ways the government might intervene in markets to protect consumers, protect producers, or raise revenue. Rather than letting markets find their own equilibrium prices and output, the government may intervene in markets by imposing price ceilings, price floors, quotas, or taxes. Whenever the government does intervene in markets, some inefficiency or cost results. 
Chapter 6 continues our exploration of supply and demand by examining the degree to which quantity demanded responds to changes in the price of the good, income, and the prices of other goods, as well as how quantity supplied responds to the price of the good. The degree of responsiveness is known as elasticity. You also investigate the role of price elasticities in determining who actually pays a tax. 
Key Concepts
The Market Strikes Back Ideas: 
	How the government can prevent price adjustments through price ceilings or price floors. 

How the government can intervene in the market through quantity controls 
Understand how these two types of government controls can cause problems and inefficiencies 
Why these types of controls are used despite the problems they create in the allocation of resources. 
Elasticity Ideas: 
	Price elasticity of demand and how it is measured 

Alternative measures of elasticity of demand 
Price elasticity of supply and how to measure it 
Download the glossary terms for the following chapters:
Chapter 5
Chapter 6 


Download your Assignment instructions and grading rubric from Doc Sharing:
	BU224_Unit4_Assignment.docx

BU224_Unit4_ResearchPaperDraft.docx
Before you submit your Assignments, you should save your work on your computer in a location and with a name that you will remember. Make sure your Assignment is in the appropriate format (Word®, Excel®, PowerPoint®, or other), then, when you are ready, you may submit on the Dropbox page.
Dropbox Directions:
Go to the Dropbox to submit the saved file.
	Click the "Dropbox" tab.

Click "Submit an Assignment".
Using the drop-down box, choose the Assignment. Make sure you have used the correct format (.doc).
Click "Add Attachments".
Click "Browse..."
Go to the folder on your computer that contains your projects. Click on the correct document. The filename should now appear.
Click "Attach file". Wait for the file to upload.
Click "Ok".
Your project has now been submitted.


This week's Seminar will focus on the concepts and material presented in Unit 4. 
The instructor will discuss the main concepts of the material in the chapter(s) assigned for this unit. Students are expected to have read the chapter(s) in the textbook and other material posted by the instructor in “Doc Sharing” or “Announcements.”
Unit 4 Alternative Assignment 
It is strongly suggested that you attend the graded Seminar at the regularly scheduled time. To obtain full credit, students should post frequently, be actively engaged in the Seminar, provide comments that improve the Seminar quality and advance the discussion by raising new issues and/or ideas. 
If you are unable to attend the Seminar, you must complete the following assignment to obtain points for this part of the class. Write a 2–3 page paper that addresses the following:
	Discuss how price controls can impact market equilibrium.

Define price elasticity of demand, income elasticity of demand, and cross price elasticity of demand. Discuss how one would interpret the coefficient estimates for each measure of elasticity.
Discuss the factors that influence price elasticity of demand and supply.
Once completed submit your paper to the drop box for this unit.
Seminars are recorded and will be made available for everyone to review at a later time should you desire. These archived Seminars will remain available for the entire term.




