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The answer depends on the price elasticity of demand. In this case the price elasticity is equal to one, and a
change in the price will not affect the total revenue. This can be explained by the fact that the slope is the ratio
of the changes between the variables of price and quantity. This is due to competition and the presence of
perfect substitutes. Elasticity is a popular tool among empiricists because it is independent of units and thus
simplifies data analysis. Stonebraker R. Case K. In contrast, an inelastic variable with an absolute elasticity
value less than 1 is one which changes less than proportionally in response to changes in other variables. An
increase in the tax of an inelastic good would increase the total revenue because there would be no real change
in the demand for the good despite the tax increase. They are so identified with price, that the contributor is
hardly aware that he is paying a tax. S 7th edition , first pub. John Stuart Mill essentially described the demand
for necessities like bread as inelastic: "There are many articles for which it requires a very considerable rise of
price materially to reduce the demand; in particular, articles of necessity, such as the habitual food of the
people in England, wheaten bread: of which there is probably almost as much consumed, at the present cost
price, as there would be with the present population at a price considerably lower. Thus making tobacco an
elastic demand. Demand is inelastic when the elasticity is less than 1. When calculating the price elasticity of
demand between two points on a demand curve, you may realise that the slope of the line is not a useful
measure of the responsiveness of the good to increases or decreases in its price. Inelastic goods are goods that
do not have a perfect if any substitute. In any market, total revenue is P x Q, the price of a good times the
quantity of the good sold. Elasticity is also crucially important in any discussion of welfare distribution, in
particular consumer surplus , producer surplus , or government surplus. A variable can have different values of
its elasticity at different starting points: for example, the quantity of a good supplied by producers might be
elastic at low prices but inelastic at higher prices, so that a rise from an initially low price might bring on a
more-than-proportionate increase in quantity supplied while a rise from an initially high price might bring on a
less-than-proportionate rise in quantity supplied. Mill J. Other demand elasticities[ edit edit source ] In
addition to the price elasticity of demand, economists also use other elasticities to describe the behavior of
buyers in a market. But they have also their disadvantages. The key thing to examine would be whether the
demand for cinema tickets is elastic or inelastic. Mankiw G. On the other hand, if the goods are compliments
to one another, then the cross price elasticity of demand will be negative, because a decrease in the demand for
one will cause a decrease in the demand of the other. In empirical work an elasticity is the estimated
coefficient in a linear regression equation where both the dependent variable and the independent variable are
in natural logs. Inelastic goods are goods such as lifesaving medicines, tobacco and petrol â€” there are no real
substitutes for these goods and they are needed, so the demand for these goods will not change despite an
increase or decrease in the price. The flatter the demand curve that passes through a given point, the greater
the price elasticity of demand. If demand is unit elastic price elasticity exactly equal to 1 total revenue remains
constant when the price changes. In this case it is up to them to decide whether they can justify an increase in
the tax and risk the decrease in demand for the good.


