
APPENDIX G

MONOPOLY MARKET SUPPLY AjM) TOTAL CJNS.liMSH BXPErlDlTUIiS .

OBJECT IVUS V . . .. .. . .<% ■

After reading this lesson carefully the student should "ce able

1 distinguish between the meanings of the tsrzns monovol,y, 

duopoly , oligopoly and noncmaony..

2 give examples of various types of mohoxioly ■

3 discuss monopoly control o.f output and price-

4 calculate the gross revenue for a given price ar.d 

quantity, as represented by a demand curve.
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MONOPOLY

Definitions Monopoly (monos == single, polien = to sell) exists

where there is single control in the markeb,

iJote how monopoly deffers from the following kinds of ms-rket:

(a) Duopoly■ This exists where there are only .two producers 

' in a market.' : ■

(b) Oligopoly. (oligoi = few, polien = to sell) This exists 

where there are very few producers of a commodity.

(c) Monopsony. This exists where there is only one buyer.

Mono poly situat ions Monopolies may come about from natural or 

artificial causes.

(a) Natural monooolies

(i) 3ccause of limited and localised supplies. As for 

example gam diamonds in southern Africa, or 

genuine Picasso originals-.

(ii )  Industries with decreasing rost ner unit of output,

. . low . ■ ■ . . . . . .  .
The/product ion costs of an established producer

create a barrier of entry to newcomers with high

initial costs wishing to enter the market at corn-

pet itive prices . :

(b) Artificial monopolies

(i) Service monopolies are able to exercise monopoly 

powers ovei' the supply of some types of labour*

For example, trade unions and organized professions 

such as lav/ and medicine. . ■

(ii ) Temporary monopolies arise where for example,

supplies are "cornered" for some time, as in the 

sections of _
case of/the retail IjLqiior trada in South Africa.
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(ii i )  Controlled monopolies are maintained '."her. the 

: , state nationalises whole industries; and for

social-.reasons as in the case of water and, alec- 

tricity supplies.

Civ) Lesyal monopolies' are created by trade marks, 

patent rights and copyrights*

(y) Monopoly organizations forced to eliminate core­

. . petition. The cartel and the pool are among" the 

most important types. In a cartel, OPEC for 

example, the output of member firms is controlled 

and restricted so as to keep up prices. Members 

keep their .identity, but output is distributed 

through a central sales organisation r/hich fixes 

quotas and selling prices. The pool .is a conbin- 

at ion, usually loose, of firms combining for 

marketing purposes, so as to keep up prices.

The ccn.nercial banks in South Africa have recently 

disbanded a similar arrangement which <vas called 

■■■■ ■■■ ' P.CCO. . . ■ ■ .. ' ■ ■ ■ . ■ ■ '

Monopoly output and price The monopolist may fix  either the 

supply of quantity, or the price. Because of the consumars* 

influence of demand, the monopolist can not fix  both price and 

quantity., ftote thats : - ■ : ■ ■. ■ •

If the monopolist sets t^o high a prices, raising the 

cost barrier to entry, this may stimulate the entry of 

ney/ producers* or or encourage the production of sub­

: stitutesv It may also lead to intervention, by the state, 

in the market, as for example rent control.
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Gross revenue

To work out hov/ much income tfill be received (i .e . revenue) 

when a certain ooantity of goods, say 100 7[2TS RAG T shirts, 

is sold at a certain price, say R5 , 5 0  per shirt, the -price is 

multiplied by the quantity sold. Thus R5>50 x 100 = R550,CO.

Figure 1 shows that the multiplication of price by quantity to 

give the gross revenue from a market, can be represented by a 

rectangle on a graph of the demand curve. The simple arith­

metical rule for calculating the area of a rectangle is to 

multiply orie dimension by the other. In the same way, gross 

revenue is calculated by multiplying the price dimension by 

the quantity dimension. In thi.3 way the graph gives us a 

model so that wa can see on paper v/hat we cannot sec happen­

ing in the actual mirk®- place. The demand curve indicates 

the precise quantity demanded and the price to which that 

quantity corresponds.

In figure 1 the rectangle A2C0 represents the gross revenue 

from 100 T shirt3 cA a price of R5,50.

. , ... : QUAm’lTT - NTMB3R OP T SKIRTS

Fi?:urs 1 - Gross revenue from the sale of T shifts.
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Calculate tha gros3 reyenutt at the rather etoho*bit*nt price of 

R25,00 a T shirt.

, . ' 1 ■ v ’ ' ' . ■ • - ■

It' tha price rev* duorea&c-d to H2*0Q a T shirt, what revenue virould 

be received for Wits Rug?

.-it which - point on the demand curve, D ,,E or 2 , is gross revenue 

the <greate3t?
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OUT LIMB OF 1'KEl TOPIC: GRAPHIC UBHlEi3Eifl?A3?lON-.OF' DEMAKD ELASTICITY

1 Preparatory reading- on the concepts:

1 .1 I.lAPJGT DjXA.W  SCHEDULE

1.2 ; fcttBKEP DEllALD CUHV3 ,

1.3' '• ." f/lQiNOPOLY ivLABKET SUPPLY . ■ , .

1. 4 ' T O aS. QOK31B&R KXB5l©i3?ms .

2 Simulation Game - Economics of Monopoly atana.-.’ement.

3 Expository-reception learning: lecture -notes i

the .&aphic ;t^passs;^ATUrt of gLvoTicrjias op demand .

3.1 , THE C0IvCSP5 CP ■-Jlu-iJ* 1CITY' • . ,

5*1 DSPx'r.KICi: OF SL-ioTIC S E i^ D  , ,

3-3 CALCliLr.TID'M 0? I’EB COEFt ICxELT

OP Hi ICS i)L^lv-:.LTY OF 'J£:,̂ L,T>

3-4 DECREES 0P_ Sk-vc^lCSY OP DS^tiD___________________

" ' '$m j£ $L Y  '' HSL^IVELV miiTAHY RELATIVELY EFBHETELY ,

■ IKBIuvSTYC im USTXC  EL.tu'TICIPY ELASTIC ELASTIC

. mitikhD m iAinr op BEikKD 'm m ®  •'•. vstfAim
y * 0 0<y<'\ y- 1 1 <y < o«o y z o o

3-5 EXAMPLES OP J.tARKET CONDITIONS OP ELASTICITY

3 .6  GRAPHIC REmaSE!MiATlQi.a OP EUST1CIT1SS .

ZSRO AMD RELATIVELY . ’ DEfcCAivD CURVE M  RELATIVELY AMD IN­

. IKELAST1C DS»*tAND CtEVSS UM$.iRY ELASTIC ITY FINITELY ELASTIC
: : .  , ; ;. ■. DE’.UjND curves

3 . 7  . THE EXPECT OP PRICE 3LASTIC1TY OP DEllAKL :

-p.Jff' TOTAL CONSUMER EXPENDITURE, THAT IS> ,

. THE GROSSREVEflUE OP THE SUPPLIERS : , ,

THE BiPORTaKCE OP ELASTICITY omS&tfffi TO THE EWIHEPBEKSUR



MARKEH? A S t M  .SGHEPULaiS At.'D CtlKYBS ‘ .

OBJECTIVES .. , _ 

After reading this lesson carefully the student should "be able to:

1 distinguish between a  market demand schedule and a 

market demand curve; .

2 interpret a graph representing quantities demanded at 

given prices;

3 describe two exceptions to the normal demand curve.

Appendix H
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7>lAfii<ST LfeiAIftlvD SOHSPUiaS Ai.P ..GUttVES

1 The movement of .demand Other things bej.Rg eq.ual,; a consumer will 

demand wore goods at a lower price than at a higher price, This 

movement in oiu&ntitieo demanded. can be illustrated in tvra ways:

(a) either in the form of a demand schedule (as in table l ) , 

which lists demand at various prices; or

(b) in the form of a demand curvs (as in figure 1 ), which is 

a graphical representation of the relationship betv/een 

two variables, price and demand.

Note: The constructi.-sn of a simple graph is explained in para-

• • ••• <graph jj bolow* . • •

2 A market demand ocfr?etv.Ie Table I seta out an imaginary demand 

schedule, i .e . quar.t it i3» of n *7001! demanded per unit of time at 

given prices. . ■ . ■ . :

Table 1 - raj-WI!) iCHKDULB

Number of units
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The following points should be noted: .

a. The schedule ia made Up of all the individual demand

schedules of tha different consumers of the same product 

' in the market. i .e . by adding together the amounts

: demanded by separate individuals who have the ability 

and willingness to purchase at particular prices.

b. The schedule indicates that, as price rises, so let,s of

the commodity will be demanded.

Market demand curve It is possible to represent the information 

in table 1 in the form of a graph, as in figure 1. . -

PKICS

Fijruro 1 A usual demand cur ’/s

Construction of the frraph in figure 1.

The construction of the graph is as set out overleaf in paragraphs
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Two axes (x and y) are drawn at right-angles to each othar. 

The horizontal axis known as the x axis; the vertical axis is 

the y axis.

Distance along the ;c axia. from the point at which the axes 

intersect (point 0) represents the total quartity denandad per 

week ("1" indic^-tes 1 €00 aric, "2" indicates 2 000)* Distance 

up the y axis represents -price. . ■

To plot a point indicating ''price per unit = 1c, demand = 4 000", 

v,re move _un the y axis to the point at 1c, then we nove from that 

point on a path parallel to the x axis until we reach the point 

A) which is directly above & an the x axis, indicabin=; 4 000.

This is repo at ad for each prico ar.d corresponding1 quantity 

demanded*.

The points are joined tog?Vner to fornt a curve- (Note that 

where the points ore joined and a straight line results, it is 

nevertheless referred to as a curve)

Comments on figure 1 < Consider the following point© in 

relat ion to figure 1: ' ' ■ ■ ■ ■

ffhe owve represents, the total quantities which consuMers: will
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Two axes (x and y) are drawn at right ̂ ar^les to each other* 

The horizontal axis known as the x axis; the1 vertical axis is 

the y axis.

Distance along the axis from the point at ?/hieh the axes 

intersect (point 0) represents the total quartity demanded per 

week (,:1" indicates 1 COO and "2 ” indicates 2 OQO). Distance 

up the y axis represents •price.

To plot a point indicating "price per unit = 1c, demand = 4 000", 

v/e move the y axis to . - ooint at 1c, then we nove frora that 

point on a oath parallel J ,.e x axis until we reach the point 

A, which is directly above 4 on the x axis, indicating- 4 COO-

This is repeated for each price and corresponding1 quantity 

demanded. . . .

The points are joined tog*Yner to fora a curvc. (Note that 

where the points are joined <-r\d a straight line results, it is 

nevertheless referred to as a curve)

Continents on finrure 1 . ' Consider the following points in 

relation to figure 1: . ■

The curve represents the total quantities v/hich consumers will
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The curve falls to the right (the usual path of a demand. curve)* 

The curve in figoro 1 shows c 1 earl,y that the quantity demanded
. . . '9 ' ' ■ ■ ' ' 1

increases with a, fall in prico.

The presentation of data on the graph is based on the ’ceteris 

paribus1 assumption that 'other things remain equal'.

Unusual demand curvea. The usual dem and curve slopes downward 

from left to right, indicating that, as price falls , so the 

quantity demanded will increase. There are, however, a fevr 

exceptional cases in which a fall in nrice may result in a fall 

in the quantity denar.tlsd, and a rise in price may result in an 

increase in the- quantity demanded. In such cases the demand 

curve - or at least part of it - would slope, riot downwards to 

the ri.s’h t , but upwards from left to ri|;ht over part of its 

length. Two ov;ch car.es represented in f ib r e s  2 and 3, are 

"Giffen's paradox" and "ostentatious buying".

EXCEPTIONS TO THE UGUaL DE1AND CURVE

yaice-
?/&c£:

Demand for ’ Giffen goods' . Demand for 'ostentatious'
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The so-called '’Giffen -goods" .

Sir Robert Jiffen (1?57 - 1910) was a statistician and an 

economist. Ke noticed that -vhan the price of bread fe ll , 

consumers, particularly the poor, were able to spend less

- not more - of their money on bread. Relatival/ cheaper 

bread meant that they had mor.sy left for dearer goods Ilka 

meat and fruit. When the price of bread increased, these 

consumers spent more money on bread, being unable to afford 

the ’ superior’ , more expensive goods at all. "Giffen 's para­

dox" refers, therefore, to the rare exceptions of those essen­

tial and relatively cheap ,-jooda, the demand for which may 

increase in the case of those with low incomes, following a 

small rise in price* Consider the demand for maize

meal in southern Africa­

” Patent at j.ous buying” . . .

In some cases, c^nsid^r £en di^onds , caviar and de luxe 

models of cars; ;~oo.'U i-.re bou-ht at a hi~h price in order that 

their possesoior. mir?ht impress. Total demand may decrease if 

price fa ll3 and rer.dera the goods no longer expensive. If 

this happened, their purchase and possession 7/ould cease to 

mark the pos.-essor in soxe wsy. Ostentatious de;nana v/ould then
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, , . , APPENDIX M

Trebedies Island: The Economics of Monopoly Management SCRIPT

Karrator; This is the situation. Telephone service is about to be 

established on Trebedies Island for the first time. You fire one of 

several companies bidding for the right to install and maintain this 

system. The rrinning bid Trill be selected by three representatives: one 

from the island homeowners association, one from, a group of interested 

investors, and one from a group of business people. These three rep­

resentatives are ready to state their concerns to you. But before we 

hear from them, let' a go over the fact3 which will help you understand 

the sitm tion more clearly.

first, look at the map, (pause) you will see that a large segment of 

land in the centre of Trebedies Island has been set aside by the govern­

ment for use as a public park. To the east of this* along the mainland 

side of the island, a strip of land is zoned for use by commercial con­

cerns. A group of small shops and stores is being built to take advan­

tage of the tourist trade generated by the park. But tnese businesses* 

must have telephone service in order to operate. They are ready to 

guarantee a subscription of one hundred and one 'phones, and expect the 

number of subscribers to remain the same for several years.

On the other side of the island is the small community of homeowners. 

According to Trebedies law, no telephone system can be set up on the 

island without their consent* Although they want this system very much* 

many of them cannot afford to pay high monthly telephone bills. Naturally 

the homeowners association will not vote for any bid which establishes 

telephone rates higher than most homeowners feel they can afford.



There is another factor to keep in mind. Because of the laws get up to 

protect the natural environment of the park it is likely that neither the 

residential nor the busine33 communities will undergo substantial growth. 

In other words, the population and character of the island is stable.

Now, let us hear from the three representatives. First, Ms K,

A. , Chairman of the Island Homeowners' Association.

Ms A : Thank you. I  must tell you that we are delighted with the

possibility of telephone service on the island. Shortwave radio i/3 okay,

but it doesn't compare with the convenience, reliability, and high service

of a modern telephone system. On two other occasions we have investigated

the possibility of establishing a ' phone system but decided it would be

just too expensive. A mainland firm did a study of price on the number of

subscribers. That report will be handed out shortly. A» you will see, it

clearly shows our people will not subscribe to ' phone service unless the

price is right. Since it is our goal to have telephone service for as

* ■ ■■ ' a s  ■
many islanders as possible, I must make it cluar that/oux representative

I will not be authorized to vote for a bid so high that most of us

wouldn't be able to afford it. If  you want my vote, keep the price of

telephone service down for the island homeowners.

Narrator: Thank you, fAs A . Now here is the representative of a 

group of potential investors who are interested in the new telephone 

system, Ms T M . .

Ms M ________ ~t' As you know, Trebedies law requires that no individual

company or firm may own more than 5$ any telephone company opt1'-,ating 

on the island. The 5$ law makes it difficult for a small company such a3

, Appendix M
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yours to acquire the capital to got started# I represent a group of 

twenty investors, each prepared to buy a Tj$> share of the new telephone 

company, provided, of course, that the return we can expect from our 

money ia competitive with other investments of equal risk* A report of 

Pierce Investment. Company will be handed oufc later. I 'd  suggest you 

study it . Naturally, I ' l l  vote for the bid with the highest return for 

our money but I  won't vote for any bid unless it is higher than what we 

can get from other types of investments. And may I  remind you that the 

expectations of our group are typical. If you are not able to come up 

with a bid which satisfies us, it is unlikely that you will be satisfied 

either. ,

Narrator; Thank you Us M. . Finally, we will hear from Mr P

G , a representative of the Trebedies Island business concerns.

Mr G __i Thank you. I ,  and other small-business people on Trebedies

Island, would be pleased if every islander who wanted a telephone could 

have one. We really would. But the islanders must be prepared to pay 

their fair share. I've obtained a copy of the Consultant's Report on 

Monthly Revenue required to support various numbers of telephones. A 

copy of the report will be given to you later. As you will see, just- 

the fact that we here are willing to guarantee a subscription of a 

hundred and one 'phones has dramatically reduced the cost of the ’phone 

system to tha islanders. We don't want to be charged more than our fair 

proportional share on top of what already amounts to a subsidy. I ’ ll 

admit that a telephone system is very important to our business, but if 

you sat our rates so high that it makes it hard for us to make a profit, 

we might have to forgst the entire enterprise.

Narrator: Thank you, Mr G *
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As the narrator gives instructions, hand out the information sheets. 

Ensure that each company receives its own material and not that of 

another company.

Narrator; To make your bids acceptable, you will have to use the three 

charts given to you. While, at f irst , these may look complicated, they 

are actually very simple to understand. A brief explanation will be 

given of each. ...........

First, examin the Bingham & Associates Report and ■She attached demand 

schedule. (Pause and allow time for this) In the left hand column 

headed "(PRICE) MONTHLY RATE" telephone rates are listed. Directly 

across from these are the number of homeowners who would subscribe at 

these rates. As you can see, if  the monthly rate were $11-00, only nine 

islanders would be willing', to subscribe. So to satisfy the homeowners 

you will have to refer to this chart and offer a rate which most of them 

can afford. Be sure to read "A VERY IMFOIiTAM1 NOTE" at the top righthand 

side of the demand schedule.

Next, look at the pierce Investment Company Report. (Pause, allow time) 

It is merely a listing of returns on different types of investments.

Since you must give the investors a decent rate of return if you expect 

them to put up money, you must refer to this report to learn the minimum 

amount you must offer to the investors to be competitive with other types 

of investments.

Now look at the sheet with all the numbers on it. (Pause and allow time)
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These are the rates of return you can offer the investors. Going* down 

the farthest column to the left are lumbers of telephones installed.

Since the 'businesses have guaranteed a subscription of one hundred and 

one ’ phones, look at that number. It has an arrow next to it. Say you 

wanted to give your investors a rate of return of 12$. Look across the 

row until you see the fignores in the square under the 12̂ 4 column. The 

figure, under column A is $1 900-00* This is the total amount of revenue 

required per month to pay expenses of one hundred and one ’ phones and to 

give the investors a 12$ rate of return. The figure under column B is 

$19-24. This i3 the amount you would have to charge per Tphone per month 

to raise the $1 944-00 listed in column A. Remember, however, that you 

may not want to charge the homeowners and the businesses the same price. 

For example, you may want to charge the businesses more, so that you can 

charge the homeowners less and still give a decent return to the investors.

Now look at the Bid Form (or tender). Write in your answers to questions 

A through to K. When you have done this, turn your bid form in to the 

three representatives so that they can select the winning bid. Each 

company is allowed only one bid.

As you complete your bid, the representatives will be around to lobby for 

their point of view. .■ ,

It  is.advisable not to let your competitors know what you are planning. 

Complete your bid form now.
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APPENDIX Q,

EVALUATION QUESTIONN1ARE 

STUDEM! ____

THEBEDIES ISLAND

DATE

1 The simulation was: (Underline the appropriate response)

Very boring. Boring. Neither boring Interesting. Very interesting.
nor interesting

Comment.:

As a way of learning Business Economics the simulation was:

f
K

Most Ineffective Both effective Effective Very effective

ineffective and ineffective

because?

Considering the time taken bi the simulation, as a way of learning, 

it vast

A complete A waste No better or worse Time well A real time-
waste of of time than any other way spent aavor
time of learning ;

because:

As part, of the Business Economics course in the H Dip Ed. curriculum, 

the simulation is:

Completely Mostly Possibly
irrelevant irrelevant relevant

because!

Mostly Completely 
relevant relevant

\
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Would it be worth your while to repeat the simulation in a few days time?

Yea. No*

Comment: . . ............

What, if anything, did you learn from the simulation game?

What improvements, if any, do you recommend?

If you wish to add any further comments to any of the questions, pleaae 

write on the blank aide of the pages, of this questionnaire. ;

Thank you for your help.:



APPEHDK R

JR)TOOI.T' IvlMACMM!

Question One

Transfer Retention Test.

NAME OP STUMKD

Given the ’ monthly rate* (price) and the 'probable number of subscribers' 

(quantity), how would you calculate the 'total, revenue' (gross income) 

that the telephone company may expect to receive? It ia sufficient to

give the formula* , . : : .. v;

Question Two

Show can the graph below, by sketching-in the share of the curves, the 

responsiveness of demand to price that you experienced in the Trebedies 

Inland simulation. To help you remember: the highest price a houseowner 

was prepared to pay was $ 35**50 . 'The houseowners, all 49 of them, would 

have demanded a telephone if the monthly rental wa3 $1-00 a month. There 

were 101 possible business subscribers. This information is given t,o 

help you fit  the curve in the right place on the graph.

Price 060­

50­

40­

30­

20­

10-

0 id 20 30 40 50 60 70 80 90 100 110 Quantity

Question Three
...............  m i I....... in njmi'Hi i i ii urn . .

7/hare your graph (in question 2) indicates by th# slope of the curve that 

Quantity demanded wa3 very responsive to price change* write e > 1 nest to 

that part df the curves Indicate where demand showed no response to 

change in price by writing e m 0 next to that part of the eurv-u

HOT lit This if  st isj t'Q see how effective the simulation game is. 

Thask you for y,>ur co-operation.
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PRICE ELASTICITY OF DSMAJSD , ,

OBJECTIVES ;

After learning this material the student should be able to;

1 explain what i3 meant by the terra 1 price elasticity o.f 

demp.nd1 j .

2 define price elastic demand;

3 calculate price elasticity of demand;

4 distinguish between five degreea'of elasticity, using 

as examples the demand for various commodities;

5 interpret from a graphical representation of the 

elasticity for a particular commodity, it3 relative 

elasticity, using one of five possible verbal and

. numerical categories; , . ,

6 discua3 the importance of elasticity of demand to the 

entrepreneur, considering its effect on gross revenue.



ELASTICITY OP DEMAND

Appendix S

1 The concept of elasticity

What happens to demand rrhen the pries of a small popular make of 

motor car suddenly rises by R2 000? Oh the other hand, if the pric 

of an expensive luxury car changes by R2 000, Trill it make very much 

difference to demand? Consider an increase of !0c in the price of 

bread rolls how will consumers respond in the quantity they buy? 

After the price of the Rand Daily Mail wa3 increased from 20c to 25c 

there was for a time a decline in the circulation figures for the 

newspaper. Would an increase of 5c in the price of gramophone 

records have the same effect on sales of gramophone records?

(a) In each of these cases THE DEGREE OF RESPOKSIVEKSSS OV 

DEMAND'to the price, changes ia different.

(b) This degree of responsiveness is referred to as price 

elasticity of demand.

2 Definition of elastic demand

Demand is said to be elastic Trhen a relatively small variation 

in price results in a marked variation in the amount demanded.

For example, if the pric.* of one unit of a commodity at a certain 

time is 10c and a fal price of say 1c (i^e* a change of 10fi) f 

causes demand to increase by 25 percent, demand for that commodity 

is said to be elastic.



Calculating the price elasticity of demand.

Appendix S

(a) The formula

As a measure of the responsiveness of demand to changes in 

price, elasticity of demand (symbolized by the Greek letter 

eta) can be defined:

_ ~ Percentage change in quantity 
■9* “ Percentage change in price

This formula provides a precise measure of elasticity, fj, 

by snowing how the ’ proportionate change in quantity deman­

ded' rates against the 1 proportionate change in price' . To 

do thi3, ire simply put the quantity change (which is usually 

bigger if it is elastic) over the price change. The minus 

sign is there because demand curves generally 3lope down­

wards. Because of this negative slope of the demand curve, 

the change in quantity will altrays have the opposite sign to 

the change in price (either + or -). £he minus 3ign in 

this definition of elasticity is simply designed to ’ neut- 

traliae1 this negative relationship between price and 

quantity changes so a3 to make elasticity of demand a 

positive number. This enables us in measuring elasticity 

to equate ’ more responsive1 with ’ more elastic' .

(*0 Calculation of elasticity of demand _

Table I - Demand Schedule ,

Price per unit quantity demanded (in thousands;

: 2c . 100
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Table 1 is an extract from a market demand schedulei

(a) Assume that the price rises from 2c to 3c. Elasticity of

demand (i .e . responsiveness to the 1c price change) is 

calculated by the formula an 3(a) above,

(b) Percentage change in quantity demanded dq

. (100 - 80) 100 20 100 ___, „

^  * — Too x "T" ■ 100 •  2074 or 0,2

(c) Percentage change in price A p .

, (3 - 2) 100 1 100
& p = j  *  -j- = - x —p  = 50^ or 0 ,5

(4) Blasticity Of demand p

£8. l!i~ . -100 2 n * *9  = ’  100 x 50 "  5 “ ’ '

p * 0 ,4  'The elasticity of demand is less than

q i 4  ̂ one. In other words, the demand is

relatively* inelastic to the 1c price 

change.

Terminology of elasticity

The degree of elasticity may range from •perfectly inelastic demand 

at the one extreme to infinitely elastic demand at the other. 

Perfectly inelastic demand has a value of 0 (nought). Infinitely 

elastic demand has a value: of oo (infinity) * Jn between, lies 

unitary elasticity with a value of 1 - the percentage (or propor­

tionate) change in price causes the same percentage change in 

quantity demanded*
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Perfectly inelastic demand In this case there is no change in

the quantity demanded as the price changes. 9 = 0

The numerical value of this elasticity is equal to 0 (zero)*

Por example, no matter how high or how low a surgeon charged for 

an emergency appendix operation, the quantity of such operations 

demanded would not change' at a l l .

Relatively ine? a.3tic demand In this case there i3 a smaller 

proportionate (or percentage) change in the quantity demanded 

than in the proportionate change in price.

Numerically, the measure of such elasticity is greater than 0, 

but less than U , ■ 0 < < 1

Por example, a large change in the price of table salt would 

have only a small effect on the quantity demanded. The response 

of demand to the change in price would be 3mall.

Unitary elasticity of demand In this case there is an equally 

proportionate change in the quantity demanded to the proportion­

ate change in price.

The numerical value of thi3 elasticity is equal to 1. * 1 

The the .'example in an earlier lesson of demand for T shirts also 

serves a3 an example of unitary elasticity of demand. Note that 

the curve is not of unitary elasticity throughout its length - 

see figure 1 under "Monopoly Market Supply and Total Consumer 

Expenditure". Elasticity approaches the value of 1 in the mid 

section of the curve. At low prices it becomes very elastic (^>1', 

while above a certain price it becomes almost inelastic (c> < 1).
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(d) Relatively elastic demand in; this case there is a larger 

proportionate change in the quantity demanded than in the 

proportionate change in price.

ivumerically, the measure, of elasticity ia greater than, 1, .. : 

but less than oo. 1 < 77 < oo

For example, the demand for fresh X’ruit by budget conscious 

households.

(e) Infinitely elastic demand In this case an infinitely small 

change in price results in an infinitely (great change in demand. 

The numerical value of this extreme case of elasticity of 

demand is co. rj =* 0o

Is there actually such a market situation?

Price elasticities of demand thus range in value from 0 (perfectly 

inelastic), through 1 (unitary elasticity) to co (infinite elasticity).

PERFECTLY

H3M STIC
DEMAND

y  xr Q

RELATIVELY

IK8LAST1C
DEMAHJD

0 > y  <'\

VXJSASY 
ELASTICITY 

OF DEi&MD

XL S ' 1

RELATIVELY
ELASTIC

DEMAND

> 00

INFINITELY
ELASTIC
DEMAND

v  -

X
..........

frfAfttO \p £ r f^

0 a  0 (k 0

(a) (b) (c) (i)

A 0 &

(e)

Figure 1 Graphical representation of price elasticities

of demand
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5 Graphical representation of elasticities of demand

Consider figure 1 (a) to (e ).

a) Figure 1(a) shows a demand curve of zero elasticity (i .e . per­

fectly inelastic), The same quantity is demajided whatever the 

price. The value of alaaticity of demand is nought.

b) The curve in figure 1 (b) is relatively Inelast ic . In other 

words, it ha3 some elasticity, but not very much. It requires

a relatively big change in price to cauae only a small change in 

the quantity demanded. Elasticity i.3 not as great as 1, but it 

ia greater than 0.

c) Figure 1(c) shows a demand curve of unitary elasticity. 'p => 1 

Note: A demand curve does not necessarily have the same degree 

of elasticity over the whole length of the curve. The extrem­

ities of the usual demand curve tend to be inelastic at high 

prices and elastic at low prices. In between there usually lies 

a point of unitary elasticity. Elasticity may measure respon­

siveness of demand to changes in price at a given point on the 

curve, rather than for the curve as a whole.

d) The curve in figure 1 (d) is relatively elastic. A small change 

in price will precipitate) a relatively larger change in the 

quantity demanded. Demand ia very responsive to change in price. 

Elasticity is greater than 1 and may increase virtually to oo.

e) Figuxe 1(e) shows a demand curve of infinite elasticity. Con­

sumers purchase all that they, can provided pri»ct £oas not- akanga.

>____K.
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6 The importance of elasticity of demand to the entrepreneur

The importance of elasticity of demand to the entrepreneur is the 

effect it has on the sales turnover of the firm! Sales turnover 

involves both the gross income of the firm and the quantity of goods 

. that have to be produced.

The aales reAi-snue of any one supplier to a market represents a share 

of the total consumer expenditure. An .increase in the total expen- , 

diture on the product demanded will mean a proportionate increase in 

sales for the individual supplier.

We knov/ that a supplier’ s sales revenue (or gross income) is equal 

to the price charged for each unit sold, multiplied by the number or 

ouant l.ty of units sold.

xn. market situations where the supplier is able to set prices, it is 

important to know how responsive consumers' demand will be to the 

raising or lowering of prices. This responsiveness, as we have seen, 

may be represented by the 3lope of the demand curve.

Consider the examples in figures 2 to 4 belorr.

In general, where elasticity of demand is unitary, as in figure 2, 

a change in price will not affect total expenditure. That is, a fall 

in price of 2 percent is followed by an increase of 2 percent in the 

amount (quantity,) purchased.

X .
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Pi,gure 2 The effect of unitary price elasticity of 

demand on total expenditure.

Note that the rectangles A2C0 and DEFO which represent t?ro different 

total expenditures (at price A and price D respectively) are equal. 

The slope of the demand curve is such that a change in price BG is 

proportional to a change in quantity GE in a ratio of 1:1.  (^ a 1)

vYhere elasticity of demand is greati-sr than one (17 > 1 ) * a fall in 

price (~Av) will increase total expenditure; and a rise in price 

will d'wreasa it* Sae figure. J below. ■ . ■

Price

Pi-gura 7)

Demand

' Quantity . -

The greater than unit effect of elasticity of 

demand on total...expenditure.
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Conversely, where elasticity ia less than one (oj < 1): a fall in 

price will decrease total expenditure; and a rise in price will 

increase it See figure 4 belovr*

Figure 4 The less than unit effect of elasticity

of demand on total expenditure.

Compare the area of ABCQ with DEFO. (Frice x Quantity = Expenditure)
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Business Economic a (Education) I Evaluation Questionnaire

student .. „ :■' , ' . ■" , ' „ , ■ ■ . . . .  ' . ■ DATE . ’. .;.

Thia is the final questionnaire. The twenty questions that follow are 

in response to issues raised in the earlier questionnaires by members 

of the class. It Is important to know what you as an individual think 

in these matte7.‘a. Please answer for yourself only. The help you have 

already given in evaluating this programme i s .much appreciated. Tom: 

advice will contribute to improvement of the curriculum. Thank you.

1. Do you think that there should have been stricter rules and more 

discipline so that there may be order in the game? YES KO 

(Pleaae underline either "yes" or "no" above) Comment if you wish:

2(a) Speaking for yourself, the simulation game should have been:

MUCH .MORE A LITTLE MORE NO DUSERE1/11 TO A LITTLE VERY MJCH 
DIFFICULT OF A CHALLENGE WHAT IT WAS EASIER EASIER

Underline the response with which, you agree.

(b) Can you think of anything in particular in the simulation game 

that you found difficult? YES KO

Comment

3 In what tray, if any, could the introduction to the game have been 

improved?

Write on the other side of the paper if  you require more space.



4 . Please indicate whether time spent on "getting ourselves organised" 

was; TOO MUCH ABOUT RIGHT TOO LITTLE

Gan you suggest in the light of specific instances that tou may re­

call, how'we could have got ourselves organised more quickly?

» ' Appendix T

5* Did you find that problems which arose when the simulation was 

first experienced, generally speaking, were resolved when the sim­

ulation was repeated? YES NO 

Please give examples ___________ ■ ______ _____  . . . . . .

6(a) Wese you aware of the object of the exercise - if there vraa one 

when you were participating in the simulation game? YES NO

(b) Are specific objectives in a simulation such as the one you 

participated in, necessary or important to you? Y3S NO

Please explain your response ................ .........  . .

7 . ffaa the game explained very clearly before it wa3 played?

If "no", what was lacking? Please give spec.ific instances that you
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8, The simulation resulted, in understanding of price elasticity of 

demand being:

VERY A BIT BEHHSR BETTER SOMEWAT VERY MUCH 
CONFUSED CONFUSED NOR WORSE BETTER BETTER

Comment: ............... . . ’_________  .____ ______________

?. Was there any link, that you were aware of, between the simulation 

game and the lectvires that followed on price elasticity of demand? 

Please indicate: YES NO

If you indicated "yea", please specify what this link wa3.

If you answered "no” , can you suggest any way in which th§ simulat­

ion could be linked to the lectures on 'price elasticity of demand' 

so as to make it easier to understand thi3 concept? _________

iO.Do you think that the situation that was simulated directly concerns 

education students training to become specialist business economics 

teacher3? . YES KQ 

Please explain■why you chose the response that you didi.... : .



11. Did you learn anything' from the simulation about how quantities 

demanded relate to prices in the market? YES NO 

Comment ' __ . ___ _

Appendix T ,

12. Wag it necessary to repeat the simulation? YES , NO 

In retrospect (i .e.  looking back) do you consider the time spent 

on the simulation was: NOT ENOUGH SUFPlOlEitfT TOO 2»fJCE 

If not "sufficient" aay why:__________'______________ ;_____________________

13. Do you think a different situation should have been simulated?

YES no

If "yes" , what do you consider would have been more appropriate?

1 4 . Should the simulation have been done individually and not in 

groups ^firms;? YES K 0 •

Vihatever your answer, plrase say why you answered as you did.

15. Should the park that attracted tourists to the island have played 

a more influential part in the simulation (other than being just 

mentioned;? YBS NO 

If "yes", please explain how this could be a o n e ._ i___________________
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1 6 . in the repeat of the simulation, should different figures and 

different demand curves (i .e.  the relative elasticities of demand 

of homeowners and businesses; have been given? YES NO

Please, say why you answered as you did:

17* Only one student , was absent when the posttest 7;as written, where­

as at the lectxires before and after the simulations and for both 

simulations, several students did, not present themselves. To what 

do you attribute the better attendance for the posttest?

18...For the simulation to conform closely with reality, should it 

have made it possible to see exactly how many homeowners would be 

willing and able to subscribe to the telephone service?

. YES IK) 

Comment:________ : _______  . . .  ' '______  1 ___ :

19- Do you think that your experience of the simulation helped you in 

any way to understand elasticity of demand? YES SO

If "yes11, please specify:________________ _______

20. i>,re you satisfied with this questionnaire YES riQ

if you wish to make any comment on question 20, or in respect of 

any other aspect of the learning programme, please write on the 

. blank pages. Thank you for your help. .
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TRANSCRIPT ION FROM SOUND TAPE OF PERSONAL INTERVIEWS AND A GLASS 

DISCUSSION RECORDED ON 3 JUNE 193) :

Interview with student 13 on receipt of his final questionnaire-

1 TUTOR: You say here: speaking for yourself ) the simulation game 

should have been a little more of a challenge: 'to find out how the 

tender had to be filled in - — - after much e x p 1 a n a t i o n  - . 

pause - sorry what is that word? STUDENT: Explanation. : TUTOR:

5 Explanation from the people who managed.' 0 K no comment there. 

Question was there any link that you were aware of between the 

simulation game and the lectures that followed, on price elasticity 

of demand? Please indicate 'yes' or 'no'? I see you haven't actually 

indicated 'yes' or 'no' . STUDENT: Yes. TUTOR: The answer 's  yes? - 

10 so you did see? and you were aware of the link? STUDENT nods affirm­

atively. You say: " I  think the link was how prices affect demand. 7fe 

see how if prices are reduced a greater amount is required - - - and 

if the prices are inci-eased how it affects demand". Br um 0 X. I  

don't think there is anything to add there actualxy. Er question 7:

15 'Only one student was absent when the post-test was written, whereas 

at the lectures before and after the simulation, for both simulations 

(aside to noisy students entering the room: PL?ASS NOT SO LOUD) several 

students did not present themselves'; (to)'what do you ascribe the 

better attendance for the post-test?' -* that was the very last test 

20 that we did. Only one person was absent, whereas at the lectures, lots 

of people were absent. STUDENT.: I think er the mere fact that you 

stressed on the significance of er elasticity, and er helped to fix  in 

(or on) er prices, with when it  is reduced an' increased - - -. TUTOR: 

But why did the people come and write the test when they hadn't atten- 

25 ded the lectures - - pause - - do you think? - - - You, you er attended 

most of them didn't you? STUDENT: Yes, I did attend them. I think er

- - TUTOR: I am very puzzled why people come and write a te3t but they 

don't come to the lectures - - can you think of any reason for that?

You don't know? (In response to negative gesture by the student). ~ - 

30 STUDENT: Well er it was I think the mere fact that you did stress the 

importance of this «r2»ole concept, and er it may be examined. A lot of 

people they didn't understand the concept at first -- TUTOR: So they 

came to the test but not to the lectures? STUDENT: Yes. -
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