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1.8 PRICE ELASTICITY OF SUPPLY: STUDENT LEARNING ACTIVITY 

Answer the questions that follow. 

 

1. DEFINITIONS 

Define the following terms:          [10 marks] 

  

 Price elasticity of supply  

 Law of supply  

 PES formula  

 PES <1  

 PES = 0  

 Total revenue  

 Quantity supplied  

 Supply curve  

 Inelastic supply  

 Perfectly inelastic supply  

 Revenue  

 Inverse relationship 

 Primary products  

 Determinants of price elasticity of supply  

 Stocks  

 Full capacity  

 Factors of production  

 PES  

 Ceteris paribus  

 PES >1  

 PES = 1  

 PES = ∞  

 Profit  

 Supply  

 Absolute value  

 Elastic supply  

 Unit elastic supply  

 Perfectly elastic supply  

 positive correlation  

 Manufacturing  

 Mobility of factors of production 

 Excess capacity 

 Capacity shortage  

 

 

2. SHORT-ANSWER QUESTIONS 

 

1. Outline price elasticity of supply (PES).       [2 marks] 

 

2. Outline the purpose of determining PES.       [2 marks] 
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3. Explain what PES measures in terms of the responsiveness of quantity supplied along the supply 

curve.            [2 marks] 

 

4. The price of rice increases by 10% which causes the quantity supplied of the good to increase by 

2%. Comment on the value of PES.        [2 marks] 

 

5. The price of chocolate decreases by 5% which causes the quantity supplied of the good to 

decrease by 15%. Comment on the value of PES.      [2 marks] 

 

6. Explain why PES becomes increasingly elastic over time.     [4 marks] 

 

7. Explain why PES is likely to be more inelastic when there is an expansion of economic activity. 

             [4 marks] 

 

8. Use examples to distinguish between the supply of price elastic and inelastic goods.   

             [4 marks] 

 

9. State the range for the following values of PES.      [5 marks] 

i. Elastic supply 

ii. Inelastic supply 

iii. Unit elastic supply 

iv. Perfectly inelastic supply 

v. Perfectly elastic supply 

 

10. Sketch diagrams to illustrate the slope of the supply curve of.     [5 marks]  

i. Elastic supply 

ii. Inelastic supply 

iii. Unit elastic supply 

iv. Perfectly inelastic supply 

v. Perfectly elastic supply 

 

11. Distinguish between the two most common price elasticity of supply values that are observed for 

most goods and services.          [6 marks] 

 

 

12. Comment on the following values of price elasticity of supply:     [10 marks] 

i. 1 

ii. 0 

iii. 0.6 

iv. 1.5 

v. 4.2 

vi. ∞ 

 

13. An increase in supply has seen prices increase by 10% for good A. Using the concept of PES, explain 

how the output of firms specialising in good A will be effected during: [6 marks] 

i. An economic recession 

ii. A prolonged upswing in economic activity 
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14. Calculate PES and comment on the value when:      [8 marks] 

i. The price increases by 12% and quantity supplied increases by 5% 

ii. The price decreases by 6% and quantity supplied decreases by 4% 

iii. The price increases by 15% and quantity supplied increases by 28% 

iv. The price decreases by 7% and quantity supplied increases by 16% 

 

 

15. Use information from the diagrams above to calculate PES for goods A and B. [2 marks] 

 

16. Explain the four determinants of price elasticity of supply.     [10 marks] 

 

17. The price of good A increases from $15 to $20 per unit, the quantity of good A supplied to the 

market:            [6 marks] 

i. Is unchanged in the first week. Calculate PES. 

ii. Increases from 20 000 to 22 000 units over 6 months. Calculate PES. 

iii. Increases from 20 000 units to 32 000 over two years. Calculate PES. 

iv. Sketch a supply curve for each of the three PES values you have calculated.  

v. Comment on all three results above and explain the relationship between time and 

quantity supplied. 

 

18. The price of oil halved between 2014 and 2016 and the world was producing much more oil than 

it consumed.            [10 marks] 

 

i. Explain what oil companies were doing with their excess production. 

ii. Explain what effect this would likely have on the PES of oil in the short-term if prices 

increased significantly. 

iii. Explain the likely PES of oil if prices had not slumped during this period, and why the supply 

of the commodity is usually price elastic or inelastic. 

 

19. Explain why the PES for primary commodities is relatively low and the PES for manufactured 

products is relatively high.          [10 marks] 
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3. MULTICHOICE QUESTIONS 

Complete each interactive quiz.         [50 marks] 
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