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Measuring Responsiveness:
Elasticity
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Price Elasticity Definition: the effect of change in
of Demand price on the quantity of demand.

% change in quantity demanded

% change In price
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Price-luantity Elasticity
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Price-luantity Elasticity
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Perfectly Inelastic Demand
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Elasticity of Demand
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Elasticity of Demand
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(a) Porfectly inelastic demand (b} Unit elastic demand (c) Perfectly olastic demand

Each demond illusirated here has a constant elasticity. The illusfrates the demand for a good with a unit elasticily of
demand curve in part [o] illustrates the demand for a good thal ~ demand. And the demand curve in part (c] illusirates the
has o zero elasticity of demand, The demand curve in part (b) ~ demand for a good with an infinite elasticity of demand,



Income Elasticity of Demand

* |f demand for a productis Price Lost revenue
price elastic, a supplier from selling at
) a lower price

stands to gain extra

® Pl -
revenue if they reduce o
S I Demand
their prices. |

* The change in quantity | !
demanded will be : Increased :
proportionately higher ( 5::‘:;”;:::’; |
than the reduction in | alowerprie :
price. This is shown in the : :

diagram opposite.
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Income Elasticity of Demand

Keywords Income elastic , income inelastic, normal good, inferior good, discretionary. 9 ’\?
\{ oV 3
YED is mostly positively correlated. A\ ﬁ

As incomes

fall, demand
falls.. Vice
versa

Big change in

demand...
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Elasticity measures the responsiveness of a variable to a change in another variable.

Price and Income Elasticity of Demand

Price Elasticity of Demand (PED) Income Elasticity of Demand (YED)

The responsiveness of the quantity demanded| |The responsiveness of the quantity demanded
of a good or service to a change in the price. | | of a good or service to a change in income.

A% in Quantity Demanded e A% in (uantity Demanded

PED A% in Price A% in fncome

0= PED > -1 -1>PED 2 - Inferior Good [l NMormal Good Luxury Good
Inelastic Demand Elastic Demand -
YED <O 0<YED YED > 1

Percentage change in demand| | Percentage change in demand
is less than percentage is more than percentage Income u Income u Income u
change in price. change in price. Demand n Demand ﬂ Demand H

Why is it so important to know the Income Elasticity of
Demand (YED) from a firm's perspective?




