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1. Concept of Demand

Introduction : In managerial economics, the most important problem is that of
taking business decisions. It is necessary to make analysis of market demand to take
decisions regarding production of particular goods, the quantity of production etc.
The main objective of demand analysis is to find out the factors determining sales and }

measuring their effects. The-process of production is managed in this way.
: 48
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What are the determ; 49

demand and in what PIoportiong 7 €t demand ? What re their effects on market
what are the effects of agyer, aLl

:;;Z:l?as‘i‘-‘“}' of deman.d of a commodity ?

alyeig ofm‘ lE(tc. are kno»?rn in this manner,
ot arket demand in pure economics and
. I?Ure €conomics, principles of demand
d[.n_z;;::;gzgfﬂ €conomics, how the market demand
ough mark ;2‘“’9 of pure economics s to study
W how e €mand analysis. While the objective
and factors affect entire market trends

isements
The scope and objectives of an :

manageﬁﬂl €Cconomics are Quite djf
analysis are discussed mainly. While i,
analysis is used in practice is studje
raﬁonal béhaviour of 3 consumer thy
of managerial economics s g yp,,
h market dema; ;
g::(i): %’uture is forecasl:dl-algj.:yts}:s. g n the basis of this analysis, what the demand will
. Pl e demand of 4 ¢ i
changes in sales cost is estimates, °mm°?:§ ;?:dbe; hang: X :hr?;;:l
ucuon, raw materi

) conomics, the estimate of demand is made through
market demand analysis and the Process of production is arranged accordingly. What

should be the sale in future 7 What should be the price policy ? What should be the

i ?etc. are decided on the basis of market demand
analysis.

'The .obje_cnve of market demang analysis is to make maximum sales and profit.
For this estimation of demand, demang forecasting and knowledge of determinants of ,
market demand and types of demand are necessary. The manager analyses market
demand and fram(?s policy regarding production of goods, distribution, pricing etc.
and produces maximum goods at minimum cost and eamns maximum profit.
. 2. Meaning and Definition of Demand ;
“At any time and place, at a certain price, if a consumer has a desire to buy +
capacity to buy + readiness to pay and if the commodity is available, it is called demand.”
Definitions of Demand :
- Aldred Marshall defined demand as, “Demand is the quantity of a comodity
which will be bought at a given prie at a given time.”
- John Maynard Keynes described aggregated demand as, “The total amount
of goods and servies demanded in the economy at a given overall price level and in a
given period. N
- Paul Samuelson defined demand as “Demand is a schedule of the quantities
of a goods that will be bought per unit of time at various prices, other things being
equal. _
3. Difference between Desire and Demand : If a person has desx.re to buy a
car but he has no capacity to satisfy that desire, the desire does not result in demand.

e.g. A beggar's desire to buy a car is not a demand
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readiness to pay. :[‘he: ma)lr‘ld is disCUssed = demand of 100 quintal may ey, |
In economics, d¢ say that there i @ sck or a month. Here Ogy, it"“’

changes with time. e.g. If W day, for a W > therg; i

and can be for de in the context of time. To say there j, Sty
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oo demand is ™ .« otill not clear because Uy,
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. munist countrys ifap but if AC cars are not aye, Jitiong
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car, he has capacity to buy

ines
and readi p of demand but to turp desire'.u‘*
demand cannot take place. -1 Jifferent phases.
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2. Types©
alysis of types of demand Is IMPOtant in pringiy
n : Analy ol nanagerial eCONOMmIcs. Itis necessary i
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ded with the help of such analysis. If the manag
s

; nd and the types of demand, we can
has knowledge of factors affecting demar 5 s, ;
PT;PEroe‘:lfmégltes of demand and forecasting for demand in chaqglng,m‘:umstances

> Meaning of Demand : “Atany time, any place, at Certain price the geg; o
a consumer to purchase a commodity + capacity of purchase + readiness to Pay

ice i ity i i it i demand.”
rice if commaodity is available, it 1S called s
p In the mar]?(;t, the total of demands made by individual consumers at diffEIem

rices is called market demand. .
" 2. Kinds (types) of Demand : Following are the types of demand,
(1) Individual demand and market demand. : _
(2) Demand of consumer goods and demand of industrial product.

(3) Demand of Perishable goods and demand of durable goods.
(4) Derived demand and autonomous demand

(5) Demand of a firm and demand of an Industry.
(6) Demand of the entire market and demand of a part of the market,

(7) Short run demand and long run demand..
Individual Demand and Market Demand :
(A) Individual Demand : Individual demand refers to the demand for ,
commodity from the individual point of view. The quantity of a good that a consume;

not clear because dent

1. Introductio es

economics but it is more impo'rtaﬂ
necessary analysis of demand, in 0T
and in what quantity 2 It can be deci
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would buy ata given 51

; Price durin .
t particular good. B a given peri e o T B
et (B) Mar[i(et D Period of time is his individual demand for

raphic m ithi :
dema?egs tflat areay be based on factors such o Within a specific demographic. The
of s Benerated i) 4 Particular oo age, gf?nder or involve the total amount
B Demand of Copg, Beographic location.

Mmer’s
(1) Demand of Copg Goods ang Producer’s Goods :

umer’
demand for such goods weyq :fs Goods :

oods which are used for fip,

made clothes, prepareq fo i

devided into (i) durable an

(i) Durable goods

used over a period of time,
ready - made shirt,

(ii) Non - durabl .
€ goods : The non-durable consumer goods are those which

re
than once e g, sweets, bread, milk etc.

Durable
eg. a Carconsun_lers Boods are those which go on being
» @ refrigerator, an umbrella, an electric bulb, a

two types :
(i) Perishable goods (i) Durable goods :

(i) Perishable Producer’s
- . goods : The things th
Penshable producer’s goods €.8. cement, coal etc  that can be wsed once, e

() Durable I"l'Oducer’s 80ods : The goods that can be used more than once
are durable producer’s goods e.g. Machines, tools etc.

(3) Difference between Demand of Consumer’s goods and Producer’s goods :
No. | Demand of Consumer's Goods
(1) | Itis a demand made by consumers,

Demand of Producer’s Goods
Itis a demand made by producers
Or entrepreneurs.

It satisfies the need indirectly. It
is the derived demand.

@ | It satisfies direct need. It is therefore,
a direct demand.

(3) | It depends on the income of the
consumers.

The demand depends on the
demand of goods used in
production:

It is demanded by businessmen
for the purpose of profit.

(4) | Itis demanded to satisfy the demand
of consumer's goods.
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B Demand of Perishable Goods and Durable Goods :

(a) Demand of Perishable Goods : Thet . .

called perishable. Such thing can be consumption con?modlty or pfoducm/e chmodity
e.g. Milk is a consumption commodity and cement 1s a pfoductlve comodity,

Characteristics : (1) Such things have a very short life, because they canno },,

stored. (2) Such things have to be sold immediately (3) The dgmand of Such. things gy,

changing. (4) The demand fo such things depends on the price of commodity ang the

present income of the consumer.

(b) Demand of Durable Goods : The thin ;
during a certain period are durable goods €.g. shoes are consumption goods while ,

machine is productive commodity. .
Characteristics : (1) Such things can be used for a long time. (2) Such things are
demanded for two reasons (a) Depreciation demand (b) Expansion demand (3) Ty,
demand of such things is affected by changes in price, technical f:hanges, change iy
substitutional goods, maintenance cost, expectations about future income etc. (4) T, ;
decisions of the sale of such goods has to be taken in the context of long period.

(c) Difference between demand of Perishable Goods and Durable Goods .

(1) Demand of perishable commodity depends upon current circumstances,
while demand of durable commodity depends on future situation. (2) In comparisgy,
to perishable commodity, it is very difficult to analyses durable commodity,
(3) Generally, demand of perishable commodity is used to attain the current demang,
while demand of durable commodity creates replacement demand.

One of the characteristic of demand for durable goods is a volatile relation to
business conditions. Since current output of a durable product provides only a sma]|
fraction of the total current services demanded of that kind of product; sales are hyper
- sensitive to small changes in the demand for service. If we assume for example that
normal automobile production is used (1) to replace 10 percent of the existing stock
of cars, and (2) to expand car population by 5 percent, then a 3 percent. Increase in the
demand for Motor transportation will raise the new car demand by about 30 percent,
This phenomenon is known as the acceleration principle.

Besides durable consumer’s goods the acceleration principle is also applicable
to durable producer’s goods.

Suppose the demand for consumer goods expands then there will be a need to
expand the production of capital goods in order to produce the consumer goods.
Thus if more bicycles are demanded, more machinery will be required to produce
bicycles.

Now suppose that in a certain year there exist 10 Lakh cycles with an average
life of twenty years. This means 50,000 cycles will be produced in that year for
replacement if the demand for cyeles goes up to 11 lakhs in the next year 50,000 cycles

hing that can be used for once only j, ;

|
.‘
|

gs which can be used more than once |
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will be produced for replaceme 53
10 percent increase deman, Uplus | Jakp ¢ m
percent increase in the demang or cylees (from 1

. for mach; :
n Derived Demang and Ind achinery required for cycle manufacture.
(a) Derived Demang . : €pendent Demand :

he demg
the demar!d of another original comp, .nd'or a commodity which is connected with
of cement is connected with byjj; W is called derived demand e.g. The demand
It is compulsory demand for 5 pm:g and construction therefore, it is a derived demand
and component is derived, Derive:C:;; Dema.nd for all producer’s goods, raw material
elasticity than independen¢ demand Dmand 1S generally supposed to have less price

the two product are fairly fieq erived demand facilitates when proportions of

Characteristics : (1) Dem i
demand of such things is connecatr;g v(\]riftzul;h .
commodity when the qQuality of e
commodity also decreases (3) s
demand.

(b) Independent Demang
that does not depend others, it is

eet the increase in demand. Thus a
0 lakhs to 11 lakhs) leads to a 200

85 Is compulsory for producer. (2) The
o .ahty of a product e.g. the use of inferior
At modity decreases, the demand of original

Y, the demand of money, labour etc. is derived

(Autonomous Demand) : The demand of commodity

B Independentor st not connected with the demand of other commodity,
utonomous demand e.g. demand for grains, clothes and other

consumption goods is independent demand, Independent demand is direct demand.

This types of product satisfy the need of customer directly.

~ (c) Differences : (1) The demand of independent commadity is more elastic

ztzlartil:ﬁg:zzntwde:i gf:lt\:: ;gl:]:odity (2) It is difficult to make hard and fast
. - The difference between the two is not that of origin but
of pIOp-OIUOH. (3) In case where proportion between the parent and the dependent
goods is not fixed, it is more difficult to determine the derived demand for the
dependent goods on the basis of the demand of parent goods. It is difficult to estimate
the derived demand on the basis of the demand for parent product. (4) When a
commodity has alternative use and if it is possible to change the proportion of the
production of the basic goods, it becomes difficult to calculate the demand of desired
goods e.g. Goods used in building houses but as substitutes, one can use steel or
aluminium also. Therefore, along with the development of housing construction, it is
difficult to estimate the demand of wood.
B Demand of a Firm and Demand of an Industry :
(a) The demand of a firm : The demand of a firm is the demand for a
commodity produced by the firm e.g. Demand for Maruti Car. The demand of a firm

takes place at micro level. Every firm tries to differentiate their products by product
differentiation, the demand of a firm is different from the demand of an industry.

]
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(b) The dema":ezf:; industty &8\ faruti, Tata Qualis, Amby, the
industl'()i’ isf Caﬁlll_l:jbt‘l::me demand ©
demandofa

f car (automo stry-

; demand 0 b indu
etc. is the ef -1 ficmn operating inani ¢ and the demand of a Part of the M
IiliEighl.e d of the Entire Marke! demand of @ commodiy W <
demand ©! : The ich, |
;’:e demand of an Entire Mar alled the demand of a part of the N
(a) Thede sC

. a
o market only! the demand of a part t_Jf‘market is nrlket.
t of odity, the publicity etc, are | Oy

f the market. When the .. ey

connected with a part o'f th
In managerial economics =
useful. The decisions regardi
in the context of the deman
limited to a certain area of class,

: art 0 6.4 e

dofa Certaln(,l:iucer has to take decisions Tega, Fls
. %I;Ilgjy Usually, when alocal Producey g
. . . . . . el.s

; i ertisement accor the beginning is for 5
productlon,.pnce and:g:in commodity the demaf“.j ;nmarket (S S Ce Ay
the productlon'of a c1 run, it becomes the L St ol hut o e l_afger
part only, but in th;: IOngNi.rr;la Power was limited to GU ow jt hag

areas) e.g. The marke the entire market. _

e e [argii Lt ht;secﬁgg segment : The dema:}d g C;;‘;’;;_l‘;dt;z can hay,,

ar €0
segmex?t]:d E:l:rﬁ:)ur.)::eﬂaiﬂ products mayuila : vj?t’liogther assignment of mfalrr]f"tkEI
opular et o

t the same may not be S0 P i nsumer produ

Z:hg:;e::gsi:x:l Such market segment is Very popular in the ¢0 procuct ang alsg

in the case of industrial products. ergent cake, toilet soaps, tooth paste, Carpey,

i iscuits, det
A particular brand of biscuits, ;
etc. can tI:ave limited market which may be related to 2 particular segment.

Short run demand and Long run demand : N

(a) Short run demand: Demand for short run 1sl related \’\:’lt currl?nt demand_
Short run demand refers to the demand with its immediate reaction to price change;
income fluctuations etc. The price of a commodity and the change in the m‘came of
the consumers affect the short run demand immediately. The dem.and.of certain thing
are for certain period only. e.g. the demand of woollen clot}?es_ In winter. Therefore,
the producers often resort to advertisement and liberal admission for sale,

(b) Long run demand : The demand which is not related to season or othg;
factor but it is of a long run nature is called long run demand. The long run demangq
is connected with the price of a commodity, publicity, change in quality of product
etc. To adjust with new situations takes time for the market e.g. garments, toilet soap,
tooth paste etc. These demands are long run demands. For this, the managemen
should adopt long term marketing strategy. It would prove profitable for them,

— _____
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Z) ?l:f:erﬁnce between short run ang long run demand :

short ter ’
ange is also of a short :1: f:‘rT‘and can be of a temporary nature and the demand
4 ¢factors only. The long run cpe. . P1O4Ucer has to make changes in the variable
?oihe scale of operationganl:ir;;:] anlf €S in the demand can be adjusted through change
;: the market. other long run changes. The new firms can also enter

(2) The short term changes are dye 1o chan
{he consumer. The changes ip Price also infly

are used to old product so th
the demand changes is comp
(3) The short rup ¢

ges in the taste and preference of
ence the short-run demand. Consumers

ey dp not make drastic changes in their demand. Thus,
aratively small,

related with future demand,
(5) The short run, demang depends on
consumer. The long run demang depends on ¢
practices, government policy,
pusiness and foreign trade,

(o The Sh?n run phase demands on long run decision making. If short run
changes are consistent then accordingly the long run decisions are made. The
expansion of plants and other details can also be worked out accordingly.

The accumulated short run decisions affect the long run decision.

3. Individual Demand and Market Demand

1. lnflividual Demand : In economics, the commodity demanded by a per-
son or a family at different prices is called individual demand. Individual demand
curve can be obtained on the basis of individual demand schedule.

2. Example : Suppose A and B are different persons, they demand units of X
commodity in a following way :

price of the product and income of the
: onsumer's choice, technology, business
financial policies government policy by related to

Price of A’s demand B’s demand
XR Unit Unit
30 100 150
20 150 200
10 200 300
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A — Demand Curve

Price of x

055100 150 200 250 30
Demand of X (A Person)

The demand of A and B Qefsfe
presents the demand and OY axis P
B persons respectively.

z i is
dividually in market at different prices
of market demand is importan p
of schedule of market demand, ‘ma u

Example : Suppose there1s dem
that there are only two Customers.
The demands of X commodity

Price of X Demand of X
(in ?) (in units)
30 100
20 150
10 200
(YT o
— Market Demand
30
Curve
e |
- —  ——

0 I x
100 200 250 300 350 400 500

(Market Demand of X)
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30

20

Price of x

050 100 150 200 300
pemand of X (B Person)

: sented
nt";llftsl?’:ﬁe price. A and B are the demand of
s

de by different custom
f demands ma Pe
3. Market Demand : The total ocalled market demand. In economicsg

d not the study of individual demand. On th
tan

ket demand cu :
nd of X commodity by A and B. Let us assum,

on the above graph given ox 5
N
A ang

TS in.
» Stuqy

5 € bag;
rve can be obtained. Sis

by them are as follows :

Market demand
(in units)

Demand of B
(in units)

150 250
200 350
300 500

According to above schedule, it can
be seen that demand of X at ¥ 30 is 25
units. At 20 it is 350 units and at ¥ 10 jt is
500 units. Thus, at different Prices
following demand curve DD is availab]e
From the above discussion, it can be
concluded that by adding the demands
of A and B at different prices, one caj
know market demand. Such a marke(
demand is also with negative slope like
individual demand curve.

E:'_t;‘P:Es“maﬁ"“ of Demang

4. Firm D
1. Introductio émand and Iﬂdustrv Demand
X antity of a fin

n period of time ot AU8

ive me

333;;;“‘1 for the Pl'Odllct(;ofr:l]lottl?; ft‘he demand for the firm's product. The aggregate

for industry’s product. E.g. I h 'ms of an industry is known as the market demand

every year it is called industry ((lfe::;gnomy if the total demand of 50,000 motor car for

company then it is called firm dema?i{ And demand for 20,000 motor car of Maruti

It may be noted here that Within et

can be substituted by products an industry,

themselves might be different b
roducing similar products whi

differences in trade names.

distant substitutes would be

groundnut oil being used as ¢

11 produce that can be disposed off at

E.g. Dalda, Rat
’ h, Panghat. i i i
excluded from t ghat. Obviously firm producing

ookin : he purview of the industry. Ghee and
§ media, can be substituted for vanaspati, yet they

schedule rep

resent i i
‘Will b Eeugit nts the relation of the price of the

(1) In perf.ect competition : The demand of a commodity of a firm is a
completely elastic. In this market, as these are innumerable firms making
homogeneous products, the firm has to accept the price determined by the industry
and take decisions regarding it. Therefore, the demand cury fa firm i llel
horizontal line. € Ol a nrmm 1s paralle to

(2) In monopoly market :
commodity is not available,
and it is inelastic.

There is only one firm and near substitute
therefore the demand curve of a firm has negative slope

(3) In oligopoly : Very few number of sellers, firms are small and they produce
almost _thOg_eneous or least distinct, goods, the demand of curve of a firm is
prcertain. Tl’:lenr_demand depends on the behaviour of rival producers. The decision
regarding price is limited by other rival competitors also. Therefore, the firmm shows

some rigidity regarding price. However, district goods have an independent demand
function in oligopoly.'
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(4) In monf)pol use there IS (4 in dem and by pro atigy, i
slope but it is elastic beca changes

make |
in the market. Such firms ca(;ture) S I pmducts
sales cost. (Publicity expen ;  when

titors. E.g. alupy;,.. te
igopoly ¢ ng compe inj
(5) In homogeneou:_ Ohf. gansfera e a“;?nfnd curve could be Unce, ;’1.

. \ is hi -7 n . i
standardized, busll“e:;dlucer. The firm's O ot usually happens is that the Sel]e:;
cement and steel p sor do.

’ titor
depending upon what 1ts cort.lP‘:h  market.
charge the same price to stay In

:The dematl . o~ ;
.hlsm' e I d 1 Car 18
3. The demand of an In ; g he emand for Maru
industty is called the de"]a“d 0

nd of different cars likienl\sd;::t“t'hzaéa Quails’
demand of a firm but the den;:ar (automobile) ind.us:;rit The ,grou emfan.do
e i dema:ﬂ ?irm operaling 'in e ";d;l isqcr-alled an ingu(s) flrms
an imfiumy. s :ll:: ;g:;i,;:neous or near substitute g0

manufacturing

. [ry. For
knowledge of demand of a firm is necessary. Whe,, t
the forecasting of sales, the ! e
demand of a commodity is considered a$

(at micro level), it is calleq lh:
i d with f,
. Justry is also connecte orm
industry. The demand of 27 mdudt?f an industry is very impy "
e o n.lpetitive market, deman d and supply of whole ing an
0
market. ln.perfeCt , duct is determined by ditmRs uestion of industry de -
because price of a pro <eller (Brm), $0 there is no questio Crrarle Mang
While in monopoly only ‘(’infs important. While in mono;_)oéls:tcry C(c]le n;;:r:gon, Wher
ﬁ U a-n u c
s i ?1?:1; with differentiated products, the In i35 Tae, ke inl:ir.“? hag
;here s manyvs\; the degree of product differentiatio list ! Widyy)
ittle meaning. When ) firm monopolist.
ion is like that of a single irm i
seller’s dengand function is éfﬁhedule s a useful guide for studyi Pg the_ demand fo; :
The industry deman :dividual firm's sales to its price shoulq be
firm's product. The relation of the indivi Rl
Produbc -th industry demand schedule. The degree of relationship will depe,, q
determined by the indus

upon the competitive structure of the industry. -
5. Elasticity of Demand : Meaning and Types

1. Introduction : In determinants of demaxlrld, three .main determinants are
most important. Elasticity of demand is usually discussed i the Comle of price
clasticity of demand. This means that if all other fa.ctors rema.m c.onstant : u? if pn‘ces
of goods change, how and how much the demand is affecteq is dx-scussed In it. Besida
this cross elasticity of demand, explains how the changes in pnt.:e of relafted goods
(substitute and complementary) affect the demand and how the increase in numbe;
of the consumers and advertisements of goods affects the demand.

d of commodities made by e "
8

the

|
|
|
|
|
||
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The

se can be known tp, -

ublicity elasticity of demaﬂd(;:sg[]:e::'come elasticity of demand and advertisement
are mainly included. Ively. In short, i demand elasticity four things
& Meshingof Elasticity of Demang .
in price, the ch :
change in Price. the change taf b :
:;wnge in d‘e.'?!tmd is called e,'am-cr-; 0 fiile':n Zifsz'nd. The ratio or measurement of the
Elasticity of demand presenyg g quantita
in price of a commodity and regyjrap, change in

a5 there is an inverse relationship 1,
dema“d elasticity is negative.

"If other factors remain constant, due

ative relationship between the change
demand of the commodity. Generally,
€tWeen price of a commodity and its demand.

Equation :

Elasticity of Demand of X - I;Ercemage changeindemand of X  PAQ
. ercenta T ==

P = price, Q = demand, p ge change in price of X QAP

% = ChangE.
To explain the meaning of

the following definitions,
(1) According to Prof, Benham, "The
changes in price of the commodity is elastici

i b BSGH: Shalsy and Hague, "The technical term used by the

economists to show the measurement of responses of demand in the context of changes
in price is called elasticity of demangs »

(3) According to Prof, Meyers, "As 4
on the changes in purchase of the comm

(4) According tq Kenneth Bolding, "Quantitative measurement of responses in
demand in the context of changes in price of goods is called elasticity of demand."

(5) According to Prof. Craincross, "Elasticiry of demand of a commodity
indicates the rate of purchase of goods due 1o change in price."

Example : Suppose the price of x is 7 10 and its demand is 100 units. When its

price goes down {0 ¥ 8, the demand 80€s up to 150 units. Find out the elasticity of
demand.

elasticity of demand, various economists have given

result of changes in price of a commodity
odity is elasticity of demand."

Percentage change in demand of X
Percentage change in price of X
10x50 5
= 100x2 2= 2.5 Elasticity of Demand.

3. Matters included in Elasticity of demand (Types) :
(1) Price elasticity of demand

(2) Income elasticity of demand

(3) Cross elasticity of demand

(4) Advertising or Publicity elasticity of demand

PAQ

Elasticity of Demand of X = = Qap
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jty of Demant” pstant and if the price of X Change, "

(1) Price Flastici

n c
Meaning : If all other factors r:mal_ce elasticl
. is cad .
ratio of change in the demand is © slationshiP be

; a
of demand presents the q“am“a?v:ler commodity:
a commodity and the demand of t percentage change in demapgq ot

and of X = " percentage change in price s

ween the changes in the p,; iy

[asticity of Dest
(2) Income Elasticity of Demm.ld : tant and
Meaning : If other factors " 'Cr;?; change or the ratio of change ¢, N
goes up, the demand for goods gge;u:l-mm income elasticity of demand Show: l'.he
e

called income elastici of demand. > 's income an
e the change 1 consumer d the Chag,

quantitative relationship between

in demand.
: perce nge
ty of X = percentagé changeinl

Equation : Price E
he income of the congy

ntage change in demand ofx
ncome of consupe;

Equation : Income Elastici

Demand : b s of
rice o
nstant, the p related 80od

ctors remain co i 1
Its ratio 1S called cross e‘asﬁcity
0

Meaning : If all other fa e
i ds changes: i

changes demand of the basic §0° X) G e quanitiatve rlayn g

p

demand. Cross elasticity of demand goods pr ;
between the price of related goods and change in the (AR,

percentage change in demang of
ty of pemand of X= " percentage change in price of x
mand & Cross elasticity of demanq . 1
frelated goods are taken as constant ang
affects the demand of the goods Al

(3) Cross Elasticity of

Equation : Cross Elastici

Difference between elasticity of de
elasticity of demand other factors and price 0

the price of the basic commodity changes which :
analysed. e.g. Elasticity of demand of tea can be known if other factors are Constan,

but suppose the price of tea changes, demand of tea changes in that proportion. Th;

measurement or ratio is called price elasticity of demand.
While the cross elasticity of demand can be known as follows.
If the price of the commodity remains constant but if the price of related gogg

(substitute or complementary) changes, the price of basic goods changes. This ratig of
change is called cross elasticity of demand. e.g. Cross elasticity of tea can be knowy
by keeping the price of tea constant but the price related goods (coffee for example
chan_ges, the demand for tea also changes. The proportion of demand is called cro )
elasticity. In modern market, there are many substitute goods and their price chan .
affect the demand of goods. Thus this concept becomes useful in finding out tg;:

probable effects of cross elasticity of demand. :

. of demand. The price EIQStI' he |

of ?‘

unu-OB_Estlmaﬁon of DEmand
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(4) Advertising o
I Publicj
vail of market and to maingair, ty Elasticity
ta Of Dem o
end huge sums of money :;t"' the Publicity cost h:sn [;1 - th.e mgdern market, to
7 200ds in the mark er “d"eﬂisemen as become inevitable. Producers
th et, tand try to expand their market sell

Meaning : If
: all oth
. er fact
ad\,emsements, the demand of 0TS remain cons

tan
800ds changes, This measur:.-rz: c[ B e 10"
nt or ratio is called

dvertising elasticity of dem

FAT . and. In sh
the quantitative relationshi short, Advertisi s :
i hip between, the cost on :;:E:l:s tlc'f)/dof demand indicates
ising and changes in demand.

sticity of Demand of X =

. Percentage change in demand of X
eércentage change on advertisemnent cost

6. Price Elastici
sticity of Demang ! Meaning and Types

1. Meaning of prj
rice Elasticj
constant, the amount or rayj 1ty of Demand : If t i
o2 he Price Elasticity of Del:; (a)fl ;h;nge in demand due to Ega?ltgteirnfalci[cofs_ r:jrlnaln
- H . ici e
relationship between price and dEmak:dEIaan“Y of demand shows th:e qu;?mt;tive

The Price Elasticit
Y of Demand is to be represented by the following formula:

roporti

Pfoo?:t?ate change in demand for Commodity x

Suppose the demand for portionate change in price of Commodity x
ommodity x increases by 6% due to price decreases

of 2%.
price Elasticity of demand for commodity
Ity x

price Elasticity of demand (E)= E
o) =

P .
- T;‘;D;f;lona}e change in demand for Commodity x
portionate change in price of Commodity

- +6% 13
Here, the things shoul -
d be consid

represented by digit ; sidered : (1) Price ici i
anerally thel?tre isgin\?e:}st Irtell:t;::;:siﬁp[esenmd by percem:gl:‘st;gtg' (:ge(::rm:tgd(zlj
value ?It"hPrice elasticity of demand islf:l:g?:iv\feen e e e

mer;r::)r: :;:ff:esrszfl t?ef"}njtions of Price ;Elasticity of demand
it et e i t;ecai:jed;f:’e ol); c?lasti(:'iry of demand depends upon the
il Taailieaf 5 F%. i fall in price and upon the extent of fall in

(2) Prof. Meyers : " istici

y The elasticity of demand shows the change in the quality

demanded due to change in price of the commodity.”
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oulding * change in P il
ge in dema”t and ¢ The degrees of price elasgic;,

in demand due to the Driuf
Ca

(3) Prof. Kenneth B
quantitative measure of chan N
2. Types of Price Elasticity ‘:)fulr): o change
demand are categorized by the am
change. I
(1) Relatively Elastic Demand (s:>1 ))
(2) Unitary Elastic pemand (& = i
(3) Relatively Inelastic pemand (Epd o
(4) Perfectly Inelastic pemand (& =

A = a)
(5) Perfectly Elastic Deman:n(?(s 5 1) : When the percentage chang, .
P

: i B s demand g o
(1) Relatively Elastic Dem nange in price then such is cq)|
. entage chang . &q
f;[:m?\g?yilg;s?cm;g:néh O e of relaively elastic demand would be g
than 1. PTTE
>  Ex:When the price of commodity x‘lscre
price decreases to ¥ 30 then the demand in
demand. :

; alL di
Price Elasticity of demand for cc::nn;: ilgiemand for commodity X

Proportionate ¢ bl -
X = "proportionate changein price of commodity X
PAQ _ #50% _ )
= QAP T T25%
The percentage change in demand is
price. Therefore demand is elastic.

40 then the demand is 100 unitg, I e
ase to 150 units, find the elasticity it

greater than the percentage change i

Y
Elastic Demand
=
ZP S
2 25%
[=]
b

it
[=]
Q
k) D
8
£ ——

50%

0 M M %
Demand for commodity x

v

. = The price decreases by p 63

| Sxury goods is elastic ¢g. demang T Qand p

eater

I.‘lt,og__ﬁstlmatlon of Demang

P, (25%
rough

and curve which passes g ) and demang

i increases by MM, (50%). The

S is elastic. Generally, the demand for
(2) Unitary Elastic Demang (£
P

is proportionate 10 percentage change in= l).:when the percentage ‘change in demand
Ex : Suppose there i demand of lz‘;f;::en fit is called unitary elastic demand.
S of x co

—
rice of goes dow, mmodity at the price of ¥ 40

and the P N to % 20 4, : odity at the price o
elasticity of demand ? Let g find oyt :ri?lfrtrr:an: g g0 150 unts, What 18 the

Price Elasticity of Demanq of Comme ; elp of formula.

ity
X - Proponionate chan
Proportionate ch

_PaQ
~ QAP

ge in demand of commodity X
ange in price of commodity X

_ +50%
~50%

= Elasticity of demand
. equal to 1.
The proportionate change i demand is equal to the proportionate change in

price-
Y

¥ b
" Unit Elastic
b P a Demand
g ‘/
c
E | 50%
8
o P b
8 ]
& D

50%
0 M M, =
Quantity of commodity x

The price decreases by PP,, (50%) and demand increases by MM, (50%). The
demand curve passes through a and b shows that elasticity of demand is 1. The price
and demand change in opposite direction by the same amount.

(3) Relatively Inelastic Demand (¢, < 1) : When the percentage change in
demand is Proportionately lesser than percentage change in price then such demand
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tion, the ansWer would y, el
Y

i e lla
tic de"l 0

is called relatively inelas its at ¥ 40 but its prj

100 units ¢ ‘ 8|
than onie. Aot demanded125 units. Find out its elasticy, 8
Ex : Suppose corgm"a:g of x goes WP 0 .
I .
reduced to % 20 and the dé mmodity mmodity X
Price elasticity of dem aqd oaft:?: ange in der]?andfc}(;f:r?lmodifyx
oo Change in price 0
X = proportionate
PAQ
= QAP
+25% f
= -50% !
i
= 2 . |
: ded increases by (259,
uantity deman - ) the
The price decreases by pp, (50%) e ?z and b shows that elasticity of demap is

demand curve DD passes through points

ool e W
5 -
t I\
;" 3 Inelastic
E / Demand
£ 50%
S|
- b
s P
g
It
—
M 25% D
»X
0 M M, ’
Quantity of commodity x

(4) Perfectly Inelastic Demand (&, = 0) : When there is change in the price of
a commodity but there is no change in demand according to equation, the answe,
would be zero, such demand is called perfectly inelastic demand or zero elasticity,

> Ex: Suppose Commodity x is demanded 100 units at ¥ 40 but if jts price is
reduced to ¥ 30 the demand does not change, it remains 100 units. Find out the
elasticity of commodity x,

Price elasticity of demand for Commodity

]

timation of
pit-03_ES of Demang 65

_ Proportionate ch
PrOPOHiona(e

_2aQ gy
QAP = 55¢, =0

‘y\_

D

ange in demand of commodity X
change in price of commodity X

P'__—__‘—\——a

25% +— Perfectly Inelastic

I Demand

Price of commodity x

0_—‘*—._

D
Demand of commodity x

The price of commodity x is decreaseq by PP, (25%). The demand remains
constant at DD. It means that the demand

e is not affected by the change in price. The
demand for such commodities are perfectly inelastic and the demand curve is parallel
to Y axis.

(5) Perfectly Elastic Demand (8,=) : When the consumer is ready to buy

certain commodities at a particular price but when there is a little increase in price
and he is not willing to buy any commodity at all, it is called perfectly elastic demand.
And its demand curve is parallel to horizontal base. In the same way, when there is a
little change in the price and there js unlimited or infinitive change in demand, it is
called infinitely elastic or perfectly elastic demand. The demand curve of such
commodities is parallel to horizontal base line.

Presentation through Formula : Suppose 1% decreases in the price of commodity X
increases the demand by ¢ .

Price Elasticity of demand of commodity

Proportionate change in demand of commodity X
Proportionate change in price of commodity X

X =

% = {(xTr )} infinite
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=
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X
2 Demand of commodity of X

The demand curve is parallel to X 2xis which shows that the demand Chang,,
€ demand c

with OD price. .
DD is a demand curve which I
u
commodity is OD. The consumers are ready to buy
this price. .
; tisu
Generally, it is not possible in the real world. It
of perfect competition in economics.

7. Factors Affecting Price Elasticity of Demand

1. Introduction : When the price of things changes, the dema.nd_allso Changesl
X . t be known. For this, it is Neces
The quantity or measurement of this change must © oo e i §
to think about the various factors affecting elasticity of deman € Changes j
demand. L

If the change in demand is more than the change in price, it can be called ey,
demand and if it is less, it is called inelastic demand.

2. The factors affecting Elasticity of Demand : The factors affecting th,
elasticity of demand can be classified into three divisions : (a) The nature of gooqs (b)
Time factor (c) Element of income.

The Nature of Goods : (1) Primary or essential commodities : The thipg
like grains, cloth, salt etc. are primary commodities and their demand is Usually
demand inelastic. Such things are essential for life, so even if their prices change, ther,
is not much change in their demand. e.g. If even if the price of grains goes up, it is
essential to satisfy hunger and so there will not be much reduction in demang in
comparison to increase in price. On the other hand, even if their prices 80 down,
percentage increase in demand will be negligible because there is no change in one's
requirement of grains.

parallel to horizontal axis. The price ¢, the
certain amount of commpoyg; tya

seful to explain the Si[ualion

s

¥ uﬂ[t-oa__gstlmaﬂﬂn of Dem and

2 Luxury goods : Lux“fygt)ods I
gstic. Such things are nog inevitahe, pt: fans, radios, Ty, ACe
f change in price, there jg More chap can live without

(3) Priority of the CUStomers plafe In the demang also,

i edle, einc .
o\ ’5'2232 b o s P et arg " PUdget : e trivial, odinary
ebu SUch thing s peoy. - 2P and they are demand inelastic,
egligibl
ct the demand much, e o Ifa Bible and 5o chq : i
e he price of a pin j : ~Petson Tequires gq . o n their price d(.] i
1,000. The p PIN IS 2 paise, Byer o : Me pins and his total budget is Rs.

et €N if it i raj ;

capacity will no;lhe much affecteq 1, e als 1aised to 4 paise, the total purchasing
ings and so t E.W: 1S not mych "  Person may Spend a few rupees on such
ouse n_zrlt, e[fectrlcnty etc. are m émand. On the other hand, grains,
heir prices 2 fect-demand. The demangq here be;::gr:es: xc]l: bUdgm' so the changes in
(4) Very precious / costly things +Things i ; mand elastic,

video etc. are_qulte costly. They are zeneral epremo_us Stones (diamonds), pearls,
esseﬂﬁal for living, but they are yseq o ngma{ld Inelastic. Such things are not
things donot change much eyep, ¢ Prices ghaflgt: € rich people. So, demand of such
Substitute goods - )

and i elstc. g, Pt e Ut of  commodiy s v,
dem . bosrarid e Shances P Tadio, Cibaca toothpaste etc, have other nearest
subsn_f ey 8¢ In them affecy the demand of these goods. On the other
han_d: irsu e S remc?te. there is Jegg demand elasticity. If other things are not
availables as substitute, their demand is perfectly inelastic

The things wi ; )

.(6()1  atand bia::;h_fal;e‘:“a“}’e 1SS : The things with alternative uses have
L t to more ! their prices Increases, their use is transferred from less
imp‘“t;rl 'mportant burposes. e.g. If power changes go up, people may stop
or cut COWI 0Tl POWET consumption on fans, A.C.s, electric irons and geysers.

(7) Essential serv 1ces : Medical services, legal advice etc. are often essential and
their demand is usually inelastic bec

) ause medical services are necessary. Sick eople
cannot be cured of diseases with medical help, o e

(8) Postponement purchase Th
delayed have demand elasticity. Peo
goods go up. They must continye ¢
clothes etc. They can be postponed
is going on cement, bricks etc,
postponed. But one can wait for byj
price subside.

(9) Complementary cominodities : Usually, the complementary goods have
demand elastic. To make such goods, more than one things is required. If the price of
commodity goes down, the goods made by the use of these things have not higher

67

tc. are usually demand
them and so when there

€ goods whose purchase can be postponed or
ple may wait or postpone if the price of certain
0 use old, repaired article. ¢.g. chappals, shoes,
for sometime. But if the consumption of a house
become essential. Their purchase cannot be
lding construction if he has not begun till cement
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increase. e.g. To M
price of tea powder
in tea. P Generalle if the

(10) The price Vol 3 .the price ofd
the demand is inelastic. e: e has 0
The upper part of the deman!

(11) Customary
of customary requjrel_ne
prices change, there 1s.m.)t mu:i:
drugs addicts, demand is inclastic.
in the demand. : "
in the Element of Time : Generally: fg;i ;, ng
inelastic demand and in the Jong run, ma S

The following are the causes for less ed
more elasticity of demand for a long per;‘)/ .et

(1) Durability of goods : Scooter, $s
requirements of the people for 2 long t‘lin:] (;es ;10
old things are not used up, theddema; gy
i 1 n when new goods are —_
in the long ru time, people donot change their Illablts or they donot Change

(2) Habit : In short ) P In the long rum habit can be changed, so for,

the structure of their consumption. :od. the demand is elasti
, s ; the long per1od, ; C.ep
short period, demand is inelastic and for d if its price goes up, ilgs

i f cigarette an
If a person smokes a certain brand 0 _ [
consfmption in a short time cannot be decreased but in the long time, he can ch&ﬂge

his habit and use another cheaper brand of cigarettes or give up the habit of smokip,

The longer the period of time, the more the elasticity of. demand: o
(3) Standard of living : In a short time, a person tries to maintain h}llS_ standag
of living without reducing his demand by reducing his savings or using his saving,
Therefore, for a short period, the demand is melastlc: It is not possqnh.a to sustaiy
demand for a long time, so demand decreases and so in the long run it is elastic,
(4) Assumptions regarding future : If prices of goods have reduced for shoy
time but if there is still possibility of decrease in near future, demand become
inelastic but in the long period, the demand becomes elastic. “
(5) Technical difficulty and commodity with combined demand : If the thing |
has a joint demand or if it is not possible to change for technical reasons, the demang f
in a short time becomes inelastic. e.g. If the price of petrol decreases but it js '
necessary for consumption in a car or a scooter, there is no sudden rise in the demanq |
of petrol but in the longer period, it can increase. If the price of a commodity ;

(.

ugar, milk € igh,

ake tea, ted ﬂﬁ:?: ;usgaf and milk are 18
decreases o of the commodity is vep, , .
pn;di is low, the demand jg EIaslg.h' j
ope and the lower part has less g ¢ |
ial animals, the de,

. S a]_’e SOCl ma
cigarette, snuff etc. Even j¢ th:d
n the same way, for wip, .t

there is not much deCr%d
¢

ot time, majority of goods
oods have elastic demang,

f demand for a short periog ang

ha\le

c. are durable goods and they say;c
if price of the goods decreases ang ,
t increase. Demand is affected whe, |
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in a short period, byt .
eases dus ‘© technical problems, its demand cannot be
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reased' But in the Iong run by

ased

of substi
() Discovery @, substitute goods . if thg iy oc o commodity goes up but till

5tll’5tjm.t esdar;:g(; cilslsi(;;‘;zre-d 18 d?ma'“d does not decrease. Therefore, for a short
PcﬂOd' ltsEl::ment of Im::rl‘& i e long run, its substitute can be used.

q Generally, the commz(i"l"he element of income also affects elasticity of

emdn® = e d ttes of the rich People are demand inelastic because

» changes l'n price do not e!ffect the demand of the rich people. The demand of the

¢ eople 15 demand elastlc. Even Ofdinary Changes aﬂ'ect thei.-l' purchasing power_

oor people are unable to buy food i
dities like foodgrains in elagic, B s s

making technological changes, demand can be

commo
8. Methods of Measuring Price Elasticity of Demand

There are three methods of measuring elasticity of demand.
(A) Percentage (Proportionate change) Method
(B) Total Qutlay Method
(C) Geometric Method.
(A) Percentage method of calculating elasticity of demand : In this method,
(he elasticity of der_r.land is determined on the basis of percentage change in demand
due to the change in price. The following equation is used for it.
Equation : Elasticity of Commodity x
_ Percentage change in demand of commodity x
Percentage change in price of commodity x

PAQ
= Qap = Here, P = Price, Q = Demand, A = Change

(B) Total outlay method of calculating elasticity of demand : In this method,
due to change in price of commaodity, the change in total cost of a consumer for
the purchase of that commodity and the change in sale- income of the producer
or trader. The elasticity of demand is measured according to this method. There
are three types of elasticity of demand.

(1) Elastic demand : Suppose the price of a commodity ‘A’ is reduced and
the demand increases in proportion to the total cost for that commodity ‘A’ is
reduced and the demand increases in proportion to the total cost for that
commodity or sale income increases more than that then it is called elastic demand.

Suppose the price of A is ¥ 10 and the demand 100 units. Now, the price goes
down to T 5 and the demand is 300 units. Find out its elasticity of demand.
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= dofA = Total cost/ TO
of A =
Price of A  Deman : ~ £1,000
l12(':810 X 100 units = : 1500 ‘st
. soounits = U T e jsreduced (0¥ HOMT g
T 5 le, when he pricé up to Z1000 to T1500, Thy, ‘erﬂ
In the above examp® ost for es up s, i,

c
is a great change in demand. The

called elastic demand. the price

(2) Inelastic demand : S”pp:’i;e geio

the change in demand is such tha

called inelastic demand. _ . 710an

Example : suppose the Pric® ; Bef up to 15

of B is reduced to ¥ 5 and demand 3°T 1 Costl Tot
Price of B Demand of B = o

210 x 100 units . Vil

150 units . = i \

i - e when the price of B 18 reduced from ¥ 1010 T 5 the Chayy, |

In this example Wi uced from ¥ 1000 to 750. Thus it jg Cally

in demand less and the total cost is red

inelastic demand. . : )
in c ty (unit elastic demand) : When the Prie |

i Uni
(3) Elastic demand equal to . |
of commodity ‘c’ is reduced, the demand increases t0 the extent that the totg) -

or total sale income remains as before. This means that it remains static. It jg calleg |

of commodity ‘B’ is re duceg
¢ or sale cost decrease thep ;“d

i
d its demand is 100 units, T, H
0 units. Find out its ehsticity o
al sale Income

1]
-~
—
(=}
o
(=)

unit elastic demand. : ) . ‘
the price of ‘C’is ¥ 10 and its demand is 100 units, Noy |

Example : Suppose ] _
the price is reduced to ¥ 5 and the demand goes up to 200 units. Find oy j,

elasticity. .
Price of C . Demand of C = Total cost/ Total sale income

10 x 100 units =% 1,000

= ¥ 1,000

g5 x 200 units
In this example, when the price of ‘C’ is reduced from 10 to 5, the deman

of C increases to the extent that the total cost is ¥ 1,000. It is called unit elastj;

demand.
(C) Geometrical method of measuring eclasticity of demand : Prof. Marshg|

has given this theory to find out the elasticity of demand of any point on the demang
curve. The following equation is used for this.

lt_oLEsI:Imation of Demanq
n

U/”\ 71

glasticity of the point = Demand curye below the point

Price of x

L —

(o] Demand of x

‘_,X

|

e
mand cyrye above the point

A SUEPO_SE Demand Curve DC = 5". P point
Sat2.5", Find out elasticity. Also find out elas-
ticity of p1 and P2,

Demand curve below the point

Elastici =
tyofP = Demand curve above the point
PC 2. . . .
D = 25 = 1 (Unit elasticity)
- Demand curve below P!
Elasticit 1=
Yol Pl Demand curve above P*
PlC 1" 1
“HEp*~ it Inelastic Demand

Demand curve below P2 p2¢ 4

~ Demand curve above P2 p2p 1* = 4 Elastic Demand

In the above circumstances, at the point D on the vertical axis, the lower
ortion is 5" and upper portion s infinite, therefore, the answer would be infinite
elastic demand. While portion under point 'C' is perfectly inelastic demand.
> When demand curve is non-linear :

Price

Demand
Curve

&

Demand B

When demand curve is non-linear, on any
point of the demand curve a line touching de-
mand curve is drawn. From this meeting point
of the touching line, the elasticity can be found
on the basis of the lower portion and the upper
portion.
In the figure given here, if we want to find
out the elasticity of demand of point P, a line A
B is drawn touching the point P. Now the por-
tion below point P, can be calculated as PB + P

and upper part PA {g‘} to find out elasticity.

> Elasticity of Internal Point : When the elasticity of any part of the demand

curve (elasticity between the two points of demand curve) is to be found out by the
following equation can be used :




iginal price - N
demﬂﬂd + 011. inal price + N = Prig,
- New Origin ew o
Ongn and +New mand of 10 X ang

Elasticity = Qriginal dem is the de at?ln

re i
Example : Suppose at ¥ 15 the
it is 200 units.

X
o)

| oemmdof X

According to equation :
Average Elasticity of PQ

Original demand - New

demand _ Original price — New pric
e e
demand Original price + New price

= Original demand +New
100-200 15-10_100 5
=100+200 15+10 300 25
_ 100 25

30 5

g Elastic Demand .
9. Importance of Price Elasticity of Demand

It is necessary for the traders, producers, finance minister and the governme,
to have the knowledge of the concept of elasticity of demand for explanatjop of
certain principles of business economics and their implementation.

(1) In price determination in a firm : It is necessary for a firm to have knoy).
edge of the elasticity of demand to frame price policy for maximum profit for the
goods produced by it. If the demand of the product is price elastic, the firm cqy
keep the prices loyv and increase sales. In this manner, it can earn maximum profits

On the other hand, if the demand of the product is inelastic, higher prices can be.

- me nd, in monopolistic
gr hant Market, the
1 omand so the firm can fix high price Products of the firm are completely inelas-

t‘03’_Estlmation of Demang

yn!

Ccept the price fixed by the industries. On the

in short, the concept of elag ticitya:;ideam maximum profit.
ormining the price or changing t, €mand is useful for the business firms in

e price i
jmum profit. However, the demangr::fe ;n order to boost their sales and earn
co

fore, i

el

olicy ™M produces has been im
i . plemented. As the farm
roduces have elastic demand, it 18 possible to charge higher prices for them be-

cause eVen if the prices rise, there is not much reduction in the demand. Therefore,
the conSUMers have to spend more on farm Produces and the income of the farmers
goes up: ;

The paradox found in prices of farm produce can be explained with the elas-
ticity of demand. The demand for foodgrains is inelastic and therefore, if there is
pumper crop, the demand may not increase resulting in fall in prices of farm pro-
duces. As a result, even if the yield is higher, the income of the farmers does not
increase. Very often, it decreases. In these circumstances, to encourage and support
farm production, it is necessary to fix minimum support prices of the farm produces
by the government in advance.

(3) Monopolists : It is necessary to have the knowledge of elasticity of de-
mand to implement the policy of price discriminization for monapolists. The
monopolist keeps the prices low in demand elastic market and fixes prices higher
for demand inelastic market to earn maximum profit.

(4) International trade : It is necessary to have the knowledge of elasticity of
demand to make balance of trade profitable in foreign trade. It must have the knowl-
edge of profitability of import or export through elasticity of demand e.g. If our
exports are demand elastic, lower price can be fixed to get large foreign market and
if demand is inelastic, the price can be kept high and without the fear of losing the

" market,Thus more income can be earned through exports.
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(5) To frame tax related policy : T tax policy Generally, the demay © th,

k lasticity of demand 10 127" poor people s price elagj,
‘nzwledgle ?fe a.lsn?n:]asﬁc and the demand ooducls demanded by the ric, Pe, Tht.

ric eople is price I

highzr t:xes cla)n be levied on the consIne pt wants to levy taxes onp md“Ceom‘*

I vernmen ith price elasticj s
without much opposition. lf(tihe ﬁzd of the products with pric ticity beg, Ut
? m
sellers, it must levy taxes on dé

. au
and elastic productg S
the tax-burden cannot be shifted t OIS io:gerb[:.xrden on consumer, .i? thy
other ha:d if the government wants €

Lo ; ds.
levy taxes on price inelastic 095 . .
(6) To decide the scope of P ublic i

; ich pro . : .
elasticity of demand to decide Wh]cl;f:)dities and services are generally pricg ; -
. Om
common masses, the essential

andled by public sectq, . &
: ; i di tribuﬂon shOU.ld be h 45 - L If A
tic so their production and dist such essential commodities or serviceg |
private sector produces or distr;bll“esc -nsumers through price rise. That s g}, :re
is a possibility of exploitation of the sport, elasticity,
- sv (;] Sll:‘ m)tgst ofxf:]e other countries of the world, transp ty, wat
yi ctor.

- ic se ..
ate produced and distributed by pig S A country has to take decision re a

ion: Barg;
7) To take decision of devaluation : ks e ool in
devalfxa)tiorr of its money in order to remove basic disparity in e OfPaYmems_

. e ; 2 ds.
For i i ecesary o o i sty ol I S et
for import and export goods is price £E8 de cheaper, there wi p, *
demand for imports is inelastic, even if imports are mace =& , en
reduction in iml;orts and foreign exchange will not o sa;rfe: Ir;f;l;i;a;t;?equami .
In he same way, when demand for export is 'lm?ltzs:lfl'lf::;; P Cheap,
i i no increase 1n1 : i
- de&?u;:;:;ﬁgeo;frlzsings : In a free economy, f::u:torsk of p:ﬁgucmn are.djs,
tributed on the basis of demand, it is necessary to have the knowledge of elasticy,
of demand to understand effetiveness of the consufner demand. .

(9) In framing of the government policy : It is necessary - a\;e the knoy,,
edge of elasticity of demand in determining how growing mdusftnefs 0 _the country
can be protected and through what measures. If the demafld or loreign got?ds is
elastic, the industries of the country can be protected by import duty and if g,
demand in inelastic, import quota or import control mus.t be adopted as measures
Suppose demand for imports are price inelastic and even if the government imposgeg
import duties and the imports become costlier. People may not reduce their de.
mand for such goods if they do not want to do without them. Thus, through impgp

ty:ltis necessary to have know),

W . . |
substitution the market of the country can be obtained. In such circumstances, impor

ban may become necessary to protect the indigenous industries.

o impos '1111&l '

ducts should be placed in public util 8e o |

i

it_os__EstImatlun of Demap, d

- n

] dete

: g instici ¢ oate factor cost 75
and ela ty can set lnaximum ré o factors of

derm

Production, in condition of

: i 3 . i tur
industry is inelastic a4 A 0ry,
if alue €8 If the demand of labour in

g tr
es through union, if €Preney, €annot de we
0 without it, it can get more

the ¢
¥ : e
as substitutes eag;j o laboue ;
ed 4s s Y the:e i Aboyr jg ; : )
sg;ults in unemployment, 'S Possibility that EI:suc Z“: if machines can be
. Mman ;
(11) To determine Price of ¢ X Or more wages may
Mmbineg

in a combined m Q0 .
duc‘la):le g In cotton cnnzl:,n-e " 1ts difficygy o Eﬂﬁds et certain goods are pro-
ately: =6 o S amajp p, out their production cost sepa-
re, the price re i Product, ¢, : X
here'fo 4 man[Zi " gar('img cotton seeq ¢, b[ton Seed is a subordinate product.
ay, Ifits d€ I8 Inelastic, the N be fixed through its demand elastic-

P Price can -
: p,-ice elastic, it must be kept low, Thia be fixed at ahigher rate and if its demand

ning the price in this Manner, » MaXimum profit can be made by deter-
(12) To take decision regardin

arket, it i necessary to haye the
gel]i“g cost . If the selling cost hel

e

mi

selit
kgnoti,lvllmg Cost: In modern imperfect competitive
edge of elasticity of demand to decide the

. S i ;
tic, €ven if the price goes up, ionr;;nr:kmg t:m demand of a commodity inelas-
€r will not reduce his demand. But even

ding cost on sellipo ;
fter spen Ing, if the elactio:
:lof be profitable for the Producer. Clasticity of demang cannot be reduced, it will

(13) Theorical importance : Throug,
i 3 th
demand, what will be the impact of chg e know]
society can be known. Therefore, for th
tion, the study of concept of ¢, sticity

edge of concept of elasticity of
anges in price on different persons of the
€ study of principles of value and distribu-
of demand is necessary.

10. Income Elasticity of Demand : Meaning and Types

. The Meani -
1 ¢ the ratio of?}? of In.come Elasucuy of Demand : "Other factors remaining
constant, Hie i ange in demand due 1o change in consumer's income is called
income elasticity of demand",

Income Elasticity of Demand of x

N Percentage change in demand of X
" Percentage ch ange in income of the consumers
¥aQ
T Qay
Here, Y = income, Q = demand, A = change
2. Examples : Suppose the income of the consumer is 2 1,000 and his demand

for X is 100 units. If all factors remain constant but if the demand goes up to 300 units,
find out the income elasticity of demand
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76 ange il’l den]and Of.x

i~ and of X ch
Income Elasticity of DEME "5, centage —inincome of the consumers
8

an

= -centage ch .
perce o - ive income elastic demanq_
1000x200 _ positi

= 700x1000 .

and :
ome Elasticity of De

elasticity of demand : () Positive Incq,,
e b

e Elasticity.
. e of the CONSUMET goes y,
If the mCO"; of the consumer goes do P thy

Elasticity * ' 7% - : ,
up and 1 the if there is direct relz:itlonshxp bety e:
wn an . it is called positive j

s do mmodity it is p ve mCOme

he c0
" fofr Jemand has three types:

3. Types of Inc

There are three main Slasticity (c) Z
Elasticity (b) Negative Income

Positive Income

demand for commodlt.u’:S goes

demand for commodities g0€

consumer's income and deman

__ icity O
tive income elasticity Changeof Ch,

elasticity. Posi
(1) Unit Elastic Demand * Whenf ﬁﬁz ["°°mefDEn?ag§d°r
income of the consumer and dema'nd 0 din v .P? =MN
commodity move in the same direction ?;]the T =
equal percentage proportion anfi w o ¢ IncomeDemSndCu%
answer is 1 according to the equatio it ld g B
called unit elastic demand. If the dema{1 3 Q
curve is drawn downward, it meets the point é A
of origin at 45°. “g“ P
In the figure given here, the income (?f E
the consumer is PO and the demand of X is 2 s
OM. Then the income of the consumer goés 0 M N %
up to QO, the demand goes up to SI:IO Demand of (x)

I\Il] -

Increase in consumer's income PQ is equ
increase in demand MN. The answer will be 1. '
If the DD curve is extended downward, at the poin

degrees. .
(2) Income elastic demand more than one / unit : When the change in

consumer's income and demand for commodities move in the same fiirection but the
percentage change in demand is more than the percentage changfe n the income ¢
the consumer, the answer according to equation is more than 1, it is called incopme
elastic demand more than one. If the income elastic demand curve is drawy
downwards, it crosses horizontal line on the left side of the origin. Usually, the luxury
goods have such income elastic demand more than 1.

In the figure given here, on OX demand for goods has been indicated and on Oy
the income of the consumers is indicated. When the income of the consumer is PQ,

t '0', it meets at the cycle of 45

do this figure, the change in demand MN is
f income PQ.

on, the ans
wer
o ore than one and the demand curye

O:Iner than the change o
hlgculati“g with the equati

‘; come clastic.
i

1085

(3) Income Inelastic Demang . When 0 »X
income of the consumer and the demang
or the commodity move in the S

It_o:,__sstlmaﬂon of Demang
yn
i 77
ne demand {Zr );f'shoM. It indicages
ination , t ;

: lO e oes up to QO o icome of the Change of  Change of
3 n umer 8 ; ) the demanq Mov. Income = Demand
o0 er up t0 ON. This shows combinatiop, ¢ e's g PQ = MN
"‘ghcurve linking A and B, jf m:n B A B
p wa[d crosses baseline op the left sir:j(:eo(i- Income DemI;md Curve

Income of Consumers
o Q0
&(
w

M N
Demand of (x)

S

but the percenta ;
direction P 8¢ change in demand i less than percentage change in

Income  Demand

PQ>MN
-~ less than one
Y
. 4 Income Demand
Curve D
w
£ Np
oo |
<ol | S
% P
E
8
£ A .
7 0T M N —* X

Demand for primary goods (x)

—  Changein Change in

consumer's income and if the answer
calculated with the help of equation is less
than 1, it is called income inelastic demand.
Income inelastic demand curve if drawn
downward crosses baseline on the right side
°f_°1'igin '0'. Usually, such demand is for
primary essential goods.

In the figure given here, OX indicates
primary goods X and on OY, the income of
consumer has been shown. When the
consumer's income is PO, the demand for X is
OM. But when the income of the consumer
goes up to QO, demand goes up to OM. But the
increase MN is less than income of the

consumer PQ. Thus to indicate such changes, the DD demand curve joining A and B
combination is extended downward. It crosses OX baseline on the right side of origin 'O'.
Negative Income Elasticity : When the income of the consumer and
demand for the commodity move in opposite directions, it is called negative income
elastic demand. Usually, the inferior goods like jowar, maize etc. have negative income
elastic demand. Such income - demand curve is usually with negative slope. People
always want to buy superior quality goods but due to limitation of the income, they
have to buy inferior quality goods. In these circumstances, when income rises, the
consumer is able to buy costly goods in place of inferior quality goods. He reduces his
demand of inferior quality goods and buys more units of better quality goods.




Y ° IncomeDemapg
C
- on OX demand ‘;f T o Ury,
1 re, 2 (9]
In the figure given he hown. On />
. been S B
inferior quality goods has ser's has peen E Q
axis income of the custor income i PO, | ¢
indicated. When the c011$11m'31"nferior quality g o "
the consumer has to demand 1. corrlbinéltion 5 i
goods up to ON. It indicates A Cesup he | 2
Now when the consumer's lﬂcof“:ign place of |3 | | q
is able to buy costly item unllt  duces his 0] L - il
inferior quality goods. Thus'ltl?udicates R Inferior Quality Gopgg " .
i
demand from ON to OM. ' 585, _’/—\
combination. Thus, when income ¥ s and as there 15 Invelde Telatigy,

decrease

goods o quality goo

demand for inferior quality e
between income and demand for
negative slope.

ds, DD income curve ¢ il"}ip

ncome of the consumer Changes in

Loy the i ;
Zero Income Elasticity : When bercentage proportion, there is aily
: e in the dem q
Income change = Demanmm percentage chang and of ¢
PQ = 0(zero) ommodity and the answer accorqjy, [}
N o ero. It is called perfectly ;. .© 0
D equation 1s Z€ 4 Meop,
5 elastic demand. Generally, the thingg Iy
E— water, clothings etc. have zerg income
g .
38 Q Income elasticity.
- . ;—Dede s In the figure given here, when incqp, .
E the consumer goes up to P.Q. there jg n
5 D e change in demand of X and it Temains g
0 ] -;f: e Thus, with PQ ch;mge, d;:mand change ofy
“ssenti ommodi i D emand curve iS
of Life Goods (x) is zero. Here, D pal'alle[to

vertical line
11. Factors Affecting Income Elasticity of Demand

Following factors affecting income elasticity of demand. 4

(1) Type of goods : The type of goods affects the. income elasticity of goods tp,
the inferior quality goods have negative income elasticity because peo_p]e buy sy,
goods unwillingly. But when the income increases, he buys better quality goods ang
reduces his demand for lower quality goods. In the same way, the demand for primpg,,

or essential commodities of life is less income elastic because these goods beiy, |
essential to live life are affected less in demand in proportion to income. The demayy
|

|

e ————

o T——— .

03 gstimation of Demang

oods is more income o

lastj e
. Ict
ods easily. In the same w5 .

an on :

= Y, one Cannotf-/ Unit because one can live without

water etc. . erefore, evep ifincome chan Ve without certain ineviatble things

es, - :
ods. Therefore, such demapng s °°mplcri1; iIrl:ere 1s no change in demand for
. . (o] i H
mcome level : At differep levels of incq ome inelastic.

psumer chzfnges e.g. If the income ofa persr:e,_the deman

nis ve

0

d for a commodity by

gOup. T ises,
high level of income, he CI;n EUS. demand become

S positive income elastic.
a s d ; uy ever, ;
Al jch case: his demand migh becom
5!

s costlier bed sheet than the silk one.
Balive inc $
Nature : The nature of the ¢ ome elastic.

onsu : .
"\ Miserly natured consumers | mer also affects the income elasticity of
avagant consumers have |egg incor

de
extr
(

12. Cross Elasticity of Demang : Meaning and Types

Meaning of Cross Elasticity of Demand : If all other factors remain

Ifall qthfer factors are constant and the price of tea changes, the demand of tea
changes. This is called elasticity of demand bur if the pric

2 y i ¢ of coffee changes, the ratio
of change in price of tea is called cross elasticity of demand.

In the Sae Wy, if the‘prices of motor-car are constant and if the price of petrol
changes, the ratio of change in demand of a car can be called cross elasticity of demand.

Equation : Cross Elasticity of Demand = Percentage change in demand of X
Percentage change in demand of Y

PyAQx

~ QxAPy

Qx =demand of X in the beginning
AQx = changed in demand of X.

Here, Py = price of y in the beginning.
APy = price of y after change.
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) demand is forlOO(;ups U

. the price of t€ is ? Zaised 10 ¢ 3 the demand of e Roel )
Example : Suppose fee Is ¥ 2 put if itis T . A
same time, the price of coffe olasticity of dema

hange in demand of te,

ntage ¢
perce ange in demand of coffeg

mand = percentage ch

2x100
- /
= 100%1 i
— 2 Cross Elasticity

and : '
m d. On the basis of relationshipg |,
e 'ss elasticity has three types :

ross Elasticity (3) Zero Crogs Elagg;.

; ings are used as subgt;
i ly, if two things stit
(1) Positive Cross Elasticity G;:;:ie:rley(ﬂ- e.g. Tea and coffee.

to 200 cups. Find out the cross

.. Cross Elasticity of De

f Demand.

2. Types of Cross Elasticity of De

; et
elastic dem W

. . .
Cross elastic demand is :

related goods 'Y'and original

(1) Positive Cross Elasticity (2) :
u[es o

Uh i

each other, cross elasticity becomes
Positive Cross
Y Elasticity Curve
d

B
N,

Demand of coffee (y)
>

0 pemand of tea (x) ‘

e demand of X (tea) has been shown on OX gpg e

In the fi iven here, th
e figure giv of coffee is equal , Ny

price of related goods Y has been indicated on OY. The pnce_
where demand of tea is OM. But if the price of coffee () 13 .Nlo’ Aeiffes beCOmes‘
costlier than tea (X), people will demand tea more as substitute. As a result, the:
demand of tea will be OM to OM,. Thus, the price of Y and demand X change i, the-‘
same direction, so the cross elasticity of demand of X (tea) will be positive (+) and dd;
cross elastic demand curve has positive slope as in the figure. i

(2) Negative Cross Elasticity of Demand : Usually, when two things 4,
complementary to each other, cross elasticity becomes negative. The cross elastj;
demand curve showing such changes has negative slope as in the figure here ‘

|
e.g. petrol and motor-car. ‘

3_Estimation of Demgp, d

CRative Cross

Elastic Demang Curve

Demand of Petrol (y)

MI M
fi Demand of car ()
In the figure given here Ox i +:

.. the price of petrol has be((::(l ?Ddllcateg, the demand of X (motor car) and on vertical

e f petrol was NO. The ( indicated. The price of motor-car is constant and the
Ty  The

n:; to N;0 and the. demandemfand of motor car was oM. The price of petrol went

do 2 relonship between tlo m-otor car goes up from OM to OM,. Thus, there is

inver 1€ price of petrol "Y' anq the demand of X (motor-car)

as in the figure given here. In the ;
matches on OY, the price of cloth hag
which are nearest to substitute proq
manufactures to take decision in by

gure given here, OX indicates the demand of
been indicated. Firm manufacture the products
uct, then it is necessary to have a knowledge for
siness and government to formulate the policy.

d Zero Cross
Elastic
Demand Curve

Demand of Cloth (y)

d

0 M TR
t Demand of Matches (x)




Kumar e Eco. g,

"
. Meaning and Factorg 3

= icity of Demand g
13. Advertising Elasticity Usefulness 3
jve or partial (_:ompeu_uve may i
nder advenismg: various ViSible of
f creating Or increasing g, - %
Y helpful for the cons“m;‘}d
0

odern competit
gnificance-

for the purpose 0
rtising is V€

1. Introduction : In the mod
economy, advertising has a great s
verbal activities are done by the firm
for its goods or services. Informative adve
making rational purchase decisions. ising can be measured by adVertis.

Butthe extension ol demand °H a?:ieh measures the expected change lr.]E
or promotional elasticity of demand (Ep) W lFonaJ expenses. The demand fo, Sin

i u : S0
demand as a result of change in other promo e demand for cosmetics. mg
goods is affected more by advertising such 2s

: ici emand : Int
2. Meaning of Advertising or Publicity Elas[t;[ci:;ti}tryocfo[s)t i beCOme};seTiDde

market, to avail of market and to maintain it, the pu®: - et and tryto expandm le

Producers spend huge sums of money after advertis th

ef[
market sell their goods in the market. :

Meaning : If all other factors remal
the demand of goods changes. This measureme
of demand. In short, Advertising elasticity 0
relationship between the cost on Advertising and ¢

Equation :

1 constant due to changes on ad"el'tiSeme :
nt or ratio is called Advertising elﬂsriq ;
f demand indicates the quanti;

atj
hanges in demand. e

Percentage change in demand ofy
Advertising Elasticity of Demand of X = percentage change on advertisemeny Cost

3. Factors affecting Advertising Elasticity of Demand :

(1) Nature of the products and time factor : GlVE[ll the huge regiment of Produygyg
and services it is not possible that same kind of promotional ca::ﬂp:ugns are carrieq for
all the products. Thus depending on the products the advertisements are magde, S
it is natural that the advertising elasticity of demand differs fron} product to Produg;
For some products like the television sets, refrigerator, washing machines, mus;
systems that fall in the category of consumer durables the response from the COnsumeyg
is not quick due to the durable nature of such products. Such products are not bo ught
by consumers frequently and purchases are made when the current items owned b
them are rendered possess. On the other hand services like restaurants, make u
items, new fast food items, latest fashion wear see immediate responses from the
consumers. Thus the time taken by the end users differ and this will affect the
advertising elasticity.

(2) Timing of the promotional activities: The responsiveness of the qQuantity
demanded may change with the change in the timing of the promotional activitjes,
For instance, during the festival season the advertising of certain products is undertakey,

| aview to capture the bep, i

P ising elasticity ma . € lestivg)
3d"ems g Y may be p; h durig t.D

[j‘ﬂ I 03_Estimation of Demang

83
with fit of the o
:op to the commencemep, Stival seqs )

or of \ On. Certain products are launched

Benerate good response. Thus the

i a
ame during the other months cular period of the year and may not

- (3) Product stage : y,, ma
" Y hay
indicates the. different phases which 5 er(:gme across
5tage in ngVhlgh th; Product falls, Ovuct.p Asses
rdingly- E-8. A new progyc, ... Ertising e
already established proq, o duilerent king
“ad take some time for the CO‘;:;uAlso if the firm i causrin‘ogf ::eerxn s:\c\lr thanka ﬂ':m“'@
oduct and the kind of marke, aJ:n € 10 accept the progycy, Thus l:‘:asl;aeteto;: :lhlt:
: (4) Promotional actiyitje o(;' lth uences the advertising elasticity ;
vy € compet; . ’
etition from each Dth petitors : B i
CO:: li:'ts presence s felt. Thi: rc:?zithe I aliways s g k:z;nis;i?? i:loliiyﬂizi:ejl;g
its activities. But at tj © done through aqyerys
over its ac . at times when o Particy] ertising. Every firm has control
arket then the advem'sing Campaj U

5

the term product life cycle. It
thfoygh. Depending upon the
asticity of demand will differ

competition and product stages,
4. Importance of Advertising Elasties
advertising elasticity of demg § Elasticiy of Demand : We saw what we mean by

nd along with . 5 ..
environment the economy lhﬂugh 8 with its calculation. In today's competitive

important for any firm, the promgtg

ives the actual response of the pro

Many of the firms spend huge

to boost up sales. There is a direct
and volume of sales,

The promotional elasticity of demang js ajso called the advertising elasticity of
demand. It measures the responsiveness of demand to change in advertising, The
reason for finding out the advertisement elasticity of demand by the company maxlmger
is to determine the effects of advertisement o, sales.

The advertising elasticity of demand gives an idea to the firm as to how much
the quantity demanded responds to the change in advertisement expenditure. Once

this. is l?nown tpen the firm can focus on the promotional activities according to the
projections of its sales.

motional activities on the quantities demanded.
amu'unts Every year on advertising their products
relationship between the extent of advertisement
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We know that the price clasticity of dem:lasticil)’ is positive for normg) ‘;e[sﬁ
relation between price and quantity. Income u think is the nature of proy, . iqus
and negative for inferior goods. What do YO tising elasticity of demanq j w“al
elasticity of demand? The coefficient of adver ing to decrease its sale? It i 5 m s
positive. Why would anybody undertake afi\{grtlsare undertaken with a purposa ey
of common sense that promotional activities . € o
extending the demand for the products and servi ticity of Demand

14. Importance of Cross E|a.5 nearest to subsitute

When a firm manufactures the products Whl.Ch aretake decision in busip, N

it is necessary for manufactures to have information 0 58 ang

overnment to formulate the policy. an s

P From government pintaf view: The B e ngﬁﬁﬂne y
the knowledge of the cross elasticity of demand ml ee If the governmenttl(-)
limited factors of production for welfare of the people h-gz': taxes must be | o e
that fewer factors should be employed in luxury goods.aned ‘i{c))’r S rm—— g\ne on
petrol or diesel and by increasing their prices, the dem Can b
reduced. ici

(2) In determining tax policy : The knowledge of Cmslisil::;us?lre()f demg,
becomes useful to the government in framing tax pthy e'g.:hrou b tixe N &y
on scooter, it can levy taxes on petrol and earn more income g S With mjp,;
mum protest. i

(g) '(le‘r:t-lders or producers : The purpose of a trader or pr:)hdu]isr 1sltc;eam Mmay;,
mum profit. It is necessary for a trader or a producer to h:-.we e B Owledge of Crogg
elasticity of demand in taking decisions regarding groduttionorsd e. Z;g. If there i
change in the price of Coca Cola, the producer of Pepsi can.obtgln € CStimate
demand of Pepsi through the cross-elasticity inde_x of Pepsi and take aPProprig,
decision regarding production or sale to earn maximum profit. In the same gy |
there is a change in the price of the petrol, the estimate regar.dmg the change i
demand of scooters or motor-cars can be obtained on the basis of cross ¢]
index and policy can be framed to earn maximum profit. .

(4) From frame price policy : The business firm can take decision regarding
price policy with the help of cross elasticity of demand. Partlcula{ly th!n a firm pyy.
duces commodities that can be used as substitutes, it must decide prices In such ,
way that demand of other product is not adversely affected. e.g. Maruti Udyoga Lim.
ited produces Maruti-800, Maruti Esteem, Maruti van, Alto, Swift etc. In such casegs, j;

must decide price of all products in such a manner that it does not aff;

ect the demang
of other products of the company. For this purpose, the concept of cross elasticity of
demand becomes useful in finding out the effects of other products.

In the same way, when many firms operate in market,
pany may be substitute of the other. In such cases,

its effect can be known through the concept of cr

asticiy

one product of a copy,.
by deciding the price of a product,
0ss elasticity of demand. e.g. If he

R
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l‘ltl b
nd is always negative due o ;

fice of Maruti Esteer is
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p ation of cros_s e]asﬁciw of Mgedt'iTata Indicy 2 riyy)
ies are busy in the fieq of mq il teem, [ oder Product must have the infor-
Emes useful in determiny, 5 le' Ones, The time, many cellphone compa-
(5) For controlling N p°_]‘°Y Tegardin SEMC"“CEDI of cross elasticity be-
ation Of €055 elasticity of 5 acuce§ monom;istcfsc. arges and other facilities
ten the fi $: Itis useful to have the infor-
otten‘ . Irms Countey .- °T10 contrg monopolists' mal .
goss elasticlty and try g ggpa .+ “MPetition o Products of ph ot fiomg ot bt
if other firms " ? y. other firms with high
roducts 0 avoid . €Y often copgy
lising the marker 1. Mpetitiqn, Tuct cartel and buy the
onOPO'ISING the market, It jg nece 1S they try to make huge profits by
5, after the implemenga: 10 Contro] syeh aetivir:
1995, . ation of olicy ¢ . “uch activities through laws e.g. In
Goldspot, Limca, Thums UD ete. wirk 10 Y Blobalisation, Cocq Cola had tried to buy
ghem with the name P.URE DRINKS, By it dc.rqss elasticity of demand and monopolie
tional company has given j; , tough fig, ' 00t succeed as Pepsi, another multina-
13. Importance of Income Efasi
(1) From Governmeng point of v; asticity of Demand
income elasticity of demanq of the peop View : If the government knows about the
antity WltE ‘:}-1“ can know demand for which commodities
: € rise in
frame the policy regarding Production ang d.se =N
ned exonp Istribution of commodities.
my, " I
necessary. The Government ¢ay estima‘{e t&e lqllxow‘edg'e Py i el
; ding the et €c gnges in demand due to increase in
. € 1n production through different industries.
n set targets regard ; L
Ltc::rdingly. ’ BArcing production ang distribute the factors of production
(2) From trader's point of vj
income elasticity of demand ang a
people, they can produce ang sell goods demanded by consumers. They can get
adequate market and earn profit,
¢.g. If the demand of the product produced by the producers is income elastic,
pmduccr§ can keep the increase in demand in mind that will take place with the
increase in Income and they can increase production and earn more profit through
more selling. On the other hand, if the demand of the products produced by them it
inelastic, they can assume that less demand will be there in comparison to increase in
income and increase production accordingly. Therefore, there will be no dumping of
goods in the market.

If there is the phase of boom in the market, the demand for luxury goods increases
but as they income elastic demand, they decrease in demand when there is recession.

On the other hand, less income demand elastic is not much affected by boom or
recession.
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a commodity, its nature can be unde
luxury commodity. If it is income inel
the demand for a commodity has nega
commodity and if its income elasticity is 2€I%
such as water, salt etc.

knowledge of income elasticity of demand b
problem of food e.g. In India, income elasticl
though production has gone up, there is §
problem persists.

jewellery, perfumes, cosmetics etc. can
government revenues can be increased without

knowledge of income elasticity of demand .
strategy. If the factor of income of the consumers 15
firm can sell its goods / products in the areas or ¢
Thus, it can decide its strategy for marketing an

: From g .
Wf i Jemands is income elastic, j; i

d essential commo(lily
it will be inferior quq

(3) To know the nature ofa Commﬂdi
rstood. I ; e
astic, it is primary ¢
tive income elasticlty: -
jt will be essentl

: like Indj
loping country ia, ¢
oblem : In a deve
(4) To understand the food pr d becomes Very helpfut1in 0.7 and tl
ty of demand for food is 0.7 and therefg,

till huge deman

ducts with hi
be levied high rates O
much protest

(5) To frame tax policy : The pro

(6) To decide the marketing strategy of a fir

becomes useful in framing its marketjy,

sales - schemes.

(1)

3

(4)

Choose the correct option from the given options : _

What is the primary objective of demand analysis in managerial economics ?
(A) To understand the rational behavior of a consumer

(B) To determine the factors affecting entire market .trendS

(C) To measure the effects of price changes on'indiVldual demand

(D) To discuss the principles of demand analysis
How does managerial economics use market demar
(A) To study consumer behavior in theory )
(B) To make decisions regarding production and raw materials

(C) To determine government policy on trade

(D) To forecast inflation rates

What is the ultimate goal of market demand analysis in managerial economics ?
(A) To minimize costs and sales

(B) To maximize sales and profit

(C) To analyze historical sales data

(D) To study price elasticity in a theoretical context

What are the essential components for a consunier's desire to turn into demand ?
(A) Desire, time, availability of the commodity

1d analysis ?
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income elasticity of demand i

1 commodities fg, lify

ful in understanding th
d for food and so the food'

gh income elasticity sucp, %
f taxes and state or

m : To a business firm, the
an important one in demanq, the

ities with higher income groups
d spend more on publicity ang

(5)

(6)

(7

(8)

()

(10)

(11)
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(B) Desire, capacj
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. . u .
o EZ’EZ&%‘?O'S Valabily s pay
( 0 buy, hige . SUbstj
How is individ h‘SIOnca Ututes
o ual deman 5 HCES, fu(ur
(A) Individual demangq is bl Crent fr € eXpectations
aseq

practice
(B) Individual demanq jg

demand by a]] j
(C) Individual demy,

necessities
(D) Individual demapq
which of the following i‘;‘:‘f‘u
(A) Demand of Consume,
(B) Demand of Industrig) Pr
(C) Demand of Govcmmeﬂtod ct
;-IID) Ddz?: 1:: 0:; etishable and Durap)

ow e dem €
(A) Consumer goOan Of.mnsumef googg r:;lifsf i
S satisfy diree er from industrial goods ?

groduce other googs Needs, while industrial goods are used to

(B) Consumer goods are 4y,
ays perj 0 .
(C) Consumer goods haye More 21a;i1'tla:;;$él.z}::§ L:sgt;lt g-(;?ds a;e Spe
rial goods

Y government policies more than industrial

O theg " Ket demand 7

Made + While market demand is based on

Ndividyg). ) ONe -

an d?::ﬁlls lrn the mpail:;m While market demand is the total
Y for | p

oy ltems, while market demand includes

S Prodycyg

influenced

What is derived demang ?
(A) Demand that depends
(B) Demand that is com
(C) Demand that flucty
(D) Demand for luxury
In perfect competition,
(A) Perfectly inelastic
(C) Completely elastic
What is the demand of an industry ?
(A) The demand for products Produced by a single firm

(B) The total demand for all firms in an industry

(C) The seasonal demand for a specific product

(D) The demand unaffected by market competition

What distinguishes short run demand from long run demand ?
(A) Short run demand is unaffected by income changes

(B) Long run demand is related to future market conditions
(C) Short run demand is more stable than long run demand
(D) Long run demand only applies to luxury goods

On other demangs

pletely inde end
ates seasona.ﬁy ent of other demands

items only

what is the nature of the demand curve for a firm ?
(B) Downward sloping
(D) Uncertain



Kumar ¢ Eco - Sem-‘ll

(12)

(13)

(14)

(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

demand ?
Which of the following factors affects short run

(A) Consumer's choice and technology -
(B) Business practices and government pcumer's ——
(C) Current price of the product and cons

(D) Long-term financial strategies
How many types of price elasticity 0
(&) Two (B) four .
What will be the elasticity of demand if per
than the percentage change in price ?
(A) Elastic demand

d are there ?
f de?}Ia)nFive . (D) Seven,
centage change 1n demang ks less

(B) B t'flenll:‘sr:;(l: demand
e

(C) Perfectly elastic demand (D) mee;uz];nnd is1? ;
What will be the nature of demand if elasticity of t:l stiela¥ls damang
(A) Perfectly elastic demand (B) Perfec geman d
(C) Unit elasticity of demand (D) EI?SUC
How many types of income elasticity are there ¢ (D) Five
(A) Two (B) three (C) Four i Dl
What is the meaning of the change in demand due to change 1n p Telateq
goods ? o
(A) Price elasticity of demand (B) Cross elasticity of demand

ici D) Price elasticity of supply
(C) Income elasticity of demand (D) Pric Jasticity of d
Which relationship of price and demand is explained by elasticity of demapg ,
(A) Correlation (B) Inverse
{C) Quantitative (D) Equal —_—
What is elasticity of demand in case of perfect competition ¥
(A) Elastic (B) Inelasnc. )
(C) Perfectly elastic (D) Perfectly inelastic
What is the elasticity of demand for luxury goods ? .
(A) Elastic (B) Inelastic ' _
(C) Perfectly elastic (D) Perfectly inelastic
What is the income elasticity of giffen goods ? .
(A) Unit income elasticity (B) Income elasticity is greater than |
(C) Zero income elasticity (D) Negative income elasticity
Which of the following goods may have zero income elasticity 2
(A) Bajara (B) Scooter (C) Niddle (D) Ghee
What is the slope of demand curve when demand is perfectly inelastic ?
(A) Negative slope (B) Parallel to vertical axis
(C) Parallel to horizontal axis (D) Positively slopped

Which type of demand we get when the price elasticity of demand is 1 through
formula ?

(A) Price Elastic

(B) Price Inelastic
(C) Unit Elastic

(D) Perfectly Price Elastic

o yn :
when tt?ere Is a little change ;
; ‘25) change n demand then it FS Cl"]r:]g:le Price and there ; =
‘ I
1 m

“_03__Estimation of Demgap d

A) Price Elastic

S A unlimiteq or infinitive
(©) Perfectly Inelastjc

d
B) Price |y
and of which € Inelastic
(26) DEﬂ'lein of the follgwing g (D) Perfecty Elastic
:é; Pin S(g? TV? Price elastic ?
How is the elasticity of qe,, . (D) Servi
4 A) More (B) E and ar substipy, rice of Doctor
%—IOW is the elasticity of g qual \ L:;)n between two commodities 7
28) emand i |, s (D) Zero
| %—? )wl\?sn:l(lae demanq (Bf? Equal TS Compare tq short run 2
o 0l mo Ss .
(29) (A) Elastic st of goods of rich People ? (D) Infinitive

(C) Inelastic

) Cross elasticity of demap,
(8) Complementary
(C) Uncorrelated

) How is.the demand curye

EIB))) Eerfecuy Elastic
4 of which goqqs St ‘;:; I:l;zu:
Eg)) ?ear Substitute
. 2) Less Substitute
of cross elasticity of demand in context of petrol and
(A) Negative Slope
(C) Parallel to Vertical Ais
32) Stretching th_e_income demand ¢y
axis, from origin point to left si
(A) More than unit
(C) Less than unit
(33) From the following which googs has neg
(A) Luxury (B) Basic
(34) By changing the price of goods x,
demand of x ?
(A) Price Elasticity of Demang
(C) Income Elasticity of Demand
(35) Which type of relationship is indicated
between the cost on advertising and chan,
(A) Qualitative (B) Inverse

ative income elasticity of demand ?
(C) Life necessity (D) Inferior
then what is known by changing the ratio of
(B) Cross Elasticity of Demand

(D) None of the given

by advertising elasticity of demand
ges in demand ?

(C) Quantitative (D) Negative

MB (B BB @B (5B (BC (7)A 8 A (9) C
(10 B (1) B (12) C (13)C (14 B (15C (16) B (17) B (18) C
(19) C (20) A (21) A (22) C (23)B (24)C (25 D (26) B (27) C
28) A (29) C (30) C (31) A (32) A (33)D (34)A (35) C
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