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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. 
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--- ------ 49 What are the determina t f -• n s O market d demand and m what proportions 1 Wh . emand? What are their effects on market 
.. That are the effects of advertis • at is the elasticity of demand of a commodity ? vv ,. ements on sal 1 

The scope and objectives of a . es • etc. are known in this manner. 
rnanagerial economics are quite dif;alysts of market demand in pure economics and 
na}ysis are discussed mainly Wh'l . erent. In pure economics, principles of demand a • 1emmanage ·a1 • analysis is used in practice is studied n. e~onom1cs, how the market demand 
tional behaviour of a consumer th • The obJective of pure economics is to study ra rough market dem d a1y • Wh'I th b' · f managerial economics is to know ari an sis. 1 e e o iectwe 0 

gh market demand a 1 . how demand factors affect entire market trends throu na ysis. On the basis of th· al · d will in future is forecast. How the is an. ys1s, what the deman be . . . demand of a commodity can be changed through hanges m sales cost 1s estimates Th d • . c . • e ec1s1011s regarding production, raw material are taken. Thus, m mariagerial e · . etc. conomics, the estimate of demand is made through arket demand analysis and the p f . . • rn rocess o production 1s arranged accordmgly. What 
should be th~ sale ~ future ? What should be the price policy ? What should be the 
policy regardmg quality of production ? etc. are decided on the basis of market demand 
analysis. 

The objective of market demand analysis is to make maximum sales arid profit. 
p or this estimation of demand, demand forecasting arid knowledge of determinants of . 
market demand and types of demand are necessary. The mariager arialyses market 
demand and frames policy regarding production of goods, distribution, pricing etc. 
and produces maximum goods at minimum cost and earns maximum profit. 

2. Meaning and Definition of Demarid : 
•i~• •• "it any time and· place, at a certain pri~e. 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 d~fined 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 amo_UI1t 
of goods and servies demanded in the economy at a given overall price level and m a 
given period. . . 

_ Paul Samuelson defined demand as "Demand is a schedule of the.quanb~es 
of a goods that will be bought per unit of time at various prices, other thmgs bemg 

equal. d If n has desire to buy a 3 Difference between Desire and Deman : a perso . 
• ·ty to san'sfy that desire the desire does not result m demand. car but he has no capac1 ' 

e.g. A beggar's desire to buy a car is not a demand 

-
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so . to buy a car and also has a cap . elli"b, 
1 

a desire d • ac1h. '4 
In the same if a person 1as . e of a car, the esire and capa •• , lo L 

' 
1 1arket pnc d b city 11lh. 

i1 but he is to ready to pay t 1e n . buy must be backe Y capacity t lot,, 

Th 
desire to o b 111i.. 

doesn't end in demand. us, d takes place. U~ ~ ,, 
readiness to pay. Then only the d~rnan d in the context of a certain tirn ~~ 

. d ·s d1scusse f 100 • e. D 
In economics, deman I there is a demand o qumtal ma ell't,1 

changes with time. e.g. If we say (hat day for a week or a month. Here tnhg
0

es, it~~ 

d 
be for a , f • • e 1. 

not clear because deman can d 1-11 the context o tune. To say th re is ,. 
• . d 1d is ma e ere • ~ 

clanty 111 statement. The emat. al mangoes is still not c!ear because the 
1
n J% 

0 

there was a demand of 100 quint and must be expressed m the context of ?eni~e, 
depends on prices. Therefore, d_em f nmodity is also ar1 important p time~ ... ~ 

. ailabihtY o a co1 re-co "'l~ 
~nee. In the same way, av . if a person wants to buy an air- nditi 
lur a demand. In a commumSt coun~~~s to pay but if AC cars are not a~o_nditio11 °~ 
car, he has capacity to buy and _rea_d1~ fi st step 6f demand but to tu allable, ~~ 
demand cannot take place. Desire is e JI rn desire • e 
demand, it must pass through different phases. 

1

llto 

2, rypes of Demand 

I. Introduction : Analysis of types of ~emand is _impoi:ant in princj 1 
economics but it is more important in managenal _e~onomics. It is necessary t: es Of 

necessary analysis of demand, in order to take decisions. What should a firrn lllake 
and in what quantity? It can be decided with the help of such analysis. If the !::duce 

has knowledge of factors affecting demand and the types of demand, we ca ager 
proper estimates of demand and forecasting for demand in changing circurn n lllake 

> Meaning of Demand: "At any tinle, any place, at certain price the ;t~ces. 

a consumer to purchase a commodity + capacity of purchase + readiness to eS!fe of 

price if commodity is available, it is called demand." • Pay the 
In the market, the total of demands made by individual consumers at ct·ffi 

prices is called market demand. 
1 

eren1 
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 mark 
(7) Short run demand and long run demand.. et. 

D Individual Demand and Market Demand : 

(A~ Individual Demand : Individual demand refers to the d 
commodity from the individual point of view. The quantity of a good th emand for a at a consumer 
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51 --- -----u Id buy at a given price durin -. ---. -------------f 
wo • I g d g a given Period of time is his individual demand or t11at part1cu ar oo . 

(D) ~arket ~ema
nd 

: Market demand is defined as the total amount of 
purchases h~ a pr~ ~ct on family of products within a specific demographic. The 
demograp ic may e ased on factors such as age gender or involve the total amount 
of sales that are generated in a Particular geogra~hic location. 

El Demand of Consumer's Goods and Producer's Goods : 

(1) Dema
nd 

of Consumer's Goods : Consumers' goods can be defined as 
demand ~or such goods would satisfy consumer's want directly. It means that the 
goods which are ~sect for final con~umption is known as consumer's good. e.g. ready 
made clo

th
es,_ piepared food residential house. Consumer goods may be further 

devided into (1) durable and (ii) non-durable goods. 

(i) Durable goods : Durable consumers goods are those which go on being 
used over a period of time. e.g. a car, a refrigerator, an umbrella, an electric bulb, a 

ady _ made shirt. 

re (ii) Non • durable goods : The non-durable consumer goods are those which 
an not be consumed more than once e.g. sweets, bread, milk etc. 

c (2) Demand of Producer's Goods: Producer's goods are those which are used 
for the production of other goods - either consumer goods or produc~r go_od; 
themselves E.g. machines looms, tools etc. Producers' goods can also be classified mt 
two types: 

(i) Perishable goods (ii) Durable goods : 

(i) Perishable Producer's goods : The things that can be used once, are 
erishable producer's goods e.g. cement, coal etc. 

p (ii) Durable Producer's goods : The goods that can be used more than once 
are durable producer's goods e.g. Machines, tools etc. 

(3) Difference between Demand of C 
- --- ---• .., c,---._., -..-.- & &V--'-' ..... ~ ftVV~.;, • 

'No, Demand of Consumer's Goods Demand of Producer's Goods 
' (1) It is a demand made by consumers. It is a demand made by producers 

or entrepreneurs. 
(2) It satisfies direct need. It is therefore, It satisfies the need indirectly. It 

a direct demand. is the derived demand. 
(3) It depends on the income of the The demand depends on the 

consumers. demand of goods used in 
production: 

' (4) It is demanded to satisfy the demand It is demanded by businessmen 
of consumer's goods. for the purpose of profit. 
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111 ---­El Demand of Perishable Goods and Durable Goods : 

(a) Demand of Perishable Goods : The thing that can be used for once only. 
d. d ti IS 

called perishable. Such thing can be consumption co~mo 1ty or p~o uc ve c?mmoctity 

e.g. Milk is a consumption commodity and cement 1s a productive comod1ty. 

Characteristics: (1) Such things have a very short life, because they cannot be 

stored. (2) Such things have to be sold immediately (3) The demand of such things ar 

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

present income of the consumer. 
(b) Demand of Durable Goods: The things which can be used more than one . e 

during a certain period are durable goods e.g. shoes are consumption goods While a 

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) Th 

demand of such things is affected by changes in price, technical changes, change i: 

substitutional goods, maintenance cost, expectations about future income etc. (4) The 

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 compariso~ 

to perishable commodity, it is very difficult to analyses durable commodity. 

(3) Generally, demand of perishable commodity is used to attain the current demand, 

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 small 

fraction of the to cal 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 Laich cycles with an average 

hfe 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 
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- ~ 53 will be produced for replace 
• ment plus I lalch 

JO percent increase in demand fo 
I 

to meet the increase In demand. Thu.s u 
• • r cy ces (f 

percent increase tn the demand f . rom 10 lakhs to 11 lakhs) leads to a 200 
.,. • or machinery r • d 
u Denved Demand and I equire for cycle manufacture. 

(a) Derived D 
ndependent Demand : 

emand : The demand f 
the demand of another original co . . 0 a commodity which Is connected with 

of cement is connected with buildinm::,ty ts call~d derived demand e.g. The demand 

It is compulsory demand for a prod g constructton therefore.iris a derived demand. 

and component is derived. Derive~c;;:em~nd for all producer's goods. raw material 

elasticity than independent dem d O ~nd ts generally supposed to have less price 

the two product are fairly fixed. an • enved demand facilitates when proponlons of 

Characteristics: (I) Demand of . . 
demand of such things is connected . such thm~s ts compulsory for producer. (2) The 

commodity when the quali of WJ
th the q~altty of a product e.g. the use of ln_fe_rior 

modity also decrea i a commodity decreases, the demand of original 

com ses ( l Usually, the demand of money, labour c1c. is derived 
demand. 

(b) Independent Demand (A . 
utonomous Demand) : The demand of commodity 

that do~s not depend others, it is not connected with the demand of other commodity, 

it is an mdependent or autonomous 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: (I) The demand of independent commodity is more elastic 

than the demand of derived commodity (2) It is difficult to make hard and fast 

demarcation between the two. The difference between the two is 1101 that of origin but 

of proportion. (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 

produ~tion 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. 

II 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 furn 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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d of cornrnoomes made bbv ~ 
..,5-4=------~-; The deman d f M Ye - an JndustrY: The dernan or aruu ca _ l\t~ (b) The demand of d of an industrY e.gjil<e rvtaruti, Tata Qualis, Ai11b r is lli ~ 
industry is called the de;:and of diff~rent car~ In short, the demand of an ts~"~o: demand of a firm but the mobile) 1ndustrY nql.ls1i,, etc. is the demand of car (au.to . an industrY· ~, is the total of all firm operaung in. Market and the demand of a Part of the M<ltk. d The demand of the Enti_re }<et : The dernand of a commodity Whi et: 

(
a) The demand of an Entire M~ ailed the demand of a part of the rn ch~ arket only is c f art of ark connected with a part of the m f the dernand O a P market is el · the concept O d' the publicity t lllor In managerial economics, . fa cornrno ity, e c. are t e useful. The decisions regarding the pnce ~ part of the rnarket. When the Illa kake~ in the context of the demand of a certain ducer has to take decisions reg r et ~ 

limited to a certain area or class, the pd~
0

g1y usually, when a local producerar<iirig j 
d 

• ment accor in • • • • ent.,. production, price and a veruse . th dernand in the begmnmg 1s for a ,,s · mrnodity, e Cetta-the production of a certain co the entire market (market for the 1 II\ . 
1 

it becomes aro part only, but m the ong run, limited to Gujarat only but now • oer areas) e.g. The market of Nirma Power w~s market it has . h ered the ennre • become quite large. It as cov . The demand of commodity ca h d b th Market segment • n av (b) Deman y e d may be very popular in specific type of m ea 
t d b h 

·our certain pro ucts • arke scgmen e e avi ' ul • the other assignment of t 
b th Y 

not be so pop ar in market segments ut c same ma . ular in the consumer product or other region. Such market segment 1s very pop and also 
in the case of industrial products. • A particular brand of biscuits, detergent cake, toilet so.aps, tooth paste, carpets 
etc. can have limited market which may be related to a particular segment. 

IJ Short run demand and Long run demand : 
(a) Short run demand: Demand for short run is related with current demand 

Short run demand refers to the demand with its i~mediate reaction ~o price changes: 
income fluctuations etc. The price of a commodity and the change m the income of 
the consumers affect the short run demand immediately. The demand of certain thin 

11 lh
.. gs 

are for certain period only. e.g. the demand of woo en c ot es m wmter. 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 othe 
~actor but it is of a long run nature is called long run demand. The long run deman~ 
1s 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 soa; 
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. 

uolt-03_Estlmatlon of Demand 
55 

.--- .,... Difference betwee h 
n 5 Ort nm and long run demand : (1) The short term dem ct d an can be of a temporary nature and the dernan c1tange is also of a short run. Thus, the producer has to make changes in the variable cost factors only. The !ong run changes in the demand can be adjusted through change ill the scale of operation and/or other long run changes. The new firms can also enter . the market. JO 

(2) The short term changes are due to changes in the taste and preference of the consumer. The changes in price also influence the short-run demand. Consumers are used to old pradu~t so they do not make drastic changes in their demand. Thus, the demand changes 1s comparatively small. 
(3) The short run changes are more fluctuating and uncertain. lt is not possible ~o go for the long run estimation through short run changes. The technological changes can be done only in the long run. In the short run, the firm has 

10 concentrate on output, purchase, inventory and related aspects. 
(4) The short run is related with the current demand and for the long run it is related with future demand . 
(5) The short run, demand depends on price of the product and income of the consumer. The long run demand depends on consumer's choice, technology, business practices, govern~ent policy, financial policies government policy by related to business and foreign trade. 
(6) The short 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 cari also be worked out accordingly. 
The accumulated short run decisions affect .the long run decision. 

3. Individual Demand and Market Demand 
1. Individual Demand : In economics, the commodity demanded by a per­son 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 uruts of X 

commodity in a following way • 

Price of 
: 

A's demand B's demand 
x~ Unit Unit 
30 100 150 
20 150 200 
10 200 300 
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The demand of A and B persons is presented on the above graph give 

prnsen<s the demand and DY axis p,esen<S the price. A and B am the demandno~" """ 

D persons respectively. A. arid 
3. Market Demand : The total of demands made by different cust 

dividually in market at different prices is called market demand. In econom ~mers in. 
of market demand is important and not the study of individual demand. On 

1

~' stucty 
of schedule of market demand, market demand curve can be obtained. e basis 

1 

Example: Suppose there is demand ofX commodity by A and B. Let us 

hat there are only two customers. assullle 
The demands of X commodity by them are as follows : 

y 

30 

20 

IO 

Price of X Demand of X Demand of B Market de 
(in 1t') (in units) {in units) {in uni;:;a

nd 

ISO 250 
30 I 100 
20 150 I 200 I 350 

200 300 500 
10 

D 

I ---T--7 
I I --- I ___ I __ _ 

O I 00 200 250 300 350 400 500X 
(Market Demand of X) 

According to above schedule, it can 
be seen that demand of X at ~ 30 is 2So 
units. At 20 it is 350 units and at ~ 10 it is 
500 units. Thus, at different prices 
following demand curve DD is available. 
From the above discussion, it can be 
concluded that by adding the demands 
of A and B at different prices, one can 
know market demand. Such a market 
demand is also with negative slope like 
individual demand curve. 
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n and Industry Demand t. Introduction : The u . 
• en period of time conn q anttty of a firni produce that can be disposed off at 

a g1"ai1d for the product or allot;~s ~he deman_d for th~ firm's product. The aggregate 
de~ t •s product E e firms of an industry 1s known as the market demand 
for ind us ~ • 11 d •.• g. In the economy if the total demand of 50 000 motor car for ..., year 1t 1s ca e 1ndus1ry ct ' · 
eve•J h •t • 11 einand. And demand for 20,000 motor car of Maruu cornpany t en 1 1s ca ed firm demand. 

It may be noted here that '"nth• • -
• d b ·•• in an industry, the products of one manufacturer be substitute y p1·octucts f h 

can • • 0 anot er manufacturer even though the products 
wernselves 1:°1

~ht be different by brands name. Thus an industry covers all the firm 
producing s~inilar products which are close substitues to each other irrespective of 
differences 

11: trade names. E.g. Dalda, Rath, Panghat. Obviously firm producing 
distant subs~1tul~s would be excluded from the purview of the industry. Ghee and 
groundnu~ 

011 
being u~ed as cooking media, can be substituted for vanaspati, yet they 

are only di~tant subSt1tutes and will be excluded from vanaspati industry as such. 

An 
1nd

u
st

ry demand schedule represents the relation of the price of the 
product to 

th
e quantity that will be bought from all the firms. It has a clear meaning 

that the pro~ucts of the various firms are close substitutes. It becomes vague when 
were is conSlderable product differentiation within the industry. 

2. The demand of a Finn : 

{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 the 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. 

The demand of a firm depends on the nature of the market. 
{l) In perfect co1npetition : The demand of a comm.odity of a firm is a 

completely elastic. In this market, as these are innumerable finns making 
homogeneous products, the finn has to accept the price detennined by the industry 
and take deci~ions regarding it. Therefore, the demand curve of a finn is parallel to 
horizorital line. 

{2) In monopoly 1na1·ket : There is only one firm and near substitute 
commodity is not available, therefore the demand curve of a firm has negative slope 
and it is inelastic. 

(3) In oligopoly : Very few nu1nber of sellers, firms are small and they produce 
almost homogeneous or least distinct, goods, the demand of curve of a firm is 
uncertain. Their demand depends on the behaviour of rival producers. The decision 
regarding price is limited by other rival competitors also. Ther:fore, the firm shows 
some rigidity regarding pi-ice. However, district goods have an independent demand 
function in oligopoly.' 

I 
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- d curve of a firm has a n"e-" ss The deman • &ar ..,petition : b r of firms makmg near subst· 1Ve 
)lsts co .. , num e • lllt (4) In monopo 

I 
ere is a Jarge nd by product d1ff erentiau te, 

slope but it is elastic because t i ke changes in dema on a11Q 
h firms can ma 

in the market. S~c. 1 diture) lers are few and their produc 
sales cost. (Pubhcity expen 

1
.
8
• opalY: Whell sel competitors. E.g. alu . ts &te 

h geneous o , bl among Illini 
(5) In o~o ·s highl)' transfera e d ..,and curve could be unc ulli, 

l d d·zed business 1 , own e,.. • er1 • s an ar , ' The fjrrns II happens is that th <1111 
cement and steel producer. . do What usua Y e Selle . ornpeutor • ts 
depending upon what ,ts c arket. • • . tay in the m d f commod1t1es made b 
charge the same pnce to s . The dernan ° Y enr 

3 The demand of an 1ndustrY. e g The demand for Mam ti car i Ile 
· f an industrY • • . • s th 

industry is called the demand O f d'fferent cars ltke Marutl, Tata Qu • e 
d rnand o I I h h a1ts demand of a firm but the e mobile) industry. n s ort, t e demand ' 
d f car (auto Th of Ambassador etc is the deman ° t·ng in an industry. e group of fi • all ti m opera 1 • • 1rni 

an industry is the total of ir bstitute goods 1s called an mdustry s 
us or near su • • Fo manufacturing the homogeneo f demand of a firm 1s necessary. When t 

the forecasting of sales, the kno"':ledg~ 
0 

whole (at micro level), it is calted 
th

e 
demand of a commodity is consi4ere fas aindustry is also connected with for 

th
e 

demand of an industry. The demand O ; and of an industry is very irnp rn of 
market. In perfect competitive mar~et,d bernd mand and supply of whole i11dortan1 
b 

· f d t • detemune Y e us1,.,, ecause pnce o a pro uc 15 th ·s no question of industry d ~1
-. . 11 (firm) so ere 1 erna cl 

While m monopoly only one se er 'Whil • monopolistic competitio n • 
Here, only firm's demand is import~t. ~ in the industry demand n, Where 
there are many sellers with diff erennated pro ucts, . . . _curve has 
little meaning. When the degree of product differentiation _is large, the mdividuai 
seller's demand function is like that of a single firm_ monopolise._ 

The industry demand schedule is a useful guid~ for studY1?g 
th

~ demand for a 
firm's product. The relation of the individual firms sales to 1~s pn_ce should be 
determined by the industry demand schedule. The degree of relationship will depenc1 
upon the competitive structure of the industry. 

s. Elasticity of Demand : Meaning and Types 

1. Introduction : In determinants of demand, three main determinants are 
most important. Elasticity of demand is usually discussed in the context of price 
elasticity of demand. This means that if all other factors remain constant but if prices 
of_goods change, how and how much the dc~and is affected is discussed in it. Beside 
this c~oss elasticity of demand, explains how the changes in price of related goods 
(substitute and complementary) affect the demand and how the increase in number 
of the consumers and advertisements of goods affects the demand. 
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~hese can be known throu h · 

l• ·ty elasticity of dema d g tncome ela~ticity of demand and advertisement ,,b !Cl n respccrv I I . . rn· 
IP" mainly included. 1 e y. n short, m demand elasticity four ings 
are 2. Meaning of Elasticity of O .. 

• • th h emand : If other factors remain constant, due hange tn price, e c ange takes I . I 
tO C • d • Pace in demand. The ratio or measurement oft ie 
I nge m demw1 1s called elasticity 0 r de d,. · c ,a • 'ty f d 1 man . st1c1 o emand . . 

Ela • presents the quant1talive relationship between the change 
ifl price of a co~mod1ty and resultant change in demand of the commodity. Generally, 
as there is ~ ~v~rse rela_tionship between price of a commodity and its demand. mand elasticity 1s negative. de . Equation: 

Elasticity of Demand of X = Percentage change in demand of X _ P6Q 
• Percentage change in price ofX - Q6P p = pnce, Q = demand, D = change. 

To explain the meaning of elasticity of demand, various economists have given 
the following defi~itions. 

(1) Accordmg to Prof. Benham, "The effect on quantity of commodity by the 
changes in price o! the commodity is elasticity of demand." 

(2) According to Prof. Stonier and Hague, "The technical tenn used by the 
conomists to show the measurement of responses of demand in the context of changes 

\ price is called elasticity of demands." 11 

d' d' (3) Accor mg to Prof. Meyers, "As a result of changes in price of a commo zty 
on the changes in purchase of the commodity is elasticity of demand." . 

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

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

Example : Suppose the price of x is t lO and its demand is 100 units. When Its 
price goes down to ~ 8, the demand goes up to 150 units. Find out the elasticity of 
demand. 

Percentage change in demand ofX 
Elasticity of Demand of X = Percentage change in price ofX 

10x50 5 

P6Q 
= Q6P 

= l00xZ =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 

• 
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~111and: . onstant and if the price of X changes 
Meaning: If all other factors rema~c: c1asticitY of demand. The price elas,; ~t ratio of change in the dernand is calledlPt·onshiP between the change~ in the PricCity · (iverea1 e of demand presents the quanuta f the cornrnoditY• • or a commodity and the demand O percentage change m demand 

. . foernandofX= ~ Equation : Price Elasucity O 
Of)( 

ti 
• f oemand : (2) Income Blas c1tY O ,ant and the income of the con rnain cons • sultl Meaning : If other factors re u This change or the ratio of change can er goes up, the demand for goods goes Ph rt income elasticity of demand sho be called income elasticity of demand, In 5 0 ~ in consumer's income and the c:s the quantitative relationship between the chang ange 

in demand. h • d 
. percenta e c ange m emand orx 

Equation : Income Elasticity of X = Percentage change in income of consumer 

· 
0

nstant the price of related (3) Cross Elasticity of Demand : • Meaning : If all other factors rernain c '. • all d goods 
(X 

h ges Its ratio 1s c e cross elasti • changes demand of the basic goods ) c an • th • • City of demand. Cross elasticity of demand goods presents e qudanutauve relationship . d h ge in the deman • between the price of related goods an c an ~rcentage change in demand of 
Equation: Cross Elasticity of Demand ofX = Percentage change in price~ 
Difference between elasticity of demand & cross elasticity of demand : In elasticity of demand other factors and price of related goods are taken as constant an ,h, price of m, """ conunodi'Y ,bang" wtrich offect• ilie dem,nd of ,h, good, d ,naly,ed. e.g. Eltiticlcy of demond of ,ea an b• known ff otl:" facto" '" com~';; but suppose the price of tea changes, demand of tea changes m that proportion. This 

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 good I•••••~" o,complemeomcyl '"'"'"' m, p,;ce ofl,.,k go_od"hanges. ThS ,atio,\ change ~s called cross elasticity of demand. e.g. Cross elasuc1ty of tea can be kn01 by keeping the price of tea constant but the price related goods (coffee for examp~ changes, the demand for tea also changes. The proportion of demand is called er e elasticity. In modern market, there are many substitute goods and their price chan oss affect the demand of goods. Thus this concept becomes useful in finding out ~~s 

probable e~ects of cross elasticity of demand. e 
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----(4-:)-:Ad--:-v-ertis=:-:. ~in_g_or-_ :-P-:ub:-:1-ic-ity-E-·1-as-t-ic-it_y_o_f _D_c_m_an_d_:_J_n_t_h_e_m_o_d_e_r_n_n_1a-r-:-k-e:--:t, to 
vaJl of market and to maintain it, the publicity cost has become inevitable. Producers a nd huge sums of money after advenisement and try to expand their market sell sP:ir goods in the market. 

tll Meaning : If all other factors remain constant due to changes on dvertisements, ~-e demand of goods changes. This measurement or ratio _is ~ailed advertising e!ast1c1ty.of de.mand. In shon, Advertising elasticity of deman? indicates A quantitative relat1onsh1p between the cost on Advertising and changes an demand. the • Ad . . E Equation : verusmg lasticity of Demand of X = 
Perce_!ltage chan_ge in demand of X 

Percentage change on advertisement cost 
6. Price Elasticity of Demand : Meaning and Types 

1. Meaning of Price Elasticity of Demand : If the other factors remain constant,.the am~u~t or ratio of change in demand due to change in price is known 
5 the Pnce Elasticity of Demand. The elasticity of demand shows the quantitative aelationship between price and demand. 

r The Price Elasticity of Demand is to be represented by the following formula: 

1 
. . f d d E Proponionate change in demand for Commodity x • e E asuc1ty o eman ( ) = . . pric P Proportionate change in price of Commodity x 

Suppose the demand for commodity x increases by 6% due to price decreases of2%, 
price Elasticity of demand for commodity x 

_ Proportionate change in demand for Commodity x - The proportionate change in price of Commodity x 

- + 5% - I 3 I - -2% -
Here, the things should be considered : (1) Price elasticity of demand is represented by digit only. It is not represented by percentage, kg, f, meter etc. (2) Generally there is inverse relationship between price and demand and hence the value of Price elasticity of demand is negative. 
There are different definitions of Price Elasticity of demand. (1) Prof. Marshall : "The degree of elasticity of demand depends upon t~e extent of.rise i11 demand because of a fall i11 price and upon the exte11t of fall w demand because of a rise in price." 
(2) Prof. Meyers : "The elasticity of demand shows the change in tile quality demanded due to change in price of the commodity." 
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(
3
) Prof. Kenneth Boulding : • TIie commodity nf demand sh•- ~ 

quanntarive meas•" of c/lanE' in demand a,ul change in price.• ou,, th, 

the Of d 
2
· Types or Price Elasticll}' of Demand: The degrees of price el • 

emand are categorized by the ,mount of change in demand due to aSticity 

change. 
(1) 

(2) 

Relatively Elastic Demand ( c, > I) 

Unitary Elastic Demand (c, = 1) 

(3) Relatively Inelastic Demand ( c, < 1) 

(4) Perfectly Inelastic Demand ( c, = 0) 

Price 

(5) Perfectly Elastic Demand (c, = a) 
(1) Relatively Elastic Demand (c, > l) : When the percentage ch 

demand is greater than the percentage change in price then such demand _ange ~ 
relatively elastic demand. The value of relatively elastic demand would ht c~le; 
than 1. greater 

►. Ex: When the price of commodity xis t 40 then the demand is 100 unit 
pnce decreases to f 30 then the demand increase to 150 units, find the ela ~- !f the 
demand. . Stic1ty of 

Price Elasticity of demand for commodity 
Pro1>_ortionate ·change in demand for commodity x 

. . . 
X = ~oportionate change in price of commodity X 

PAQ +50% 
= QAP = $ = 121 

_ The percentage change in demand is greater than the percentage chan e • 

pnce. Therefore demand is elastic. g 
111 

.Y 

D 
'< 
-~ Pl ::,,.,'!... 
'tl 
0 
E PI .. I ....... ~ E I , ..... 

8 .... 
0 

8 
·c 
0. 

50% 

D 

0 M M X 
I 

Demand for commodity x 
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The price d~creases by PP, (25%) and demand Increases by MM, (50%). The and curve which passes through a and b1S. 

1 
ti' G 

11 
the demand for d rn • • e as c. enera y, ~ry goods 1s elastic e.g. demand for car. 1 

(2) Unitary Elastic Demand ( t, = 1) : When the percentage 'change in demand 
portionate to percentage change in price then it is called unitary elastic demand. 

Is pro Bx : Suppose there is demand of 1 oo uni~ of x commodiiy at the price or t 
40 

.,,. d the price of goes down to ~ 20 the demand increases to 150 units. What is 
th

e 
afl 'city of demand? Let us find out with the help of formula. elastl .. 

Price Elasticity of Demand of Commodity 

~oponionate change in demand of commodity X 
X = Proponionate change in price of commodity X 

PAQ 
=~ 

, +50% 

price. 

--
- -50% 

= Elasticity of demand equal to 1. . 

rti nate change 10 
The proportionate change in demand is equal to the propo 

0 

,Y 
D 

'< p Unit Elastic 
~ /Demand :a 
0 e lso% E 
8 

b 'o pl 
C, 
(.) 
·c 

I 

I I 
,o 0. 

50% 

•X 0 M Ml 

Quantity of commodity x 

The price decreases by PP1, (50%) ~d demand increases by MM
1 

(50%). The 
demand curve passes through a and b shows that elasticity of demand is I. The price 
and demand change in opposite direction by tl1e same amount. 

(3) Relatively Inelastic Demand (c, < I) : When the percentage change in 

demand is Proportionately lesser than percentage change in price then such demand 
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" called relatively inelastic demand, J\CCording to equauon, e answer woul -.... ~ 
than one. d b, 

1

, 
Ex, Suppose eonunoditY, ~ demanded tOO dJ(its at ! 40 but it -

red

uced to, 20 and the demand of, goes up 10 125 units, Find out its el ' Pric,. Pi ast1e· ~ 
,cc elasticitY of demand of ,onunodil\' '1], Proportionate change in dernand of commodity x 

X = Proportionate change in price of commodity X 

PL\Q 
= QAi> 

+25% 
=--50% 

= l½I 
The price decreases by pp, (50%), the quantity dernanded incr~a~es by (2S% demand curve DD passes through points o and b shows that elasticity of den, ) the 

less than 1. e.g. demand for grains, and is 

.v 

.. p 
-~ 
-0 

J..I iso• I ~ 
., 
~ 
t. 

0 

,o 

M M X I 
Quantity of commodity .r 

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

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

Price elasticity of demand for Commodity 

-

65 
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.,,,...-- Proponionate change in demand of commodity X X 
= Proportionate change in price of commodity X 

Pt1Q 0% 
= Q6P = 25% = 0 

.¥ 

D 

-~. p I ! 25% j !,._ Perfectly lnela~tic 
-g .--------, b Demand E 
E 
C 

u I' 'o I 
u u ·;: 

::.. 

_l.._ _____ .1.._ _________ x 
0 D 

Demand of commodity :r 

The price of commodity xis decreased by pp
1 

(25%). The demand remains 
constant at DD. It means that the demand 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 (tp=oo) : 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 is 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 a . 

Price Elasticity of demand of commodity 

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

= 
1
~

0 
= !(T't )) infinite 
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u 
0 
8 ·c: 
ll-

L-----:-:~;;;--x O Demand of commodity of x 
• X axis which shows that the demand chano The demand curve is parallel to <>es 

with OD price. . ·s arallel to horizontal axis. The price to th 
DD is a demand curve which 1 

Pd to buy certain amount of commodity e commodity is OD. The consumers are rea Y at 
this price. . . th al world. It is useful to explain the situati Generally. it is not possible m e re 0n 
of perfect competition in economics. 

7. Factors Affecting Price Elasticity of Demand 

th . f things changes, the demand also change 1. Introduction: When e pnce O th. • . s. . f thi hange must be known. For 1s, 1t 1s necessar., The quantity or measurement o s c . . . f demand or the ch -, to think about the various factors affecting elaSticity O 
anges in 

demand. 
If the change in demand is more than the change in price, it can be called elastic 

demand and if it is less, it is called inelastic demand. 
2. The factors affecting Elasticity of Demand : The factors affecting the 

elasticity of demand can be classified into three divisions : (a) The nature of goods (b) 
Time factor (c) Element of income. a The Nature of Goods : (I) Primary or ~s~ential com~odities : ~he things 
like grains, cloth, salt etc. are primary commod1t1es an~ the_1r d~mand 1s usually demand inelastic. Such things are essential for life, so even if the1r pnces change, there 
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 demand in 
comparison to increase in price. On the other hand, even if their prices go down, 
percentage increase in demand will be negligible because there is no change in one's 
requirement of grains. 

11111
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(2) Luxury goods : Luxury 67 
h h . goodslik f -;:----____ __:_:_ iC, sue t mgs are not ineVi e ans, radios TV eiast ange in price, there is mo tahle. People can live • . , AC etc. are usually demand jS ell . . re change in th Without them and so when there (3) Pnonty of the custom e demand also di ers place • • _.,;r1gs like nee e, salt, post-card pi an consumer's budget. Th t· . 'al d' , o.,....- d t to be spe • n etc. are h • e nvi ' or mary 111e bU g~emand nt ~n such thing is negligib~ eap and they are demand inelastic. affect the . mu~ • _e.g. If a person re ui e and so changes in their price do not 

1,ooO. _The ~nee of a pm is 2 paise. Even if it ires ~ome pins and his total budget is Rs. capacity will not be ~uch affected because as raised to 4 paise, the total purchasing ,hjngs and so there is not much cha . • person may spend a few rupees on such "' t electri ·ty nge m the de d 1100se r~n , ci etc. are major expenses. man • ,on the other hand, grains, 
heir pnces affect demand. The dem d h m a persons budget. so the changes in t an ~b (4) Very precious/ costly thi . . ecomes demand elastic. · ngs • Things like • ·deO etc. are quite costly. They are g precious stones (diamonds), pearls, vi al " r . b enerally dema d • I ssenti 1or lVlng, ut they are used 

I n me astic. Such things are not ~ .. 
1
·ngs donot change much even if p . on Y by the rich people. So, demand of such "' nces change 

(5) Substitute goods : If the nearest . •. 
dcrnand is elastic. e.g. Philip radio, C~~:t1tut1on cf a commodity is availahle, its 

bstitutes and the change in the f" a toothpaste etc. have other nearest su . . . m a iect the dem d f th th nd if substitution 1s remote th . 
1 an o ese goods. On the o er ha • • ere is ess demand I • • If th th. ailables as substitute their d d . e ast1c1ty. o er mgs are not a'I ' eman is perfectly inelastic 

(6) The things with alternative uses . The . •. . tic demand because if th . . . • thmgs with alternative uses have elas . eir pnccs mcreases. their use is transferred from less •mportant to more unportant purpose If 1 s. e.g. power changes go up people may stop r cut down on power consumptio f ' o n on ans, A.C.s, electric irons and geysers. 
(7) Essen~,tl servic~s : Medical services, legal advice etc. are often essential and heir demand 1s usually inelastic be d' • · t . cause me 1cal semc:es are necessary. Sick people cannot be cured of diseases with medical help. 
(8) PoStponement pu~c~asc : The goods whose purchase can be postponed or 

delayed have demand elasticity. People may wait or postpone if the price of certain 
goods gv up. They must continue to use old, repaired article. e.g. chappals, shoes, 
clothes etc. They can be postponed for sometime. But if the consumption of a house 
is going on cement, bricks etc. become essential. Their purchase cannot be 
postponed. But one can wait for building construction if he has not begw1 till cement price subside. 

(9) Complementary commodities : 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 
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. tc are required. At this tirne ~f 
v6,8~-------::-: milk e • • , 

1 
Ui _ powder, sugar, milk are high, there 1s no big dern e 

increase. e.g. To make tea, tea and if sugar and ~ 
price of tea powder decreases . of the commodity is ven, h· 
· t ·f the pnce ti d ·, IDL m ea. d . Generally, 1 dity is Iow, 1e emand is el 1)11, 

(IO) The price ~f g: :·the price of a commo and the lower part has less ~U~ 
the demand is inelastic. e e has more slope . • 

8 
ol>e 

The upper part of the demand curv h man beings are social animals, the denian, 
requirements : As u b co cigarette, snuff etc. Even if th 4 

of cus\~~;;:;a::ments are inelash ticg·:·i~ ~:;~nd. Jn the sa~e way, for Wine ~~ 
• t much c an . up there 1s not much d ~ 

prices change, there is no . ven if the pnces go , ecrease 
drugs addicts, demand is inelastic. E 
in the demand. • for a short time, majority of goods ha 

• Element of Time : Generally, . 'ty of goods have elastic demand. Ve 
YI d . th long run, maJon inelastic demand an in e I ticity of demand for a short period 
The following are the causes for Jes~ e as and 

. . d i Jong penod. 
more elast1c1ty of deman or a . re durable goods and they . 

d Scoote[ TV etc. a satisry 
(I) Durability of goo s: .' So if price of the goods decreases and . 

requirements of the people for a long ~e. es ~ot increase. Demand is affected Wh till 
old things are not used up, the deman ° eij 
in the long run when new goods are purchased. . . 

hange their habits or they donot ch 
(2) Habit · In short time, people donot c . . b h ange 

the structure of their consumption. In the long run, ~a:•t;~ e c ;~ged, so for a 
short period, demand is inelastic and for the long peno ' . e. em3:11 is elastic. e.g. 

· b d f c1·garette and 1f its pnce goes up • 
If a person smokes a certain ran o . . , its 
consumption in a short time cannot be decreased but in t?e long time, ~e can change 
his habit and use another cheaper brand of cigare~~s or give up the habit of smoking. 
The longer the period of time, the more tlle elasticity of demand. 

(3) Standard of living : In a short time, a person tries to maintain his standard 
of living without reducing his demand by reducing his savings or using his savings. 
Therefore, for a short period, the demand is inelastic. It is not possible to sustain 
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 shon 
time but if there is still possibility of decrease in near future, demand becomes 
inelastic but in the long period, the demand becomes elastic. 

!5~ Technical difficulty and commodity witll combined demand : If the thing 
~1as a JOmt d~mand or if it is not possible to change for technical reasons, the demand 
m a short tlffie becomes inelastic. e.g. If the price of petrol decreases but it is 
necessary for c?nsumption in a car or a scooter, tllere is no sudden rise in the demand 
of petrol but m the longer period, it can increase. If the price of a commodity 

1 
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~in a short period, but due to t . 
111crca ed. But in the long run by ~echmcaI problems, its demand cannot be 
decreas d g technological changes, demand can be 

crease • 
de (G) Discovery of substitute goods . If th . • 

. ces are not discovered, its dem • e pnce of a commodity goes up but till 
stlr,sut\ demand is inelastic But . :d does not decrease. Therefore, for a short 

Period, 1 s f 
1 

• 10 t e long run, its substitute can be used. 

I Element o ncome • The I 
all th • e emem of income also affects elasticity of ner , e commo • • . 

deJJlall • ~: in pri~e do not affe~~ti~s of tbe nch peopl~ are demand inelastic because 
.he cnang . d d 1 . t e demand of the nch people. The demand of the 
u• ople 1s eman e astic. Even ord' . 
P·oor pe 1 b mary changes affect their purchasmg power. 

or peop e are una le to b ~ d 'al verY po . . . . uy 100 and so for them even the essent1 
modiues like foodgrams m elastic. 

corn 

s. Methods of Measuring Price Elasticity of Demand 

There are three methods of measuring elasticity of demand. 
(A) Percentage (Proportionate change) Method 
(B) Total Outlay Method 
(C) Geometric Method. 

(A) Percentage method of calculating elasticity of demand : In this method, 
he elasticity of de1!1and is determined on the basis of percentage change in demand 

t • . h 
due to the ~hange m ?~ice. T e 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 
P~Q 

= Q~P = Here, P = Price, Q = Demand, .1 = Change 

(B) Total outlay method of calculating elasticity of demand : In this method, 
due to change in price of commodity, 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 e_Iasticity of demand is measured according to this method. There 
are three types of elasticity of demand. 

(I) 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 th,e demand increases in proportion to the total cost for that 
commodity or sale income increases more tllan that tllen it is called elastic demand. 

Suppose the price of A is ~ lO and the demand 100 units. Now, the price goes 

down to ~ 5 and the demand is 300 units. Find out its elasticity of demand. 
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Total sale Income 
- Total cost/ 

Price of A Demand ~f A -_ f 1,000 
100 units - 0 

f 10 x 300 units == t I:50 f A is reduced to f 5 from t 10, t 
f S x en the pnce o nooo to nsoo T hete 

In the above example, wh t for A goes up to • hus, it , 
. . nd The cos ~ 

is a great change in dema • . , , . 
f mmod1ty B 1s redu 

called elastic demand. the price o co Cect % 
(2) Inelastic demand : suppose raJ cost or sale cost decrease then .. ~ 

. h that the to It~ 
the change in demand is sue 
called inelastic demand. . t 10 and its demand is lOO units. The p . 

th rice of B is p· d t ·t l lite Example : suppose e P 150 units. in ou 1 s e asticity 
d goes up to • 

of B is reduced to f 5 and deman al C st/ Total sale Income 
Price of B Demand of B == Tot 

0 

't - t 1,000 
~ 10 x 100 um s -

. _ t 750 
f 5 x 150 umts • - . f B is reducr.d from ' 10 to f 5 the ch 

In this example when the pnce 
O f , }000 to 750. Thus it : ilnge 

in demand less and the total cost is reduced com 
18 

calJed 

inelastic demand. . . elastic demand) : When th . 
(3) Elastic demand equal to Umty (umt e Price 

. · d • ases to the extent that the total 
of commodity 'c' is reduced, the deman mere . . . Cos, 
or total sale income remains as before. This means that it remains 

st
atic. It is Called 

unit elastic demand. 
. f 'C' • • 10 and its demand is 100 units N Example : Suppose the pnce o IS ' • ow 

the price is reduced to ? 5 and the demand goes up to ZOO units. Find out its 

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

f 10 x 100 units = ? 1,000 

i 5 x 200 units == f 1,000 

In this example, when the price of 'C' is reduced from no to f5, t~e demand 

of C increases to the extent that the total cost is f 1,000. It is called unit elastic 

demand. 

(C) Geometrical method of measuring elasticity of demand : Prof. Marshall 
has given this theory to find out the elasticity of demand of any point on the demand 
curve. The following equation is used for this. 

t 03 Estimation of Demand 

~~I - ----------~ ____________ 11_ 

Elasticity of the point ::: Qemand curve below the . 
Demand pomt 

----------- curve above the point 
Y . Suppose Demand Curve DC = 5". P point 

IS at 2 5• p· D r . • · md out elasticity. Also find out elas-
1c1ty of P' and pz, 

Elasticity of p == Demand curve below the po'.nt 
Demand curve above the pomt 

PC 2.5 . . . ) 
= PD = 2_

5 
= 1 (Umt elasoc1ty 

C 

Elasr 't f Demand curve below P
1 

ICI y O pi = Demand curve above P1 

1------'------..x· 
0 Deman1 of x pl C l" 1 

== pl O = 
4

• =4 = Inelastic Demand 

_ Demand curve below p2 P2 C 4,, 
Efasticity of p

2 

- Demand curve above P2 = p2 D = r = 4 Elastic Demand 

In ~e .~hove circumsta~ces, at the point D on the vertical axis, the lower 
porti?n is 5 aod u~per P~rt10n is infinite, therefore, the answer would be infinite 
elastic demand. While portion under point 'C' is perfectly inelastic.demand. 

► When demand curve is non-linear : 

CD 

" .:: 
D. 

y 

A 

0 

D 

• 

Demand 
Curve 

! 
---

Demand B 

D 

X 

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 

{
PB} l •• and upper part PA PA to find out e ast1c1ty. 

► 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 : 
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.. al d .rnand - NeW demand + original price+ New~ 

Ongin e demaJl • Pti 
Elasticity = Original demand +NeW d mand of 100 umts for X a Ce 

h re is the e net at 
. . Example : Suppose at ~ IS t e _______, ~ lo 

it 1s 200 units. , 

y 

D 

5 

According to equation : 

0emand of x 

D 

➔ 
X 

Average Elasticity of PQ d Original price - New Pric 
. d New deman . e 

Original deman - d and + Original pnce + New ~ 
= Original demand + New em 

100 -200 15 -10 _ 100 +2-
= 100 + 200 + 15+10 - 300 25 

100 25 --x-
- 30 5 

= i Elastic Demand 

9. Importance of Price Efastidty of Dema1Jd 

It is necessary for the traders, producers, finance minister and the government 

to have the knowl~dge of the concept of elasticity of demand for explanation of 
certain principles of business economics and their implementation. 

(I) In price determination in a firm: It is neces&ary for a firm to have knowJ. 

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 can 

keep the prices lo~ 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 

03 estimation of Demand 
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ed as there 1s no fear of reducr . 
.11at8 fr d 10n in sate a d • : . 
w fit can be ame • In perfectly co . . n pncmg policy to earn maximum 

pto are completely price elastic and 7etitive market, the products of individual 

(J!f11
5 

5 that the individual firm hast t e control of the firm over price is zero. This 
eatl o accept th . 

J11 hand, in monopolistic market th e pnce fixed by the industries. On the 
otllerd so the firm can fix high Pri' e products of the firm are completely inelas-
tic atl ce and ear . 

In short, the concept of elasticity n maximum profit. 

rmining the price or changing the of ~e~and is useful for the business firms in 

dete urn profit. However the d Pnce Ill order to boost their sales and earn 
a,difl ' emand of . 

Jll but other factors also The f . a commodity depends not merely on 
·ces • re ore, It must JI d 

p!l fIX. the prices of comm d' . co ect the data of past demand an 
• es to o •ties It ·s d'ff' . • 

pJ1C on the basis of elasticity of • 
1 1 icult to take decision regard mg pnces 

Jllerel! ision for research and an d~mand. Therefore, the firm must have a sepa­
rate div d h . . alysis. The firm must study the effects of different 

5 an c anges m pnces on de d 
factor f • th -. man through various statistical techniques. 

, (2) In rammg e pnce poli f " 
• . cy O ,arm produces : In countries like USA. the 

• of controllmg pnces of farm d 
Pohef . pro uces has been implemented. As the farm 

d ces have elastic demand it is 'bl 
pro u . . . ' poss1 e to charge higher prices for them be-
cause even if the pnces nse, there is not much reduction in the demand. Therefore, 

tbe 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 

bumper 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 

jncrease. Very often, it decreases. In these circumstances, to encourage and support 

fann 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 monopolists. The 

.rnonopolist keeps the prices low in demand elastic market and IIXes 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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~-------------::=~f;,.::nce minister 1s required to ha"~ 

(5) To frame tax related policy : The t1;policy. Generally, the deman:ve lhe 
d nd to frame 1 • • Of 

knowledge of elasticity of ema d of the poor peop e is pnce elasr 'he 
rich people is price inelastic and the dernan roducts demanded by the rich ic. 'tiie 

h
. . h consumer P Pe0 1gher taxes can be levied on t e t wants to levy tues on proctu Pie 
. . . If I e governmen . • I • . Cers 

without much oppos1t1on. t 1 of the products with pnc~ e astic1ty bee Ot 
sellers, it must levy taxes on demand s for demand elastic products O illlse 
h hif d to consumer • n 

t e true-burden cannot bes te . ose tax burden on consumer • lhe 
other hand, if the govemment wants to unp ' tt l'rt11s1 
levy taxes on price inelastic goo~s. . 'l'ty. It is necessary to have know) 

( . h of pubhc ut1 1 • ectg 
6) To decide t e scope . d t should be placed in public un e Of 

elasticity of demand to decide which pr~ _uc s d services are generally pri 
1 

'.1Y, "Po1 ·a1 ommod1t1es an ce 1n 1 common masses, the essentl c . Id be handled by public sect e as, 
tic so their production and distribunon shoo t'al commodities or serv· or. Ir the 

. d. 'b tes such essen I ices th 
~nvate sector produces or 1stn u 1 rough price rise. That • ' ere 
is a possibility of exploitation of the_ consume:o:~d, transport, elasticih,, is the tea, 
son why in most of the other countnes of the ,,, Water et 
are produced and distributed by public sector. . . c. 

(7) To talce decision of devaluation: A countr_Y ha~ to_take deciSion regarct; ... 
• . basic disparity m balance of p "'& 

devaluation of its money m order to remove . ayll'lent 
For this, it is necessary to know the elasticity of import:export goods. If the deman~ 
for import and export goods is price elastic, devaluation becomes relevant. If th 
demand for imports is inelastic, even if imports are made cheaper, there Will be e 

· b d. b t • no 
reduction in imports and foreign exchange wdl not e save 10 su s antial quanr 
In he same way; when demand for export is inelastic, even if exports are made chea tty. 

• . . Per 
by devaluation, there will be no increase m its demand. 

(8) Regarding other things : In a free economy, factors of production are dis­
tributed on the basis of demand it is necessary to have the knowledge of elasti • . , ~ 
of demand to understand effetiveness of the consumer demand. 

(9) In framing of the government policy : It is ~ece_ssary t~ have the knowi. 
edge of elasticity of demand in determining how growing mdustnes of the country 
can be protected and through what measures. If the demand for foreign goods • 
I . d b • IS e ast1c, the industries of the country can be protecte Y import duty and if the 

demand in inelastic, import quota or import control must be adopted as measure s s • 
. uppose demand for imports are price inelastic and even if the government imposes 
import duties and the imports become costlier. People may not reduce their de. 
man~ fo~ such goods if they do not want to do without them. Thus, through import 
substitution the market of the count1y can be obtained. In such circumstances, impon 
ban may become necessary to protect the indigenous industries. 

r1lt-03_Estlmatlon of Dernand 

~ 75 (lO) In determinate factor 
• • cost : Any f 

and elast1c1ty can set Ina.x.imum actors of production in condition of dern • • I • return 
O 

• 
• ..,dustry IS me USlic and if entrep r Value e.g. If the demand of labour in fl "' h • reneur 8 

es throug union. But if the dem d cannot do Without it, it can get more ~ag • • an for lab · ~ d as substitutes easily, there 1 ·s our IS elastic and if machines can be 
e a PossibT 

ll

5 

ltS in unemployment. 1 ity that demand for more wages may 
resll (11) To determine the Price of . 

• comb1net1 d . 
d in a combmed manner, it is d'ff• goo s: When certam goods are pro-

dllc~. e.g. In cotton, cotton is a main 
1 

;~ult to find out their production cost sepa-
rate :core, the price <ega,ding COiton ~' duct, couon seed is a suho,dinate prndu'.'· 
-rtier • demand is inelastic th . ed can be fixed through its demand clast1c-

If its , e Price can b r· d . . . d 
itY· • e elastic, it must be kept low e rx_e at a higher rate and 1f its deman 
jS pflC • • th' • Thus, maximum profit can be made by deter-• ·ng the pnce m 1s manner. 
JlllOI ak d .. 

(12) To t e ec1s1on regardi 11· · · 
ng se Ing cost: In modern imperfect compet1t1ve 

Jl'larI<et, it is necessary_to have the knowledge of elasticity of demand to decide the 
seJling cost. If th~ selling cost helps in making the demand of a commodity inelas­
·c even if 

th
e pnce goes up, the consumer will not reduce his demand. But even ti ' d' t 11· 'f . 

~er spen mg cos on se mg, 1 the elasticity of demand cannot be reduced, it will a be profitable for the producer. 
not • 1 • .. 

(13) Thconca importance: Through the knowledge of concept of elasucity of 
mand, what will be the impact of changes in price on different persons of the 

~:ciety can be known. Therefore, :o~ the study of principles of value and distribu­
• .., the study of concept of elasticity of demand is necessary. ti~. . 

10. Income Elasticity of Demand : Meaning and Types 

1. The Meaning of Income Elasticity of Demand : "Other factors remaining 
tant, the ratio of change in demand due to change i11 consumer's income is called cons . . .rd d" 

income elasrtc1ty o1 eman . 
Income Elasticity of Demand of X 

Percentage change in demand ofX 
= Percentage change in income of the consumers 

Y£\Q 
= Q£\ y 

Here y = income; Q = demand, £\ = change d 

' • ~ l 000 and his dcman 2 Examples : Suppose the income of the consumer is • 
300 

'ts 
X• ·100 units If all factors remain constant but if the demand goes up to um , for IS ' .. 

find out the income elast1c1ty of demand 
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·····•·· 
. demand ofX 

and of X change in~.:::.::..~-----
Elasticity of oern percentage . . come of the consumers 

Income 
I 

ange in ll1 
tage c 1 

= percen . ome elastic demand 
00 ·t·ve inc • ~:::zpos11 

= 1oox1000 d. 
Elasticity of oeman. : of demand : (a) Positive Inco 

3. 'fypes of Income t· ·ncome elasuc1ty e Elasticity. ltte 
• types o I Z ro rncom 

There are three mam Elasticity (c) e of the consumer goes up 
Elasticity (b) Negative Income . 'ty : If the income f the consumer goes down' the 

a Positive Income Ela
s
uciand if the income ~s direct relationship bet,;, the 

d' • goes up ·f there 1 ••ee 
demand for commo iues down and I d'tv it is called positive inc n 
demand for commodities goes d for the commo ~,, e types oroe 
consumer's income and dem~n. of demand has t _r_e ___ • -:::---:-~-
elasticity. Positive income elas11c1ty the Change of Change or 

d • When Income = Dem 
{I) Unit Elastic Deman • d of the PQ = MN anu 

and deman income of the consumer . and in Y :. I 
• th ame direct10n 

commodity move m es . n and if the 
equal percentage proporuo . n it is 

d• t the equauo , answer is 1 accor mg O d 
. . d If the deman 

ca!led umt elastic deman • th point 
curve is drawn downward, it meets e 

of origin at 15°. f 
h • ome o In the figure given here, t e me . 

the consumer is PO and the demand of X 15 

OM. Then the income of the consumer 8;~5 

up to QO the demand goes up to • 
. , ' • me PQ is equal to Increase m consumer s mco 

~ 
Income Demand Cu~. 

D ... ,e 

E 
iil Q 
s:: 
8 A 
0 p 1----,r 
C, 

E 
8 .s 

0 

45° 

M 

B 

N 
Demand of (x) 

X 

increase in demand MN. The answer will be :he point 'O', it meets at the cycle of 4S 
If the DD curve is extended downward, at 

degrees. · Wh n the ch · 
• d than one / umt : e ange in 

(2) In~ome elastic deman more . ·es move in the same direction but the 
consumer's income and demand for cornmodiu . h . 

• d d • ore than the percentage change m t e mcome of percentage change m eman JS m · · II d · 
d• to equation is more than 1, 1t 1s ca e mcome the consumer, the answer accor mg . . 

elastic demand more than one. If the income elastic de~_and curve JS drawn 
dm,vnwards, it crosses horizontal line on the left side of the ongm. 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 PO. 

0,.. Estimation of Demand 
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~de;and for X is OM. It ind. .~-r:_::-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-_-:--=, e 'A' If h 1cates 
ell bination • t e income of h Change or Change or 
coJfl mer goes up to QO, the demand t e Income= DemJmJ 

flSll ON Th' h moves PQ MN 
c~ er up to . •. is s ows combination 'B' v .. , = 
tJJgll urve hnkmg A and B if ext d • 
0 c b 1· , en ed 

O wnward crosses ase me on the left side of ~ 
S! 
C 

Income Demand Curve 
D 

dO Jfl t11is figure, the change in demand MN is 
o. r than the change of income PQ 
111g1Jelating with the equation the an • 
r<1Jcll d • swer 
V"' re than one an the demand curv . 
• JIJO , e IS 
,s me elastic. 

~ Q r-------,( 

rq 
'-' .... 
~ I' r-----,r 
E 
8 
.5 ·11cO 

J (3) Income Inelastic Demand : When 
• come of the consumer and the demand 

-15" 

we ll1 d' 
the commo 1ty move in the same 

for • 11 but the percentage change • d . · 

Demand of (xJ 

direcuo m emand 1s less than percentage change m 
consumer's income and if the answer 
calculated with rhe 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 
of origin 'O'. Usually, such demand is for 
primary essential goods. i 

iil s:: 
8 
0 

e 

y 

Change in Change in 
Income Demand 

PQ>MN 
:. less than one 

Income Demand 
Curve D 

~B 

A 

] D -----
...,__--Ok-,f.T--Mt,t--Nt,-----.x z 

Demand for primary goods (x) 

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 Xis 
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'. a 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. 
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IncomeDema 
D e 

In the figure gtven been shoWil· been 
J·rv goods has , 11as E Q inferior qua 1 

• tooter s . pO 
axis income of the cus ...,er incorne is 1·ry' ] 

ti e COJlSUu• . qua I .., indicated. When 1 d jnfenor . ., p 
t deman b'nauon E the consumer has O . A' corn 1 ~ 

goods up to ON. It ind1~a~es me goes up, hef 8 
mer s mco 1 ce o M N Now when the consu ·ts in P a . o . 

costly item unt cs 111s Demand ot 
is able to b~y Thus, he reduc ,8 , JnferiorQualityGooctsc~i 
inferior quality goods. M It indicate~ =--. -. -----
demand from ON to O • ·ncome nses, d as there is inverse relations1., 

Th S when I ses an . 
1
11h combination. u , . oods decrea . oods, DD income curve is . ~ 

demand for inferior quahty g f r inferior quality g WitJi 
d demand o 

between income an f the consumer changes in 
• 1 pe income O ilti, negatives o • . • . When the roportion, there is , 

... Zero Income Elasuc1ty. percentage p in the demand llo 
-~ ... ~~::..:_--~=~~;e;. - ntage change of th 

Income change= Demand chang perce . and the answer according e 
PQ = O(zerol commod~ty It is called perfectly in to 

... ., 
E 
:, 

D 

,'.:! Ql-----,B 8 Income 
'o -4-Demand Curve 
E Pl---------,A 

] 
0 

D 
M 

Essential Commodity 
of Life Goods (.r) 

·x 

uation is zero. collie 
eq . d and. Generally, the things lit 
elastic em h . "'e 

1 things etc. ave zero inc
0

,.._ 
water, c O ·••e 
elasticity. . 

h figure mven here, when income f In t e I b" o 
Sumer goes up to PQ, there is n the con . o 
• demand of X and It remains Qi, change m "t. 
.th PQ change, demand change ofv Thus, WI d . " 

is zero. Here, DD deman curve is paralJeito 
vertical line 

• Elasticity of Demand 11. Factors Affectmg Income 
• • income elasticity of demand. 

d Th type of goods a ects . , 
Following factors affectmg ff the income elasticity of goods cg 
(1) Type of goo s: e . . e elasticity because people buy such • • a1· ds have negative mcom . 

the mfenor qu 1ty goo . ses he buys better quality goods and 
will' 1 B t hen the income mcrea • 

goods un mg y. u w . d 1 the san1e way, the demand for primary 
reduces his demand for lower qual_iry goo. s. n 

1 
stic because these goods being 

or essential commodities of life is less mcome e a. . . Th d 
essential to live life are affected less in demand in proportion to mcome. e emanct 

Estimation of Demand 
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~P oods is more income elastic th . 
~dg easily. In the same way O an one I unit because one can live without 
Mf o s , ne cannot Ii . h . . . . 
'¥ -h go r etc Therefore even 1·rm· ve wu out certain meVJatble things 11v· wate • • come chan th . . 
s. sir, Therefore, such demand . ges, ere IS no change m demand for 
,e goods. is completely income inelastic 11cll Income level : At different level f. · 
s (2) changes e g If the • s O income, the demand for a commodity by rner • • tncome of a . 

coosu t His demand is 2 • pers?n 1s very low, he cannot buy costly 
~: bed shee·ik bed sheet ma ero income elas11c. But if his income level rises, ~is 
sil ... Jld for si 1 1 f • y gho up. Thus, demand becomes positive income elasuc. JeJll" h'gh eve o mcome e can b . . 
" ..,er'/ 

1 

• d d • h uy ever, costlier bed sheet than the stlk one. 
,-,ta ell case, lus eman m1g t become negative income elastic. 

JP 
50 

(3) N~turc : The nature of the consumer also affects the income elasticity of 
aJld· Miserly natured consumers have less income elastic demand than one. The 

deJ11 ant consumers have less income elasti·c dem d th 3vag . an an one. 
~ (4) Safety : The countr~es where c_onsumers have social security, security of 

·ces and employment, the_ir demand 1s more income elastic because they donot 
set"l. to such for future. But ma developing country like India where people are not q\llre • l . h 
re ted by socia insurance sc emes, it is necessary for them to save for the future. oteC d h 1 · 
pr their deman as ess mcome elasticity. The people who have earned well have 
so, •ncome elasticity than people who have not earned much. 
JTlore 

1 
. . 

12. Cross Elasticity of Demand : Meaning and Types 

1• Meaning of Cross Elasticity of Demand : If all other factors remain 
banged but if the price ofX changes, the change of demand ofX is called elastici~ 

un~enland. While if all factors remain unchanged but if the price of related go~~s 'Y 0

~anges, the demand of X changes. The ratio of this change is called cross elast1c1ty of 
c Related goods may be complementary or substitute goods. 

)(. If all other factors are constant and the price of tea changes, the demand of t~a 
anges. This is called elasticity of demand but if the price of coffee changes, the rano 

ch hange in price of tea is called cross elasticiry of demand. 

of c In the same way, if the prices of motor-car are constant and if the price of petrol 
es the ratio of change in demand of a car can be called cross elasticity of demand. chang • 

Equation : Cross Elasticity of Demand = Percentage change in demand ofX 
Percentage change in demand ofY 

Py~Qx 
= QxL\Py 

Here, Py = price of y in th<.: beginning. 

~Py = price of y after change. 
Qx= demand ofX in the beginning 

~Qx = changed in demand of X. 
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2 
and us ernan 1s 1or 10o c .'I{ 

Exnmplc : Suppose lhe price of te? i_s . ·sed to f 3 the demand of Ups. A. 

smnetime, the pdce of coffee Is !2 butof ,.,srai tea g t" 

10 2
00 cups. Find out the aoss elasticity of dem•

nd
• ''•\ 

percentage change in demand of te 

C,oss Elasticity of Demand • Pen:entage change in demand of co«:, 

2x100 
_:.----
- 100xl 
== 

2 
cross Elasticity of Demand. 

2· Types of Cross Elasticity of Demand : 
Cross elastic demand is elastic demand. On the basis of relationship 

rnlated goods 'Y'and odginal goods x, me cross elasticity has three types,' b,I\,.., 

(I) Positive Cross Elasticity (2) Negative Cross Elasticity (3) Zero Cross 

, ( 
1 
I Positive Cross Elasticity , Generally, if twO things are used assub E!asti"i 

ach 
01h

er, cross elasticity becomes positive(+). e.g. Tea and coffee. Shtute
8

~ 

Positive Cross 
y Elasticity Curve 

:& I 
/d 

B 

~ N1 

8 
'o NI A 
,:, 
i:: ,. 
E 
" 0 

0
161 I I 

Demand of tea (xJ 
➔X 

In the figure given here, the demand of X (tea) has ~een shown ~n OX and the 
price of rel.ired goods Y has been indicated on OY. The pnce of coffee is equal to N 
where demand of tea is OM. But if the price of coffee {Y) is N 1 0, coffee beco O 

b 
. llle1 

costlier than tea (X), people will demand tea _more as su Stltute. As a result, the 

demand of tea wiIJ be OM to OM1. Thus, the pnce ofY and demand X change in th 

same direction, so the cross elasticity of demand of X (tea) will be positive ( +) and d; 

cross elastic demand curve has positive slope as in the figure. 

(2) Negative Cross Elasticity of Demand : Usually, when two things ar 

complementary to each other, cross elasticity becomes negative. The cross etas .e 

demand curve showing such changes has negative slope as in the figure h tic ere 
e.g. petrol and motor-car. • 
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X 

Demand of car l() 

In the figure given here OX indicates the demand of X (motor car) and on vertical 

roe the price of petrol has been indicated. The price of motor-car is constant and the 1 

nee of petrol was NO. The demand of motor car was OM. The price of petrol went 

~own to N1~ a
nd

_the.dema
nd 

of motor car goes up from OM to OM
1
. Thus, there is 

inverse relationslup be~ween U1e Price of petrol ·y· and the demand of X (motor-car) 

at1d the dd curve elaStlc demand curve will be with negative slope. 

(3) Zero Cross Elasticity: When two things are quite unrelated even if the price 

fY changes, there is no effect on demand ofX. As a result, the percentage chang~ in 0 

rnand ofX remains zero. Such cross elastic demand curve is paralJel to vertical hne 

:: in the figure give~ here. In the figure given here, OX indicates the demand of 

matches on OY, the pnce of cloth has been indicated. Firm manufacture the products 

which are nearest to substitute product, t11en it is necessary to have a knowledg~ for 

manufactures to take decision in business and government to formulate the pohcy. 
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13. Advertising Elasticity O f lness 
use u .. 

. . e or partial competitive lllarL 
d competIUV . . . 11e1 1. Introduction : In the mo ern U der advertising, various Visibt or • ificance. n . • • e 0 economy advertising has a great sign of creaung or mcreasmg dell) t 

verbal ac;i~ties arc done by the firm for the ~u_rpo~e very helpful for the consurn and 
· dvert1smg is er • for its goods or services. Informauve a 1~ 

making rational purchase decisions. d rtising can be measured by adven· . 
But the extension of demand through a :,eh measures the expected chang ISirig 

or promotional elasticity of demand (EA) w 1~ al expenses. The demand for es i~ 
. th r promouon . sot!) demand as a result of change m ? . e as the demand for cosmetics. e 

goods is affected more by advertising sue~. El sticity of Demand : In the rn d 
2 M . d • • or Publicity a o et!) • camng of A verusmg . . . the ublicity cost has become ineVita 

market. to avail of market and to mamtam it, ad~ertisement and try to expand 
I 

bt~. 
Producers spend huge sums of money after heir 
market sell _their goods in the market. . t due to changes on advertise 

Mcamng: If all other factors remain cons tan . s called Advertisin I rne_nts, 
tile demand of goods changes. TT1is measurement or ratio~ . dicates the q g e ~st1ciry 
of demand. In short, Advertising elasticity of deman 1

~ d d uantitative 
relationship between the cost on Advertising and changes m eman • 

Equation: 
Percentage change in demand orx 

Advertising Elasticity of Demand ofX = Percentage change on advertisem~ 

3. Factors affecting Advertising Elasticity of Demand : . 
(1) Nature of the products and time factor: Give~ the huge re~iment of products 

and services it is not possible that same kind of promotional campmgns are carried fo 
d 

. r 
all the proclucts. Thus depending on the products the a verusements are made. So 
it is natural that the advertising elasticity of demand differs from product to product 
For some products like the television sets, refrigerator, washing machines, musi~ 
systems that fall in the category of consumer durables the response from the consumers 
is JJOt quick due to the durable nature of such products. Such products are not bought 
by consumers frequently and purchases are made when the current items owned by 
~em are rendered possess. On the other hand services like restaurants, make up 
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 quantity 
de~anded may ~hange with the change in the timing of the promotional activities. 
For instance, during the festival season the advertising of certain products is undertaken 

03 Estimation of Demand 

~ 83 (11 a view to capture the benefit of th t ~--:------------
wi to the commencement of th re e~tivai season. Certain products are launched r1or 1 • • e estivaJs 

1 P rtising e asucity may be high du . 0 generate good response. Thus the 
,oveA.,.,e during the other months nng a Particular period of the year and may not es~.. . 
b . (3) Product stage : You may h 

d'f& ave come a th • ates the 1 
1erent phases Which cross e term product life cycle. It 

ifldiC in which the product falls tha produc~ ~asses through. Depending upon the 
stage dingly. E.g. A new product ~U e adve~ismg elasticity of demand will differ 
accor !ready established product Al s~; a different kind of demand than a mature 
ifld ~ake some time for the con~um:~ 

1 the firm is catering to a new market then it 
111aY t and the kind of market al . s to accept the product. Thus the stage of the r0duc so influences the d · · I · · P 4) Promotional activitie f a vert1sing e ast1c1ty. 

~titian from each other an: ~ the competitors : Businesses today face stiff 
co!ll~ resence is felt. This can b e firm always has to keep itself in the market so 
t11at i_ts ~ctivities. But at times w e done ~rough advertising. Every firm has control 
0ver its h d • • hen a partJcular product has lot of competition in the 
111arket 

th
en t eha verus,~g campaign of the competitors' also matters. The finn needs dcrstand t e competitors' respo . . . 

to un • r· nse to Its advertising. The promotional campaigns th competitor 1rms also should b b 
of e • th e O served so that the firm understands where cJCactlY it stands m e market and can make changes accordingly. 

The above factors show us that the advertising elasticity changes with the time, ompetition and product stages. 

c 4. lmpor~~ce of Advertising Elasticity of Demand: We saw what we mean by 
a~vertising elaSllciry of demand along with its calculation. In today's competitive 
nvironment the economy though run by pillars like price and income has to face 

~ther challenge~ ~~
0

- The business finns face severe competition and as a result 
• romotional activities have occupied significance. Just as promotional activities are 
fmportant for any firm, the promotional elasticity also has its significance because it 
gives the actual response of the promotional activities on the quantities demanded. 

Many of the firms spend huge amounts every year on advertising their products 
10 boost up sales. There is a direct relationship between the extent of advertisement 
and volume of sales. 

The promotional elasticity of demand is also 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 manager 
is to determine the effects of advertisement on 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 expendit~re. Once 
this is known then the firm can focus on the promotional activities according to the 
projections of its sales. 
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d is always negative du~n 
W . 1 • ·ty of deman . . , Ve e know that the pnce e asuci 1 ticity is pos111ve 1or normal tse 

relation between price and quantity. Income e ~~link is the nature of pro1n0~?% 
and negative for inferior goods. What do you. ·ng elasticity of demand is a.i1°ll&l 
elasticity of demand? The coefficient of adve~ll~~ to decrease its sale? It is a 1 \va~s 
positive. Why would anybody undertake a?~e!usiar~ undertaken with a purp:<lttet 
of common sense that promotional acuviues . se Of 
extending the demand for the products and service:- ·ty of Demand 

14. Importance of Cross Ela_s~CI nearest to subsitute 
When a firm manufactures the products wh~c are take decision in busi Pro di.let 

it is necessary for manufactures to have infonnauon to ness <1ttd 
government to formulate the policy. nment can be ben fi 

(1) From the government point of view: The gover . ·ng the d' 'be ittect b11 h kn . . f d nd in determiru 1stn Uti 1 t e owledge of the cross elast1c1ty o ema If the ove 0n of limited factors of production for welfare of the people e.g. g rnment wishes 
that fewer factors should be employee\ in luxury goods, heavyf truces muSt be leViect Ott 

l • . . • ti e demand or motor-cars etc petro or diesel and by increasm6 their pnces, 1 • can be 
reduced. . 

(2) I d t • • Ii The knowledge of cross elasticity of de"' n e ernurung tax po cy : . d f . "1atlq becomes useful to the government in framing truc p~bcy e.g. InStea O levy~ng taxes 
on scooter, it can levy truces on petrol and earn more mcome through truces W1th rnilli. 
mum protest. 

(3) Traders or producers: The purpose of a trader or Producer is to earn rni\Xi. 
mum profit. It is necessary for a trader or a producer to h~ve the knowledge of cross 
elasticity of demand in taking decisions regarding produ~tton or s~e. e.g. If ~ere is a 
change in the price of Coca Cola, tl1e producer of Pepsi can. ob tam the estimate of 
demand of Pepsi through the cross-elasticity index of Pepsi and take appropriate 
decision regarding production or sale to earn maxi~um profit. I~ the same way, if 
there is a change in the price of tile petrol, tile estimate rega~dmg the change in 
~emand of scooters or motor-cars can be o?tained on tile basis of cross elasticity 
mdex ~d policy can be framed to earn maximum profit. 

. (4) From frame price policy : The business firm can_ take decision regarding 
pnce policy with the help of cross elasticity of demarid. Particularly when a firm pro. 
duces commodities that can be used as substitutes, it must decide prices in such a 
way that demand of oilier product is not adversely affected. e.g. Maruti Udyoga Lirn. 
itcd produces Maruti-800, Maruti Esteem, Maruti van, Alto, Swift etc. In such cases, it 
must decide price of all products in such a manner that it does not affect the demand 
of other products of the compariy. 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, one product of a com­
~any may be substitute of the other. In such cases, by deciding tile price of a product, 
its effect can be known through the concept of cross elasticity of demand. e.g. If the 

lJf1lt·03_Estlmatlon of Demand 

·ce of Maruti Esteem is ch 
P0

300n of cross elasticity of :~ged,_ Tata lndic . 85 ro b • th ,v1aruu Es a as a nva1 -ies are usy m e field of "' b' teern. Jn"" d product must have the infor-Ji> ful • d .. ,o tie t 1 •110 em tirn comes use m etermining the . e ephones. The e, many cellphone compa-
(5) For controlling maI r P0!1cy regarding se _concept of cross elasticity be­

_.,ation of cross elasticity of dp actices of rnonop 
1
~ces charges and otller facilities ... ernand • o 1sts • It • Ver'/ often the firms counter h in order to • is useful to have tlle infor-

ross elasticity and try to estab;. e cornpetition of con~ol monopolists' malpractices. 
c roducts if other firms to av -~sh rnonopoly. Thet~ ucts of other firms witll high 
~onopolising the market. It i:

1
ne~ompetition. Thu/ t~:n ~onstruct cartel and buy tile 

1995, after the implementation of ess~ to control suchyac7 ~~ m~e huge profits by 
ldspot, Limca, Thu U pohcy of global' . IVltles t rough laws e.g. In Go . ms P etc. with high tsation, Coca Cola had tried to buy them with the name PURE DRINvc- cross elasticity of d d d . h . 1'.), But it d'd. eman an monopohe oonal company as given it a tough fight , not succeed as Pepsi, anotller multina-

15. Importance of I • 
(1) From Government's . ncome Elasticity of Demand . . point of vie income elasticity of demand of the . w : If the government knows about the . d • people, 1t can kn d will mcrease an m what quantity .th ow emand for which commodities 

li WI the rise • • (raIJlC the po cy regarding product" . 1~ income of tile people. Then it can 
Particularly in a planned ec ton and distnbution of commodities. 

Tl G onomy the know( d f . necessary. 1e ovemment can est' ' e ge o income elasticity is very 
income and decide regarding the i unate ~e changes in demand due to increase in 
It can set targets regarding prod::~:e in pro~uc?on tllrough different industries. 
accordingly. n and dtstnbute the factors of production 

(2) From tr-..ider's point of view . If 
·ncome elasticity of demand d b • t~e traders or producers know about tlle 
1 eople, they can produce an~ al out the increase in income of various groups oi 
pd t k t d se I goods demanded by consumers. They can get a equa e mar e an earn profit. 

e.g. If the demand of the product p d d b th . . . . ro uce y e producers 1s income elasuc, producer~ c_an keep tile increase in demand in mind that will take place with the 
increase 1? mcome and they can increase production and earn more profit through 
more sellmg. On tile oilier hand, if the demand of the products produced by tllem it 
inelastic, they can assume tllat less demand will be there in comparison to increase in 
income and mcrease 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 thr. other hand, less income demand elastic is not much affected by boom or 
recession. 
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dity : from m . . e ela t' . Of (3) To know the nature of a commo d If its demands is mco~l s ic, It is a 

a commodity, its nature can be understo.o : is rimaIY and essenua . con~moctity, If 
luxury commodity. If it is income inela.suc:~~on!'e elasticity, i~ will be mfe~i.or quality 
the demand for a commodity has negauve 1 

. wi'll be essenual commodities for lif., 
• 'ty is zero it " commodity and if its income elasuci • . 

such as water, salt etc. I developing country hke India, the 
(4) To understand the food problem : n a ry helpful in understanding th 

knowledge of income elasticity of demand bccomdes vend for food is 0. 7 and therefor e • ·tyof ema e problem of food e.g. In India, income el~snc~ u e demand for food and so the fooci 
though production has gone up, there 1s still h g 
problem persists. 'th high income elasticity such a 

(5) To frame tax policy : The products .w:i high rates of taxes and state 
O
s 

jewellery, perfumes, cosmetics etc. can ~e levie h protest r 
government revenues can be increased without mucfirm . To a business firm th 

( • trategy of a 1 • • e 6) To decide the marketing s eful in framing its marker 
knowledge of income elasticity of demand becon_ies u~ ortant one in demand :g 
strategy. If the factor of income of the consumers 15 ~ imp.th higher income gro' e fir • • th areas or c1ues Wl ups m can sell its goods / products m e . end more on publicity • 
Thus, it can decide its strategy for marketmg and sp and 
sales - schemes. 
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(1) 

(2) 

(3) 

(4) 

Choose the correct option from the given options : 
· d al ·sin managerial economics? What 1s the primary objective of deman an Y51 • 

(A) To understand the rational behavior of a consumer 
(B) To determine the factors affecting entire market trends 

• d • • dual demand (C) To measure the effects of price changes on m lVl 
(D) To discuss the principles of demand analysis . 

1 How does managerial economics use market demand analysis • 
(A) To study consumer behavior in theory . 
(B) To make decisions regarding production and raw matenals 
(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 consumer':; desire to tum into demand? 
(A) Desire, time, availability of the commodity 

lt-03 Estimation of De ... 1Jf1 - .. ,arid 
(B) Desire, capacity t b 

T' • 0 uy r 87 (C) ime, pncc, availab·r ' eadiness t 
(D) Capacity to buy h' i I~ of substit o pay 
1-1ow is individual d~m istoncal Prices ~tes 

(S) (A) Individual deman;~d different f;o Uture expectations 
practice is based on th m market demand ? 

(B) Individual demand • eory, While market demand is based on 
demand by all indi:dmacte by one Perso . 

(C) Individual demand . uals in the rna k n, While market demand is the total . . 1s only f r et necessities or luxury -1 (D) Individual demand fl 
I 
ems, While market demand includes 

(6) Which of the followmg i uctuates more than 
D d f 

5 not a typ market demand (A) eman o Consumer's e of demand? 
(B> Demand of Industrial p Products 
(C) Demand of Governm roducts 

ent Pol' • (D) Demand of Perishabl 1c1es 

(7) How does the demand of e and Durable goods 
C consumer 

(A) onsumer goods satisfy direct goods diff~r from industrial goods ? 
produce other goods needs, while industrial goods are used to 

(B) Consumer goods are al 
(C) Consumer goods have :ays perishable, while industrial goods are durable 
(D) Consumer goods are influ ore elastic demand than industrial goods 

goods enced by government policies more than industrial 
(S) What is derived demand ? 

(A) Demand that depends on oth 
13) D d th . er demands ( eman at is completel . d 

(C) Demand that fluctuate y m ependent of other demands s seasonally 
(D) Demand for luxury items onl 

(9) In perfect competition what is ut 
(A) Perfectly inelastic • e nature of the demand curve for a firm ? 
(C) Completely elastic (B) Down~d sloping 

. (D) Uncertam 
(10) What 1s 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 

(11) 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 
(Cl Short run demand is more stable than long run demand 
(D) Long run demand only applies to luxury goods 
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(12) 

(13) 

(14) 

(15) 

(16) 

(17) 

(18) 

(19) 

(20) 

(21) 

(22) 

(23) 

(24) 

Kumar • Eco - 5e ... 
"'•·ltt 

d ? ~ 
hort run deman • 

Which of the following factors affects s 
(A) Consumer's choice and technology .. 
(B) Business practices and government policies, income 
(C) Current price of the product and consumers 
(D) Long-term financial strategies d there ? 
How many types of price elasticity of deman . are (D) Sev 

(C} Five en 
(A) Two (B) four change in demand · 
What will be the elasticity of demand if percentage is less 
than the percentage change in price ? . d mand 
(A) Elastic demand (B) Inelastic ;elastic deman 
(C) Perfectly elastic demand (D) Perfectly . d 

• • fdemand1sl 7 
What will be the nature of demand if elast1c1ty O • • ·d 
(A) P rf tl 1 . d d (B) Perfectly inelastic emand e ec y e astic eman d 
(C) Unit elasticity of demand (D) Elastic deman 
How many types of income elasticity are there ? . 
(A) Two (B) three (C) Four (~) Fi~e 
What is the meaning of the change in demand due to change 10 pnce of related 
goods? 
(A) Price elasticity of demand (B) Cross elas~i~ity of demand 
(C) Income elasticity of demand (D) Price elasticity o~ ~upply 
Which relationship of price and demand is explained by elaSt1c1ty of demand ? 
(A) Correlation (B) Inverse 
(C) Quantitative (D) Equal 
What is elasticity of demand in case of perfect competition ? 
(A) Elastic (B) Inelastic 
(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 1 
(C) Zero income elasticity (D) Negative income elasticity 
Which of the following goods may have zero income elasticity ? 
(A) Bajara (B) Scooter (C) Niddlc (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 
(C) Unit Elastic 

(B) Price Inelastic 
(D) Perfectly Price Elastic 

03 Estimation of Demand 
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When t ere 1s a 1ttle change . 89 
(zS) h nge in demand then •1 • 

10 the Price anct .h.----.-------
c a • El t' 

1 15 
caUec1 t ere 1s a unlimited or infinitive (A) Pnce as 1c . --dernanct. 

(C) Perfectly !~elastic (B) Price Inelastic 
peman~ of which of the folloWing 

00 
(D) Perfectly Elastic 

(Z
6
) (A) Gram g ds can be Price elastic ? 

(C) Pin . . (B) TV 
flow is the elast1c11y of dernanct With f (D) Service of Doctor 

(Z
7
) (A) More (B) Equal ar substitution between two commodities? 

}-{ow is the elasticity of demand . 
1 

(C) Less (D) Zero 
(Z

8
) (A) More (B) Equa) 

10 
ong run compare to short run ? 

}-{ow is the demand of most of good f (~) Less (D) Infinitive 
(Z9) (A) Elastic s o nch people ? 

(C) Inelastic (B) Pe~ectly ~lastic 
) Cross elasticity of demand of Which g jD) Unit Elasnc 

(30 ) Complementary 00 s can be zero ? <\ Uncorrelated (B) Near Substitute 
(C is the demand curve of . _(D) Less Substitute (3

1) How • cross elast1c1ty of demand in context of petrol and motor? 
(A) Negative Slope (B) p · · SI 

• os1nve ope (C) Pa~allel to _Vertical Axis (D) Parallel to Horizontal axis 
(32) sn:etchmg t~e. mco~e deman~ curve towards the downside and at horizontal 

ruos, from ongm P~mt to left side then how is the income elasticity of demand? 
(A) More than urut (B) Unit elastic 
(C} Less than unit (D) Zero 

133) From the following which g~ods has negative income elasticity of d~mand ? 
(A) Luxury (B) Basic (C) Life necessity (D) lnfenor 

(34) By changing the price of goods x, then what is known by changing the ratio of demand of x? 

(A) Price Elasticity of Demand (B) Crqss Elasticity of Demand 
(C) Income Elasticity of Demand (D) None of the give?. 
Which type of relationship is indicated by advertising elasticity of demand 
between the cost on advenising and changes in demand ? . 
(A) Qualitative (B) Inverse (C) Quantitative (D) Neganve 

(35) 

(1) B 
(10) B 
(19) C 
(28) A 

(2) B 
(11) B 
(20) A 
(29) C 

(3) B 
(12) C 

(2~) A 
(30) C 

(4) B (5) B (6) C 
(13) C (14) B (15) C 
(22) C (23) B (24) C 
(31) A (32) A (33) D 

(7) A 
(16) B 
(25) D 

(34) A 

(8) A (9) C 
(17) B (18) C 
(26) B (27) C 
(35) C 



{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Document","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Form","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}




{"type":"Book","isBackSide":false,"languages":["en-us"],"usedOnDeviceOCR":false}



