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: point B. The locus DD, is obtained through the point A and B. Herc
cus DD is the market demand curve. From the diagram it is:seen that the
market demand curve DD, is downward sloping. Therefore the market demand curve
will be downward sloping if the individual demand curve is downward sloping.

x 2.3. ElﬂwSli

Concept of elasti
pehaviour. For this

city and its Application
city of demand is an important matter of the analysis of consumer
different aspects of clasticity of demand arc analysed in this

section. & -
asticity of Demand Demand for‘any ‘commodity’depends

¢ 2.3.1. Concepts of El
rs. The factors which determine demand arc price of the commodity,

of the related commoditics ‘etc. These factors arc called
hese factors can change independently. The demand for
change in the value of the independent variable. The
nand and the percentage change in any
with the help of clasticity of demand.
amount of demand due to one per cent
dent variable is called clasticity

on many facto
income of the consumer, price

independent variable because t
the commodity is changed due to
relation between the percentage change in dei
one of the independent variable is ‘cxprcsscd
This means that the percentage change in the
change in any one of the demand determind indepen
of demand. 14
" In cconomics, elasticity of demand mainly consi
(1) Own price clasticity of demand or direct price
elasticity of demanmd. = 5
(2) Cross price clasticity of ‘demand.

dered from three angles.
clasticity of demand or price

(?) Income elasticily of demand. -
P chilElla glwx: Price Elasticity of Demand or Direct Price Elasticity of Demand
g quamic: ydof Demand : Other things remaining. constant, the percentage
Drice of (hq; comy Zl.nun.dcd of any comr}mdlty due to onc per cent chz}ngc A Ehc
chsiciy of dem:lncz] ity is .callcd own price elasticity of demand or direct price
Lty of demand o price clasiity of demand of Ut commody, I iy, o
price clasticity of demand is called elasticity of demand, Therefore
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i.e., price clasticity of demand (Eq) =
* Initial pricg X 100
Price clasticity of demand is now expressed with the help of ¢
q = initial quantity demanded.
Aq = small change in quantity demanded. (A = small change, this
delta) : Ymboj g,
p = initial price.
Ap = small change in price.

ymbOls' Le[

"

ﬂx 100 4

Therefore, price elasticity of demand (Eq) = =P _4qp
Lyi00 9 4 g
P

There arc different types of price elasticity of demand.
(1) Unit Elasticity of Demand : If the percentage change in quantity demany
of the commodity is equal to the percentage change in price then it is cajig i
elasticity of demand. Here E; = 1. 1
For example, if the percentage change in price is 5% and as a result the percentasy
change in quantity demanded of the commodity is 5%, then it is called unit cTﬂS!ici:y
of demand. . . : - B
5% |

%__.

Here price clastici'ly of demand (E) = 1.

In Fig. 2.8, DD, is the uil
D clasticity demand curve, Every poinls
: on this demand curve; the value of
the clasticity of demand is cqual 10
one. The shape of this demand cun®
is rectangular hyperbola. .
(2) Elastic Demand: If 1‘“
percentage  change in Cllfa“"l
D, demanded of the commodty
0 —> Amount of ~ greater than the percentag®
Fig:2.8. demand in price, then it is called ¢l
' ' ~ demand. Here E, > 1.
For example, if the percentage change in price is 5% and as a result the pC
change in quantity demanded is 25% then it is called clastic demand.

Price
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25%
<« clasticity of demand (E,)= Leslull

Here, P 5%
\he value of the clasticity of demand is greater than one.
S;) lnclasllc Demand : If the percentage change in quantity demanded of the

odity s less than the percentage change in price, then it is called inelastic
Cnmm {

Jand. Here E, <L ol
an‘Ol example, 1t the percentage change in price is 5% and as a result the percentage

quanuty dcmandcd is 3%, then it is called inclastic dcmand
3% _ 3

5‘7 5

50 the value of the elasticity of demand is lcss than one.

changé in

Here price clasticity of demand (E,)=

( ) 4) Perfectly Elastic Demand : If the price of the commodity remain constant ie.,
if the percentage change in price of
(he commodity is zcro even though ™ ppice A
(here is 2 change in demand then it .
i< called perfectly elastic demand.
Here E, = o (infinity). Here the

D : D,
value of the elasticity of demand is
infinity.
In Fig. 2.9., DD, is the perfectly
elastic demand curve. This demand 0 , S oo

curve is parallel to the horizontal ) Fig : 2.9.
axis. This is because even though

pricc remain constant there is a change in demand. This means that consumer
purchases commodity at a fixed price.

demand

(5) Perfectly Inelastic Demand If there is a change in price of the commodity

g cven though there is no change
in demand e, if the
percentage change in quantity
demanded is zero, then it is
called  perfectly inelastic
demand. Here E| = 0 (Zero).
Here the valuc of the elasticity
of ‘d.cmand iS zero.

In Fig. 2.10,, DD, is the
sAmount of ~ perlectly inelastic  demand
~ demand -, curve. This demand curve is.

palallel o the vertical axis.

Thi
IS is because even though there is a change in price, demand remain constant at
4 particular level,

Price , D

D
Fig : 2.10.

J Five types of pucc clasticity of demand which we discuss above can be expressed
With the help of Fig. 2.11, ' 131 90

Bis |
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0 : > Amount of
D, demand

‘ Flg 2.1 Othl' lhings rema
constant, the percentage change in quantity demanded of any commodity dye 1, d
cent change in the price of other commodity is called cross price clasticity of g

Here it is assumed that the two commodities are x and y and there jg
the price of commodity x. Therefore

Cmapyg,

ining |
ne per
Mang,

@ Change

- Percentage change in quantity demangeg
of commodity y
Cross price elasticity of demand (E,) = — =
Percentange change in price of
commodity x

Change in quantity demanded of
commodity y

X 100
Initial quantity demanded of

commodity y

.e., cross price elasticity of demand (E,)= :
s : ¢ (B Change in pricc of commodity x s
A

Initial pricc of commodity x
Cross price elasticity of demand is now expressed with the help of symbols.
Let,

q, = initial quantity demanded of commodity y
Aq. = small change in quantity demanded of commodity Y.
P, = initial price of commodity x ;
AP = small change in price of commodity x.
A
: -ix 100
Therefore, cross price elasticity of demand (E.) = :;
! X
£ x100
Py
=Aqyx 5 =Aqy XBL ‘
Ay 1 APie Pl *

The sign of the cross price elasticity of demand are diffcrent.
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Substitute conm.mflillcs‘: F0|"substilutc commoditics, cross price elasticity of
@ 2% " ositive. This 18 'bCLalf§c i X and y are substitute commodities then as a
gema" f increase in the price ol comr'nodity X, the demand for commodity x will
resv! ¢ but the demand for commodity y will increase. This means that due (o
doc®®” .1 the price of commodlty'x_ the demand for commodity y will increase.
incl®2 " ¢ in this €ase duc to change in price of one commodity the demand for other
qherel®! change in the same direction (both increase). .
will r ZxamplC, iea and colfee are substitute commoditics. Here as a result of
se in price of tea, the demand for tea will decrease but the demand for coffee
’“Fre.a ‘case. Thus it is seen that due to change in price of tea the demand for coffee
wf" ;1]1500 change in the samc direction. So cross price elasticity of demand is positive.
“(t?) Complementary c0111n1f)dilics : F'or complem'cntary commodities, Cross price
sticity of demand is ncgative, This is because if x and y are complementary
3 joditics, then as a result of increase in the price of commodity X, the demand
comc[:)mmodity x will decrease and the demand for commodity 'y will also decrease’
E?;ultancously. This' means that due to increase in the price of commodit)_/ X t.he
demand for commodity y w1!.l decrecase. :I‘herefore, in this casc due to change 1n price
of one commodity demand for other will change in the opposite direction. ;
For cxample, car and petrol are complementary commodities. Here as ‘a result of
ncrease in price of petrol, the demand for petrol will decrease and the demand for
car will also decrease simultancously. Thus it is seen that due to change in the price
of petrol, the demand for car will change in the opposite direction, So cross price
elasticity of demand is ncgative, U , .
(¢) Independent commoditics : For independent commodities (there exist no
welation between the uses of commodities) cross price clasticity of demand is zero.
This is because if x and y arc independent commoditics, then as a result of increase
in the price of commodily X, the demand for commodity x will decrease but the
demand for commodity y -will not change. Therefore in this case due to change in
price of one commodity the demand for other will not change. For example milk and
salt are independent commoditics. Here as a result of incrcase in price of milk, the
demand for salt will not change. So there is no relation between the price of milk
and the demand for salt, For this reason the cross price clasticity of demand is zero.

Elﬂziii.?.l.zr.l. Practical Importance or Applicalion'uf l'he Concept of Cross Price
BRI 7 Practicy! Importagee o application of the concept of cross
1) ClalsC]'l(! OF.dcmund is |phn|tc. Main }tcms le'C,dlSCllSSC.d. herc. N
055 pric Z‘l'lc‘ffl‘l'on 0!‘ Rclaum! among Different (‘I?ml.nudm‘es : The Fonccpt of
e differen; ;‘-‘“Llly of dcnland is used i'or the classification of l_hc relation among
iMong (e twc,m?m()d'll‘?s.' [*(?l' cxa'n.]plc. if the cross price clasticity of dcma!]El (E,)
SUbstity e C0n1|;olz;"1'lodlllcs'ls ]E)()SIEIVC- (E, > 0? then the related two commodities be
OMmodities t, odity. Again if E, is negative (E, < 0) then the related twa
lateq pyye C com.plcmcntary commodity. But if E_is zcro (ie. E = 0) then the
e tyq o Coml.nod”ics be independent commodity i.e. there is no relation among
Oiffrep, cg:::()du-y: But according to Prof. Hicks, it'is not rational to classify among

: eternITOd'l_'cs on the basis of cross price elasticity of demand. _
Clagy; ity ofdllnalmn of the Price of Related Commodity : Concept of cross price
'oducc;l:und is used to determine the prices of related commodities when any
S some related commodities. For example, Gillete company produces

s 4
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both razor and razor blade. These two commodities are complemenyy,
Here if the Gillete company reduces the price of its‘razor then along with tom
in demand for razor, the demand for razor blade also increases, p e
amount of demand of the two commodities will increase depend on the
price elasticity of demand. So the concept of cross prlicc clasticity of
important to determine the price of related commaodity.

(3) To Take Decision regarding the Production of New Product e g
elasticity of demand can help to take decisions of any firm regarding the :)Sds e
of new product, For example, if the value of cross price clasticity of demang eligy
new product which the firm want ta produce is positive and very hj
it represents that the new product which the firm wants to produce has large pymct
of substitute product. As a result, it is essential to consider the matter very smm
before the firm takes decisions regarding that, So, the concept is importan; (4
decision regarding the production of new product.

(4) To Determine the Border Line of Industry : Concept of cross price elag
of demand helps to determine the border liné of industry. Some time j; is
difficult to determinc which commodities are within a specific industry,
commodities where cross price clasticity of demand is positive and high in vq
be taken as close substitute commodity of a specific industry from practica] si

Thus it is seen that cross price clasticity of demand is very important,

Valy

: of (b
8h in yojyq

% 2.3.1.3, Income Elasticity of Demand : Other things remaining consta
percentage change in quantity demanded of any commodity due to one p
change in income of the consumer is called income elasticity of demand. The

Percentage change in  quantity demande

_ of the commodity
Income clasticity of demand (E;) = !

Percentange change in income
of the consumer
- Change in quantity demanded

Initial qﬂunlily demanded

i.e., Income claslicily of demand (E;) = : 3
Change in income
- - -x 100 =

i Initial income - ,
Income clasticity ol demand is now expressed with (he help of symbols.

Let, q = initial quantity demanded.
Aq = small change in quantity demanded.
M = initial income, 5
AM = small change in income,
, A4, 100 4
Therefore, Income clasticity of demand (E;) spl T ol N
AM 000 4 AN
M , ‘8
Ag M
AM

There arc different types of income clasticity of demand,
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« commodity (e.g., pin, pencil, cte.) income elasticity of demand is
*=0). This is because the demand for this commodit

1
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(1) Normal commodity : FFor normal commodity income clusli‘:il)" of dcmandhls

itive. This is because lor normal commodity, due to increase in income of the
i per the demand for the commodity also increase. Therefore in case of normal
consugdily dug to change in income of the consumer the demand for the commodity
cflz’"gh“"gés in the same direction (both increase). For this here income elasticity of
ZCSmand is positive, - |

e COllllnmlil?’ : FO!. ifll'crior commodity incﬂfnc clusl"flty_ of dema?d]:s
pative a5 hccuus.c for inferior commodity due to increase in income o l e
consumer the demand for the commodity decrcase, Therefore in case of inferior
commodity due to change in income of the consumer the demand for the commodity

changes in the opposite direction, For this here income clasticity of demand is
ncga[iVC. '

(3) Luxury commodity ; For luxury commodity income elasticity of dem'and is
generally greater than one ( E, > 1). This is because in case of luxury commodity the
percentage change in quantity demanded is generally greater than the percentage
change in income, ¥ _ .

(4) Necessary commodity ;: For necessary commpditfinadns iadtitfigoos

demand is gencrally less than one (E, < 1). This is because in case of necessary

commodity the percentage change in quantity demanded is gencrally less than the
pereentage change in income. .

(5) Special type of Neeessary commodity ; For special types of necessary
generally zero (E,
y is not generally dependent on

the income of the consumer, As a result, generally there is no change in demand even

though the income of the consumer is changed,

02.3.1.3.1, Relation between Income Elasticity of Dem
of Income Spent : Keeping pric
purchase more or less amount

result the amount of money spe
as a result ¢

and and the Proportion
¢ ol the commodity remain constant consumer can
of any commodity due to increase in income. As a
nt of that commodity may increase or decrease. Again
. hange in the amount of money spent of the commodity the ratio of
neome spent upon that commadity is also changed. There cxi
ratio with income -clasticily of demand.

The mauer js now discussed with the help of symbol.

st a relation among this

Let,
M = initial income of the consumer, T
q = amount of initial purchase of the commadity.
. P = price of the commodity, A ,
.-qso initially, the amoupt of expenditure of the consumer upon the commodity =

- So initially (he |
Here j

. * ¥ | I) /

atio of income spent upon the commodity =—! 9

. IS assum

i

‘:come of the ¢ong
I the commodily
he Consumer,

ed that income of the consumer increases by the amount AM. So
umer is increased to M + AM and it is assumed that the demand
is in¢reased by the amount Aq as a result of increase in income
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