                                              Price Elasticity of Demand


Price Elasticity of Demand = % Change in Quantity Demanded / % Change in Price
· Perfectly Elastic Demand
· Perfectly Inelastic Demand
· Relatively Elastic Demand
· Relatively Inelastic Demand
· Unitary Elastic Demand

Elasticity = responsiveness of consumer due to the price change of any commodity

Definitions
· According to Alfred Marshall: "Elasticity of demand may be defined as the percentage change in quantity demanded to the percentage change in price."
· According to A.K. Cairncross : "The elasticity of demand for a commodity is the rate at which quantity bought changes as the price changes."
· According to J.M. Keynes : "The elasticity of demand is a measure of the relative change in quantity to a relative change in price."
· According to Kenneth Boulding : "Elasticity of demand measures the responsiveness of demand to changes in price."

The law of demand tells us that consumers will respond to a price decrease by buying more of a product (other things remaining constant), but it does not tell us how much more.

The degree of responsiveness or sensitivity of consumers to a change in price is measured by the concept of price elasticity of demand


DEGREES OF PRICE ELASTICITY

Different commodities have different price elasticities. Some commodities have more elastic demand while others have relative elastic demand. Basically, the price elasticity of demand ranges from zero to infinity. It can be equal to zero, less than one, greater than one and equal to unity.

According to Dr. Marshall : "The elasticity or responsiveness of demand in a market is great or small according as the amount demanded increases much or little for a given fall in price and diminishes much or little for a given rise in price."

However, some particular values of elasticity of demand have been explained as under ;

Types of Price Elasticity of Demand:
Perfectly Elastic Demand   (EP = ∞)
 
	When the percentage change in quantity demanded is infinite even if the percentage change in price is zero, the demand is said to be perfectly elastic. Endless demand at given price.
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290398396779/perfectly-elastic-demand/PED1.PNG?height=255&width=320]

Observe the graph, price of the goods raised from P to P1 and remained constant. But the demand curve of the products is increasing from Q1 to Q2 and so on.
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290398475665/perfectly-elastic-demand/bike.jpg?height=156&width=200]
 
Eg:-  we can take example as bikes market.  In today’s Indian bike market The demand for bikes is increasing day by day without any effect of price change.



Perfectly Inelastic Demand  (EP = 0)

	When the percentage change in quantity demanded is zero no matter how price is changed, the demand is said to be perfectly inelastic
Observe the graph, price of the goods changing or raises from P1 to P2 and P3 but there is no change in demand at Q.
 
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290399286488/perfectly-inelastic-demand/ped%20b.png?height=264&width=320]
 
Example: Emergency services, drugs and essential food item have perfectly inelastic demand. The price of food item may increase or decrease; there will be no change in the demand for goods
Or
An example of perfectly inelastic demand would be a lifesaving drug that people will pay any price to obtain. Even if the price of the drug were to increase dramatically, the quantity demanded would remain the same.
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290399303873/perfectly-inelastic-demand/med.jpg?height=138&width=200]

	







Relatively Elastic Demand  (EP> 1)
	

When the percentage change in quantity demanded is greater than the percentage change in price, the demand is said to be elastic.
Or

In other words, relatively small changes in price cause relatively large changes in quantity.

Observe the graph, price of the goods increased from P1 to P2 and eventually the demand for  the goods decreases from Q1 to Q2. But the proportionate change in price is less than the proportionate change in demand
 
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290406448139/relatively-elastic-demand/ped%20c.png?height=245&width=320]
 
 
Example: - there are commodities for which a small change in price will drastically reduce the amount of the commodity demanded. For example, air-travel for vacationers is very sensitive to price. An increase in the air fare will lead the vacationer to choose another mode of transportation like car or lead him to postpone the vacation plan for the time being. Thus for a rise in air fare for the vacationers we will see a relatively more drastic reduction in quantity demanded and hence high price elasticity of demand.
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290406474038/relatively-elastic-demand/ss.gif?height=158&width=200]


Relatively Inelastic Demand  (Ep< 1 )

	More change in the price of the goods but less change in demand for the goods.
Observe the graph, price of the goods increased from P1 to P2 and eventually the demand for the goods decreases from Q1 to Q2. The proportionate change in price is more than the proportionate change in demand.
 
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290406538909/relatively-inelastic-demand/ped%20d.png?height=263&width=320]
 
Example: if we observe the prices of petrol and comparing its demand change with the change in price levels of petrol (even though the price changes to great extent, there will not be much change in demand)


Unitary Elastic Demand  ( Ep = 1)
 
	The proportion of change in demand is equal to proportion of change in price.


[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290406659579/unitary-elastic-demand/wew.png?height=243&width=320]
 
Observe the graph, price of the goods increased from P1 to P2 and eventually the demand for the goods decreases from Q1 to Q2. The proportionate change in price is equal the proportionate change in demand
Example: The price of digital cameras increases by 10%, the quantity of digital cameras demanded decreases by 10%.  The price elasticity of demand is (unitary elastic demand).
[image: https://sites.google.com/site/economicsbasics/_/rsrc/1290406685051/unitary-elastic-demand/ffg.jpg?height=200&width=191]
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