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Valuc.of Elasticity c.o-efﬂclnts and their Description

Value of Degrees of Elasticity Description
Elasticity
Co-efficient
Es=0 Perfectly Inelastic damand Change in price causes no change in
quantity demanded.
Es<1 Less than unitary elastic Percentage change in demand s less
demand than percentage change in price.
Eq=1 Unitary elastic demand Percentage change in demand is equal to
percentage change in price.
Es>1 Greater than unitary elastic Percentage change in demand is more
demand than percentage change in price.
E,=® Perfectly elastic demand Little change in price causas an infintta

change in demand.
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DETERMINANTS OF ELASTICITY OF

DEMAND

. Availability of substitutes
Proportion of income spent on a commaodity

Different uses of commaodity
Habit of consumer

Nature of commodity
Postponement of the use
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IMPORTANCE OF PRICE ELASTICITY OF
DEMAND

Te a monopolist
To a finance minister

Useful in factor pricing
. Useful in international trade
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Explanation of paradox of poverty of farmer
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Cross Elasticity of Demand

There is a mutual relationship between change in price and quantity demanded of two related
goods. Change in the price of one good can cause change in the demand for the related good.

MEASUREMENT OF CROSS ELASTICITY OF DEMAND
Cross elasticity of demand is measured by the following formula :
£ Percentage change in Quantity demanded of Good -X
Percentage change in the price of Good-Y
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Degrees of Cross Elasticity of

Demand

m Positive :

When goods are substifutes of each other, then a given percentage rise in the price of
qood will lead fo a given perceniage increase in the demand for the other good. In other words, cross

elasticity of demand is positive in case of substitutes.
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Negative

In case of complementary goods (jointly
demanded goods), percentage rise in the price of one leads to

percentage fall in the demand for the other.
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