
Q.Demand Is Considered To Be Elastic
When The Coefficient Of
Priceelasticities Of Demand Is:A.
Greater
Q.Demand Is Considered To Be Elastic When The Coefficient Of
Priceelasticities Of Demand Is: A. Greater

Introduction to Price Elasticity of Demand

Understanding the Concept
Price elasticity of demand (PED) is a fundamental concept in economics that
measures the responsiveness of quantity demanded of a good or service to a
change in its price. It provides insights into how consumers react to price
fluctuations and helps businesses and policymakers make informed decisions.
The elasticity is quantified by the price elasticity coefficient, which
indicates whether demand is elastic, inelastic, or unit elastic.

Significance of Elasticity in Economics
- Helps determine the impact of price changes on total revenue.
- Guides firms in setting optimal pricing strategies.
- Assists governments in taxation policy formulation.
- Aids in understanding consumer behavior and market dynamics.

Defining the Price Elasticity Coefficient

The Formula
The price elasticity of demand is calculated as:

\[
\text{PED} = \frac{\% \text{ change in quantity demanded}}{\% \text{ change
in price}}
\]

Or, in a more precise form:

\[
\text{PED} = \frac{\Delta Q / Q}{\Delta P / P}



\]

where:
- \(\Delta Q\) is the change in quantity demanded,
- \(Q\) is the initial quantity demanded,
- \(\Delta P\) is the change in price,
- \(P\) is the initial price.

Interpreting the Coefficient
- PED > 1: Demand is elastic.
- PED = 1: Demand is unit elastic.
- PED < 1: Demand is inelastic.

The magnitude of the coefficient determines the degree of responsiveness of
demand to price changes.

Demand Elasticity: When Is Demand Considered
Elastic?

What Does Elastic Demand Mean?
Elastic demand indicates that consumers are highly responsive to price
changes. A small change in price leads to a proportionally larger change in
the quantity demanded. This sensitivity can be due to various factors, such
as the availability of substitutes or the necessity of the good.

Criterion for Elastic Demand
- The coefficient of price elasticity of demand is greater than 1.
- This implies that the percentage change in quantity demanded exceeds the
percentage change in price.

Characteristics of Elastic Demand

Factors Contributing to Elasticity
Several factors influence whether demand for a product is elastic:

Availability of Substitutes: More substitutes mean higher elasticity, as1.
consumers can easily switch if prices change.

Necessity vs. Luxury: Luxuries tend to have more elastic demand compared2.



to necessities.

Proportion of Income: Goods that take up a significant portion of3.
consumer income are more elastic.

Time Horizon: Demand tends to be more elastic over longer periods, as4.
consumers have more time to adjust their behavior.

Implications of Elastic Demand
- Price reductions can significantly boost total revenue.
- Price increases may lead to substantial declines in quantity demanded,
reducing revenue.
- Businesses must carefully analyze elasticity before adjusting prices.

Calculating and Interpreting the Price
Elasticity Coefficient

Methods of Calculation
The price elasticity coefficient can be estimated through:

Point Elasticity: Uses calculus for a precise measure at a specific
point on the demand curve.

Arc Elasticity: Uses average values over a range of prices and
quantities, suitable for finite changes.

Example Calculation
Suppose the price of a product drops from \$10 to \$9, and the quantity
demanded increases from 100 to 120 units.

First, calculate percentage changes:
- \(\Delta P = -\$1\), \(P_{avg} = \$9.5\)
- \(\Delta Q = 20\), \(Q_{avg} = 110\)

Then:
\[
\text{PED} = \frac{(20/110)}{(1/9.5)} \approx \frac{0.1818}{0.1053} \approx
1.73
\]



Since 1.73 > 1, demand is elastic.

Implications of Elastic Demand for Businesses
and Policymakers

For Businesses
- Price cuts can lead to a more than proportional increase in sales,
increasing revenue.
- Raising prices can significantly reduce demand, potentially decreasing
revenue.
- Understanding elasticity helps in optimal pricing strategies.

For Policymakers
- Taxation on goods with elastic demand can lead to significant reductions in
consumption.
- Policies aimed at controlling prices need to consider demand elasticity to
avoid adverse effects on revenues and welfare.

Elasticity and Total Revenue Relationship

Understanding the Relationship
Total revenue (TR) is the product of price (P) and quantity demanded (Q):

\[
TR = P \times Q
\]

The effect of price changes on total revenue depends on the elasticity:

- Elastic demand: Price decrease increases total revenue.
- Inelastic demand: Price increase increases total revenue.
- Unit elastic demand: Total revenue remains unchanged with price changes.

Graphical Representation
Demand curves with different elasticities display characteristic shapes:
- Elastic demand curves are flatter.
- Inelastic demand curves are steeper.
- The point where elasticity equals 1 is the midpoint of the demand curve.



Summary and Conclusion

Key Takeaways
- Demand is considered elastic when the price elasticity coefficient exceeds
1.
- Elastic demand signifies high consumer responsiveness to price changes.
- Factors influencing elasticity include availability of substitutes, nature
of the good, income proportion, and time.
- Recognizing whether demand is elastic helps businesses optimize pricing and
policymakers design effective tax and price control measures.
- The relationship between elasticity and total revenue is crucial for
strategic decision-making.

Final Thoughts
Understanding the concept of elasticity and the significance of the
coefficient being greater than 1 enables stakeholders to predict market
reactions accurately. It emphasizes the importance of detailed market
analysis before implementing price changes or policies. As markets evolve,
elasticity remains a vital tool for interpreting consumer behavior and
ensuring economic efficiency.

In essence, when the coefficient of price elasticity of demand is greater
than 1, demand is classified as elastic, indicating that consumers are highly
sensitive to price fluctuations, which has profound implications for pricing
strategies, revenue management, and economic policy formulation.

Frequently Asked Questions

What does it mean when the coefficient of price
elasticity of demand is greater than 1?
It indicates that demand is elastic, meaning a small change in price leads to
a larger change in quantity demanded.

Why is demand considered elastic when the price
elasticity coefficient exceeds 1?
Because the percentage change in quantity demanded is greater than the
percentage change in price, showing consumers are sensitive to price changes.

How does a high price elasticity of demand impact a



company's pricing strategy?
Companies need to be cautious with price increases, as demand may drop
significantly, reducing total revenue.

Can you give an example of a product with elastic
demand?
Luxury goods, such as high-end electronics or designer clothing, often have
elastic demand because consumers can delay or forgo purchases if prices rise.

What are the implications for total revenue when
demand is elastic and price decreases?
Total revenue increases because the increase in quantity demanded outweighs
the decrease in price.

How is the coefficient of price elasticity of demand
calculated?
It is calculated as the percentage change in quantity demanded divided by the
percentage change in price: E = (%ΔQd) / (%ΔP).

Additional Resources
Demand Is Considered To Be Elastic When The Coefficient Of Price Elasticities
Of Demand Is Greater — a fundamental concept in economics that helps
businesses, policymakers, and consumers understand how changes in price
influence the quantity demanded of a particular good or service. Recognizing
whether demand is elastic or inelastic allows stakeholders to make informed
decisions regarding pricing strategies, taxation policies, and market entry
strategies. This comprehensive guide explores the core principles behind the
concept, the significance of the price elasticity of demand, how to interpret
the elasticity coefficient, and the practical implications for various
economic agents.

---

Understanding Price Elasticity of Demand

What Is Price Elasticity of Demand?

Price elasticity of demand (PED) measures the responsiveness of the quantity
demanded of a good or service to a change in its price. It quantifies how
much the quantity demanded will change in percentage terms for a 1% change in
price.



Mathematically, the price elasticity of demand is expressed as:

\[ \text{Price Elasticity of Demand (PED)} = \frac{\%\ \text{Change in
Quantity Demanded}}{\%\ \text{Change in Price}} \]

- If PED > 1, demand is elastic.
- If PED < 1, demand is inelastic.
- If PED = 1, demand is unit elastic.

Why Is Price Elasticity Important?

Understanding whether demand is elastic or inelastic influences various
economic decisions:

- Pricing Strategies: Firms can optimize pricing to maximize revenue.
- Taxation Policies: Governments can assess the impact of taxes on
consumption.
- Market Entry and Exit: Businesses evaluate potential market reactions to
price changes.
- Revenue Prediction: Anticipate the effects of price adjustments on total
sales.

---

When Is Demand Considered Elastic?

Defining Elastic Demand

Demand is considered to be elastic when the coefficient of price elasticity
of demand is greater than 1. This indicates that consumers are highly
responsive to price changes. A small decrease in price leads to a
proportionally larger increase in quantity demanded, whereas a small increase
in price causes a significant drop in demand.

In simple terms:
> When demand is elastic, consumers are sensitive to price changes, and their
purchasing decisions react strongly.

The Elasticity Coefficient: The Key Indicator

The elasticity coefficient (or simply the elasticity value) is a numerical
measure of this responsiveness:

- Elastic Demand: PED > 1
- Inelastic Demand: PED < 1
- Unit Elastic Demand: PED = 1

For example, if the price of a product drops by 10% and the quantity demanded
increases by 15%, then:

\[ \text{PED} = \frac{15\%}{10\%} = 1.5 \]



Since 1.5 > 1, demand is elastic.

---

Factors Influencing Elasticity of Demand

Several factors determine whether demand for a product is elastic or
inelastic:

1. Availability of Substitutes

- More substitutes: Demand tends to be more elastic because consumers can
easily switch to alternatives.
- Fewer substitutes: Demand tends to be inelastic.

2. Necessity vs. Luxury

- Necessities: Goods like medical services or basic foods usually have
inelastic demand.
- Luxuries: Items like high-end electronics or vacations tend to have elastic
demand.

3. Proportion of Income Spent on the Good

- Small proportion: Demand tends to be inelastic.
- Large proportion: Demand tends to be elastic, as price changes
significantly affect purchasing power.

4. Time Period

- Short-term: Demand tends to be inelastic because consumers need time to
adjust.
- Long-term: Demand becomes more elastic as consumers find alternatives or
change consumption habits.

---

Practical Implications of Elastic Demand

Understanding that demand is considered to be elastic when the coefficient of
price elasticities of demand is greater has several real-world applications:

1. Pricing Strategies for Businesses

Businesses seeking to maximize revenue need to understand the elasticity of
their products:

- For elastic products: Lowering prices can lead to a proportionally larger
increase in quantity demanded, increasing total revenue.
- For inelastic products: Raising prices may increase revenue since demand is
less responsive.



Example:
A luxury car manufacturer may face elastic demand; lowering prices could
significantly boost sales volume. Conversely, a pharmaceutical company
selling essential medication may have inelastic demand; increasing prices
might not drastically reduce sales.

2. Taxation and Government Policy

Governments often impose taxes on goods and services:

- Taxing elastic goods: Can lead to a significant decrease in consumption,
possibly reducing tax revenue and causing unintended economic effects.
- Taxing inelastic goods: Usually results in higher revenue with minimal
reduction in quantity demanded.

3. Market Entry and Exit Decisions

Companies analyze elasticities to decide whether to enter or exit a market:

- Elastic demand markets: Entry might be more competitive, and firms must be
cautious with pricing.
- Inelastic demand markets: Firms can have more pricing power.

4. Revenue Forecasting

Knowing whether demand is elastic or inelastic helps predict the impact of
price changes on total revenue:

- Elastic demand: Price cuts can lead to higher total revenue.
- Inelastic demand: Price increases can boost revenue.

---

Visualizing Elasticity

Understanding the concept visually can clarify the responsiveness:

Graphical Illustration

Imagine a demand curve:

- Elastic demand curve: Flatter slope, indicating high responsiveness.
- Inelastic demand curve: Steeper slope, indicating low responsiveness.

When price decreases along an elastic curve, the quantity demanded increases
substantially; when price increases, demand decreases sharply.

---

Summary Table: Elastic vs. Inelastic Demand



| Feature | Elastic Demand | Inelastic Demand |
|---------|------------------|------------------|
| Coefficient | Greater than 1 | Less than 1 |
| Responsiveness | High | Low |
| Total Revenue Effect | Lower price increases revenue | Higher price
increases revenue |
| Substitutes | Many | Few |
| Necessity | Usually luxury | Usually necessity |

---

Conclusion: Recognizing Elastic Demand in Practice

In the realm of economics, demand is considered to be elastic when the
coefficient of price elasticities of demand is greater than 1, reflecting a
high degree of consumer responsiveness to price changes. Recognizing whether
a product's demand is elastic allows businesses to set optimal prices,
policymakers to craft effective taxes, and consumers to understand market
dynamics better.

By analyzing the factors influencing elasticity—such as availability of
substitutes, necessity, income proportion, and time—stakeholders can make
strategic decisions that align with market realities. Whether you're a
business owner seeking to maximize revenue, a policymaker aiming to balance
taxation effects, or a consumer navigating market choices, understanding
elasticity is essential for informed decision-making in a complex economic
landscape.

---

Remember: The elasticity coefficient is not static; it varies across
products, markets, and over time. Always consider the context and the
specific characteristics of the good or service in question when applying
these principles.
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