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Elasticity of demand

 It is defined as the responsiveness of the quantity demanded of 

good to the change in price, income, and price of related good. 

𝑬𝑫 =
% 𝑪𝐡𝐚𝐧𝐠𝐞 𝐢𝐧 𝐪𝐮𝐚𝐧𝐭𝐢𝐭𝐲 𝐝𝐞𝐦𝐚𝐧𝐝𝒆𝒅

%𝐂𝐡𝐚𝐧𝐠𝐞 𝐢𝐧 𝒂𝒏𝒚 𝒐𝒏𝒆 𝒐𝒇 𝒕𝒉𝒆 𝐝𝐞𝐭𝐞𝐫𝐦𝐢𝐧𝐚𝐧𝐭 𝐨𝐟 𝐝𝐞𝐦𝐚𝐧𝐝
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Type of Elasticity of Demand

Types of 
Elasticity of 

Demand

Price Elasticity
Income 

Elasticity 
Cross Elasticity 
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Price Elasticity of Demand

 Price Elasticity of Demand expresses response of quantity demanded of a 
commodity to changes in its price. 

𝑬𝑷 =
% 𝐜𝐡𝐚𝐧𝐠𝐞 𝐢𝐧 𝐝𝐞𝐦𝐚𝐧𝐝

% 𝐜𝐡𝐚𝐧𝐠𝐞 𝐢𝐧 𝐝𝐞𝐦𝐚𝐧𝐝

EP= 
𝚫𝑸

𝚫𝑷
×

𝐏

𝐐

Where:

∆Q= Change in quantity

∆P= Change in price

Q=Original quantity

P=Original price
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Degrees of Price Elasticity-

1. Perfectly Elastic Demand-

E=∞

2. Perfectly Inelastic Demand-

E=0
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3. Unitary Elastic Demand

E=1

4. Highly Elastic or Relative Elastic Demand

E>1

5. Inelastic Demand 

E<1
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Income Elasticity of Demand-

 The degree of responsiveness of demand for a product to the change 

in income of a consumer is known as income elasticity. 

𝐸𝑌 =
% 𝐶ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦 𝑑𝑒𝑚𝑎𝑛𝑑𝑒𝑑

% 𝐶ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑖𝑛𝑐𝑜𝑚𝑒 𝑜𝑓 𝑐𝑜𝑛𝑠𝑢𝑚𝑒𝑟
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1. Income elasticity more than 1,it is luxury goods or a superior goods.

E>1         

2. Income elasticity less than 1, a necessity good or a necessary good is a type of normal good

E<1          - Essential goods

3. Income elasticity is 0 , that an increase in income does not change the quantity demanded of 
the good.

E=0           

4. Income elasticity is negative is associated with inferior goods .

E<0           

5. Income elasticity is more than 0 [Postive Income Elasticity]

E>0           Normal goods

6. Income elasticity is equal to 1

E=1               Semi Luxury
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Cross Elasticity of Demand

 A change in price of one article causes a change in demand of 

another article.

𝑬𝒄 =
𝑷𝒓𝒐𝒑𝒐𝒓𝒕𝒊𝒐𝒏𝒂𝒕𝒆 𝒄𝒉𝒂𝒏𝒈𝒆 𝒊𝒏 𝒑𝒖𝒓𝒄𝒉𝒂𝒔𝒆 𝒐𝒇 𝒄𝒐𝒎𝒎𝒐𝒅𝒊𝒕𝒚

𝑷𝒓𝒐𝒑𝒐𝒓𝒕𝒊𝒐𝒏𝒂𝒕𝒆 𝒄𝒉𝒂𝒏𝒈𝒆 𝒊𝒏 𝒑𝒓𝒊𝒄𝒆 𝒐𝒇 𝒄𝒐𝒎𝒎𝒐𝒅𝒊𝒕𝒚
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1. When cross elasticity is more than 0 (Substitute goods)

Ec>0

2. When cross elasticity is less than 0 (Complimentary goods)

Ec<0

3. When cross elasticity is equal to 0 (Unrelated goods)

Ec=0
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