Sample 1 : Best answer work Topic: Syllabus 2.5 Elasticity Webnote 980

What score do you think this student received?

Price elasticity of demand s the measwremert of |

the YesponsivencS‘S of q,uau‘ﬁ‘ry dewwded_‘fl? v eSZT
in_price, High price elasticity of demand means that,

M-/\@\ prices change, q,wm‘ﬁTydemandedm change |
—witl relatively _largc response_to them, There ave three |
_ o determinonts of PED. One ls_ﬂse._dcgme [ AR
—hecessities, the second is e proportion spert of jacowe
o0 products and the last s the number and closepecs
S substitutes, | |
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First of all, quods with lage degree o necesSity m"d

to Vave inelastic denand . Necessities are goeds whidh

ave essential for living . For examples, teods ave esseutiol
~ goods. Sucl necessities ave price Inelastic beconS€

_ conswmers Wil ouy goods regord|(ess of the price. Inelastic

. demomd can be Seent i <Di03mw*> 0S Du dMV‘d cure,

_ Price dhavge from @ P 1o P> whichis /0% drop results

't' i 5% increase in %amT}Wdemanded from @, 1o Qf-

. Price CWV‘&‘? leads o Vela\‘l?vely Qwau CW*ﬁe i gpa ntity,
dewonded, thevefore it s price nelastic. On the ofher
hand, goods that ave viot e cessities but are (waies

- tend to hove elastic demand. For exomple, cors and

s restanvovts . Such de mand con be seen im € Dio@fam}

08 Ds curve. Price cl/w\y\sc from Pi 1o P2 which is [0

% drop leads to velctively lovge increase in quantity

[w dewanded which 1s 20% tnerease From @, 10 Q.
Second determinaits of PED s the proportion spent

on geods of the consumers’ income.. The move proportion

__of ivcome gpent pn goods, the more elastic the demand
will be, For example, penci k which are low proportion -
_of vicowe spent can be bowght after [0% increase in |

__price. But on the ather kawd,goods that spend high |

__proportion of income Sich a5 cars, consumers tend To |
_stop buying them when the price lncreases by 107

TWL fWVd def PWV\:IMV\TS‘ Of DED iS the number and _ 'i
—closeness & substitutes. Goods with o lof of Subctitudes

L Such as notebooks, conswmers can Swich the Produc‘t;_‘m
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{Ym one Ibmaﬂr\e Mamam\;: bf ﬁ\e m‘f&bao’(s ZoS |

Lwerensed i tts price. Geeds thot have close sulostituts
Sudnas_ Coca Colo tand Peps:, corsumers ore pboleto Swtth
between them 'f one of the price increases. mes‘bﬁfiiﬂ
are _defined 0S goods thot con be glzed nsed in p{ocogc
eoclh_gtiher, thus the more Swostitutes ageed - fthe
more price castic it will be., And the more c[ns& ——1
Substitutes agood hus, tne more price elastic demanc! 7.
! ¥ ‘Hﬂ?havc S well.
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Jeiermmwtsjfﬁme, elastic Ty of demand. One is ﬁ
;ﬁaadggree of necasities whiclh necessrties tend 1o |
e price wnelostic , and in conhaST [wxaries tend 4o be |
price elestic. The gecond is fie

fie Drogortion of income
MMM@S;MMM‘
pnwortie n of v come spertt rises. The last s the nyumber

_and cleseness cf Subst 'LA‘J‘_es_mlL‘CL\ M&Sﬁ_ﬂ\&dﬁi&
with Lm/easwg Number and Cfgsemssnf_ihbitm_ 1
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