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PRICE ELASTICITY OF DEMAND 

Law of demand explains the inverse relationship between price and demand. But the law does 

not tell us by how much amount the demand for a commodity changes due to change in its 

price. Thus, the concept of elasticity of demand shows the proportionate change in quantity 

demanded due to proportionate change in its price.  

Meaning and definitions 

Price elasticity of demand is a measure of the degree of responsiveness of the demand for a 

good to change in its price. It is defined as the percentage change in the demand for the good 

divided by the percentage change in price. 

According to 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.” 

According to Meyers, “ The elasticity of demand is a measure of relative change in the amount 

purchased in response to relative change in price on a given demand curve.” 

Thus, elasticity of demand measures the percentage change in demand due to change in its 

price. There are different degrees of elasticity of demand which shows elastic or inelasticity 

between price and demand. 

ep=  Percentage change in demand for the good 
Percentage change in the price of good 

 
For example: 

Price in Rs. Quantity demanded in units 

10 100 

20 50 

 
So in the above example we can see the change in demand due to change in its price. 

Calculation of Percentage change in demand for the good:- 

Change in quantity= 50 units 

So, converting into Percentage =    50X100  = 50% 

          100 

Calculation of Percentage change in price of the good 

Change in price = 10 

So, converting into Percentage=     10X100  = 100% 

     100 
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Using the formula :-    ep=  Percentage change in demand for the good 
      Percentage change in the price of good 

 

Degrees or Types of Elasticity of Demand 

 

1) Elastic demand ( ep>1) :- It is a situation in which a change in price brings about more 

change in quantity demanded. For example:- 

Price in Rs. Quantity demanded in units 

10 100 

12 50 

 

ep=  Percentage change in demand for the good 
Percentage change in the price of good 

Thus,  50 = 2.5  so, here the situation is  ep>1 
            20 

2) Inelastic demand (ep<1) :- Demand is said to be inelastic when the percentage change in 
demand is less than percentage change in price. 

Price in Rs. Quantity demanded in units 

10 100 

13 90 

 
ep=  Percentage change in demand for the good 

Percentage change in the price of good 
Thus,  10 = 0.3  so, here the situation is  ep<1 
            30 
 

3) Unitary elastic demand (ep=1) :- It is a situation, where percentage change in demand is 
exactly equal to percentage change in price. 

Price in Rs. Quantity demanded in units 

10 100 

15 50 

 
ep=  Percentage change in demand for the good 

Percentage change in the price of good 
Thus,  50 = 1  so, here the situation is  ep=1 
            50 
 

4) Perfectly inelastic demand ( ep=0 ) :- Demand is perfectly elastic when demand does not 
change in response to change ( increase or decrease ) in price of the commodity. 
 

Price in Rs. Quantity demanded in units 
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10 100 

15 100 

 
ep=  Percentage change in demand for the good 

Percentage change in the price of good 
Thus,   0 = 0  so, here the situation is  ep=0 
            50 
 

5) Perfectly elastic demand ( e=∞ ) :- It refers to the situation where a small increase in 
price of a commodity reduces its demand to zero and a small decline in it leads to 
infinite increase in demand. 

Price in Rs. Quantity demanded in units 

10 100 

10 120 

 
ep=  Percentage change in demand for the good 

Percentage change in the price of good 
Thus,   20 = ∞  so, here the situation is  ep=∞ 
             0 
 

Methods of measuring Price Elasticity of demand 
1) Percentage method 
2) Total outlay/ expenditure method 
3) Geometric / point method 

 
1) Percentage method 

This method was first used by Prof. Flux. According to this method price elasticity of 
demand (ep) is measured by taking ratio of percentage change in demand to percentage 
change in price. 
 

ep=  Percentage change in demand for the good 
Percentage change in the price of good 

 
2) Total outlay/ expenditure method 

This method was propounded by Prof. Marshall. Price elasticity of demand can be 
measured on the basis of the change in total expenditure as a result of change in price 
of the commodity. Total expenditure is the product of the price of commodity and the 
number of units purchased for this commodity. 
  TE = P x Q 
TE= TOTAL EXPENDITURE, P= PRICE, Q= QUANTITY 
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Price per unit in Rs. Demand ( Units) Total Expense (PxQ) Remarks 

10 3 30       ep>1 

9 4 36 

8 5 40 

7 6 42       ep=1 

6 7 42 

5 8 40        ep<1 

4 9 36 

3 10 30 

 
1) Elasticity demand ( ep>1) :- If the total expenditure changes inversely with the price 

change, the demand is elastic. The first part of the table shows this situation. For 
example, when price falls from Rs. 10 to Rs.9, TE rises from Rs. 30 to Rs. 36. When ep>1, 
change in demand is more influential than price change. As a result, total expenditure 
changes in the direction of change in demand. 

2) Unit elastic demand ( ep=1) :- If the total expenditure on the commodity remains the 
same as before after change in price, then demand is said to be unitary elastic.  

3) Inelastic demand ( ep<1 ) :- If the total expenditure on the commodity increases with an 
increase in its price and decreases with  a decrease in the price then, the commodity will 
have inelastic demand. 

 
Note:- I ) The relationship between price and total expenditure measuring elasticity of 
demand is based on the assumption that price of a good and its quantity demanded are 
inversely related. 
ii) Total expenditure method is also called total revenue method as total expenditure on the 
purchase of a commodity becomes total revenue in the hands of the seller. 
 
3) Geometric / point method  
This method was first used by Prof. Boulding. According to this method, elasticity of 
demand on any point on  a straight line demand curve is measured by dividing the lower 
part of the demand curve by the upper part of the demand curve. 
 
   ep =  Lower part of the demand curve 
    Upper part of the demand curve 
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Factors determining price elasticity for a good 

 
1) Nature of the commodity:- Elasticity of demand for a commodity depends upon the 

nature of goods. If the commodity is necessary of life, its demand will not change much 

when the price changes. On the other hand demand for luxury goods is elastic. 
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2) Availability of close substitute:- If  close substitute of good are readily available, its 

price elasticity of demand will be more elastic for example, tea and coffee. On the other 

hand, demand will be inelastic for commodities having no substitutes for example , 

demand for petrol. 

3) Proportion of total expenditure:- If a very small proportion of income is spent on a 

good, its demand is likely to be inelastic for e.g, match box, newspaper. On the other 

hand, if a large portion of the total income is spent on a good, its demand will be more 

sensitive to the price change. So elasticity will be high in that case. 

4) Habits:- If a person has developed any habit like, reading books, collection of antiques, 

drinking alcohol etc, he may not be able of restrict his demand for goods. Hence, his 

demand will be inelastic. 

5) Number of uses:-  Good s which can be put to several uses(like milk) will have more 

elastic demand in comparison to the goods having limited use. Goods having less number 

of alternative uses will have inelastic demand. 

6) Income of consumer:- If the consumer is rich, his demand for goods will be inelastic 

because he will least bother about rise in price. And if a consumer is poor, he will give 

importance even to small change in price. 

7) Postponement of consumption:- If the use of a commodity cannot be postponed, its 

demand is usually less elastic (like wheat, rice). On the other hand, if consumption of 

commodity can be postponed, then its demand is said to be elastic (like cement, paint). 

 

Long answer type questions 

1) What do you understand by Price Elasticity of Demand?  

2) What are different degrees of Price Elasticity of Demand? 

3) Briefly explain any two methods of measuring Elasticity of demand. 

4) Explain any five factors affecting the magnitude of price elasticity of demand. 

 


