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PED The responsiveness of the quantity demanded of a good or service to a change in the price.

% Change: Difference/Original * 100

Percentage Change in Quantity Demanded
Formula PED = - .
Percentage Change in Price

PED Values Elastic Demand Inelastic Demand

Inelastic:

If price goes up, revenues will go up

PED Value Demand

y u If price goes down, revenues will go down
1] Perfectly Inelastic = H
0> PED > =1 Inelastic .
-1 Wnit Elastic —EIaStIC.
=1 2> PED > = Elastic ) .
= perfectly Elastic If price goes up, revenues will go down
Substitutability of the Good If price goes down, revenues will go up

Necessity of the Good

Short-run vs. Long-run When the price of a small car is £15,000, there are

100,000 people in the UK which wish to buy it.
When the price falls to £10,000 the number
wanting to buy the car rises to 200,000. What
does this information tell you about the market for
small cars in the UK?
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| Specific Market Conditions ‘

Income Elasticity of Demand (YED)

Cross Elasticity of Demand (XED)

The responsiveness of the quantity demanded of a

The responsiveness of the quantity demanded of a The table below shows estimates of UK consumers” income elasticity of demand for holidays

good or service to a change in income.

good or service to a change in the price of another
good orservice.
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in four different countries.

Country

Income elasticity of demand

China
Peru

Italy

Spain

0.8

From the data it may be concluded that a 10% rise in real incomes would lead to

A afall in demand for holidays in China.

B no change in demand for holidays in Peru.

C a 14% increase in demand for holidays in Italy.

D a2% increase in demand for holidays in Spain.
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(b) Elastic demand () Unit elastic
demand
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The market for beef
Extract A
Boost to UK farmers

The horsemeat scandal of 2013 affected the demand for many processed meat products.
Traces of horsemeat were discovered in products labelled as beef, manufactured by
many overseas suppliers. With many beef products customers had little knowledge about
where the beef came from. If the manufacturers knew, they were not always making this
clear to customers.

As a result of the scandal, the proportion of domestically-sourced beef in British shops
rose from 81% to 83% in 2013. Consequently, the prices farmers received for beef in the
UK rose by 3%.

Another potential boost for UK farmers is demand from emerging markets. As the
middle class grows in countries such as China, so does their demand for protein and
dairy products. British meat and dairy products are seen as offering a stable and proven
supply chain, unlike in China where baby milk has been found with traces of the plastic
melamine. State-owned Chinese companies are approaching dairy farmers directly to
secure millions of litres of UK milk.
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(d) Inelastic demand {e) Completely

A Tax When Demand is Price Elastic A Tax when Demand is Price Inelastic
Most of the tax is paid by producer Most of the tax is paid by the consumer

Price S+ Tax Price
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(b) Assess the likely impact of a 3% increase in the price
of UK beef on the market for lamb.

(10)

For more help, please visit www.exampaperspractice.co.uk
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