Concept of Price Elasticity of Demand &
Its Determinants

1 Mark Questions

1. Give the meaning of inelastic demand.(All India 2014) (Delhi 2009)

or

When is demand said to be price inelastic?(HOTS; All India; Delhi 2013,2009)
or

When is the demand for a good said to be inelastic?

Ans. When percentage change in quantity demanded is less than percentage change in
price, the demand is said to be inelastic.

2. Give the meaning of Price Elasticity of (All India 2011)

Ans. Price Elasticity of Demand is the responsiveness of quantity demanded to change
in price.

3. Why is demand for water inelastic? (Hots; Delhi 2010)

Ans. Demand for water is inelastic because change in price does not affect the demand
for water as water is essential for life.

3 Marks Questions

4.8 units of agood are demanded at a price of? 7 per unit. Price Elasticity of
Demand is (-) 1. How many units will be demanded if the price rises to? 8 per
unit? Use expenditure approach of Price Elasticity of Demand to answer this
guestion. (Delhi 2011)

Ans.
Price ®) Quantity (units) Total Expenditure @
7 8 56
8 7 56
Given Ey=-1

In this case, when Elasticity of Demand is () 1, Total Expenditure will remain constant.
Total Expenditure (TE)=7 x 8 =% 56

*» TE does not change.

.. When price is T 8 per unit

Quantity demanded = 56 + 8 = 7 units
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5. A consumer buys 10 units of a good at a price of? 6 per unit. Price Elasticity of
Demand is (-) 1. At what price will he buy 12 units? Use expenditure approach of
Price Elasticity of Demand to answer this question (Delhi 2011)

Ans.
Price Quantity (units) Total Expenditure ()
6 10 60
5 12 60
GivenEy =(=)1

In this case when Elasticity of Demand is (—) 1, Total Expenditure will remain constant.
Total Expenditure (TE) =10 x 6 = T60
TE does not change.
When quantity is 12 units
Price =60 +12 =3 5 per unit

6. When price of agood is 13 per unit, the consumer buys 11 units of that good.
When price rises to 15 per unit, the consumer continues to buy 11 units.
Calculate Price Elasticity of Demand. (All India 2011)

Ans.
Given, P=%13; R =315,
AP=R-P=15-13=%2
Q =11units, Q; =1Tunits,
AQ=Q,-Q=11-11=0
P AQ 13 0 -
E :——){——:—_x_=0
d “Q CRAETRE:
E; =0 or demand is perfectly inelastic

7. When price of agood is 12 per unit, the consumer buys 24 units of that good.
When price rises to 114 per unit, the consumer buys 20 units. Calculate Price
Elasticity of Demand. (All India 2011)

Ans.
Given, P=12;R=%14AP=R-P=14-12=X2
Q = 24 units; Qy = 20 units
AQ =Q;-Q=20-24=(-)4units
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P ﬂQ 12 -4
= (- ki S L Nl S
td Q AP ) 2472
. Price Elasticity of Demand E; =1

8. From the following table, calculate Price Elasticity of Demand.(All India 2011)

Price ®) Quantity (units)
9 100
9 150

Given, P=%9;R=%9
AP =R -P =9-9=0

Q =100 units

Q; =150 units;

AQ =Q; - Q =150 -100 =50 units
El.aﬁtut:m;.!n'::fE}emand(}Ed}—l{—E AQ {—]i}(ﬂ=ﬂ=m

Q AP 100 0O 0
. Price Elasticity of Demand Ej = o

9. Explain any two factors that affect Price Elasticity of Demand. (Delhi 2010; All
India 2009)

Ans. The two main factors that affect Price Elasticity of Demand are:

() Number of substitutes of a goods Demand for goods which have close
substitutes (like tea and coffee) is relatively more elastic. Because, when price of such a
good rises, the consumers have the option of shifting to its substitute. Goods without
close substitutes like cigarettes etc are generally found to be less elastic or inelastic in
demand.

(ii) Proportion of income spent on the goods On which consumers spend a small
proportion of their income (toothpaste, needles, etc) will have an inelastic demand. On
the other hand, goods on which the consumers spend a large proportion of their income
(cloth, television, etc) tend to have elastic demand.
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10.Explain the effect of the following on Price Elasticity of Demand of a
commodity, (i) Number of substitutes (ii) Nature of the commodity (All India 2010)

Ans. (i) Number of substitutes of a goods Demand for goods which have close
substitutes (like tea and coffee) is relatively more elastic. Because, when price of such a
good rises, the consumers have the option of shifting to its substitute. Goods without
close substitutes like cigarettes etc are generally found to be less elastic or inelastic in
demand.

(if) Nature of the commodity Ordinarily, necessaries like salt, match boxes, medicines
etc have less than unitary elastic (inelastic) demand. Luxuries, like air conditioner, costly
furniture, car etc have greater than unitary elastic demand. Comforts like, cooler, fans
etc have neither very elastic nor very inelastic demand. Jointly demanded goods like
pen and ink etc shows a moderate Elasticity of Demand.

11.How is a Price Elasticity of Demand of a good influenced by availability of its
close substitute? Explain by giving an example. (Delhi 2010; 2009)

Ans. Number of substitutes of a goods Demand for goods which have close substitutes
(like tea and coffee) is relatively more elastic. Because, when price of such a good
rises, the consumers have the option of shifting to its substitute. Goods without close
substitutes like cigarettes etc are generally found to be less elastic or inelastic in
demand.

12.Explain the geometric method of measuring Price Elasticity of Demand.(All
India 2009,2008)

Ans. Geometric method measures Price Elasticity of Demand at different points on the
demand curve. It is also called point method of measuring Elasticity of Demand.

Y F 3 -Ed [
M PN = Lower segment
PM = Upper segment
&
8
o
Eqg<1
N EU = 0
o) Quantity untts) >~
Geometric method
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MN is a straight line demand curve sloping downward. P is a mid-point on the demand
curve. It divides the demand curve into two equal segments, lower segment (PN) and
upper segment (PM).

Lower Segment
Upper Segment’

Corresponding to a particular point on the demand curve.

13.A 5% fall in price of a good leads to 10% rise in its demand. A consumer
buys 40 units of a good at a price of 10 per unit. How many units will he buy at a
price of 12 per unit? Calculate.(All India 2009)

Ans.
Percentage Change in Quantity Demanded _ 10

= =3
Percentage Change in Price 5

Eq=

Here, P = T10 per unit; A = T 12 per unit; AP =P, — P =12 —10 = T 2 per unit
Q =40 units; Q; =4 AQ =Q - 40 .

P _AQ
Ed—[_}axﬁ
EXQ - 40
40 2
16 =—-Q + 40
Q;=40-16
Qq = 24 units

». He will buy 24 units.

14. A5%rise in price of a good leads to 5% fall in its demand. A consumer
buys 100 units of a good when price is 5 per unit. At what price will he buy 120
units? Calculate. (All India 2009)

Ans.
£ = % Change in Quantity Demanded
d % Change in Price
Here, P=%5perunit; R=x; AP=KR-P=x-5
Q =100 units; Q; =120 units
AQ =0Qy - Q =120 -100 = 20 units

5
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P AQ
Ey=(-) —x—=
d ”Q AP

_ AQ_ P
kg = AP Q
5 20
100 x-=5
1= 1
Xx—5
x=-5=-1
x=-=1+5
Xx=4

. He will buy 120 units at a price of ¥ 4 per unit.

15. When price of a good falls from ? 10 per unit to ? 9 per unit, its demand rises
from 9 units to 10 units. Compare expenditure on the good to determine whether
demand is elastic or inelastic. (Delhi 2009)

Ans.

Price ) Quantity (units) TER)
10 9 90
9 10 90

Price decreases and TE remains constant. It shows that there is unitary elastic demand.

16. When price of a good falls from 18 per unit to ? 7 per unit, its demand rises
from 12 units to 16 units. Compare expenditure on the good to determine whether
demand is elastic or inelastic. (Delhi 2009)

Ans.
Price (%) Quantity (units) TER)
8 2 96
7 16 12
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17.Price Elasticity of Demand of a good is (-) 1. The consumer buys 50 units of
that good when price is 2 per unit. How many units will he buy if the price rises
to 4 per unit? Answer this question with the help of Total Expenditure method of
determining Price Elasticity of Demand.(Delhi 2009 c)

Ans.
Price () | Quantity (units) TE 7)
2 E 50 100
4 ; 25 100
Given, Ey=-1

In this case, when Elasticity of Demand is (-) 1, Total Expenditure will remain constant.

Total Expenditure (TE) =2 x 50 =¥100
-+ TE does not change
When price is T 4 per unit
Quantity demanded =100 + 4 = 25 units

18. Price Elasticity of Demand of a good is (-) 1. The consumer spends ? 50 on the
good at the prevailing price. When price changes, he buys 25 units. What is the
new price? Use the Total Expenditure Method of calculating Price Elasticity of
Demand to answer this question. (Delhi 2009c¢)

Ans.
Given, Eg=-1
In this case, when Elasticity of Demand is (—) 1, Total Expenditure will remain constant.
Given, Total Expenditure =¥ 50
+ TE does not change
~. When quantity is 25 units
Price =50 + 25 =X 2 per unit.

19. When price of a good rises from ?.5 per unit to 16 per unit, its demand falls
from 20 units to 10 units. Compare expenditure on the good to determine whether
demand is elastic or inelastic.(Delhi 2008)
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Ans.

Price ®) Quantity (units) TE®) (Px Q)
20 - 100
10 60

Price increases and TE decreases. It shows inverse relationship between price and Total
Expenditure. So, it shows that demand is elastic or greater than unity.

20. Price Elasticity of Demand of a good is (-)1. At a given price, the consumer
buys 60 units of the good. How many units will he buy if the price falls by
10%?(All India 2008)

Ans.

Given, Eg =(-)1

Percentage Change in price =10%, Q =60 units

_ Percentage Change in Demand

B Percentage Change in Price

_ Percentage change in demand
10

-n

Percentage Change in demand = 10%
Q =60 units, Q; =7
Q,=Q+10%0fQ
=60 +60x10/100
= 66 units

21. Price Elasticity of Demand of a good is (-) 2. The consumer buys a certain
guantity of this good at a price of? 8 per unit. When the price falls he buys 50%

more quantity. What is the new price? (All India 2008)
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Ans.
Given, Ey=(-)2,P=%8,R =1.
Change in quantity = 50%-
. Percentage Change in Demand
- Percentage Change in Price
50%
Percentage change in price

(=) 2=

percentage change in price = 52_0

Percentage change in price =25%
So, R=P-25%of P

=B—Bx2—5 or §-2
100

=% 6 per unit

22.Price Elasticity of Demand of a good is (-) 3. If the price rises from? 10 per unit
to X12 per unit, what is the percentage change in demand? (All India 2008)

Ans.
Eg=(=)3,P=X 10,R=T12, AP=R-P=12-10=T%2

Percentage change in price = % x 100
Percentage change in price = % X100 =20%

Given, Eg=(=)3

E, = Percentage Change in Quantity Demanded
Percentage Change in Price
) 3= Percentage change in quantity demanded
20 :
— 60 = Percentage change in quantity demanded
Percentage Change in quantity demanded = 60%

23.Due to a 10% fall in the price of a commodity, its quantity demanded rises from
400 units to 450 units. Calculate its Price Elasticity of Demand. (Delhi 2008 C)
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Ans.
ﬁQ=Q,—Q,Q=4DU,Q1 = 450
= 450 - 400 = 50 units

Percentage change in quantity demanded = % x 100

Percentage change in quantity demanded = 43(% x100=12.5%

E = Percentage Change in Quantity Demanded _ 12.5
Percentage Change in Price 10

= Price Elasticity of Demand = 1.25 or Ej = 1.25 (more than unity}

=125

24.When the price of a commodity rises from 110 per unit to 11 per unit, its

guantity demanded falls by 15%. Calculate its Elasticity of Demand. (Delhi 2008
C)

Ans

P=10,A=11AP=11-10=%1

Percentage change in price = 9P£ x 100

Percentage change in price = % x 100 =10%

E, = Percentage Change in Quantity Demanded _ 15% _
Percentage Change in Price 10%
E4 = 1.5 (more than unit elastic)

1.9

25. Explain any three factors that affect Price Elasticity of Demand of a
commodity.(All India 2006)

Ans. Three factors that affect Price Elasticity of Demand of a Commodity are:

(i) Number of substitutes of a goods which have close substitutes (like tea and
coffee) is relatively more elastic. Because, when price of such a good rises, the
consumers have the option of shifting to its substitute. Goods without close substitutes
like cigarettes etc are generally found to be less elastic or inelastic in demand.
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(it) Proportion of income spent on the goods On which consumers spend a small
proportion of their income (toothpaste, needles, etc) will have an inelastic demand. On
the other hand, goods on which the consumers spend a large proportion of their income
(cloth, television, etc) tend to have elastic demand.

(iif) Nature of the commodity Ordinarily, necessaries like salt, match boxes, medicines
etc have less than unitary elastic (inelastic) demand. Luxuries, like air conditioner, costly
furniture, car etc have greater than unitary elastic demand. Comforts like, cooler, fans
etc have neither very elastic nor very inelastic demand. Jointly demanded goods like
pen and ink etc shows a moderate Elasticity of Demand.

26.State any four factors that affect Price Elasticity of Demand. (All India 2006)

Ans. Four factors that affect Price Elasticity of Demand are:
(i) Number of substitutes of a good

(i) Proportion of income spent on the good

(i) Nature of the commaodity

(iv) Diversity of uses or number of uses

26.State the Total Expenditure (TE) method of measuring Price Elasticity of
Demand.(Delhi 2006)

Ans. In this method, Price Elasticity of Demand is measured by comparing the Total
Expenditure on commodity before and after the price change. The following possibilities
are:

() When TE increases with the fall in price and decreases with the rise in price then
there is elasticity greater than one.

(i) When TE remains the same with the fall or rise in price then the Elasticity of Demand
will be equal to unity.

(i) When TE decreases with fall in price and increases with the rise in price then the
Elasticity of Demand will be less than unity.

4 Marks Questions

28.Explain any two factors that affect the Price Elasticity of Demand. Give
suitable examples. (Delhi 2013)

Ans. Factors affecting Elasticity of Demand are as follows:
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(i) Availability of close substitutes A commodity will have elastic demand, if there are
good substitutes available, e.g. Pepsi, Coca-Cola. A commodity having no substitutes,
e.g. salt will have inelastic demand

(if) Postponement of use Usually the demand for such commodities whose demand
can be postponed for some time have elastic demand, e.g. the demand for DVD player
is elastic because its use can be postponed for some time, if its price goes up or falls,
but the demand for wheat and rice is inelastic, because their use cannot be postponed
when their prices goes up.

29.How is Price Elasticity of Demand affected by
()number of substitute available for the good
(inature of good (Delhi 2013)

Ans. (i) Number of substitute of a good which have close substitutes (like tea and
coffee) is relatively more elastic. Because, when price of such a good rises, the
consumers have the option of shifting to its substitute. Goods without close substitutes
like cigarettes etc are generally found to be less elastic or inelastic in demand.

(if) Nature of good Ordinarily, necessaries like salt, match boxes, medicines etc have
less than unitary elastic (inelastic) demand. Luxuries, like air conditioner, costly
furniture, car etc have greater than unitary elastic demand. Comforts like, cooler, fans
etc have neither very elastic nor very inelastic demand. Jointly demanded goods like
pen and ink etc shows a moderate Elasticity of Demand.

30.The Price Elasticity of Demand for a good is — (0.4). If its price increases by 5%
by what percentage will its demand fall? Calculate.

Ans.

Ey=- Percentage Change in Quantity Demanded
Percentage Change in Price
—04=— Percentage change in quantity demanded
5
Percentage change in demand=-0.4x 5= 2
~. Demand falls by 2%.

31.When the price of a commodity falls by 20% its demand rises from 400 units to
500 units. Calculate its Price Elasticity of Demand. (All India 2013)
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Ans.
£ = Percentage Change in Quantity Demanded

Percentage Change in Price

mxmﬂ 2
E,, =400 _25%
20%  20%

Eq =1.25 [more than unit elastic] .

32. Price Elasticity of Demand of a good is — (0.75). Calculate the percentage fall
in its price that will result in 15% rise in its demand.(All India 2013)

AnNs.

Ey=- Percentage Change in Quantity Demanded
Percentage Change in Price

~0.75=— 15%
Percentage change in price
Percentage change in price= 15?5 = 20%

33. 5% Fall in the price of a good raises its demand from 300 units to 318 units.
Calculate its Price Elasticity of Demand.(All India 2013)

Ans.
£y = Percentage Change in Quantity Demanded
Percentage Change in price

18
——x100 6

—300
fa 5 5

Eq = 1.2 [more than unit elastic]

34.The demand rises by 20% as a result of fall in its price. Its Price Elasticity of
Demand is (-) 0.8. Calculate the percentage fall in price.(Delhi 2013)
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Ans.

_ _ Percentage Change in Quantity Demanded

E,=
d Percentage Change in Price
~0.8=- L —
Percentage change in price

Percentage change in price=%= 25%

Percentage fall in price = 25%

35.When price of agood is 7 per unit, aconsumer buys 12 units. When price falls
to 6 per unit, he spends 72 on the good. Calculate Price Elasticity of Demand by
using percentage method. Comment on the likely shape of demand curve based
on this measure of elasticity. (Delhi 2012)

Ans.
Quantity (units) Price® TE®) (P xQ)
12 T B4
12 6 72
TE
Q=3
AQ 0
a% v v
E, = Percentage Change in Qantity Demanded _ Q x100 12 *100 0
Percentage Change in Price AP %100 1?>< 100 1429
Eg =0

The likely shape of demand curve is perfectly inelastic.

36.A consumer buys 10 units of a good at a price of 9 per unit. At price of 10 per
unit, he buys 9 units. What is Price Elasticity of Demand? Use expenditure
approach. Comment on the likely shape of demand curve based on this measure

of elasticity (Delhi 2012)

Ans.
Quantity (units) Price ® TE ) (Px Q)
10 9 90
9 - 10 90
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As per the expenditure approach, when with a change in price, the Total Expenditure
remains unchanged, demand is unitary elastic (E” =1). [Demand curve will have a
normal shape with equal percentage change in price and quantity demanded].

I D

F

5 I

8

& P I\

D

0 Q@

Quantity (units)—-

37.A consumer buys 20 units of a good at a price of 5 per unit. He incurs an
expenditure of 120 when he buys 24 units. Calculate Price Elasticity of Demand
using the percentage method. Comment on the likely shape of demand curve
based on this information (Delhi 2012)

Ans.
Quantity (units) Price ® TE® (P xQ)
20 5 100
24 5 120
TE=PxQ

or P= TE_120
' Q. 24

Price =¥ 5 per unit

AQ

Percentage change in quantity demanded = Q x 100

4
=—x100=20%
20

Percentage change in price = %E x 100 = 551 x100=0%

£, = Percentage Change in Quantity Demanded 20 or
1 = — = oo
Percentage Change in Price 0 d

Hence, the likely shape of demand curve is parallel to the X-axis, i.e. perfectly elastic demand.

38. A consumer buys 10 units of a commodity at a price of 10 per unit. He incurs
an expenditure of 200 on buying 20 units. Calculate Price Elasticity of Demand by
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percentage method. Comment on the shape of demand curve based on this
information. (All India 2012)

Ans.
Quantity (units) Price®) TER®)
10 ' 10 ' 100
20 . 10 200
TE= Price x Quantity
200 = price x 20
200 + 20 = price

¥ 10 per unit = price
Percentage change in quantity demanded = % x100 = % X100 =100%

Percentage change in price = é;- x100 = -]E X100=0%. .,
Ea .:‘._'3

E = Percentage Change in Quantity Demanded
Percentage Change in-Price

100
=—=ua Ejy=oo
0 orcy

Elasticity of demand is perfectly elastic. Therefore, demand curve is a straight line
parallel to x-axis.

4Y

[
i ;

o)

=X
Quantity (units)

39. A consumer buys 14 units of a good at a price of 8 per unit. At price of 7 per
unit, he spends 198 on the good. Calculate Price Elasticity of Demand by
percentage method. Comment on the shape of demand curve based on this
information.(All India 2012)
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Ans.

Quantity (units) Price®) TER)
13 8 n2
14 7 98
TE= Price x Quantity orP xQ
98=7xQ
98 +7=Q)
Quantity = 14 units -

_ Percentage Change in Quantity Demanded

ka Percentage Change in Price

A('ZXIOO
R > N—_—

£><100
P

2><1()O

=14

l><100
8

0

125

=0 or E5=0

Price

D
®
D
0 Quantity (units)

~ Demand is perfectly inelastic and demand curve is parallel to Y-axis (straight line).

40.A consumer buys 8 units of a good at a price 7 per unit. When price rises to 8
per unit, he buys 7 units. Calculate Price Elasticity of Demand through
expenditure method. Comment on the shape of demand curve based on this

information.(AID India 2012)

Ans.
Quantity (units) Price (O TE®
' 8 7 56
7 8 56

As per the expenditure approach, when with-a change in price, the Total Expenditure
remains unchanged, demand is unitary elastic (E</ = 1). [Demand curve will have a
normal shape with equal percentage change in price and quantity demanded].
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41.Explain the effect of the following on Price Elasticity of Demand of a good
(i)Number of substitutes of a good
(i)Proportion of income spent on the good (AH India 2011)

Ans. The two main factors that affect Price Elasticity of Demand are:

(i) Number of substitutes of a good Demand for goods which have close substitutes
(like tea and coffee) is relatively more elastic. Because, when price of such a good
rises, the consumers have the option of shifting to its substitute. Goods without close
substitutes like cigarettes etc are generally found to be less elastic or inelastic in
demand.

(ii) Proportion of income spent on the goods On which consumers spend a small
proportion of their income (toothpaste, needles, etc) will have an inelastic demand. On
the other hand, goods on which the consumers spend a large proportion of their income
(cloth, television, etc) tend to have elastic demand.

42. Explain the relationship between Price Elasticity of Demand and Total
Expenditure. (Ml India 2011)

Ans. Relation between Price Elasticity of Demand and Total Expenditure are as follows:
Total Expenditure is calculated by multiplying price with quantity, i.e. TE = PxQ

() If Total Expenditure remains unchanged with increase or decrease in price then itis
unitary elastic demand.

(i) If direction of change in Total Expenditure is opposite to the direction of change in
price i.e. with rise is Price Total Expenditure falls and vice-versa. Then, it is greater than
unitary elastic demand.

Get More Learning Materials Here : & m &N www.studentbro.in



(iiIf direction of change in Total Expenditure is the same as the direction of change in
price i.e. with rise in Price Total Expenditure rises and vice-versa. Then, itis less than

unitary elastic demand.

F 3

E>1
4 b
(2 _
3 E=1
-ﬁ: a

<1

O' Total Expenditure—

43. Calculate Price Elasticity of Demand by percentage method (All India 2011)

Price Per Unit (¥) Quality (units)
10 0
9 10
Ans. Given, P=10;A=9;AP=R -P,AP=-1AQ0=Q,-Q
Q=0,Q;=10;AQ =10
Elasticity of Demand (E) = - FxaQ
Q AP
__10, 10
0 1

Ey = '—g“-': o (Perfectly elastic demand)

44. When price of a commodity falls from ? 8 per unit to 7 per unit, Total
Expenditure on it increases from 200 to 210. Calculate its Price Elasticity of

Demand by percentage method.(Delhi 201 ic)
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Ans.

Price (T) TE(Px Q) Quantity {units) = TE/P
8 200 25(200+8)
7 210 30(210+7)

Percentage change in quantity demanded = % *x100= 25—5 *x100=20%

Percentage change in price = %P x100= % x100=12.5%

£ = Percentage Change in Quantity Demanded _ 20 _
Percentage Change in Price 125
- Price Elasticity of Demand = 1.6 or E4 = 1.6 (more than unity)

1.6

45.The price of a commodity is 20 per unit and Total Expenditure on it is 1000.
When its price falls to 18 per unit, Total Expenditure increases by 8%. Calculate
its Price Elasticity of Demand by percentage method.(Delhi2011C)

Ans.
Price @ TER® Quantity (units)
20 1000 50
18 . 1080 60

TE, = 1000+ 8% of 1000 = 1080
P, 8Q_ 20 10_
Eq “anp {anxz ()2

*, Price Elasticity of Demand = (-) 2

46. When price of a commodity falls by 2 per unit, its quantity demanded
increases by 10 units. Its Price Elasticity of Demand is (-) 1. Calculate its quantity
demanded at a price before change which was 10 per unit(Delhi 2010)
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Ans.
Given, AP =T 2 per unit, AQ =10 units

Eg==1P=10, Q=7?
AQ P
=—xX—
AP Q
10 10
or N=—x—
(=) =5 X
Q =50 units
~. Quantity demanded before change in price = 50 units

47.When price of acommodity falls by 1per unit, its quantity demanded rises by 3
units. Its Price Elasticity of Demand is (-) 2. Calculate its quantity demanded if the
price before change was 10 per unit. (All India 2010)

Ans. -
Giwven, AP = ¥ 1per unit, AQ = 3 units
Eg=(-2,P=%10
AQ P .3 10
AP Q -1 Q
_3x10
Q 2
Q =15 units

" Quantity demanded before change in price =15 units

48. The Price Elasticity of a Commodity is (-) 1.5. When its price falls by? 1 per
unit, its quantity demanded rises by 3 units. If the quantity demanded before the
price change was 30 units, what was the price at this demand? Calculate. (AN

India 2010)
Ans. ) ———
Given, AP =T 1per unit,
AQ = 3 units
E4=1.5,Q =30 units
AQ P 3_P
=—Xx— or “NS5==x—
AP Q = 1 30
P=3Bx1.5=“5

Price before change was ¥ 15.
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49. Quantity demanded of a commodity rises by 6 units, when its price falls by 1
per unit. Its Price Elasticity of Demand is (-) 1. If the price before the change was
20 per unit, calculate quantity demanded at this price.(AN imfia 2010)

Ans.
Given, P=%20;AP=(-)¥1;Q =12 AQ =6 units; E; =(-) 1

Price Elasticity of Demand == x 22
. Q AP

{—]]:Zp.xi

Q -1

[—}]:1?2

Q=120
“» Quantity demanded before change in price =120 units.

50. Calculate Price Elasticity of Demand by percentage method.(All India 2010)

Price Per Unit (¥) Qunantity (units)
0 10
1 5
Ans. Gi\"Eﬂ, P=ﬂ;ﬁ =1;
AP=R -P,AP=1AQ =Q;-Q o
Q=10;Q;=5 R
AQ=-5

\ . . P AQ 0 -5 0 . -
Price Elasticity of Demand =(-) — X —= = — X — = — = 0 (Perfectly inelastic demand
ce Elasticity (Eq) {JQ 7 -1057 "0 ( y sti )

51. From the following schedule, calculate Price Elasticity of Demand by
comparing Tactile Expenditure on the good.(Delhi 2010c)
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Price Per Unit ®) Quantity (units)

5 120
4 150
Ans.
Price (?) Quantity (units) TE@=PxQ
5 120 600
i 150 600

Ey =1 because with change in price, Total Expenditure remains constant.

52.0n the basis of the following schedule, calculate Price Elasticity of Demand by
percentage method.(Delhi 2010C)

Price Per Unit®) Total Expenditure )
10 _ 180
9 162
Ans,
: Price () TE ®) Quantity (units) (TE/ P)
10 180 18[180+10]
9 162 18162+ 9]

Percentage change in quantity demanded = % x100 = % X Iﬁﬂ =0

Percentage change in price = %F x100 = % x100=10%

E, = Percentage Change in Quantity Demanded
Percentage Change in Price

E4 =0 (Perfectly inelastic demand)

=E=ﬂ
10

53.A consumer buys 40 units of a good at a price of 3 per unit. When price rises
to? 4 per unit, he buys 30 units. Calculate Price Elasticity of Demand by
Total Expenditure method. (Delhi 2007)
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Ans.

Price (?) Quantity (units) TER)=PxQ
3 © 40 120
i 30 120

As per the expenditure approach, when with a change m price, the Total Expenditure remains
unchanged, demand is unitary elastic (Eg = 1).

As per the expenditure approach, when with a change in price, the Total Expenditure
remains unchanged, demand is unitary elastic(Ed=1)

54.A consumer buys 80 units of a good at a price of 5 per unit. Suppose Price
Elasticity of Demand is (-) 2. At what price will he buy 64 units?(Delhi 2007)

Ans.
Given, P=5 A=t
Q =80 units; Q; =64 units; AQ =Q; — Q =16 units
Ey=1(=)2
Pxﬂ.Q
Q AP
(- ]ll!—--ixE
80 AP
AP=1-050
2

New Price =P + AP= 5+ 0.50
New Price = ¥5.50 55.

When price of a good falls by 10%, its quantity demanded rises from 40 units to

50 units. Calculate Price Elasticity of Demand by percentage method. (All India
2007)

AnNS.

Percentage Change in Quantity Demanded = QQ x100 = L—g— x 100= 25%

Percentage change in price (Given) =10%

_ Percentage Change in Quantity Demanded 25
Eq = —— =—=25
Percentage Change in Price 10

Price Elasticity of Demand (E;) = 2.5 (more than unit elastic)
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56.A consumer buys 50 units of a good at a price of 10 per unit. When price falls
by 5 per unit, he buys 100 units. Find out Price Elasticity of Demand by Total
Expenditure method.(All India 2007)

Ans.
Price () Quantity (units) TE=PxQ
10 50 500
5 100 500

As per the expenditure approach, when with a change in price, the Total Expenditure remains
unchanged, demand is unitary elastic (E5 = 1).

57. Demand of a product is elastic. Its price falls. What will be its effect on total
Expenditure on the product? , Give a numerical example.(Hots;Delhi2006c)

Ans.
Price Per Unit @) Quantity (units) TEQ®)
5 _ 100 500
4 200 800

When price of a good falls and Total Expenditure on good rise, the demand for that good is said to
be elastic (4 > 1).
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