
























IMPORTANCE OF PRICE ELASTICITY OF 
DEMAND 

• International Trade 

• Formulation of government policies 

• Factor pricing 

• Decisions of Monopolists 

• Paradox of poverty amidst plenty 











• Income Elasticity 

– Types of Goods 

• Normal Goods 

• Inferior Goods 

– Higher income raises the quantity demanded for 
normal goods but lowers the quantity demanded 
for inferior goods.  

Other Demand Elasticities  



• Income Elasticity 

– Goods consumers regard as necessities tend to be 
income inelastic 

• Examples include food, fuel, clothing, utilities, and 
medical services. 

– Goods consumers regard as luxuries tend to be 
income elastic. 

• Examples include sports cars, furs, and expensive foods. 

Other Demand Elasticities   



IMPORTANCE OF INCOME ELASTICITY 
OF DEMAND 

• Helps in investment decisions 

• Forecasting demand 

• Categorizing goods 

 

 




















