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Elasticity, in general, is the degree of response of a dependent variable to
a change in an independent variable. In economics, the term elasticity is
used to measure the degree of response of a dependent economic variable
to a change in an independent economic variable.

b ppriall b anill A Al (e 4 sllaall 4paSl Al da ) i g8 calall A3 g e Ll
B o eedl) (Sans s AYT abad) Jlad gF JAaN G el a5 daS ol 85 i pall Al
g yall (e 53l

Demand elasticity refers to the degree of response of the quantity
demanded of a specific good to changes in the independent variables
affecting this quantity, such as price, income, or the prices of other goods.
Three types of elasticity can be distinguished.
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Price elasticity of demand.

Income elasticity of demand

Cross elasticity of demand
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Price Elasticity of Demand is the degree of response of the quantity
demanded of a specific good to changes in its price. This elasticity is
measured as follows:
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It is important to note that price elasticity of demand is always negative
because there is an inverse relationship between the quantity demanded
and the price, according to the law of demand.
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"Degrees of price elasticity of demand:

The degree of response of the quantity demanded to changes in price can
be significant, in which case demand is said to be elastic. It can also be
small, indicating inelastic demand, or the degree of response can be
unitary, resulting in unitary elasticity. Additionally, there may be no
response at all, making demand perfectly inelastic, or the degree of
response can be infinite, resulting in perfectly elastic demand. Thus,
elasticity ranges between zero and infinity.
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"Elastic demand refers to a situation where the quantity demanded of a
specific good changes by a greater percentage than the change in its price.
This occurs when the price increases and the quantity demanded
decreases by a greater percentage than the price increase, or when the
price decreases and the quantity demanded increases by a greater
percentage than the price decrease. In this case, the elasticity coefficient
Is greater than one."
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Example: If the price of a certain good increases from 100 dinars to 125
dinars, resulting in a decrease in the quantity demanded from 1000 units
to 600 units, the elasticity is calculated as follows:



Ed = (Q2-Q1)/Q1) / (P2-P1/P1)
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Inelastic demand refers to a situation where the quantity demanded of a
certain good changes by a smaller percentage than the change in price.
This occurs when the price increases and the quantity demanded
decreases by a smaller percentage than the price increase, or when the
price decreases and the quantity demanded increases by a smaller
percentage than the price decrease. In this case, the elasticity coefficient
is less than one, and the demand curve is steeply sloped.
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In our previous example, if the price rises from 100 to 125, leading to a
decrease in the quantity demanded from 1000 units to 900 units, then the
demand is inelastic. This means that a price increase of 25% resulted in a
decrease in quantity demanded of only 10%. The elasticity of demand in
this case is 0.4 in absolute value.
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Unitary elastic demand occurs when the quantity demanded changes by
the same percentage as the change in price, resulting in an elasticity of
one. This means that any change in price leads to a similar change in
quantity demanded.
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In our previous example, if the price increase from 100 to 125 leads to a
decrease in the quantity demanded from 1000 to 750, then the demand in



this case is unitary elastic, since the relative change in quantity demanded
was 25%, which is equal to the relative change in price. The unitary
elastic demand can be represented in the following graph:
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Perfectly inelastic demand occurs when a change in price does not lead to
any change in the quantity demanded, with an elasticity coefficient of
zero. This happens when consumers purchase the same quantity of a
certain good regardless of its price changes. An example of this is
medications. The perfectly inelastic demand curve can be represented in
the following graph:
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"Perfectly elastic demand occurs when a very small change in price leads
to an infinite change in the quantity demanded. This means that
consumers are willing to buy as much as they can of a certain good at the
prevailing price and will not agree to purchase any amount at a higher
price. The demand curve is horizontal, parallel to the x-axis, indicating
infinite elasticity, while the price remains constant and only the quantity
demanded changes. In this case, the elasticity coefficient is infinity (o0).
The shape of the perfectly elastic demand curve is as follows:"
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Income elasticity of demand is one of the factors affecting the quantity
demanded of a certain good. Therefore, the quantity demanded of this
good must respond in some way to changes in income. Income elasticity



of demand is defined as the degree of responsiveness of the quantity
demanded to changes in income, and it is measured as follows:
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As we observed in price elasticity of demand, demand can be elastic with
respect to income, inelastic, or unitary elastic.
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Example: If an increase in income from 200 dinars to 250 dinars causes
an increase in the quantity demanded of a certain good from 20 units to
30 units, it can be said that the demand for the good is elastic with respect
to income, since the relative change in quantity demanded was 50%,
while the relative change in income was 25%, and the income elasticity
of demand is greater than one.
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The income elasticity of demand is positive for all normal goods due to
the direct relationship between income and normal goods, as an increase
in income is typically accompanied by an increase in the quantity
purchased. In contrast, for inferior goods, the income elasticity of demand
IS negative because an increase in income leads to a decrease in the
guantity demanded of these goods. An example of such goods is bread,
where an increase in income results in a decrease in demand for it and an
increase in demand for other goods like meat and fruits.

The income elasticity of demand can be useful for distinguishing between
necessary and luxury goods. If the income elasticity of demand is low
(less than one), it indicates that the good is necessary, such as food,
meaning that the proportion of spending on these goods decreases as
income rises. On the other hand, if this elasticity is high (greater than
one), it indicates that the good is a luxury. As a person's income
increases, the proportion spent on luxury goods like jewelry, cars, and
televisions also increases.
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Cross-price elasticity of demand refers to the fact that the quantity
demanded of a certain good is not only affected by the price of that good
and the consumer's income, but can also be influenced by the prices of
other goods, whether they are complementary or substitute goods.
Therefore, it is necessary to measure the degree of responsiveness of the
quantity demanded of this good to changes in the prices of these other
goods, which is known as cross-price elasticity of demand. This means
that the degree of responsiveness here is measured not in relation to the
price of the good itself, but to the prices of other goods.

Cross-price elasticity of demand measures the degree of responsiveness
of the demand for quantity X as a result of the change in the price of good
Y, and it is measured as follows:
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Cross-price elasticity of demand can be greater than, less than, or equal to
one, and it can be negative or positive. The sign (negative or positive) is
used to determine the type of relationship between the two goods in
question—whether they are complementary or competing. If the cross-
price elasticity of demand is negative, this means that an increase in the
price of good (y) will lead to a decrease in the quantity demanded of good
(x), indicating that the two goods are complements.



For example, if the price of gasoline rises, this increase will lead to a
decrease in the quantity demanded of cars. Thus, price and demand
change in opposite directions, resulting in a negative cross-price
elasticity.
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If the cross-price elasticity of demand is positive, this means that an
increase in the price of good (y) will lead to an increase in the quantity
demanded of good (x), indicating that the two goods (x) and (y) are
substitutes.

For example, coffee and tea are a case in point. In this case, the greater
the degree of substitutability between the two goods, the larger the cross-
price elasticity of demand. If good (y) is a perfect and complete substitute
for good (x), the cross-price elasticity of demand will be equal to infinity.
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The elasticity of demand for goods varies from one good to another. If we
examine the factors behind this variation, we find that they are
represented in the following ways:
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A. The Availability of Substitutes and Their Degree of Substitutability
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A good that has substitutes will have a higher elasticity of demand
compared to one that has no substitutes. The greater the number of
substitute goods and the closer they are to being perfect substitutes, the
higher the demand elasticity will be. This increased elasticity is due to the
ease with which consumers can switch to substitute goods when the price
of the original good rises (while the prices of substitute goods remain
constant).
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Goods are classified into necessities that are essential for life and luxury
goods that can be dispensed with. The demand for necessary goods tends
to be inelastic, meaning that consumers demand them due to their
necessity and the lack of alternatives, regardless of their price. This
means that the quantity demanded does not change significantly when
their prices fluctuate.

In contrast, luxury goods tend to have a high elasticity of demand, and the
quantity demanded is affected by changes in their prices. For example,
when the price of video devices, which are luxury items, rises, the
quantity purchased by people will decrease significantly.
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If the expenditure on a particular good constitutes only a small percentage
of the consumer's income (budget), the demand for that good is usually
inelastic, as consumers generally do not pay much attention to price
changes. Examples of such goods include matches and salt. Conversely,
goods that account for a large portion of the consumer's income, such as
cars and furniture, tend to have elastic demand.
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The longer the time period, the more likely it is that inelastic demand will
shift to more elastic demand. Over time, consumers can adjust their
consumption patterns and seek cheaper substitutes. For example, if the
price of a good like olive oil rises, the consumer who is accustomed to
using it in their cooking may not be able to change immediately.
However, over time, they will likely try alternatives like corn oil,
vegetable shortening, or animal fat. The longer the time period, the better
consumers can adapt to new consumption patterns. Similarly, when the
price of a certain good decreases, the consumer may initially buy a small
quantity as a trial, but over time, they will demand more if it becomes
acceptable to their tastes.
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Elasticity holds special importance in economic studies due to its diverse
applications. It is used in:
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Elasticity is used in fiscal policy, monetary policy, and trade policy. For
example, when a certain tax is imposed, if the goal is to generate higher
tax revenue, it is essential to understand the elasticity of demand for the
good on which the tax will be levied. If the demand for this good is
elastic, imposing the tax will not achieve its goal of increasing revenue,
as total revenue will decrease instead. However, if the demand for this
good is inelastic, imposing the tax will achieve its objectives, and so on.
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Elasticity is used in planning. If the plan aims to increase individual
income, this means that the demand for goods will increase by varying
degrees. Some goods will see a greater increase in demand compared to
the rise in income, depending on the nature of income elasticity of
demand. This requires readiness to increase production or imports of
these types of goods. Additionally, studying elasticity helps planners
avoid creating or expanding projects that may result in oversupply.
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Elasticity is also used by monopolists who seek to increase their profits
by distinguishing between markets. They impose higher prices in markets
where demand elasticity is low and lower prices in markets with high



elasticity. They can only differentiate between these markets if the
elasticity of demand for the good varies.



