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[llustration 1 [Pgno.-2.20] Price Elasticity of Demand

The price of a commodity decreases from Rs 6 to Rs 4 and quantity demanded of the good increases from 10 units
to 15 units. Find the coefficient of price elasticity.

lllustration2  [pgno.-2.20] Price Elasticity of Demand

A 5% fall in the price of a good leads to a 15% rise in its demand. Determine the elasticity and comment on its value.
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lllustration 3 [Pgno.-2.21] Price Elasticity of Demand

The price of a good decreases from ™ 100 to " 60 per unit. If the price elasticity of demand for it is 1.5 and the original
quantity demanded is 30 units, calculate the new quantity demanded.

Illustration 4 [Pgno.-2.21]
The quantity demanded by a consumer at price Rs 9 per unit is 800 units. Its price falls by 25% and

quantity demanded rises by 160 units. Calculate its price elasticity of demand.
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[llustration 5  [Pgno.-2.21] Price Elasticity of Demand

A consumer buys 80 units of a good at a price of Rs 4 per unit. Suppose price elasticity of demand is - 4. At what
price will he buy 60 units?

Price Elasticity- Point Method

In the case of a straight line demand curve meeting the two axes, the price-elasticity of demand at the mid-
point of the line would be : [ Q5- Pg no.- 2.84]

@ 0
k) 1
) 15
@ 2
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Price Elasticity- Point Method

Point elasticity is useful for which of the following situations? [Q 28- Pgno.-2.88 ]

(a) The bookstore is considering doubling the price of notebooks.

(b) A restaurant is considering lowering the price of its most expensive dishes by 50 percent.

(c) An auto producer is interested in determining the response of consumers to the price of cars being
lowered by Rs 100.

(d) None of the above.

Price Elasticity- Arc Method

Suppose the price of movies seen at a theatre rises from Rs 120 per person to Rs 200 per person. The
theatre manager observes that the rise.in price causes attendance at a given movie to fall from 300 persons

to 200 persons. What is the price elasticity of demand for movies? (Use Arc Elasticity Method)
[ Q22- Pg no.- 2.87 ]

@ 5
b) 8

© 10
@ 12
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[ Q33-Pgno.-2.89]

Elasticity of Demand- Questions

Price Elasticity- Arc Method

Suppose a consumer’s income increases from Rs 30,000 to Rs ~ 36,000. As a result, the consumer
increases her purchases of compact discs (CDs) from 25 CDs to 30 CDs. What is the consumer’s income
elasticity of demand for CDs? (Use Arc Elasticity Method)

a
b
c
d

—_ Y~ o~

)
)
)
)

Large fall in quantity demanded.

Large fall in demand.

Small fall in quantity demanded.

Small fall in demand.

Price Elasticity- Total Outlay Method

Suppose the demand for meals«at a medium-priced restaurant is elastic. If the management of the
restaurant is considering raising prices, it can expect a relatively: [Q27- Pgno.-2.88]
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Price Elasticity- Total Outlay Method

An increase in price will result in an increase in total revenue if : [ Q30- Pgno.- 2.88]

(a) The percentage change in quantity demanded is less than the percentage change in price.

(b) The percentage change in quantity demanded is greater than the percentage change in price.

(c) Demand is elastic.

(d) The consumer is operating along a linear demand curve at a point at which the price is very.high

and the quantity demanded is very low.

Price Elasticity- Total Outlay Method

A firm learns that the own price elasticity-of a product it manufactures is 3.5. What would be the correct
action for this firm to take if it wishes to raise Its total revenue? [ Q92- Pgno.-2.99]

(@) Lower the price because demand for the good is elastic.

(b) Raise the price because demand for the product is inelastic.
(c) Raise the price because demand is elastic.

(d) We need information in order to answer this question.
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ILLUSTRATION®  [Pgno.-2.32] Income Elasticity of Demand

Income Elasticity of Demand

A car dealer sells new as well as used cars. Sales during the previous year were as follows;

New 6 .5 lakhs 400
Used 60,000 4000

During the previous year, other things remaining the same, the real incomes of the customers rose on average by
10%. During the last year sales of new cars increased to 500, but sales of used cars declined to 3,850.

What is the income elasticity of demand for the new as well as used cars? What inference do you draw from these
measures of income elasticity?

SOLUTION [ Pgno.-2.32] Income Elasticity of Demand

Income Elasticity of demand for new cars

Percentage change in income = 10%, given

Percentage change in quantity of new cars demanded = (A Q/Q) X 100 = (100/400 ) X100 = 25%
Income elasticity of demand.= 26%/ 10% =+ 2.5

New car is therefore income elastic. Since income elasticity is positive, new car is a normal good.
Income Elasticity of demand for used cars

Percentage change in income = 10%, given

% change in quantity of used cars demanded = (A Q/Q )X 100 =( -1 50/4000 ) x100 = - 3.75%Income elasticity of
demand = - 3.75/10= -375

Since income elasticity is negative, used car is an inferior good.
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Income Elasticity of Demand

Suppose potatoes have (-).0.4 as income elasticity. We can say from the data given that:
[ Q60- Pg no.-2.93 ]

(a) Potatoes are superior goods.

(b) Potatoes are necessities.

(c) Potatoes are inferior goods.

(d) There is a need to increase the income of consumers so that they can purchase potatoes.

The average income of residents of two cities A and B and the corresponding change in demand for two
goods is given in the following table. Which of the following statements is true? [Q?114- Pgno.-2.105 ]
. . . % change in % change in
City . demand for Good | demand for Good
Income
X Y

A 12 6.5 -23

B 9 56 16
(a) Both goods are normal goods in both cities A and B
(b) Good X is a normal good in both cities ; good Y is an inferior good in city A
(c) Good X is a normal good in both cities ; good Y is an inferior good in city B
(d) Need more information to make an accurate comment
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ILLUSTRATION 7 [Pgno.-2.35] Cross Price Elasticity of Demand

A shopkeeper sells only two brands of note books Imperial and Royal. It is observed that when the price of Imperial
rises by 10% the demand for Royal increases by 15% What is the cross price elasticity for Royal against the price of
Imperial?

ILLUSTRATION 8 [Pgno.-2.36] Cross Price Elasticity of Demand

The cross price elasticity between two goods X and Y is known to be - 0.8. If the price of good Y rises by 20%, how
will the demand for X change?
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ILLUSTRATION®  [Pgno.-2.36] Cross Price Elasticity of Demand

The price of 1kg of tea is Rs 30. At this price 5kg of tea is demanded. If the price of coffee rises from Rs 25 to Rs 35
per kg, the quantity demanded of tea rises from 5kg to 8kg. Find out the cross price elasticity of tea.

ILLUSTRATION 10 [Pgno.-2.36] Cross Price Elasticity of Demand

The price of 1 kg of sugar is Rs 50. At this price 10 kg is demanded. If the price of tea falls from Rs 30 to Rs 25 per
kg, the consumption of sugar rises from 10 kg'to 12 kg. Find out the cross price elasticity and comment on its value.
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Cross Price Elasticity of Demand

If the quantity demanded of mutton increases by 5% when the price of chicken increases by 20%, the cross-
price elasticity of demand between mutton and chickenis  [Q 18- Pgno.-2.86]

(@  -0.25
b) 025
(c) =
(d) 4

Cross Price Elasticity of Demand

When the numerical value of cross elasticity between two goods is very high, it means [Q24-Pgno.-2.87]

(a) The goods are perfect complements and therefore have to be used together

(b) The goods are perfect substitutes and can be used with ease in place of one another
(c) There is a high degree of substitutability between the two goods

(d) The goods are neutral and therefore cannot be considered as substitutes
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Cross Price Elasticity of Demand

XYZ are three commodities where X and Y are complements whereas X and Z are substitutes. A
shopkeeper sells commodity X at ¥ 40 per piece. At this price he is able to sell 100 pieces of X
per month. After some time he decreases the price of X to ¥ 20. Following the price decrease,
he is able to sell 150 pieces of X per month, the demand for Y increases from 25 units to 50
units and the demand for commodity Z decreases from 150 to 75 units.  [Pgno.-xiv]

Answer the following using para given in previous page
The price elasticity of demand when the price of X decreases from ¥ 40 per piece to ¥ 20 per piece will
be equal to:

(a) 1.5 (b) 1.0

(c) 1.66 (d) 0.6

The cross elasticity.of monthly demand for Y when the price of X decrease from ¥ 40 to X 20 is equal

to:
(a) +1 (b) -1
(c) a ) (d) +15

The cross-elasticity of Z when the price of X decreases from 40 to 20 is equal to:
(a) -0.6 (b) +0.6
(c) -1 (d) #1
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When the advertisement expenditure on Mimo Mobile Phone was Rs 2,00,000, the company
could sell only 20,000 units. The company thought of increasing the sales and thus increased the
advertisement expenditure to Rs 3,50,000, leading to an increase in sale by 25,000 units. What
is the advertisement elasticity ? [New Question]
a) 1.67
b) 0.33
c) -0.33
d) -1.67

Wca

Telegram Channel

Link - telegram.me/unacademycafoundation

‘Jg\

CA Mohnish Vora (MV Sir) 15



CA Foundation- June 2021

Elasticity of Demand- Questions

If you want to study FULL course from Unacademy in a STRUCTURED way, then

take Unacademy Subscription using code MVSIR to get 10% OFF

USE INVITE CODE

MVSIR

Step 1

€ unacademy| X

earning App
earning app

eaming app in hindi

earning

Q
Q
Q earning app wifi study
Q
Q

earning app for upsc

G | like lol $
gwertyudiop
abisindifalgiEhal skl
¢ zxcvbnma®@

7123 , © e

Step 2

“ Q

Unacademy Learning App
W caiemy

Q INSTALL

ok ror >

P
Rate this app

w w A w A
Write a review

Developer contact A

© Website

If you want to study FULL course from Unacademy in a STRUCTURED way, then

take Unacademy Subscription using code MVSIR to get 10% OFF

Step 3

Q. Search goal

My goals

CA Foundation

CA Intermediate

UPSC CSE

UPSC CSE - Optional

388 courses

&<  Manage goals

Step 4

CA Foundation

Plus

@9 Free Live Classes

@ Other Courses

(  Dark mode

#:  Language

) Messages
o £ Settings
UPSC CSE -GS

16,075 courses

Step 5

CHANGE

Get CA Foundation
subscription and unlock 9
more

£ India's best educators

[2) Daily interactive live classes

[ structured courses and PDFs. -

Live Mock Tests & Quizzes

Introducing ICONIC Plan

Take Your CA Preparation to Next Level
with Your Personal Coach

Learn More

Get subscription

CA Mohnish Vora (MV Sir)

16



CA Foundation- June 2021 Elasticity of Demand- Questions

If you want to study FULL course from Unacademy in a STRUCTURED way, then

take Unacademy Subscription using code MVSIR to get 10% OFF

CA Foundation subscription PLUS < CA Foundation subscription

e SUBSCRIPTION W o

& India’s Best Educators

& Interactive Live Classes & Interactive Live Classes

& Structured Courses & PDFs & Structured Courses & PDFs

& Live Tests & Quizzes & Live Tests & Quizzes

24 months

%1,000/mo

24 months ¥900/mo

% OFF

12 months %1,500/mo

12 months Z1,350/mo

% OFF

6 months %2,333/mo

¥2,100/mo
+10% OFF

6 months

USE REFERRAL

3 months ¥3,333/mo CODE 3 months ¥3,000/mo
MVSIR —
1 month %4,000/mo
> fol" 1 month ¥3,600/mo >

+10% OFF

10% OFF

e
54 Add a referral code S5 Awesome! MVSIR code applied <

CA Foundation subscription CA Foundation subscription

BT cove | ICONIC =
SUBSCRIPTION e

India's Best Educators India’s Best Educators

Q

Interactive Live Classes Interactive Live Classes

Structured Courses & PDFs

Q

Structured Courses & PDFs

Q

Live Tests & Quizzes Live Tests & Quizzes

Q

Personal Coach Personal Coach

Q

Printed Books Printed Books

Q

12 months ¥2,917/mo N 12 months ¥2,625/mo
% OFF

USE REFERRAL
%4,167/mo CODE 6 months ¥3,750/mo

’ MVSIR

for

10% OFF

_?z; Have a referral code? z Awesome! MVSIR code applied

CA Mohnish Vora (MV Sir) 17



CA Foundation- June 2021

Save big by getting combo subscription !

2

CA Foundation + Intermediate

Pick a plan

@ 24 months

12 months

Benefits of Unacademy Subscription- CA Foundation

Benefits PLUS ICONIC
All 4 subjects classes- Multiple teachers in one subscription
No Cost EMI Option in 6, 12 & 24 mts subscription
Unlimited Access to all Structured Classes of TOP educators
Enroll for as many classes/batches as you like

\

Unlimited views (Watch as many times as you want)

Live Classes (Recording also available after every class)

Regular Doubt Clearing Sessions & Quizzes

Low internet data consumption

OV O IN(OOI[D|W[N| =

Lowest cost in the market- But highest value delivered
PDF Notes

Printed Notes

Personal Coach- who would help you in your CA Journey

Learning progress tracker

Dedicated discussion channel

U UEEYEEEEET

Sessions with Industry Experts

CA Mohnish Vora (MV Sir)

Elasticity of Demand- Questions

18



CA Foundation- June 2021 Elasticity of Demand- Questions

CA-FOUNDATION
RTP & MTP Batch

Start Date

'I\gth

Use referral code MVSIR to get 10% OFF

FREE Two Months
Extension of CA FREE Two Month

Course Subscription Extension of CA
Course Subscription

On 6 month subscription plan
We have got you covered for Nov'21 CA Exams On 12 month subscription plan

DURATION

12+2 MONTHS
FREE

. ‘ Subscribe Now ! ' w . ‘ Subscribe Now ! '

Use Code : MVSIR ‘ Use Code : MVSIR

Susbcribe to Unacademy ASAP
Use referral code MVSIR to get 10% OFF

CA Mohnish Vora (MV Sir) 19



CA Foundation- June 2021

W unacademy

BAHUBALI TEAM - TEST SERIES 1
(SERIES OF 3)

CA Foundation | June 2021

¥ Followed by Analysis Class for each Test

Educators Topics

USE INVITE CODE

25.04.21 - BRS, Partnership A/c,
Accounts Anshul Agrawal  pectification of Errors

MVSIR

26.04.21 - Swati Agrawal & Companies Act, LLP
Law + BCR Indresh Gandhi Act, Contract Act

;7t'gl°:t1 t Nishant Kumar & r‘;’:;;:':;]gg'?:r:
a ats y y
' Pranav Popat Sets , P&C
+LR
. Intro(Eco), Demand, Supply,
ki Akhilesh Daga & co5umer Behaviour,
Eco + BCK Mohnish Vora

Production, Intro(BCK), Bus
Env, Buss. Org

From 8 AM to 9 AM

Enroll Now

. ®ynacademv

Follow MV Sir on Unacademy App

« A

Educator in CA Foundation & Intermediate Link to Follow

Mohnish Vora

CA, CFA Level 2 Candidate & B.Com.
Educator for CA Foundation- Eco & BCK.
CA Inter- FM & EFF.

Use code "MVSIR" to get maximum discount.

Y ol
e e K Follo «1
Dedications Watch mins Followers _——

unacademy.com/@camohnishvora

CA Mohnish Vora (MV Sir)

Elasticity of Demand- Questions

20



