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Price elasticity of demand and income elasticity of demand
1. Produce a mind map stating the factors that will impact a product’s price elasticity of demand. 

2. Analyse the impact that the following price changes will have on the revenue of the four products below.
	Product
	Price elasticity
	Planned action

	1
	-0.2
	Drop prices

	2
	-5
	Increase prices

	3
	-1.1
	Drop prices

	4
	-0.8
	Increase prices


3. Explain what inferior products are in relation to income elasticity of demand (IED).


4. 
1. Discuss whether it is essential for a firm such as Barclays Bank to analyse its market and forecast its future levels of demand. Justify your view. (16 marks)
2. Analyse the potential impacts of a high-end fashion retailer attempting to increase sales figures by decreasing its prices. The firm has estimated that they have a PED of -0.7 for its products and has three major rivals who offer similar products, but they all have distinctive brand identities. (9 marks) 
Exam tip: 
· Consider the type of firm in the question and the unique issues they face. What is their market position and what are the major forces that impact their actions and success. Ensure this influences your answers. 
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"Author advice

Be careful when analysing
changes n price and income.

For exampl, an elastic demand
for a product means that a price
cutleads to an increase i sales
revenue [but 3 price increase has.
the opposite effect.

operating on low profit margins.

‘@ Change the products image because, a the economy grows,the sales of
this product will continue to decline and so market share will be lost
However, during a recession the sales would grow.

In the long term:

‘@ Reposition the productin order 10 appeal o higher income sectors.

‘@ Alternatively, f profit margins are reasonable, the company may keep
the product unchanged. It may act s a cash cow and in periods of fierce
competition price cuts should enable the compan to generate high sles
volumes (see Chapter 10 for more on cash cows).

Marketing strategies for product Y
Inthe

ort term:

‘@ Increase price as there will b a relatively small fall in demand, creating a
rise in sals revenue from a lower level of output.

‘@ Aim for high profit margins on product .

In the long term:

‘® This product appears to be a cash cow and should be ‘milked

‘@ Keep the price high.

‘@ Saleguard the product’s exclusive image.
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O Value of the concepts of price and income
elasticity of demand to marketing

decision makers Author advice
Elasticity of demand is useful to marketers because it can be used to Be careful when analysing
interpret the market, as the following example shows. changes in price and income.
For example, an elastic demand
Market analysis using price and income elasticity of tora productimeans thatia peice
d d cut leads to an increase in sales.
leman revenue (but a price increase has
the opposite effect]

W Table 8.7 Eastictyof demand data

elasticity of demand
Income elasticity of demand | -0.6

The following conclusions about products X and Y might be inferred from
the data in Table 8.7.

Conclusions for product X

® Price elasticity of demand is ~40 (very elastic). A change in price leads
10 a proportionally larger change in quantity demanded. This product is
not a necessity and is likely to have many close substitutes.

® Income elasticity of demand is ~0.6 (negative). As incomes increase, this
product will lose sales. I is an inferior good.

@ Product X is probably a cheap, low-quality alternative to other products
in a very competitive market and is likely to be purchased by consumers
‘who cannot afford a better alternative.
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Practice exercise 4 Total: 50 marks

1 An inferior good has a
a) negative price elasticity of demand
bl positive price elasticity of demand
€ negative income elasticity of demand
d) positive income elasticity of demand (1 mark)

2 Which of these changes would lead to an increase in sales revenue for a product?
al Anincrease in price for a good that has price elastic demand
bl A decrease in price for a good that has price inelastic demand
¢ An increase in consumer incomes for a product with negative income elasticity of demand.
d) An increase in price for a good that has price inelastic demand. @ mark)

3 In which two situations below will saes revenue stay the same (you must choose two of
the seven options):
al - Price rises by 10 per cent; price elasticity of demand is 10
b) Price rises by 25 per cent; price elasticity of demand is—1.0
<) Price rises by 5 per cent; price elasticity of demand is ~0.5
d) Price rises by 7.5 per cent; price elasticity of demand is 0
) Incomes rise by 10 per cent; income elasticity of demand is 1.0
1) Incomes rise by 5 per cent; income elasticity of demand is +0.5
9] Incomes rise by 2.5 per cent; income elasticity of demand is 0 (2 marks)

Unit3 Decision making to improve marketing perfor H

& What is meant by the term “price elasticity of demand? (2 marks)

§ State whether each of the following factors will make demand price elastic or price inelastic:
al Itis habit forming,
bl There are many substitutes.
€l Itis aimed at a wealthy market segment
d) Advertising has created brand loyalty:
€] The productis a necessity

1) It takes up a very small percentage of consumers’ incomes. (6 marks)
»>
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Data analysis is a growing feature of marketing in the twenty-first century,
with different aspects of data use helping the marketing department in
different ways
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Total: 50 marks
@ Market research enables businesses to gain a better understanding of

their customers and the marketplace.
‘@ Market mapping shows the business their place in, and potential
opportunities within, the market.
‘@ Sampling ensures that suffcient data is gathered in a costeffective manner.

1 mark)
) tistical techniques enable the business to analyse its market,
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