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Income Elasticity of Demand

* Income elasticity of demand (Yed) measures the
relationship between a change in quantity demanded and a

change in real income

* Yed = % change in demand / % change in income




Normal and Inferior Goods

* Normal goods have a positive income elasticity of demand
SO as consumers’ income rises, so more is demanded at
each price level

* Necessities have an income elasticity of demand of
between 0 and +1

« Luxuries have an income elasticity of demand > +1 i.e. the
demand rises more than proportionate to a change in
Income

* Inferior goods have a negative income elasticity of demand.
Demand falls as income rises




Different Types of Goods and their Income Elasticity

Normal Luxury Normal Necessity Inferior Good




Different Types of Goods and their Income Elasticity

Normal Luxury Normal Necessity Inferior Good
International air travel | Fresh vegetables Frozen vegetables
Fine wines Instant coffee Cigarettes

Luxury chocolates Natural cheese Processed cheese
Private education Fruit juice Margarine

Private health care Spending on utilities Tinned meat
Antique furniture Shampoo / toothpaste | Value “own-brand”

| detergents bread
Designer clothes Rail travel Bus travel




Relationship between Income and Quantity Demanded
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All Goods and Services
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Food and Clothing

Real Income
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Income Elasticity of Demand for Chocolate

« Total consumption

« USAO0.79
 Germany 0.39

* United Kingdom 0.44
* France 0.60

« Japan 0.08

« Switzerland 1.06

« Reference: Henri Jason Trends in cocoa and chocolate consumption
with particular reference to developments in the major markets.
Malaysian International Cocoa Conference, Kuala Lumpur, 20-21
October 1994 (ICCO, ED(MEM) 686)




Income Elasticity and the Demand for Airline Travel

 Demand for airline travel has a highly positive income
elasticity of demand

« The industry is cyclical

— During an upturn, demand rises for business and leisure
travel)

— During a recession, the demand tails away

* In the long run, there is a positive relationship between real
GDP per capita and the demand for air travel

* Income elasticity will vary according to the type of air travel

— E.g. difference between low-cost “no-frills” and higher
priced scheduled services on low-haul flights
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Airlines — a Highly Cyclical Industry

Real GDP growth Global air traffic
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Significance of Income Elasticity of Demand

* High Income Elasticity
— Demand is sensitive to changes in real incomes

— Demand is therefore cyclical — in an economic expansion, demand
will grow strongly. In a recession demand may fall

— Can be difficult for businesses to accurately forecast demand and
make capital investment decisions

 Low Income Elasticity
— Demand is more stable during fluctuations in the economic cycle

— Over time, the share of consumer spending on inferior goods and
normal necessities tends to decline

— Long run — businesses need to invest in / focus on products with a
higher income elasticity of demand if they want to increase total
profits




	Income Elasticity of Demand
	Income Elasticity of Demand
	Normal and Inferior Goods
	Different Types of Goods and their Income Elasticity
	Different Types of Goods and their Income Elasticity
	Relationship between Income and Quantity Demanded
	The Engels Curve
	Income Elasticity of Demand for Chocolate
	Income Elasticity and the Demand for Airline Travel
	Income Per Capita and Airline Travel by Country
	Airlines – a Highly Cyclical Industry
	Significance of Income Elasticity of Demand


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


