16. Income Elasticity of Demand 
1. Missing words
Income is one of the most important factors determining the level of __________________. For normal goods, when income _______________ we would expect to see an increase in consumer demand for that product. However, for certain goods, we notice that as incomes increase, demand actually falls. We refer to these goods as _____________________ goods.  Income elasticity of demand (YED) is defined as the responsiveness of quantity demanded to a change in income. The formula used to calculate the income elasticity of demand for a given product is: % change in quantity demanded / % change in income.
For a normal good, the value for YED will be                      , and for an inferior good, the value is always ______________________. Missing words: negative, inferior, positive, demand, rises.
2. Calculate the following values for YED using the information provided:
2.1 % change in income=50%, % change in demand=25%
		_____________________________________________________________________
2.2 Daniel’s demand for visits to the bowling alley rose from 3 a month to 5 a month when he received a 10% salary increase.
		_____________________________________________________________________
2.3 UK demand for HD TV sets rose by 12% when average incomes rose from £24,500 per annum to £25,800 per annum.
		_____________________________________________________________________
2.4 Kelly’s income doubled when she switched from working at one insurance firm to another. As a result, she cut her demand for frozen food by 25%.
		_____________________________________________________________________
3. True or False?
	Holiday Destination
	Income Elasticity of Demand

	Warsaw, Poland
	+ 0.35

	Valencia, Spain
	+1.2

	New York, United States of America
	+ 0.8

	Amsterdam, The Netherlands
	- 0.65


The table above gives the income elasticity for UK tourists, aged 25-30, for selected holiday destinations. From the information provided, we can infer that (true or false):
a) An increase in UK incomes for those aged 25-30 would result in a fall in demand for holidays to Amsterdam.
b) Holidays to Warsaw are seen as inferior.
c) An increase in income amongst 25-30 year olds will lead to a more than proportionate increase in demand for holidays to Valencia.
d) For a given increase in average UK income levels, demand for holidays to Warsaw will rise by more than the demand for holidays to New York.
4. Data Response
Suneil, a pilot for British Airways, receives an increase in his basic salary at the end of the year from £32,000 to £35,600. As a result, Suneil increased his annual demand for Nintendo Wii games from 4 to 7. Calculate his income elasticity of demand for Wii games.


16. ANSWERS: Income Elasticity of Demand

1. demand…rises…inferior…positive…negative

2.1 0.5
2.2 6.66
[bookmark: _GoBack]2.3 2.26
2.4 -0.25

3.1 True
3.2 False
3.3 True
3.4 False

4. % change in demand= (7-4)/4 = +75%	% change in income = (35,600-32,000)/32000= +11.25%
YED= % change in quantity demand/ % change in income = +75% /+11.25% = +6.66
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