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1.7 INCOME ELASTICITY OF DEMAND: STUDENT LEARNING ACTIVITY 

Answer the questions that follow. 

 

1. DEFINITIONS 

Define the following terms:          [10 marks] 

  

 Absolute value 

 Business cycle 

 Demand curve 

 Income elastic 

 Income elasticity of demand 

 Income inelastic 

 Inferior good 

 Inverse relationship 

 Luxury good 

 Manufacturing 

 Necessity good 

 Normal good 

 Positive correlation 

 Pricing strategy 

 Primary products 

 Profit 

 Quantity demanded 

 Revenue 

 Services 

 Total revenue 

 

 

2. SHORT-ANSWER QUESTIONS 

 

1. Outline income elasticity of demand (YED).      [2 marks] 

 

2. Outline the purpose of determining YED.       [2 marks] 

 

3. Explain why goods and services with highly income elastic demand will be relatively advantaged 

by increases in national incomes.        [6 marks] 

 

4. Organic yogurt has a YED of 3.5 and standard has a YED of 0.2. It has been forecasted that 

incomes in a country are expected to increase by 6% next year. Calculate the percentage 

increase in quantity demanded for both types of bread.  

http://www.ibdeconomics.com/
http://www.ibdeconomics.com/


 

IB Economics – Elasticities 

1.7: Income Elasticity of Demand 

 

5. Examine the implications of the expected increase in income for the yogurt-making industry. 

             [4 marks] 

 

6. Distinguish between normal and inferior goods.      [4 marks] 

 

7. Use examples to distinguish between necessity goods and luxury goods.  [4 marks] 

 

8. Calculate the income elasticity of demand and comment on each result.  [10 marks] 

i. Incomes increased by 5% and quantity demanded rose by 9%. 

ii. Income increased from $30 000 to $35 000 and the demand for good A decreased 

from 200 units to 140 units. 

iii. Real GDP capita increased from $48 000 to $55 000 and the quantity demanded for 

good A increased by 3%. 

iv. The demand for X rose from 10 to 12 when incomes fell by 5%. 

v. It was noted that the quantity demanded of good A fell from 460 000 to 390 000 units 

per week across the course of a recession as the average consumer income 

decreased from $34 000 to $28 000.         

 

9. It has been estimated that the YED for the Apple iPhone® is 2.3. Calculate the percentage change 

in demand for Coke® if the price of Pepsi® increases by 10%.     [2 marks] 

 

10. Draw diagrams to illustrate the relationship between income and consumer spending on.  

             [6 marks]  

i. Necessities 

ii. Luxuries 

iii. Inferior goods  

 

 
 

11. Average real incomes in an economy increased by 6% over the course of a two-year period. The 

above changes in demand were observed for three goods: A, B and C.   [9 marks]  

i. Calculate the YED for each good 

ii. Comment on your results for each good. 

12. Comment on the following values of income elasticity of demand:    [10 marks] 

i. -0.9 
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ii. +0.9 

iii. +2.9 

iv. +1.1 

v. -0.1 

 

13. It is found that good A has a YED of -0.71 and good B has a YED of +2.15. Explain how the total 

revenues of firms specialising in each good will be effected during:   [6 marks] 

i. An economic recession 

ii. A prolonged upswing in economic activity 

 

14. State the range of YED values for the following:      [3 marks] 

i. Inferior goods 

ii. Luxury goods 

iii. Necessity goods 

 

 

15. During a period of sustained economic growth, average incomes in an economy increased by 

over 10%. Comment on the different results observed for goods A, B and C shown above.  

             [6 marks] 

 

16. Explain how firms can use income elasticity of demand information in sales forecasting.  

             [6 marks] 

 

17. Explain how income elasticity of demand can account for changes in the different sectors of an 

economy as countries progress from less-developed countries through to developed nation status.

             [6 marks] 

 

18. Examine the implications for producers and for the economy of a relatively low YED for primary 

goods, a relatively higher YED for manufactured goods, and an even higher YED for services.  

             [10 marks] 

 

19.  
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3. MULTICHOICE QUESTIONS 

Complete each interactive quiz.         [50 marks] 
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