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MEASUREMENT OF ELASTICITY OF DEMAND 

In practical applications, it is not sufficient to determine whether the demand is elastic or inelastic. An 

organization needs to estimate the numerical value of change in demand with respect to change in the given 

price for making various business decisions. The numerical value of elasticity of demand can only be estimated 

by its measurement. There are four methods of measuring elasticity of demand such as percentage method, 

point method, arc method and expenditure method which are shown in Figure-7: 

 

 

1. Percentage Method: Percentage method is a technique of measuring price elasticity of demand by 

comparing the percentage change in demand with percentage change in the price of a product. In this method, 
the price elasticity of demand is calculated by determining the ratio of percentage change in demand to 
percentage change in price of a product. The price elasticity of demand is measured by its coefficient Ep. This 
coefficient Ep measures the percentage change in the quantity of a commodity demanded resulting from a given 
percentage change in its price: Thus 

 
Where q refers to quantity demanded, p to price and Δ to change.  
Change in demand (∆Q) is the difference between the new demand (Q1) and original demand (Q). It can be 
calculated by the following formula: ∆Q = Q1 – Q. 
Similarly, change in price is the difference between the new price (P1) and original price (P). It can be 
calculated by the following formula: ∆P = P1 – P. 
If EP>1, demand is elastic. If EP< 1, demand is inelastic, and Ep= 1, demand is unitary elastic. 
 
Example: Suppose the price of a product increases from Rs. 5 to Rs. 10, the quantity demanded decreases from 
150 units to 100 units. Calculate the price elasticity of demand with the help of percentage method. 
Solution: 
P = Rs. 5, P1 = Rs. 10, Q = 100, Q1 = 150 
Therefore, change in price of the product is: 
∆P = P1 – P = 10 – 5 = Rs. 5 
Similarly, change in quantity demanded of the product is: 
∆Q = Q1 – Q = 150 – 100 = 50 units 
Price elasticity for demand of product is: 
ep = ∆Q/∆P * P/Q 
ep = 50/5 * 5/100 
ep = 1/2 = 0.5 (less than unit elastic) 
 

2. Point or Geometry Elasticity Method: Prof. Marshall devised a geometrical method for measuring 

elasticity at a point on the demand curve which can be of two types: 

 Linear Demand Curve 

 Non Linear Demand Curve 
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 Linear Demand Curve: Let RS be a straight line demand curve in Figure. 2. If the price falls from PB 

(= OA) to MD (= OC), the quantity demanded increases from OB to OD. Elasticity at point P on the RS 

demand curve according to the formula is: EP = Δq/Δp x p/q; where Δq represents change in quantity 

demanded, Δp changes in price level while p and q are initial price and quantity levels. 

                                 

With the help of the point method, it is easy to point out elasticity at any point along a demand curve. Suppose 

that the straight line demand curve DC in Figure. 3 is 6 centimetres. Five points L, M, N, P and Q are taken on 

this demand curve. The elasticity of demand at each point can be known with the help of the above method. 

Let point N be in the middle of the demand curve. So elasticity of demand at point. 

                                    

We arrive at the conclusion that at the mid-point on the demand curve, the elasticity of demand is unity. Moving 
up the demand curve from the mid-point, elasticity becomes greater. When the demand curve touches the Y- 
axis, elasticity is infinity. Ipso facto, any point below the mid-point towards the A’-axis will show elastic demand. 
Elasticity becomes zero when the demand curve touches the X -axis. 
 

 Non-Linear Demand Curve: Involves determining the point elasticity of demand at any given point 

by drawing a tangent. The tangent drawn on a non-linear curve touches the curve at a point where the 
elasticity of demand needs to be determined. The tangent separates the demand curve into two halves. 
The price elasticity of demand can be determined by dividing the lower half of the demand curve with 
the upper half of the demand curve. 
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Figure-10 represents the determination of point elasticity of demand on a non-linear curve: 

 
In Figure-10, AB is the tangent drawn on point E and DD is the non-linear demand curve. The slope of tangent 
AB and demand curve, DD is equal. Therefore, the point elasticity of demand at point E is as follows: ep = EB/AE 


