Essay Questions illustrating S.R.J.C method (Scope, Rigor, Judgement and Context)
(a)
With the aid of examples, distinguish between price elasticity of demand, cross elasticity of demand and income elasticity of demand.


     [10]

(b)
Discuss whether these concepts are useful to the manager of a travel agency.   [15]

Implementing S.R.J.C

To implement the method S.R.J.C, students should leave aside some time (2 mins) for planning. The planning will help the students to develop their understanding of SCOPE.

For example, the planning for part (a) would be:

Introduction ( Clarify key terms such as PED, CED and YED

Thesis ( Focus on explaining the four key differences between them

Rigor is scored via the use of key terms as shown below. Context is scored by the use of examples to illustrate the differences between the concepts. 
No judgment is needed for part (a)

(a)


Demand elasticities measure the responsiveness of quantity demanded of a good to changes in price or non-price factors. There are three main kind of demand elasticities, namely price elasticity of demand (PED), cross elasticity of demand (CED), and income elasticity of demand (YED).

PED, CED and YED differ in terms of their definition and formula. PED measures the responsiveness of quantity demanded of a good to a change in its price, ceteris paribus. It is calculated by dividing percentage change in quantity demanded by percentage change in price. On the other hand, CED measures the responsiveness of quantity demanded of a good to a change in the price of another product, ceteris paribus. Its formula is given by percentage change in quantity demanded of the good divided by percentage change in the price of another good. YED differs from PED and CED in that it is a measure of the responsiveness of quantity demanded of a good to a change in income, ceteris paribus and is calculated by dividing percentage change in quantity demanded by percentage change in income.

The three elasticity of demand concepts also differ in terms of the significance of the sign of their values. PED is always negative, while YED and CED can be either positive or negative. PED is always negative because of the Law of Demand. For instance, when the price of a normal good such as watches increases, quantity demanded will fall. Changes in price and quantity demanded are hence inversely related, so PED is always negative.

However, CED can be either positive or negative. The positive or negative values tell us the relationship between two goods. Substitutes like butter and margarine will have positive CED. When the price of butter decreases, the quantity demanded of butter increases since it is now relatively cheaper. People may then demand less margarine as butter and margarine are in competitive demand as alternative goods. This shows a positive relationship between price of butter and quantity demanded of margarine; hence CED of margarine with respect to butter will be positive. On the other hand, complements like cars and petrol will have negative CED. When price of cars decreases, quantity demanded of cars will increase as it is cheaper to purchase a car now. Therefore, there will be an increase in the demand for petrol since cars and petrol are in joint demand. This shows a negative relationship between the price of cars and quantity demanded of petrol; hence CED of petrol with respect to cars is negative.


YED, like CED, can be either positive or negative, but the positive and negative values are of different significance from those of YED. Normal goods like food will have positive YED. This is because when incomes increase, the demand for food will increase, showing a positive relationship between incomes and demand. Inferior goods like black and white TVs will have negative YED, because when incomes rises, the demand for black and white TVs will decrease, showing a negative relationship between income and demand. 


A final difference between the 3 elasticity of demand concepts is that PED measures the extent of movement along the demand curve, while CED and YED measures the extent of the shift of the demand curve as price of another good or income changes respectively. 


Therefore, the 3 elasticity concepts are different not just with respect to their definitions and formulas, but also with respect to the significance of their signs and what they measure. 

Implementing S.R.J.C for part b:

Scope ( “Discuss” means the question requires Introduction, Thesis, Anti-Thesis and Synthesis. A good plan for this essay would be:
Introduction ( Clarify hidden key terms such as aims of the travel agency

Thesis ( Explain how PED, CED and YED is useful to the agency using rigorous terms and provide adequate examples to score for context.

Anti-thesis ( Consider the limitations of these concepts and consider explaining why other concepts are also needed to complement the use of these concepts in ensuring the success of the agency.

Synthesis -( Judge the overall usefulness of the concept.

Remember, SCOPE = Intro, Thesis, Anti-thesis and Synthesis.

Rigor = Found throughout the essay

Context = Supporting examples

Judgement = your substantiation in the synthesis part.
(b)

The aim of the travel agency is to maximize total profit, thus it must maximize total revenue (TR), given cost. Total revenue of the travel agency would be the product of the price of its products and the total quantity sold. Given that the agency’s aim is to maximize TR, a set of pricing policies and marketing strategies can be used to increase TR, based on the concepts of price elasticity of demand (PED), income elasticity of income (YED) and cross elasticity of demand (CED) for the travel agency.

Demand for overseas travel from a travel agency tends to be slightly price elastic because of the existence of many alternative rival travel agencies. In addition, the cost of travel takes up a large proportion of income for most of its customers. Hence, this agency may need to offer discounts in order to increase TR. This is because a fall in price will lead to a more than proportionate rise in quantity demanded, thus the fall in TR due to the fall in price will be offset by the rise in TR due to the rise in quantity demanded, and TR will increase overall.

However, the agency cannot provide discounts indefinitely because of cost considerations. Lower prices may not be able to cover costs in the long run, so it needs to consider marketing strategies for the long run. It can engage in product differentiation to make its services more unique and less substitutable by its rival agencies. For instance, besides the usual travel destinations, the travel agency could also tailor special tour packages to more exotic locations like the Maldives for the adventurous and the romantic, as tours to these destinations are not commonly offered by the other travel agencies. Such a move can lower the PED value and make the demand for their packages less price elastic so that prices can be increased to increase TR.

The agency can also engage in advertising to achieve the same result. A successful advertising campaign not only increases the demand for its services, but also makes demand less price elastic. Therefore, TR can increase as both price and sales increase. However, advertising may not be feasible for all agencies, as not every travel agency can afford the advertising costs.

With respect to CED, the agency should recognize that it has high positive CED value with respect to its rival agencies because the different range of services the agency offers can be highly substitutable. Thus, the agency needs to be rival conscious and react to a price fall started by the rival so as to prevent a loss of customers which will in turn lead to a fall in revenue. However, the agency cannot afford to be engaged in a price war indefinitely because lower prices may not be able to cover costs in the long-run. It may be better to engage in product differentiation or advertising to create perceived differences between the agency’s services and those of its rivals. These can include membership schemes or loyalty programmes for their regular customers, which will lower the CED value of the services of the travel agency with respect to its rivals. The agency would hence be less affected by the rivals’ low price policy and sales can be maintained. 

The agency should also seek to find out whether its services have a negative CED value with any complementary products or services. Possible complements would include travel insurance, hotel services or tours offered in the foreign countries by the local tour guides in the country. With this information, the agency can collaborate with partners such as hotel services to tailor deals for potential customers, like cheaper hotel rates for customers who purchase air tickets from the travel agency. Such provision of convenience can increase sales and TR


As for YED, overseas travel may tend to have a YED value of more than 1 since it is often looked upon as a luxury good. Therefore when incomes are rising, the agency can try to package its holiday packages to take on a luxury image, if it can afford the costs of doing so. For instance, it can offer special reception treatment upon arrival of guests at the tour destinations. This will increase the YED value, hence when incomes rise, demand and therefore sales will increase by more than proportionately leading to an increase in TR, given that price is unchanged. 

We need to note that the above strategies are conducted based on the information of PED, CED and YED. However, such values can change over time. Thus, the strategies recommended would also change as time passes. 

In conclusion, it is difficult for one to predict the future demand for overseas travel. As such, we cannot confidently say that the demand for overseas travel is affected only by changes in price, income and price of substitutes/complements. Other factors such as government policies & political stability may also affect the demand for overseas travel; hence the travel agency will also need to take these factors into account when making decisions.

PAGE  
2

