Question 3 (C)
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1. Availability of close substitutes
The more available close substitutes are in the market, the more the demand is elastic as consumers find it easy to switch to substitutes, for example Air travel and train travel are weak substitutes for inter-continental flights but closer substitutes for journeys of around 200-400km e.g. between major cities in a large country.
2. Degree of necessity
Necessities tend to have an inelastic demand whereas luxuries tend to have a more elastic demand. An example of a necessity is rare-earth metals, which are an essential raw material in the manufacture of solar cells, batteries. China produces 97% of total output of rare-earth metals – giving them monopoly power in this market.
3. Time following a price change
Demand is more price elastic, the longer those consumers have to respond to a price change. They have more time to search for cheaper substitutes and switch their spending.
4. Peak and off- peak demand
Demand is price inelastic at peak times and more elastic at off-peak times – this is particularly the case for transport services.

Question 4 d
Factors causing an increase in supply
1. Price
This is the key factor in supply expansion. Price of a product and its supply has a direct relationship. An increase in price causes supply to increase. This is in line with the Law of supply. 
2. Cost of production
Cost of production and supply of a product have an inverse relationship. If the cost of production increases, then supply of the product decreases and vice versa. 



