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q CROSS ELASTICITY

e The cross elasticity of demand measures how
sensitive consumer purchases of one product (say,
X) are to a change in the price of some other product

(say, Y).

_ percentage change in quantity demanded of commodity X

Substitute Goods If cross elasticity of demand is
positive, meaning that sales of X move in the same
direction as a change in the price of Y, then X and Y
are substitute goods.

Complementary Goods When cross elasticity is
negative, we know that X and Y “go together”; an
increase in the price of one decreases the demand
for the other. So the two are complementary goods.

Epy= = : e Independent Goods A zero or near-zero cross
percentage change inprice of commodity ¥ , elasticity suggests that the two products bging
considered are unrelated or independent goo
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q INCOME ELASTICITY OF DEMAND & O"e LAST WORD

¢ Income elasticity of demand measurest! d%%to

which consumers respond®to in®their

incomes by buyin r e&@p ticular g 4

¢ For Norma i ejncome-elasticity coefﬁ@
Ei is positKe, aning that more of them d&re
demanded as incomes rise.

o Inferior Goods A negative income-elasticity
coefficient designates an inferior good. }
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Elasticity and Pricing Power:
Consumers Pay Different Prices

Why Different
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