Theme 1 – Cross Elasticity of Demand - XED

Cross elasticity of demand

This is the responsiveness of demand for one good to a change in price of another good.

It is measured by   % change in quantity demanded of good X

                                             % change in price of good Y

A good with a XED, which is negative, will be described as a complementary
A good with a XED, which is positive, will be described as a substitute
Goods with a XED, which is close to zero, are unrelated to each other. Sometimes called ‘independent’.

The stronger the relationship between two products, the higher is the coefficient of cross-price elasticity of demand.

Therefore, if your answer is inelastic (less than one) there will be a weak relationship.

If your answer is elastic (greater than one) there will be a strong relationship.
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