18. Cross Price Elasticity of Demand (1)
1. Fill in the missing words
A value for Cross-Price elasticity of demand (XED) can be used to decide whether two goods are ______________________ or complements. Numerical values for XED can be either positive or negative. A positive value suggests that two goods are substitutes: when the price of good A increases, demand for good B will __________________________. If the value is negative, then the two goods are complementary: when the price of good A __________________, the demand for good B will rise. If the value calculated for XED is close to, or even, 0, we describe two goods as being _____________________ of each other.
Choose words from: falls, increase, independent, substitutes
2. Multiple-choice. Choose one of the following options.
2.1 What is likely to be true about the XED value between bus and tube travel?

0. zero
0. positive
0. negative

Explain your answer _________________________________________________________

2.2 When the price of cinema tickets falls by 10% at a local cinema, the demand for popcorn increases by 20%. What will the XED value be between the two products?

a. -2
b. +2
c. -0.5

Explain your answer _________________________________________________________

2.3 Which of the following pairs of goods is most likely to have an XED value close to zero?

a. HD TVs and Netflix subscriptions
b. Champagne and sparkling white wine
c. Orange juice and pasta

Explain your answer _________________________________________________________

3. Calculate the following values for XED using the information provided, and outline the relationship between the two goods given the value:
3.1 % change in price of apples= +50%, % change in demand for oranges=+10% 

3.2 Laura’s demand for skirts falls by 40% when the price of jeans are slashed from £20 to £15 a pair.

3.3 Demand for Playstation 4 games increases by 15% when the price of PS4 consoles fall in the New Year sales from £300 to £270.

3.4 When the price of an 8-can pack of Coca-Cola falls in price from £3.00 to £2.50, the demand for 2 litre bottles of Pepsi decreases by 30%.
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18. ANSWERS: Cross Price Elasticity of Demand (1)

1. substitutes…rise/increase…falls/decreases…independent

2.1 Answer b- the two services are substitutes, so if the price of one increases, demand for the other will rise.
2.2 Answer a- XED is calculated by dividing the % change in quantity demanded for good A (popcorn) by the % change in price of good B (cinema tickets). +20% / -10% = -2. This suggests the goods are complements.
2.3 Answer c- changes in price for either orange juice or pasta are unlikely to significantly influence the demand for the other good, so the relationship is very weak, and hence a low XED value. 

3.1 	+0.2 Weak substitutes
3.2 	+1.6 Strong substitutes 
3.3 	-1.5 Strong complements
3.4	+1.8 Strong substitutes 
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