
=
% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦 𝑑𝑒𝑚𝑎𝑛𝑑𝑒𝑑

% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑝𝑟𝑖𝑐𝑒

Price Elasticity of Demand

Perfectly inelastic demand = 0

Perfectly elastic demand = −∞



Determinants of Price Elasticity of Demand

• Substitutability of alternatives

• Cost (relative to income)

• Time horizon

• Current point of equilibrium along the demand curve



Cross-price Elasticity of Demand

=
% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦 𝑑𝑒𝑚𝑎𝑛𝑑𝑒𝑑 𝑜𝑓 𝑠𝑒𝑟𝑣𝑖𝑐𝑒 𝐴

% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑝𝑟𝑖𝑐𝑒 𝑜𝑓 𝑠𝑒𝑟𝑣𝑖𝑐𝑒 𝐵

Between substitutes, cross-price elasticity > 0

Between complements, cross-price elasticity < 0



Income Elasticity of Demand

=
% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦 𝑑𝑒𝑚𝑎𝑛𝑑𝑒𝑑

% 𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛 𝑖𝑛𝑐𝑜𝑚𝑒

For normal goods/services, income elasticity > 0

For inferior goods/services, income elasticity < 0


