CROSS PRICE ELASTICITY OF DEMAND FOR GOODS

THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS IS A CRUCIAL CONCEPT IN MICROECONOMICS THAT HELPS BUSINESSES AND
ANALYSTS UNDERSTAND HOW CHANGES IN THE PRICE OF ONE PRODUCT AFFECT THE DEMAND FOR ANOTHER. THIS FUNDAMENTAL
METRIC QUANTIFIES THE RESPONSIVENESS OF THE QUANTITY DEMANDED OF A GOOD WHEN THE PRICE OF A RELATED GOOD
CHANGES. [UNDERSTANDING THIS RELATIONSHIP IS VITAL FOR STRATEGIC PRICING, MARKET ANALYSIS, AND PREDICTING CONSUMER
BEHAVIOR IN AN INTERCONNECTED MARKETPLACE. WE WILL DELVE INTO ITS DEFINITION, THE FORMULA USED FOR CALCULATION,
THE INTERPRETATION OF ITS VALUES, AND ITS PRACTICAL APPLICATIONS ACROSS VARIOUS INDUSTRIES. FURTHERMORE, WE
WILL EXPLORE THE DISTINCTIONS BETWEEN SUBSTITUTES AND COMPLEMENTS, HOW TECHNOLOGICAL ADVANCEMENTS INFLUENCE
THIS ELASTICITY, AND ITS SIGNIFICANCE IN THE DYNAMIC WORLD OF E-COMMERCE.
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UNDERSTANDING CROSS PRICE ELASTICITY OF DEMAND

AT ITS CORE, THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS MEASURES THE SENSITIVITY OF THE DEMAND FOR ONE
PRODUCT TO A CHANGE IN THE PRICE OF ANOTHER. IMAGINE A SCENARIO WHERE THE PRICE OF YOUR FAVORITE COFFEE BRAND
SUDDENLY INCREASES. HOW DOES THAT AFFECT YOUR DECISION TO BUY A DIFFERENT BRAND OF COFFEE, OR PERHAPS A TEA
INSTEAD? THIS IS PRECISELY WHAT CROSS PRICE ELASTICITY HELPS US QUANTIFY. |T°S NOT JUST ABOUT HOW MUCH PEOPLE
BUY OF A SINGLE ITEM WHEN ITS OWN PRICE CHANGES; IT’S ABOUT THE RIPPLE EFFECT ACROSS DIFFERENT, BUT RELATED,
MARKETS. THIS ECONOMIC INDICATOR IS A CORNERSTONE FOR ANY BUSINESS AIMING TO NAVIGATE THE COMPLEXITIES OF PRICING
STRATEGIES AND UNDERSTAND COMPETITIVE LANDSCAPES.

For BUSINESSES, GRASPING THIS CONCEPT IS LIKE HAVING A CRYSTAL BALL FOR CONSUMER BEHAVIOR. IT ALLOWS THEM TO
ANTICIPATE HOW THEIR PRICING DECISIONS MIGHT IMPACT NOT ONLY THEIR OWN SALES BUT ALSO THOSE OF THEIR
COMPETITORS. SIMILARLY, IT PROVIDES INSIGHTS INTO HOW COMPETITORS' PRICING STRATEGIES MIGHT INFLUENCE THEIR OWN
MARKET SHARE. IN TODAY'S INTERCONNECTED ECONOMY, WHERE PRODUCTS ARE OFTEN LINKED IN A COMPLEX WEB OF CONSUMER
CHOICES, UNDERSTANDING THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS IS NO LONGER A NICHE ACADEMIC PURSUIT BUT
A PRACTICAL NECESSITY FOR SURVIVAL AND GROWTH.

THE ForMULA FOR CrROSS PRICE ELASTICITY

TO PRECISELY MEASURE THE RELATIONSHIP BETWEEN THE PRICE OF ONE GOOD AND THE DEMAND FOR ANOTHER, ECONOMISTS USE
A SPECIFIC FORMULA. THIS FORMULA IS ESSENTIAL FOR DERIVING QUANTITATIVE INSIGHTS THAT CAN INFORM CRUCIAL BUSINESS
DECISIONS. |T’S A STRAIGHTFORW ARD CALCULATION, BUT ITS IMPLICATIONS ARE PROFOUND.

THE FORMULA FOR CROSS PRICE ELASTICITY OF DEMAND (XED) IS EXPRESSED AS FOLLOWS:
XED = (% CHANGE IN QUANTITY DeMANDED oF Goob A) / (% CHANGE IN Price oF Goop B)

LET’S BREAK THIS DOWN. THE NUMERATOR REPRESENTS THE PERCENTAGE CHANGE IN THE QUANTITY OoF Goob A THAT
CONSUMERS ARE WILLING AND ABLE TO BUY. | HE DENOMINATOR REPRESENTS THE PERCENTAGE CHANGE IN THE PRICE oF Goob B.
BY DIVIDING THESE TWO PERCENTAGES, WE GET A SINGLE COEFFICIENT THAT TELLS US THE DEGREE AND DIRECTION OF THE



RELATIONSHIP BETWEEN THE TWO GOODS. |T'S A POWERFUL TOOL FOR TRANSLATING ABSTRACT MARKET INTERACTIONS INTO
CONCRETE NUMBERS.

CALCULATING PerceNTAGE CHANGES

To appLY THE XED FORMULA, WE FIRST NEED TO CALCULATE THE PERCENTAGE CHANGE IN BOTH QUANTITY DEMANDED AND
PRICE. THE STANDARD FORMULA FOR PERCENTAGE CHANGE IS:

PERCENTAGE CHANGE = [(NEw V ALUE - ORIGINAL V ALUE) / OriGINAL VALUE] 100

FOR EXAMPLE, IF THE PRICE OF GOOD B INCREASES FROM $10 TO $12, THE PERCENTAGE CHANGE IN PRICE IS [($12 - $10) /
$10] 100 = 20%. IF, AS A RESULT, THE QUANTITY DEMANDED OF GOoD A DECREASES FROM 100 UNITS TO 80 UNITS, THE
PERCENTAGE CHANGE IN QUANTITY DEMANDED Is [(80 - 100) / 100] 100 = -20%. PLUGGING THESE INTO THE XED
FORMULA wouLD YIELD XED = (-20%) / (20%) =-1.

INTERPRETING THE RESULTS: SUBSTITUTES, COMPLEMENTS, AND UNRELATED
Goobs

THE VALUE DERIVED FROM THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS IS NOT JUST A NUMBER; IT’S A CLASSIFICATION
OF THE RELATIONSHIP BETWEEN TWO PRODUCTS. THE SIGN AND MAGNITUDE OF THE XED COEFFICIENT TELL US WHETHER THE
GOODS ARE SUBSTITUTES, COMPLEMENTS, OR ENTIRELY UNRELATED. THIS INTERPRETATION IS THE BEDROCK OF STRATEGIC
BUSINESS PLANNING.

SUBSTITUTES

\W/HEN THE CROSS PRICE ELASTICITY OF DEMAND IS POSITIVE (XED > 0), THE TWO GOODS ARE CONSIDERED SUBSTITUTES. THIS
MEANS THAT AN INCREASE IN THE PRICE OF GOOD B LEADS TO AN INCREASE IN THE DEMAND FOR GoobD A. CONSUMERS, FACED
WITH A HIGHER PRICE FOR THEIR USUAL CHOICE (GooD B), WILL SWITCH TO A CHEAPER ALTERNATIVE (Goob A). THINK
ABOUT BUTTER AND MARGARINE, OR COKE AND PEPSI. IF THE PRICE OF COKE GOES UP, PEOPLE ARE LIKELY TO BUY MORE PEPSI.
THE HIGHER THE POSITIVE XED VALUE, THE STRONGER THE SUBSTITUTABILITY.

COMPLEMENTS

CONVERSELY, IF THE CROSS PRICE ELASTICITY OF DEMAND IS NEGATIVE (XED < 0), THE TWO GOODS ARE COMPLEMENTS. THIS
INDICATES THAT AN INCREASE IN THE PRICE OF GOOD B LEADS TO A DECREASE IN THE DEMAND FOR Goob A. THESE ARE GOODS
THAT ARE TYPICALLY CONSUMED TOGETHER. FOR INSTANCE, CONSIDER PRINTERS AND INK CARTRIDGES. IF THE PRICE OF PRINTERS
RISES SIGNIFICANTLY, FEWER PEOPLE WILL BUY PRINTERS, AND CONSEQUENTLY, THE DEMAND FOR INK CARTRIDGES WILL ALSO
FALL. A MORE NEGATIVE XED VALUE SIGNIFIES A STRONGER COMPLEMENTARY RELATIONSHIP.

UNRELATED Goobs

IN CASES WHERE THE CROSS PRICE ELASTICITY OF DEMAND IS CLOSE TO ZERO (XED = O), THE TWO GOODS ARE CONSIDERED
UNRELATED. A CHANGE IN THE PRICE OF GOOD B HAS LITTLE TO NO DISCERNIBLE IMPACT ON THE DEMAND FOR Goob A. For
EXAMPLE, THE PRICE OF BREAD IS UNLIKELY TO SIGNIFICANTLY AFFECT THE DEMAND FOR CARS. THIS LACK OF CORRELATION IS
CRUCIAL FOR BUSINESSES TO IDENTIFY WHEN THEIR PRODUCTS ARE NOT DIRECTLY IMPACTED BY PRICE FLUCTUATIONS IN OTHER,



SEEMINGLY UNRELATED, MARKETS.

FAcCTORS INFLUENCING CrROSS PRICE ELASTICITY

SEVERAL FACTORS CAN INFLUENCE HOW RESPONSIVE THE DEMAND FOR ONE GOOD IS TO THE PRICE CHANGE OF ANOTHER.
(UNDERSTANDING THESE DYNAMICS ALLOWS FOR A MORE NUANCED ANALYSIS OF THE CROSS PRICE ELASTICITY OF DEMAND FOR
GOODS AND ITS IMPACT ON MARKET BEHAVIOR. THESE ARE NOT STATIC, THEY CAN SHIFT OVER TIME.

AVAILABILITY OF SUBSTITUTES

ONE OF THE MOST SIGNIFICANT DETERMINANTS IS THE AVAILABILITY AND QUALITY OF SUBSTITUTES. IF THERE ARE MANY CLOSE
SUBSTITUTES FOR GOOD B, THEN A PRICE INCREASE IN GOOD B WILL LIKELY LEAD TO A LARGE INCREASE IN DEMAND FOR GOOD
A (AND OTHER SUBSTITUTES) AS CONSUMERS READILY SWITCH. CONVERSELY/ IF THERE ARE FEW OR NO GOOD SUBSTITUTES,
THE DEMAND FOR GOOD A MIGHT NOT INCREASE MUCH, EVEN IF Goob B BECOMES MORE EXPENSIVE.

DeGree OF COMPLEMENTARITY

FOR COMPLEMENTARY GOODS, THE EXTENT TO WHICH THEY ARE USED TOGETHER PLAYS A CRUCIAL ROLE. IF TWO GOODS ARE
ESSENTIAL FOR EACH OTHER'S USE (LIKE A SMARTPHONE AND ITS SPECIFIC OPERATING SYSTEM), A PRICE CHANGE IN ONE WILL
HAVE A STRONG IMPACT ON THE DEMAND FOR THE OTHER. IF THEY ARE WEAKLY COMPLEMENTARY, THE EFFECT WILL BE MORE
MUTED.

CONSUMER INCOME AND PREFERENCES

\W/HILE NOT DIRECTLY IN THE XED FORMULA, CONSUMER INCOME AND PREFERENCES CAN INDIRECTLY INFLUENCE THE RELATIONSHIP.
For EXAMPLE, IF GOOD A IS A LUXURY ITEM AND GOOD B IS A NECESSITY, A PRICE CHANGE IN GOOD B MIGHT HAVE A SMALLER
EFFECT ON THE DEMAND FOR GOOD A IF CONSUMERS HAVE HIGH INCOMES AND ARE LESS PRICE-SENSITIVE. PREFERENCES ALSO
SHAPE HOW CONSUMERS PERCEIVE SUBSTITUTES AND COMPLEMENTS.

TiMe Horizon

THE TIME FRAME CONSIDERED CAN ALSO AFFECT CROSS PRICE ELASTICITY. IN THE SHORT TERM, CONSUMERS MIGHT BE LESS ABLE
TO ADJUST THEIR PURCHASING HABITS IN RESPONSE TO PRICE CHANGES. HO\X/EVER, OVER A LONGER PERIOD, THEY MAY FIND NEW
SUBSTITUTES OR ADJUST THEIR CONSUMPTION PATTERNS, LEADING TO A HIGHER ELASTICITY.

PrAcCTICAL APPLICATIONS oF Cross PRrICE ELASTICITY

THE THEORETICAL UNDERSTANDING OF THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS TRANSLATES INTO TANGIBLE, REAL-
WORLD APPLICATIONS FOR BUSINESSES ACROSS A MULTITUDE OF SECTORS. IT'S A STRATEGIC TOOL THAT INFORMS DECISION-
MAKING AT MULTIPLE LEVELS.



PRICING STRATEGIES

BusiNesses cAN USE XED To OPTIMIZE THEIR PRICING. [F GooD A IS A SUBSTITUTE FOR GooD B, A COMPANY SELLING GOoD
A MIGHT CONSIDER SLIGHTLY INCREASING ITS PRICE IF IT KNOWS A COMPETITOR SELLING GOOD B IS ABOUT TO RAISE THEIR
PRICES. CONVERSELY, IF Goob A AND GOOD B ARE COMPLEMENTS, A COMPANY MIGHT OFFER BUNDLES OR DISCOUNTS TO
ENCOURAGE THE PURCHASE OF BOTH ITEMS, KNOWING THAT A LOWER PRICE FOR ONE WILL BOOST DEMAND FOR THE OTHER.

COMPETITIVE ANALYSIS

UNDERSTANDING THE XED OF YOUR PRODUCT IN RELATION TO COMPETITORS' PRODUCTS IS CRUCIAL FOR COMPETITIVE
ANALYSIS. |T HELPS A COMPANY GAUGE ITS VULNERABILITY TO PRICE WARS OR IDENTIFY OPPORTUNITIES TO CAPTURE MARKET
SHARE BY STRATEGICALLY PRICING RELATIVE TO RIVALS. KNOWING HOW YOUR PRODUCT IS PERCEIVED AS A SUBSTITUTE OR
COMPLEMENT HELPS IN FORECASTING MARKET SHIFTS.

ProbuCT DEVELOPMENT AND INNOVATION

INSIGHTS FROM CROSS PRICE ELASTICITY CAN ALSO INFORM PRODUCT DEVELOPMENT. [F A COMPANY’S PRODUCT HAS STRONG
COMPLEMENTARY RELATIONSHIPS WITH OTHER POPULAR GOODS, IT MIGHT EXPLORE PARTNERSHIPS OR FURTHER INTEGRATE ITS
OFFERINGS. |F IT'S A STRONG SUBSTITUTE, THE COMPANY MIGHT FOCUS ON DIFFERENTIATING ITS PRODUCT TO REDUCE ITS
PERCEIVED SUBSTITUTABILITY AND COMMAND A PREMIUM.

MARKETING AND ADVERTISING

MARKETING CAMPAIGNS CAN BE TAILORED BASED ON XED. FOR SUBSTITUTE GOODS, ADVERTISING MIGHT EMPHASIZE UNIQUE
SELLING PROPOSITIONS TO HIGHLIGHT DIFFERENCES. FOR COMPLEMENT ARY GOODS, MARKETING EFFORTS COULD FOCUS ON
SHOWCASING THE SYNERGY AND COMBINED BENEFITS OF PURCHASING BOTH PRODUCTS.

Cross PrICE ELASTICITY IN THE DIGITAL AGE

THE ADVENT OF E-COMMERCE AND DIGITAL MARKETPLACES HAS AMPLIFIED THE IMPORTANCE AND COMPLEXITY OF THE CROSS
PRICE ELASTICITY OF DEMAND FOR GOODS. ONLINE PLATFORMS OFFER UNPRECEDENTED TRANSPARENCY AND EASE OF
COMPARISON, MAKING CONSUMERS MORE SENSITIVE TO PRICE DIFFERENTIALS.

ONLINE COMPARISON SHOPPING

CONSUMERS CAN EFFORTLESSLY COMPARE PRICES OF SIMILAR PRODUCTS FROM VARIOUS VENDORS WITH JUST A FEW CLICKS.
THIS EASE OF ACCESS TO INFORMATION SIGNIFICANTLY INCREASES THE CROSS PRICE ELASTICITY FOR SUBSTITUTE GOODS. A
SMALL PRICE DIFFERENCE CAN LEAD TO A SUBSTANTIAL SHIFT IN PURCHASING BEHAVIOR. THIS MEANS BUSINESSES OPERATING
ONLINE MUST BE ACUTELY AWARE OF THEIR COMPETITORS’ PRICING IN REAL-TIME.

BUNDLING AND DYNAMIC PRICING

E-COMMERCE PLATFORMS EXCEL AT FACILITATING DYNAMIC PRICING AND SOPHISTICATED BUNDLING STRATEGIES. RETAILERS CAN



ADJUST PRICES CONTINUOUSLY BASED ON DEMAND, COMPETITOR PRICING, AND INVENTORY LEVELS. THEY CAN ALSO OFFER
ATTRACTIVE BUNDLES OF COMPLEMENTARY PRODUCTS, LEVERAGING THE NEGATIVE CROSS PRICE ELASTICITY TO INCREASE
OVERALL SALES VOLUME AND CUSTOMER VALUE. FOR EXAMPLE, A FASHION RETAILER MIGHT BUNDLE A DRESS WITH A MATCHING
SCARF AND HANDBAG AT A SLIGHTLY DISCOUNTED PRICE COMPARED TO PURCHASING THEM INDIVIDUALLY.

THE INFLUENCE OF DATA ANALYTICS

THE DIGITAL AGE PROVIDES VAST AMOUNTS OF DATA ON CONSUMER BEHAVIOR. COMPANIES CAN NOW ANALYZE PURCHASE
HISTORIES, BROWSING PATTERNS, AND CLICK-THROUGH RATES TO MORE ACCURATELY ESTIMATE THE CROSS PRICE ELASTICITY
OF DEMAND FOR THEIR GOODS AND RELATED PRODUCTS. THIS DATA-DRIVEN APPROACH ALLOWS FOR HIGHLY TARGETED PRICING
AND MARKETING STRATEGIES, MAKING THE CONCEPT OF XED EVEN MORE POWERFUL AND ACTIONABLE.

IN CONCLUSION, THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS IS A MULTIFACETED ECONOMIC CONCEPT WITH FAR™
REACHING IMPLICATIONS. [T MOVES BEYOND THE SIMPLE RELATIONSHIP BETWEEN A PRODUCT’'S PRICE AND ITS OWN DEMAND TO
EXPLORE THE INTERCONNECTEDNESS OF MARKETS. BY UNDERSTANDING WHETHER GOODS ARE SUBSTITUTES OR COMPLEMENTS,
AND BY RECOGNIZING THE FACTORS THAT INFLUENCE THIS RELATIONSHIP, BUSINESSES CAN MAKE INFORMED DECISIONS ABOUT
PRICING, COMPETITION, AND PRODUCT STRATEGY. IN OUR INCREASINGLY INTERCONNECTED GLOBAL ECONOMY, AND ESPECIALLY
WITHIN THE DYNAMIC LANDSCAPE OF DIGITAL COMMERCE, MASTERING THE NUANCES OF CROSS PRICE ELASTICITY IS NOT JUST
ADVANTAGEOUS—IT’S ESSENTIAL FOR THRIVING.

FAQ

Q: WHAT IS THE PRIMARY IMPLICATION OF A POSITIVE CROSS PRICE ELASTICITY OF
DEMAND FOR GOODS?

A: A POSITIVE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS INDICATES THAT THE TWO PRODUCTS ARE SUBSTITUTES. THIS
MEANS THAT AS THE PRICE OF ONE GOOD INCREASES, THE DEMAND FOR THE OTHER GOOD ALSO INCREASES, AS CONSUMERS
SWITCH TO THE RELATIVELY CHEAPER OPTION.

QZ CAN YOU PROVIDE AN EXAMPLE OF GOODS WITH A NEGATIVE CROSS PRICE
ELASTICITY OF DEMAND?

A: YES/ GOODS WITH A NEGATIVE CROSS PRICE ELASTICITY OF DEMAND ARE COMPLEMENTS. A CLASSIC EXAMPLE IS PRINTERS
AND INK CARTRIDGES. IF THE PRICE OF PRINTERS INCREASES, FEWER PRINTERS WILL BE SOLD, LEADING TO A DECREASED DEMAND
FOR INK CARTRIDGES, EVEN IF THE PRICE OF INK CARTRIDGES REMAINS UNCHANGED.

QZ How DOES THE AVAILABILITY OF MANY CLOSE SUBSTITUTES AFFECT THE CROSS
PRICE ELASTICITY OF DEMAND FOR GOODS?

A: THE AVAILABILITY OF MANY CLOSE SUBSTITUTES FOR A GOOD WILL GENERALLY LEAD TO A HIGHER CROSS PRICE ELASTICITY
OF DEMAND FOR THAT GOOD (AND ITS SUBSTITUTES). IF THE PRICE OF ONE OPTION RISES, CONSUMERS HAVE MANY
ALTERNATIVES TO CHOOSE FROM, MAKING THEM MORE LIKELY TO SWITCH, THUS INCREASING THE RESPONSIVENESS OF DEMAND.

Q: IS CROSS PRICE ELASTICITY OF DEMAND FOR GOODS A STATIC MEASURE, OR CAN IT
CHANGE OVER TIME?

A: CROSS PRICE ELASTICITY OF DEMAND FOR GOODS IS NOT A STATIC MEASURE; IT CAN CHANGE OVER TIME. FACTORS SUCH AS
EVOLVING CONSUMER PREFERENCES, TECHNOLOGICAL ADVANCEMENTS, THE INTRODUCTION OF NEW PRODUCTS, AND CHANGES IN



MARKET COMPETITION CAN ALL INFLUENCE THE RELATIONSHIP BETWEEN GOODS AND THUS THEIR ELASTICITY.

Q: How CAN BUSINESSES USE THE CONCEPT OF CROSS PRICE ELASTICITY OF DEMAND
FOR GOODS IN THEIR PRICING STRATEGIES?

A: BUSINESSES CAN LEVERAGE CROSS PRICE ELASTICITY FOR PRICING STRATEGIES BY UNDERSTANDING HOW THEIR PRICE CHANGES
MIGHT AFFECT THE DEMAND FOR COMPETITORS’ PRODUCTS AND VICE VERSA. FOR SUBSTITUTES, A COMPANY MIGHT RAISE PRICES
IF A COMPETITOR IS EXPECTED TO DO SO. FOR COMPLEMENTS, THEY MIGHT BUNDLE PRODUCTS OR OFFER DISCOUNTS TO
ENCOURAGE JOINT PURCHASES.

Q: WHAT DOES IT MEAN IF THE CROSS PRICE ELASTICITY OF DEMAND FOR TWO GOODS
IS CLOSE TO ZERO?P

A: |F THE CROSS PRICE ELASTICITY OF DEMAND FOR TWO GOODS IS CLOSE TO ZERO, IT IMPLIES THAT THE GOODS ARE LARGELY
UNRELATED. A CHANGE IN THE PRICE OF ONE GOOD HAS A NEGLIGIBLE IMPACT ON THE DEMAND FOR THE OTHER. FOR INSTANCE, THE
PRICE OF GASOLINE AND THE DEMAND FOR MOVIE TICKETS ARE LIKELY TO HAVE A NEAR-ZERO CROSS PRICE ELASTICITY.

QI How HAS THE INTERNET AND E-COMMERCE IMPACTED THE CROSS PRICE ELASTICITY
OF DEMAND FOR GOODS?

A: THE INTERNET AND E-COMMERCE HAVE GENERALLY INCREASED THE CROSS PRICE ELASTICITY OF DEMAND FOR GOODS,
PARTICULARLY FOR SUBSTITUTES. THE EASE OF ONLINE PRICE COMPARISON MEANS CONSUMERS CAN QUICKLY IDENTIFY AND
SWITCH TO CHEAPER ALTERNATIVES, MAKING BUSINESSES MORE SENSITIVE TO THEIR COMPETITORS’ PRICING.

Q: IS IT POSSIBLE FOR A PRODUCT TO BE A SUBSTITUTE FOR ONE GOOD AND A
COMPLEMENT FOR ANOTHER?

A: YES, IT IS POSSIBLE FOR A PRODUCT TO BE A SUBSTITUTE FOR ONE GOOD AND A COMPLEMENT FOR ANOTHER. FOR EXAMPLE,
COFFEE IS A SUBSTITUTE FOR TEA, BUT IT MIGHT BE A COMPLEMENT TO SUGAR AND MILK. THIS HIGHLIGHTS THE COMPLEX AND
VARIED RELATIONSHIPS THAT CAN EXIST BETWEEN DIFFERENT GOODS IN THE MARKETPLACE.
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