Demand



Chapter 4

What is Demand?


· The desire for something and the ability to pay for it.

The Law of Demand

· The lower the price of a good, consumers will buy more of it.  The reverse is also true.

· When we think of demand, we must think like consumers.

Demand is the Result of …

· Substitution Effect-a consumers ability to replace one item with another. You eat pizza instead of steak because pizza is cheaper.

· Income Effect-Rising prices make us feel poorer.  The feeling that your budget doesn’t buy what it used to.  Your demand goes down.

The Demand Curve

· Always rises right left.  Quantity runs along the x-axis and price is along the y-axis.

· Market demand curves can be used to predict how people will change habits based on price.

Shifts in the Demand Curve

· Shifts occur when other factors change.

· Supply and demand curves are only accurate when no other factors change.

· When other factors (like popularity of an item change) the entire line shifts upward or downward.

What Causes a Shift?

· Increases in income changes a person’s demand.

· As income rises,demand for inferior goods go down.

· Consumer Expectations 

· Population

· Consumer tastes and advertising

Complements and Substitutes

· Complement-products bought and used together.

· Substitutes-goods used in place of one another.

Elasticity of Demand

· How much consumer demand changes in relation to price.

Factors Affecting Elasticity

· Availability of Substitutes.

· Relative Importance (Share of Income Spent)

· Necessities vs. Luxuries

· Demand Habits change over time

