
Name of the Semester: UG Semester I 

Name of the Subject: Microeconomics I (Module I) 

Name of the Teacher: Arindam Jana 

Lecture No.: 1 

 

Unit I: Demand  

Concept of Demand 

In ordinary speech, the term demand is many times confused with ‘desire’ or ‘want’. But in 

economics, demand is not the same thing as desire or want. A does not become demand 

unless it is backed by the ability to satisfy it. Hence, demand is the desire to purchase 

backed by purchasing power. 

While discussing the concept of demand, some points should be kept in mind. First, demand 

means demand per unit of time. The time may be a day, a week, a month or a year, etc. 

Secondly, demand always relates to a commodity. Hence, we should specify the commodity. 

Thirdly, demand for any commodity may be individual demand or market demand. Fourthly, 

the quantity demanded may vary from one place from another. However, the reference to 

place is necessary only in the case of market demand. 

Determinants of Demand 

The discussion on factors affecting demand will take place at two levels. First we 

consider the factors affecting individual demand and then we shall consider the 

factors affecting market demand. Among the factors affecting individual 

demand, we may mention the following:   

1) Tastes and Preferences of the Consumer:  The  changes  in demand  for 

various goods occur due to changes in fashion, and massive advertisement 

by the sellers. 

2) Income of the People: The greater the incomes of the people, the greater 

will be their demand for goods and vice versa. Thus, there is a positive 

relationship between income and demand when all other factors are kept 

constant. 

3) Price of the Commodity:  Greater the  price of the  commodity, the  lesser 

will be its demand and vice-versa. Thus, there is a negative relationship 

between the price and quantity demanded of a commodity,  if all  other  

factors  remain constant. 

 

4) Changes in the Prices of the  Related  Goods:  When  the  price  of a 

substitute for a good X falls, the demand for that good X will decline and 

when the price of the substitute rises, the demand for that good will 

increase. Tea and coffee are very close substitutes. Therefore, when the 

price of tea falls, the consumers substitute tea for coffee and as a result, 



the  demand  for  coffee  declines.  For goods that are complementary with 

each other, the change in the price of any of them would affect the demand 

of the  other.  For  instance, if the  price of milk falls, its demand would 

rise. Along with the demand for milk, the demand for sugar would also 

rise, as milk and sugar  are  complementary goods.  Likewise, when the  

price of car  falls, the  demand for  them would increase which in turn will 

increase the demand for petrol. 

5) Expectations about Future Prices: If consumers expect that the  price of a 

good to rise sharply in near future, they may buy more of that good now 

itself so as to avoid paying higher prices later. 

6) Demonstration Effect: Demonstration effect refers to the effect of purchase of any 

commodity by an individual on the purchase of others. For example, when an 

individual in a locality purchases a T.V. set, his neighbours may also purchase T.V. 

sets as a result of the demonstration effect. 

The market demand at any period of time is obtained by adding together the 

individual demands. Apart  

from the determinants of individual demand, the market demand depends on 

certain other factors. The determinants of market demand are as follows: 

7) Population: As population increases, the number of consumers would also 

increase and as a result, more of goods will be purchased. 

8) Income Distribution: In a country with equitable distribution of income, 

there will be lesser demand for certain luxury goods, while in a country 

where  the income is unequally divided among the very rich and very  poor  

people,  the demand for such luxury goods-will be more. 

9) Advertisement Expenditure: Market demand also influenced by advertisement 

expenditures incurred by firms. The greater the amount of advertisement 

expenditure, the greater is likely to be the demand for any commodity. 

10) Terms of credit and rate of interest:  Many durable consumer goods are 

purchased by taking loans. Their demand will depend on the term on which loans 

are obtained and also on the rate of interest on such loans. 

11) Introduction of new products: If new products are introduced in the market, it 

reduces the demand for old products. For example, when a new model of car is 

introduced, the demand for the old model decrease. 

12) Distribution of income: Total market demand also depends on the distribution of 

income. Since different individuals have different marginal propensities to 

consume, total demand may be affected even if total income remains the same. 
 

Demand Function 

As we know, a function is a symbolic statement of relationship between the 

dependent and independent variables. The demand function state the relationship 

between the demand for a product (the dependent variable) and its determinants 

(the independent or explanatory variables). A demand function may be expressed 

as follows:  

Dx = f (PX, M, PY, T, A) 

  Where DX  is the quantity demanded of product X, 

    M is the money income of the consumer, 

 PY is the price of other goods, 



 T is the taste of the consumer and  

 A is advertisement expenditure. 

 

Law of Demand 

 The law of demand is one of the most important laws of economic theory. The law 

states the nature of relationship between the quantity demanded of a product and its 

price. According to the law of demand, other things being equal, if the price of a 

commodity falls, the quantity demanded of it will rise and if the price of a commodity 

rises, its quantity demanded will decline. Thus, there is an inverse relationship 

between price and quantity demanded, ceteris paribus. The other things which are 

assumed to be equal or constant are the prices of related commodities, income of 

consumers, tastes and preferences of consumers, and such other factors which influence 

demand. The law can be stated mathematically as 
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xq  is the quantity demanded of the commodity X and xp is the price per 

unit of this commodity X respectively. 
 

Demand Schedule 

A demand schedule is a schedule which shows various quantities of demanded of a 

commodity at different prices in a tabular form, other things remaining unchanged. 

The demand schedule may be of two types: individual demand schedule and 

market demand schedule. 
 

Individual Demand Schedule is a table showing different quantities of commodity that 

one particular consumer is willing to buy at different level of prices, during a 

given period of time. An individual demand schedule is shown below. 

 
Table-1: Demand Scheduled of an Individual Buyer 

Price of sugar ` per kg. Quantity Demanded kgs. per month 

1 5 

2 4 

3 3 

4 2 

5 1 

 
 

Market demand schedule is a table showing different quantities of a commodity 

that all the consumers are willing to buy at different prices, during a given 

period of time. If there are only two consumers the market demand schedule 

will be constructed as under.  

Tabie-2: Market Demand Schedule 

Price of sugar ` per kg. Quantity Demanded p.m. kgs. Market Demand 

A + B Consumer A Consumer B 

1 5 6 5 + 6 = 11 

2 4 5 4 + 5 = 9 

3 3 4 3 + 4 = 7 



4 2 3 2 + 3 = 5 

5 1 2 1 + 2 = 3 

 

           Demand Curve 

The curve which shows the relationship between price and quantity demanded, 

other things remaining the same, is called demand curve. If the demand schedule is 

represented in a diagram, we can get the demand curve. Thus a demand curve for 

any commodity can be drawn by plotting each combination of price and demand 

on a graph. Price (independent variable) is taken on the y-axis and quantity 

demanded (dependent variable) on the X-axis. The demand curve may be of two 

types: individual demand curve and market demand curve. 

     

 

 

 

 

 

                                   Individual Demand Curve 

 

 

   Market Demand Curve  

Exception to the Law of Demand 

Generally, the amount demanded of good increases with a decrease in price of the good and 

vice versa. In some cases, however, this may not be true. Such situations are explained 

below. 

1. Giffen goods: these are those inferior goods on which the consumer spends a large part of 

his income and the demand for which falls with a fall in their price. The demand curve for 

these has a positive slope. The consumers of such goods are mostly the poor. a rise in their 

price drains their resources and the poor have to shift their consumption from the more 

expensive goods to the giffen goods, while a fall in the price would spare the household some 

money for more expensive goods. which still remain cheaper. These goods have no closely 

related substitutes; hence income effect is higher than substitution effect. 

2. Commodities which are used as status symbols: Some expensive commodities like 

diamonds, air conditioned cars, etc., are used as status symbols to display one’s wealth. The 



more expensive these commodities become, the higher their value as a status symbol and 

hence, the greater the demand for them. The amount demanded of these commodities 

increase with an increase in their price and decrease with a decrease in their price. Also 

known as a Veblen good. (In economics, Veblen goods are a group of commodities for which 

people's preference for buying them increases as their price increases, as greater price 

confers greater status, instead of decreasing according to the law of demand.) 

3. Expectations regarding future prices: If the price of a commodity is rising and is expected 

to rise in future the demand for the commodity will increase. 

4. Emergency: At times of war, famine etc. consumers have an abnormal behaviour. If they 

expect shortage in goods they would buy and hoard goods even at higher prices. In 

depression they will buy less at even low prices. 

5. Quality-price relationship: some people assume that expensive goods are of a higher 

quality then the low priced goods. In this case more goods are demanded at higher prices. 

6. Demonstration Effect: In the case of demonstration effect, law of demand is not applicable. 

When a consumer starts to use a commodity in order to imitate others, it is called 

demonstration effect. In this case, if price of a commodity rises, its demand will also rise. 

7. Share Market: When the price of any particular share increase in the share market, the 

demand for that share also rises. The buyers expect that the price of that share will increase 

further in near future. To make more profit, they will want to purchase more of that share. 

Similarly, when price of any share falls, its demand decreases. So, the law of demand does 

not operate in the share market. 

Change in Quantity demanded and Change in Demand   

The demand schedule, demand curve and the law of demand all show that when the price of a 

commodity falls, its quantity demanded increases, other things being equal. When, as a result of 

decrease in price, the quantity demanded increases, we  say that there is an increase in quantity 

demanded or  an expansion of demand and when, as a result of increase in price, the quantity 

demanded decreases, we say that there is a decrease of quantity demanded or contraction of demand. 

For example, suppose the price of apples at any time is Rs.100/ per kilogram and a consumer buys 

one kilogram at that price. Now, if other things such as income, prices of other goods and tastes of the 

consumers remain the same but the price of apples falls to Rs. 80 per kilogram and the consumer 

now buys two kilograms of apples, we say that there is a change in quantity demanded or there is 

an expansion of demand. On the contrary, if the price of apples rises to Rs. 150 per kilogram and the 

consumer then buys only half a kilogram, we say that there is a contraction of demand. On the 

other hand, when demand for any commodity changes due change in any factor other than 

its own price, we call it change in demand.  

The phenomena of expansion and contraction of demand are shown in the Figure below. The 

figure shows that when price is OP, the quantity demanded is OM, given other things equal. 

If, as a result of increase in price (OP”), the quantity demanded falls to OL, we say that 

there is ‘a fall in quantity demanded’ or ‘contraction of demand’ or ‘an upward movement 

along the same demand curve’. Similarly, as a result  of   fall in price to OP’, the quantity 



demanded rises to ON, we say that there is ‘expansion of demand’ or ‘a rise in quantity demanded’ 

or ‘a downward movement on the same demand curve.’ 
 

It should be noted that expansion and contraction of demand take place as a result of 

changes in the price while all other determinants of price viz. income, tastes, propensity 

to consume and price of related goods remain constant. The ‘other factors remaining 

constant’ means that the position of the demand curve remains the same and the 

consumer moves downwards or upwards on it. What happens if there is a change in 

consumers’ tastes and preferences, income, the prices of the related goods or other 

factors on which demand depends? Let us consider the demand for commodity X. 

Table 3 shows the possible effect of an increase in income of the consumer on the 

quantity demanded of commodity X. 

Table-3 : Two demand schedules for commodity X 

 Price Quantity of ‘X’ demanded when average 

household income is Rs.20,000  per month 

Quantity of ‘X’ demanded when average 

household income is Rs.25,000  per month 

A 5 10 15 A1 

B 4 15 20 B1 

C 3 20 25 C1 

D 2 35 40 D1 

E 1 60 65 E1 

 

 

 

                       Figure showing two demand curves with different incomes 

 

These new data are plotted in Figure 4 as demand curve D’D’ along with the original 

demand curve DD. We say that the demand curve for X has shifted [in this case it has 

shifted to the right]. The shift from DD to D’D’ indicates an increase in the desire to 

purchase ‘X’ at each possible price. For example, at the price of Rs.4 per unit, 15 units are 

demanded when average household income is Rs.20,000 per month. When the average 

household income rises to Rs.25,000 per month, 20 units of X are demanded at price Rs.4. A 

rise in income thus shifts the demand curve to the right, whereas a fall in income will have 

the opposite effect of shifting the demand curve to the left. 

 


