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Lesson 1 Fundamentals of Demand


Demand
In economics, demand is the desire to own something and the ability to pay for it. The law of demand states that the lower a good’s price, the more consumers will buy. And the opposite is also true—the higher a good’s price, the less consumers will buy. For example, people will demand less pizza slices if the price increases from $3 to $4. They will demand more pizza slices if the price drops from $3 to $2.
The law of demand helps produce two patterns of behavior. The first is known as the substitution effect. The substitution effect says that as the price of one good rises, people are likely to choose a different, or substitute, good. When the price of pizza goes up, people are likely to choose a less expensive substitute. In the same way, if the price of pizza were to drop, diners might substitute pizza for other more expensive menu items.

Sometimes an increase in the price of pizza may cause consumers to simply buy less pizza without increasing purchases of other goods. This behavior is known as the income effect. The income effect is the change in consumption that results in response to changes in price. It occurs when the price for pizza and other goods rises since people can no longer afford to buy the same combination of goods. In response, they cut back on their purchases.
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[bookmark: _GoBack]Reading Check If you buy less clothing because the price went up, what has happened?



The Demand Schedule and The Demand Graph
The law of demand explains how the price of an item affects the quantity demanded. To have demand for a good, you must be willing and able to buy it at the specified price. If you can’t truly afford that car or new laptop, then you do not demand that item. A demand schedule is a table that shows how much of a good that consumers will buy at various prices in a market. A market demand schedule shows the quantities demanded at various prices by all consumers in the market. A pizza shop owner would use this schedule to predict the total sales of pizza at different prices, for example.
A demand curve is a graphic representation of a demand schedule. Demand curves and schedules reflect the law of demand. The law of demand states that higher prices will always lead to lower quantities demanded.
Reading Check How would you expect an increase in the price of a good to affect its demand curve?



✓ LESSON CHECK In order for demand for a good to be present, what two conditions must be present?
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EFFECTCAUSE



•�Prices go down … •�Quantity demanded goes up.



Law of Demand



•�Prices go up …    •�Quantity demanded goes down.











