Demand

· Desire to own something and the ability to pay for it

1. Law of Demand

· When price of goods goes down, then demand goes up and if the prices goes up, then demand goes down

2. Graphing Demand

a. Demand Schedule – data table of demand and price

b. Demand curve – graph representation of demand schedule

c. Ex. see chart

3. Demand Curve shifts

· If all things are constant in the market, it is called ceteris paribus (Latin for all constant)

· What causes shifts in demand?

a. Income/Budget

b. Consumer expectations

c. Consumer tastes

d. Advertising

e. Price of Related Goods

· Normal Goods – goods in demand more when income increases

· Inferior Goods – goods in demand less when income increases

· Substitution Goods – goods that replace other goods

· Complimentary Goods – goods that are used together with other goods

4. Demand Elasticity

· Measurement of consumer reaction to price changes

· If continue to buy if price increases = inelastic demand

· If limited or stop to buy goods if price increases = elastic demand

a. Calculating Elasticity

· Elasticity = % of change in quantity demanded
% change in price

b. Factors of Elasticity

· Available of substitute goods

· Importance of goods

· Necessities v. Luxuries

· Change over Time

c. Elasticity and Revenue

· Revenue – firms total $$ made from selling goods and services

· Elastic demand = as price decreases, revenue increases and as price increases, then revenue decreases

· Inelastic Demand = as price decreases, revenue decreases and as price increases, then revenue increases

