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Chapter - Theory of Demand
Meaning and Definitions of Demand: It must be remembered that demand in Economics is always stated with reference
to a particular price. Any change in price will normally bring about a change in the quantity demanded. In addition to price,
demand is also used in reference to a particular period of time. For Example- demand for umbrellas will not be as high in
winter as during rains. The demand for any commodity or service, therefore, must be stated with reference to the price and
the relevant point of time.

We know that people have numerous wants which vary in intensity and quality. Just desiring or wanting things is not enough
to create a demand. Suppose, a mill worker desires or wants to have a car but does not have the necessary means to buy it.
This desire is ineffective and will not become a demand. Similarly, a miser may desire to have the car, has means to purchase
it, but will not spend the money. His desire would also not constitute a demand. Thus, we define demand for a commodity
or service as an effective desire, i.e., a desire backed by means as well as willingness to pay for it.

The demand arises out of the following three things:

 Desire or want of the commodity.

 Ability to pay,

 Willingness to pay.

Only when all these three things are present then the consumer presents his demand in the market.

Definitions:

“Demand for a commodity is the quantity which a consumer is willing to buy at a particular price at a particular time.”

“The demand for anything, at a given price, is the amount of it which will be bought per unit of time at that price.” -PROF.

BENHAM

“By demand, we mean the quantity of a commodity that will be purchased at a particular price and not merely the desire

of a thing.”-HANSEN

Demand Function: Demand function shows the functional relationship between quantity demanded for a particular

commodity and the factors influencing it. It can be either with respect to one consumer or to all the consumers in the market.

A consumer’s demand for a commodity is influenced by the following factors:

 A consumer’s demand for a commodity is influenced by the price of that commodity. Usually the higher the price,

the lower will be the quantity demanded.

 A consumer’s demand for a commodity is influenced by the size of his income. In most cases, the larger the income,

the greater will be the quantity demanded.

 A consumer’s demand for a commodity is influenced by the prices of related commodities. They may be

complementary or substitutes.

 The tastes of the consumers.

In technical language, it is said that the demand for a commodity is a function of the four variables like:

q = f(P, Y, Pr, T)

Where q stands for quantity demanded, P stands for the price of the commodity in question, Y stands for the income of the

consumer, Pr indicates prices of the related commodities and T denotes the Tastes of the consumer and f stands for function.

But in practice the three of these four variables remain constant. And hence the demand function takes the form of-

q = f(P)



PREPARED BY: MOHAMMAD MURTUJA

Types of Demand: These are some of the important types of demand that the firms must cater to before deciding on
the price and other factors related to their products.

 Joint Demand: When several items are demanded for one particular

purpose such demand is known as Joint Demand. Demand for

complementary goods is also known as Joint Demand. For example, for

fabrication of furniture, the items required are wood, nails, varnish, etc.

Thus, whenever the demand of furniture increases, the demand of wood,

nails, etc., also increases. This is called a Joint Demand.

 Direct Demand and Derived Demand: Whenever several items are

required to make a particular commodity, the demand for various

commodities is termed as the Derived Demand and demand of

ultimate commodity is called as Direct Demand. For example, the

demand for building is a direct demand and demands for cement,

bricks, sand, timber, etc., are called as derived demands.

 Composite Demand: A commodity can be used for
several purposes and its demand is directly linked to its
sweets various uses such a demand is known as
Composite Demand. For example, milk is used for making
tea, coffee, butter, cheese, curd, sweets and for direct
consumption. The total demand of milk in the market is
for all such purposes and it is called composite demand.

 Individual Demand and Market Demand: The individual demand refers to the demand for goods and services by
the single consumer, whereas the market demand is the demand for a product by all the consumers who buy that
product. Thus, the market demand is the aggregate of the individual demand.

 Total Market Demand and Market Segment Demand: The total market demand refers to the aggregate demand
for a product by all the consumers in the market who purchase a specific kind of a product. Further, this aggregate
demand can be sub-divided into the segments on the basis of geographical areas, price sensitivity, customer size,
age, sex, etc. are called as the market segment demand.

 Price Demand:

The price demand refers to various quantities of a commodity or services that are

purchased at a given time and at given prices from the market. However, in such

studies, the consumer’s taste, his income, habit and prices of related goods are

assumed to be unchanged. Price demand has inverse relation with the price i.e., if the

price of a commodity increases, its demand decreases and as the price decreases, its

demand increases. It can be seen in Fig. 7.8, when the price of the commodity was

OP1, the quantity demanded was OQ1. When the price reduced to OP2, the quantity

demanded increased to OQ2. Hence the price and the quantity demanded of a

commodity show an inverse relationship.
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 Income Demand:

The income demand refers to the various quantities of a commodity or service

purchased by the consumers at different income levels. It is assumed that the

price of commodity, price of related goods and consumers’ tastes do not change.

Under such conditions, with the increase in income, a consumer may purchase

increased quantity of the commodity even though there may not be any fall in

price.

Fig. 7.9 exhibits the direct relationship between income of a consumer and

demand of a commodity. As can be seen in the figure that as the income of the

consumer increases from OI1 to OI2, the demand of the commodity increases

from OQ1 to OQ2. Similarly when the income increases from OI2 to OI3, the demand of the commodity raises from

OQ2 to OQ3.

 Cross Demand: Cross demand refers to the quantity of a commodity which would be demanded as a consequence

of changes in price of related complementary or substitute goods.

o In the Case of Substitutes:

A rise in the price of good y (say Coffee) raises the demand for good x (Say Tea),

similarly, a fall in the price of y, (Coffee) the demand for x (Tea) falls. Fig. 7.10.

illustrates it.

When the price of good y (Coffee) increases from OP to OP1 the quantity of good x

(Tea) also increases from OQ to OQ1. The cross demand curve CD for substitutes is

positively sloping.

o In the Case of Complementary:

In case of complementary goods such as pant and shirt, pen and ink, car and petrol,

etc., a fall in the price of one good y (Say car) will raise the demand for good x (Say

petrol). Conversely a rise in the price of y (Car) will bring a fall in the demand for x

(Petrol). This is illustrated in Fig. 7.11.

When the price of y (Car) falls from OP to OP1, the demand for x (Petrol) increases

from OQ to OQ1. The cross demand curve in case of complementary goods CD is

negatively sloping.


