LAW OF DEMAND NOTES

Law of Demand - demand for an economic product varies inversely with its price.

Change in Quantity Demanded – cause movement along the curve

a) Change in price

1. Income effect - extra income to spend 

a) Substitution effect – used in place of other products (change in price of one affects other) Watching a video vs. going to an amusement park

Change in Demand – entire demand curve shifts

a)  Right show an increase 

b)  Left show a decrease

c)  Causes

1. Consumer income- increase in income demand shifts to the right 

ex.
Little Debbie Swiss Cake Rolls
2. Consumer tastes – popularity increases shifts to right more people want it.  

ex.
Parachute pants

3. Prices of related products 

b) Substitutes – change in the relative price of the product margarine vs. butter

c) Complements – one increases the use of another (film and cameras). Cars and gas

DIMINISHING MARGINAL UTILITY

Marginal utility – extra usefulness or satisfaction a person gets from acquiring one more unit of a product, which is “at the margin”.  That’s why you see sales such as buy one get one at half price.  The more you buy the less it is.  

Diminishing Marginal Utility – more units a person buys the less eager he is to buy more.  

Reason for downward sloping of demand curve.  Lower the price people are even less apt to buy item.

