
Introduction to the 
Theory of Demand
The theory of demand is a fundamental concept in economics that 
explains how consumers make decisions about the quantity of a good or 
service they are willing to purchase at different prices. This introduction 
will provide an overview of the key principles and determinants of 
demand.
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Determinants of Demand

Price of the Good

The price of the good itself is 
the primary determinant of 
demand. As price increases, 
quantity demanded 
decreases, and vice versa.

Consumer Income

Higher consumer incomes 
typically lead to greater 
demand for goods and 
services, while lower incomes 
result in decreased demand.

Consumer Preferences

Consumer tastes and 
preferences play a crucial role 
in determining the demand 
for a particular good or 
service.
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Law of Demand

1 Inverse Relationship

The law of demand states that as the 
price of a good increases, the 
quantity demanded of that good 
decreases, and vice versa.

2 Ceteris Paribus

The law of demand holds true when 
all other factors affecting demand 
(such as income, preferences, and 
prices of related goods) remain 
constant.

3 Exceptions

There are rare exceptions to the law of demand, such as with Giffen goods and 
Veblen goods, where demand increases as price increases.
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Demand Curve and Demand Schedule

1

Demand Curve

The demand curve is a graphical 
representation of the relationship between 

the price of a good and the quantity 
demanded of that good.

2

Demand Schedule

The demand schedule is a table that shows 
the different quantities of a good that 

consumers are willing and able to purchase 
at various prices.

3

Relationship

The demand curve is derived from the 
demand schedule, as it plots the quantities 

demanded at each price point.
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Factors Shifting the Demand Curve

Income Changes

An increase in consumer income will shift the 
demand curve to the right, while a decrease 
in income will shift it to the left.

Substitutes and Complements

Changes in the prices of related goods, such 
as substitutes and complements, can shift 
the demand curve for a particular good.

Consumer Tastes and Preferences

Shifts in consumer tastes and preferences, 
driven by factors like advertising, fashion 
trends, or demographic changes, can alter 
the demand curve.

Population Changes

An increase in the size of the population will 
shift the demand curve to the right, while a 
decrease will shift it to the left.
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Elasticity of Demand

Price Elasticity

Measures the responsiveness 
of quantity demanded to 
changes in price.

Income Elasticity

Measures the responsiveness 
of quantity demanded to 
changes in consumer income.

Cross-Price Elasticity

Measures the responsiveness 
of quantity demanded for one 
good to changes in the price of 
a related good.
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Applications of the Theory of Demand

1
Pricing Strategies

Understanding demand elasticity can help businesses set optimal prices to 
maximize revenue.

2
Market Analysis

Analyzing demand and its determinants can provide insights into market 
trends and consumer behavior.

3
Government Policies

The theory of demand informs government policies, such as taxation, 
subsidies, and regulations.
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Conclusion and Key Takeaways
The theory of demand provides a fundamental framework for understanding consumer behavior and 
market dynamics. By analyzing the determinants of demand, the law of demand, and the concept of 
elasticity, businesses and policymakers can make informed decisions to meet the needs of consumers 
and achieve their economic objectives.
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