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DEMAND 

To satisfy our wants, we buy 

goods and services from the market. We 

buy goods and services by paying 

different prices. Now a days the market 

is flooded with various types of goods. 

So we have to make a choice before 

purchasing any good. But, just making a 

choice or selecting a particular good to 

purchase is not enough. When we go to 

the market, we carry certain amount of 

money which we use to buy the goods 

and services. As consumers in the 

market, we decide to purchase certain 

amount of goods or combination of 

various goods depending on the amount 

of money we have, the price we have to 

pay, our liking for the goods etc. All 

these things are involved in the study of 

demand which depicts our behaviour as 

consumers in the market. 

MEANING OF DEMAND 

Whenever one purchases a good 

in the market, he/she has to pay the 

given price for it and accordingly buy 

certain quantity of it for consumption 

during the given time period. 

DEFINITION OF DEMAND 

Demand for a good is defined as 

the quantity of the good purchased at a 

given price at given time. 

Thus the definition of demand includes 

three components 

 Price of the commodity  

 Quantity of the commodity 

bought 

 Time period. 

Note that time period may vary. 

This can be week, month, year etc. 

DIFFERENCE BETWEEN 

DEMAND AND DESIRE 

On many occasions people 

confuse between desire and demand and 

use them interchangeably. In fact these 

are two different terms.  

Demand is desire backed by 

ability to purchase. This means that if 

somebody desires to have a good, he/she 

can demand it if he/she has the money to 

purchase it by paying its price. Anyone 

can desire any good or service. But just 

by desiring something, one cannot have 

it without paying the price. Once the 

price is paid by the person who has 

LAWS OF DEMAND AND 

SUPPLY 
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desired it, only then it becomes the 

demand for the good by that person.  

FACTORS AFFECTING 

INDIVIDUAL DEMAND 

Individual demand refers to the 

quantity of a commodity that an 

individual buyer is willing to buy at 

given price per unit of time. But how 

much quantity of a commodity one is 

willing to buy depends upon the 

following factors. These are also called 

determinants of demand.  

These are: 

 Price of the commodity 

 Price of related goods 

 Income of the buyer 

 Tastes and preferences of 

the buyer 

Let us discuss these factors one by one. 

1. PRICE OF THE 

COMMODITY 

When you visit a market to buy a 

commodity, you go to a seller of that 

commodity and ask for its price first. If 

you think that the price is reasonable, 

you buy the required quantity of the 

commodity. On the other hand, if the 

price is higher in your opinion, you may 

not buy or buy less quantity of it. 

Generally we are willing to buy more 

quantity of a commodity at a lower price 

and less of it at a higher price, if all other 

factors determining demand remain 

constant. 

2. PRICE OF RELATED 

GOODS 

The demand for a commodity is 

also influenced by the prices of its 

related goods. Related goods can be of 

two types:  

 Substitute goods  

 Complementary goods 

Substitute goods are those goods 

which can easily be used in place of 

each other. Example of substitute goods 

are coke and Pepsi, tea and coffee etc. If 

price of coffee increases, people will 

demand more of tea and thus demand for 

tea will increase. If price of coffee falls, 

people will demand more of coffee and 

thus demand for tea will fall. So, the 

demand for a commodity is directly 

related to the price of its substitute 

goods. 

Complementary goods are those 

goods which are used together in 

satisfying a particular want. Examples 

of complementary goods are car and 

petrol, ball pen and refill etc. If we have 

a car, we also require petrol to run it. 

Imagine, if price of petrol rises, what 

will happen to the demand for car? 

Demand for car will decrease. If the 

price of one of them increases, the 

demand for other good will decrease and 

if price of one of them falls, the demand 

for the other will increase. So, the 

demand for a commodity is inversely 
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related to the price of its complementary 

goods. 

3. INCOME OF THE BUYER 

The demand for a commodity also 

depends on the income of the buyer. 

When your income increases, you are 

likely to spend more on purchase of 

some goods such as fruits, full cream 

milk, butter etc. Such goods are normal 

goods. Normal goods are those goods 

whose demand increases with the 

increase in income. So, the demand for 

normal goods is directly related to the 

income of the buyer. 

But there are some goods whose 

demand decreases when income of the 

buyer increases, such as jowar, bajra, 

toned milk etc. These goods are called 

inferior goods, so, the demand for 

inferior goods is inversely related to the 

income of the buyer.  

4. TASTES, PREFERENCES 

AND FASHION 

Tastes, preference and fashion are 

important factors which affect the 

demand for a commodity. Demand for 

those goods increases which are 

preferred by the buyer or which are in 

fashion. On the other hand, demand for 

those goods decreases which are not 

preferred by the buyer or which are out 

of fashion. 

INDIVIDUAL DEMAND 

SCHEDULE 

Every individual demands some 

goods and services for the satisfaction of 

his/her wants. Different quantities of 

goods are demanded at different prices 

by an Individual per unit time. A tabular 

presentation of different quantities of a 

commodity demanded at different prices 

is called an individual demand schedule. 

Demand for a commodity by an 

individual buyer is called individual 

demand. Individual demand is the 

quantity of a commodity that an 

individual buyer is willing to buy at 

given price per unit of time. 

LAW OF DEMAND 

The law of demand gives the 

relationship between price of a 

commodity and its quantity demanded, 

when all factors other than price of the 

commodity remain unchanged. 

As discussed earlier, the demand 

for commodity is affected by many 

factors such as price of the commodity, 

price of related goods, income of the 

buyer, tastes and preferences etc. So the 

law of demand gives effect of change in 

price of the commodity on the quantity 

demanded, assuming that all other 

factors such as, price of related goods, 

income of the buyer, tastes and 

preferences remain constant. 
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The law of demand is given as, “If 

price of a commodity falls, its quantity 

demanded increases and if price of the 

commodity rises, its quantity demanded 

falls, other things remaining constant.” 

The law of demand means that, 

other factors determining the demand 

remaining constant, price of a 

commodity and its quantity demanded 

are inversely related. 

INDIVIDUAL DEMAND 

CURVE 

When the above mentioned 

relationship of price and quantity 

demanded is represented 

diagrammatically, it is called demand 

curve. Thus demand curve is a 

diagrammatic representation of law of 

demand. The demand curve shows 

different quantities of a commodity 

demanded at different prices in 

diagramatic form. 

Thus, the demand schedule and 

the demand curve both represent the 

same relationship between price and 

quantity demanded but the demand 

schedule represents it in a tabular form 

and demand curve in a diagrammatic 

form. 

SHAPE OF INDIVIDUAL 

DEMAND CURVE 

According to the law of demand, 

when all other factors determining 

demand remain constant, the buyer buys 

more quantity of a commodity at lower 

price and less of it at a higher price. Due 

to this inverse relationship between 

price and quantity demanded, the 

demand curve slopes downwards from 

left to right.  

 When more and more units of a 

commodity are consumed, 

satisfaction derived from 

successive units of the 

commodity goes on diminishing. 

It means he will be willing to buy 

more quantity of a commodity at 

lower price and less of it at higher 

price. The law of demand also 

provides the same information 

which will lead to downward 

slope of demand curve. 

 A buyer can buy more quantity of 

a commodity when its price falls 

and less of it when its price rises 

leading to the downward slope of 

the demand curve. 

 When price of a commodity falls, 

it becomes relatively cheaper 

than its substitutes (although 

price of substitutes remains the 

same). On the other hand, 

demand for the commodity will 

fall when its price rises. It will 

lead to downward slope of the 

demand curve. 

MARKET DEMAND FOR A 

GOOD 

The total quantity of a commodity 

demanded by all the individual buyers in 
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the market at the given price at given 

time is called market demand of that 

commodity. 

FACTORS AFFECTING 

MARKET DEMAND 

As stated above, market demand 

is the total quantity of a commodity that 

all the individual buyers in the market 

are willing to buy at given prices per 

unit of time. In addition to the factors 

affecting individual demand for a 

commodity market demand is also 

influenced by the following factors. 

Number of buyers: Number of 

buyers buying a commodity determine 

the demand for the commodity in the 

market. If the number of buyer of a 

commodity is large, market demand for 

the commodity will be more. On the 

other hand, if the number of buyers is 

small, market demand for the 

commodity will be less. 

Distribution of income and wealth: 

The distribution of income and wealth in 

a society also determines the market 

demand of a commodity. If the 

distribution of income and wealth is 

more in favour of the rich, demand for 

the commodities preferred by the rich is 

likely to be higher. On the other hand, if 

the distribution of income and wealth is 

more in favour of poor, demand for the 

commodities preferred by the poor is 

likely to be higher. 

Climatic condition: It is generally 

observed that the demand for ice 

increases during summer season. 

Similarly, demand for umbrella and rain 

coats increases during rainy season and 

demand for woollens increases during 

winter season. So the market demand for 

a commodity is also influenced by the 

climatic conditions. 

SUPPLY 

The buyers will be able to buy a 

commodity only when it is available in 

the market. A commodity must be 

produced first, stored properly and 

transported to the market in order to be 

available for the buyers. Producers of 

such items are called manufacturers. 

Buyers buy these items from the sellers 

in the market. The production unit in 

which production of a commodity takes 

place is called a firm. Thus we can say 

that firms supply the commodities. 

MEANING OF SUPPLY 

We should not confuse between 

“availability of a commodity in the 

market” and “supply of that commodity. 

They are not the same. Even if a 

commodity is available, it does not 

mean that it has been supplied. The 

definition of supply is given as follows: 

Supply of a commodity is the 

quantity of the commodity that a seller 

offers for sale at a given price at a given 

time. 
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The definition of supply includes the 

following three things: 

 The quantity of a commodity 

offered for sale by a seller. 

 The price of the commodity 

given in the market at which the 

seller is willing to sell that 

quantity of the commodity. 

 The time period during which the 

seller is willing to sell that 

quantity of the commodity. 

STOCK AND SUPPLY 

The total quantity of a commodity 

available with a seller/firm at a 

particular point of time is called stock. 

On the other hand supply is that part of 

stock of the commodity that the seller is 

ready to sell at some given price during 

a given time period. So supply is a flow. 

Stock is measured at a particular point 

of time whereas supply is measured over 

a period of time. So, supply is a part of 

the stock of the Commodity. 

FACTORS AFFECTING 

INDIVIDUAL SUPPLY 

The most important factors are the 

following: 

 Price of the commodity 

 Technology of production 

 Price of inputs 

 Price of other related goods 

 Objective of the firm 

 Government policy 

Price of the commodity: Price of 

the commodity is an important 

determinant of supply of a   commodity. 

When a producer produces a commodity 

he incurs a lot of expenditure on factors 

of production and raw materials etc. 

which we call cost of production. He can 

recover these costs by selling the 

product at certain price in the market. 

Since price is also the average revenue, 

higher the price higher will be the 

average revenue and accordingly higher 

will be total revenue. So price is a very 

important determinant of supply. 

Technology of production: An 

improvement in technology of 

production reduces the cost of 

production per unit of the commodity 

which increases the margin of profit of 

the firm. This induces the firm to supply 

more of the commodity with the use of 

improved technology On the other hand 

if a firm uses old and inferior 

technology; it increases the cost of 

production per unit of the commodity 

and reduces the margin of profit which 

leads to decrease in supply of the 

commodity. 

Price of inputs: Suppose a firm is 

producing ice cream. If the price of milk 

falls, the cost of production per unit of 

ice creams will fall. It will lead to 

increase in margin of profit per unit. So, 

the firm will increase the supply of ice 

cream. On the other hand, if the price of 

milk increases, cost of production per 
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unit of ice cream will increase. It will 

lead to decrease in margin of profit and 

firm will decrease the supply of ice 

cream. Thus, if price of any input used 

in production of a commodity falls, it 

leads to decrease in cost of the 

production per unit and as a result 

supply of the commodity will increase. 

On the other hand, an increase in price 

of any input used in production of a 

commodity increases cost of production 

per unit and decreases supply of the 

commodity. 

Price of other related goods: 

Supply of a commodity is also 

influenced by the price of other related 

goods. Let us suppose that a farmer 

produces two goods wheat and rice with 

the help of given resources. If the price 

of rice increases, it will be more 

profitable for the farmer to produce 

more of rice. The farmer will divert his 

resources from production of wheat to 

production of rice. As a result the supply 

of rice will increase and that of wheat 

will decrease. On the other hand, a fall 

in price of rice will result in decrease in 

supply of rice and an increase in supply 

of wheat. 

Objective of the firm: Different 

firms have different objectives. Some 

firms have an objective to maximize 

their profits whereas some may have an 

objective of maximizing sales. Some 

other firms may have an objective to 

increase their goodwill/prestige and 

some may have an objective of 

increasing employment opportunities. A 

firm having an objective of increasing 

sales may supply more of a commodity 

even at a lower price. Thus supply of a 

commodity is influenced by the priority 

given to the objective by the firm and 

readiness to sacrifice the one for the 

other. 

Government policy: Government 

policy also influences the supply of a 

commodity. For example if the 

government increases the rate of value 

added tax or sales tax on a commodity, 

it will increase the cost of production per 

unit which will decrease the supply of 

the commodity. On the other hand, a 

reduction in the tax on a commodity will 

decrease cost of production per unit and 

increase the supply of the commodity. 

INDIVIDUAL SUPPLY 

SCHEDULE OF A 

COMMODITY 

Supply of a commodity by an 

individual firm is called individual 

supply. In order to construct an 

individual supply schedule of a 

commodity, we need information on 

quantities supplied at different prices. A 

tabular presentation of different 

quantities of a commodity supplied by a 

firm at different prices is called 

individual supply schedule. 
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LAW OF SUPPLY 

The six major factors determining 

supply of a commodity are – price of 

commodity, price of other related goods, 

price of inputs, technology of 

production, objective of the firm and 

government policy. A change in any one 

or all of these factors may lead to change 

in the quantity supplied of the 

commodity. Suppose we want to know 

the manner in which the quantity 

supplied of a commodity changes due to 

change in one of the factors. The 

relationship between price and quantity 

supplied, when all factors other than 

price of the commodity remain constant, 

is given by the law of supply. 

All other factors determining 

supply remaining constant, the price of 

a commodity and its quantity supplied 

are directly related. The quantity of 

supplied commodity increases as the 

price of commodity increases.  

SUPPLY CURVE 

The diagrammatic representation 

of law of supply is called the supply 

curve. Thus, supply curve shows 

different quantities of a commodity 

supplied at different prices per unit of 

time in diagrammatic form. 

SHAPE OF THE SUPPLY 

CURVE 

According to the law of supply 

when other factors determining supply 

remain constant, a firm offers more 

quantity of a commodity for sale at a 

higher price and less of it at a lower 

price. Due to this direct relationship of 

price and quantity supplied of the 

commodity, the supply curve is upward 

sloping.  

This means that the supply curve 

which looks as a straight line in the 

diagram, starts from a point closer to the 

origin and then moves up towards right. 

The following factors are responsible 

for upward slope of the supply curve: 

 A rise in price of the commodity 

causes rise in profits, as a result 

firms are induced to supply more 

quantity of the commodity to 

increase profit. 

 A rise in price of the commodity 

induces the seller to dispose of at 

least a part of his stock. The 

reverse happens when there is a 

fall in price of the commodity. 

 An increase in the price of the 

commodity causing higher profit 

attracts the new firms to enter the 

market and this adds to the 

supply of the commodity leading 

to more quantity supplied at a 

higher price. 

MARKET SUPPLY OF A 

COMMODITY 

The total quantity of a commodity 

supplied by all the firms in the market at 
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a given price at a given time is called the 

market supply of that commodity. 

MARKET SUPPLY 

SCHEDULE OF A 

COMMODITY 

Like an individual supply 

schedule, the market supply schedule of 

a commodity is the sum of the quantities 

of the commodity supplied by all the 

firms in the market at different prices. 

Accordingly there will be different 

quantities supplied at different prices by 

all firms/sellers taken together in the 

market. 

FACTORS DETERMINING 

MARKET SUPPLY 

All the factors which influence 

individual supply of a commodity also 

influence its market supply. In addition 

to these factors, the market supply of a 

commodity is also influenced by 

following two factors: 

 Number of sellers/firms 

 Expected future price 

Number of sellers/firms: Market 

supply is an aggregate of all individual 

supply schedules in the market. If the 

number of firms increases, market 

supply will also increase. On the other 

hand, if number of firms decreases, the 

market supply will also decrease. 

Expected future price: If the price 

of a commodity is expected to rise in the 

near future, the firm will supply less 

quantity of the commodity at present in 

expectation of higher profit due to rise 

in price in future. But if the price of a 

commodity is expected to fall in near 

future, firms will offer more quantity of 

the commodity for sale at present in 

expectation of less profit in future.
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