TAELE 3.1 Market Demand for Corn, Three Buyers
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consumers at each of the variovs possible prices, we can
get from individual demand to maeker demand. Tf there are
st three buyers in the market, as represented in Table 3.1,
i is relarively easy to determine the toral quantity de-
manded at each price. Figure 3.2 shows the graphical sum-
ming procedure: At cach price we add the individual
fquantities demanded o obrain the 1ol quanticy demanded
at thar price; we then plot the price and the ol guantity
demanded as one point on the market demand rarve.
{ompetition, of course, ordinanly enwils many mote
than three huvers of a product. T aveid hundreds or thoo-
sanels or millons of addinons, we suppose thau all the buy-
ers in a marker are willing and able to by the same amounts
at each of the passible prices. Then we just multiply those
amounts by the number of boyers 1o obrain the markee de-
mand. That is how we arrived at curve L, in Figure 3.3 for
amarket of 200 carn buyers, each with a demand as shown
in the table in Figure 3.1. Table 3.2 shows the calculations,
[n constructing 3 detnand curve such a5 £ o Figure 3.3,
cconaomises assume thac price is the most impeortant
influence on the amount of any prodect purchased. Bur
economists know thar other factors can and do atfeer
purchases. These factors, called determinants of de-
mand, are sssumed o be constant when 2 demand curve
like £ is drawn. They are the “other things equal™ in the
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refationship between price and quandty demanded. When
any of these detenminants changes, the demand curve will
shift to the right or lefe. For this reason, determinants of
demand are sometintes referred o as demand sheffers.

“The basic determinants of demand are (1) consumery’
tasces (preferences), (2) the number of bayers in the market,
{¥) conswmners” incemes, (4 the prices of related goods, and
{¥) conswmer expectatons,

Change in Demand

A changc in one or more of dhe detenminants of demand will
change the demand data (the demand schedule) m Talde 3.2
and therefore the locaton of the demand curve in Fipare 3.3,
A change in e demand schedule or, graphically, a shift in
the demand curve is called a change v dewrand.

If consumers desire to buy more corn at cach possible
price than is reflected in colurmm 4 in Table 3.2, that
increase fn demand is shown as a shilt of the demand curve
tn the right, say, from D) we D). Conversely, a decrease fn
desmand occurs when consumers huy less corn ar each pos-
sible price than 1% indicated in column 4, Table 3.2, The
lefrweard shift of the demand curve from £ to £2: in Fig-
ure 3.3 shows that simation.

Now let’s see how changes in each determinant affeor
demand.

Tastes A favorable change in consumer tastes {prefer-
cnces) for a product—a change that makes the product mare
desirable—means that more of it will e demanded ar each
price. Demand will increase; the demand curve will shife
rightward. An unfaverable change in consumer preferences
will decrease demand, shifting the demand curve 1w the left.

mew products may affect consumer tastes; for exam-
ple, the introducton of digital cameras greatly decreased
the demand for Alm cameras. Consumers' concern over
the health hazards of cholesterol and obesity have increased
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b mitch to gas grills. Gonds whose demand varies eriedy
E il money incene are called inferior goods,

b Prices of Retated Goods A change in the price of
[ s relatedt g may either increase or decrease the dermand
3 for 3 product, depending on whether the reluted gnod 15 2
E substimate or o complement:
-+ 4 substitute good i one that can be wsed in place

of another pomd.

1 4 complementary geod is one that is used wogerher
with anuther good.

Substitutes Leather jackets and fleece 1ackets are sub-
& sitte goods or, simply, sudstfuer. When wwo products arc
E substitutes, an incrcase in rthe price of one will increase the
. demand for the nther. Comversely, a dectease in the poce of
b one wilt decrease the demand fer the other For cxanm e,
& phen the prices of leather jackers rise, consumers will huy
fewer leather jackets and increase their demand for flesce
E jackers, $%hen the poice of Colgate toothpasie declines, the
k demand for Crest decreases. So it is with other product pairs
E such a5 Nikes and Reeboks, Budweiser and Miller beer, or
& Chevrolets and Fords. They are sudstitutes i consumption,

g (;Qmple ments Becausc complementary gouds (o,
B amply, complentents) are used together, they are typically
& demanded jvintty. Fxamples inclode computers and soft-
g we, cell phones and eellular service, and snewhoards an
®. Ift iekets, 0f the price of a complement {for example, let-
wce) goes up, the demand for the relased gond {salad
. dressingd will decline. Conversely, if the price of a comple-
E men {far example. tuition) falls, the demand {or a related
- good [textbooks) will increase.

- Unrefated Coods The vaost majariny af goods are
. pottelated 1o one another and are called fadepeadent yonds.
. Exaciples are btrer and golf balls, potatnes and autonmo-
2 iles, and bunanss and wriscwatches. A change in the priec
k. of one has little or no cffect on 1he demand for the other

¥ Consumer Expectations Changes in consumer
- epectations miay shife demand. A newly formed expecta-
:tion of higher fumre prices may canse consumers o buy
F. pow in order to “beat” the andcipared price rises, thus in-
b measing current demand, That is often what happens in
8 s0-0allend Do real estate markets, Buvers rush in hecause
& they think the price uf new homes will continue o escalate
b napidly. Soime buyers fear being “priced oue of the market”
¥ and theretore not obtaining the home they desire. Other
k- bvers speculacors—beliove they will he able to sedl the
b bouses bater aua higher price. Whichever their motivation,
- these buvers incresse the demand for houses.
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Similarly, a change in expectations concesning fare
income may promnpt consumers to change 1heir current
spending, For example, frse-round NFL draft chaices
miay spinTEe on new luxucy cars in anticipation of a Jacra-
tive professional fooiball contract. Or workers wha he-
came fearful of kosing their jobs may reduce their demand
fur, say. vacation wavel.

T swmmary, an serease n dernand. the decision by
comswmers to huy lacger quantities of a praduct at each
possible prive—may be caused hy:

« A favorable change in conswmer tastes.

= Anincrease it the number of buyers.

= Rising incomes if the prochuct 1s 1 normal good.

» Falling incomes if the product is an inferior gooml.

= An increase in the price of a substitute good.

A decrease in the price of a complementary good.

+ A new consumer expectalion that either prices or
income will be higher in the fitaree,

You should “reverse” these generalizations wo explain
a decrease in demand, Table 3.3 provides addidonal illusera-
tivns of 1he determinants of demand. (Key Question 3)

Changey in Quantity Demande.:

A vhange in demand must not be confused with o deange i
geantity demanded. A change in demand is 2 shift of the
demand curve to the tight (an increase in demand) or w
the lcft (a decresse in demand) Tt occurs beeansy the
consumer’ state of mind about purchasing the produce
has been altered in yesponse to a change in one or more of

TARLIE 17 Determunants of Demand; Factors That Shift the
Darmand Curve

Determinant Examples

Change in buyer castes  Prrysical floness rises in popularicy,
ircreaging the demand for yogging shoas
and bicycles: patrictism rises, increating
the demand for flags.

Change tn number of A declne in the bircheaes reduces
brpers the demand for childrens tavs.
Change in incame A rige ninComes increases the demand
feor nertrrad poads such as rescaurant
meals. sports tichets, and necklaces while
reducing the dermand for inferior goods
such as cabbage, kurnips, and nexpensive
wine,
Change in the prices of & reduction in airfares reduces the
related pocds demand for bus rransportaton
[substitute goodsh a decling in the prce
of DD players increases the demand for
O movies [eamplemencary goods).
Change in congurner
B¥pEcrations

Inclement waacher in South America
creates an expetaton of higher future
prices of coffee beans, thergbyr Increasing
today’s demand for cofiee heans




