
Chapter – 03 

Theory of Demand 

 

Q. 1. “Law of Demand is a Qualitative statement”. Comment. 

Ans. Law of demand is only an indicative, and not a quantitative statement. It indicates only the 

direction, in which the demand will change with a change in price. It says nothing about the 

magnitude of such a change. For example, price of Pepsi rises from  Rs.10 to  Rs.12 per bottle, 

then, as per law of demand, wecan say that the demand for Pepsi will fall. But the law does not give 

the actual amount by which the demand for Pepsi will decline. 

Q. 2. Distinguish between an inferior good and a normal good. Is a good which is inferior for one 

consumer also inferior for all the consumers ?Explain. 

Ans. When with the rise in income of the consumer demand fora good increases, that good is a normal 

good for that consumer. If with rise in income demand for the good decreases than that good is 

inferior for that consumer. A good is not necessarily inferior for all the consumers. A good which is 

inferior for a higher income consumer may be a normal good for the lower income consumer. It is 

not the consumer but the income level of the consumer which determines whether a good is normal 

or inferior. 

Q. 3. Derive the law of demand from the single commodity equilibrium condition “Marginal utility = 

Price”. 

Ans. According to single commodity equilibrium condition, consumer purchases that much quantity of a 

good at which marginal utility (MU) is equal to price. Given, MU = price. Now suppose, price falls. It 

will make MU greater than the price and will encourage the consumer to buy more. It shows that 

when price falls demand rises. 

Q. 4. Distinguish between demand by an individual consumer and market demand of a good. Also state 

the factors leading to fall in demand by an individual consumer. 

Ans. Demand by an individual refers to the quantity of a good the consumer is willing to buy at a price 

during a period of time. While market demand refers to the quantity of a good the consumers of that 

good are willing to buy at a price during a period of time. 

The factors leading to fall in demand by an individual consumers are: 

(I) Rise in own price of the normal good. 

(ii) Fall in the price of substitute good. 

1. Suppose there are two consumers in the market for  good and their demand functions are as 

follows: 

 d1 (p) = 20 – p for any price less than or equal to 15, and d1(p) = 0 at any price greater than 

15. 

 D2 (p) = 30 – 2p for any price less than or equal to 15, and d1(p) = 0 at any price greater 

than 15. 

Find out the market demand function. 



Ans. From the given demand functions, it can be seen that both the consumers do not want to 

demand the good for any price above Rs. 15. Both of them demand only at a price less than or 

equal to Rs. 15. Hence, the market demand will be:   

dmarket(p) = d1(p) + d2(p) 

dmarket(p) = 20 – p + 30 – 2p 

dmarket(p) = 20 – p + 30 – 2p 

dmarket(p) = 50 – 3p for any price less than or equal to 15 and dmarket(p) = 0 at any price greater than 

15. 

 

 

 

  


