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Demand: Definition

Demand

Demand i an economic principle raferring

o a consumer'’s desire o purchase goods Dictionary
and services and willingness 1o pay a peice an insistent and peremptony teques!, made
for 2 specific good or service 4 of righl
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Bamianid i aeonomics means demand
backed up by enoligh mingy. ko piry for the
good domarnded
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The abilty-aned wilingness to buy speciic
gueantities of & good abaliemative pricos ina
given firmn pafiod, catdts parbus,



. :' . | Price Demand
QNN

I f 1 Change in the demand for a
ety commodity due fo change in its pnce
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Income Demand

TYPES OF
DEMAND

Change in the demand for a
commadity due to change in
income of a consumer

na Cross Demand

“ % Change in the demand for a
commaodity due 1o change in the pnce
of anather commadity
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Meaning

Price demand refers to the different
quantities of the commaodity or service
which consumers will purchase at a given
time and at given prices, assuming other
things remaining the same.

« price demand has inverse relation with the
price

+ {he quantity demanded is the function of
the price of the commodity

¢ Income, laste, and prices of related
goods remain the same

Price
Demand



Meaning

Income demand refers (o the different
quantiies of a commaodity or service which
consumers will buy at different levels of
income.

« the demand for-a commadily increases as
the income of a person increases unless
[he commaodity happens to be an infenor
product

« -gssuming that other things remaining

Wz"h Clwf ik constant,
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Income Demand

INFERIOR R

GOODS

The demand may fall whan the
INCOME INCreases
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GOODS

Income increases the demand increases
angl If inpoms: fall dertand decreases
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Meaning

When the demand for a commodity
depends not on its price but on the
price of other related commodities.

* closely connected or relaled goods which
are substitules for ane another

« in case of substitutes, when the price of
one related commodily rises, the demand
of the other related commaocdity increases
and vice-versa

Cross
Demand
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Meaning

In the case of complementary goods
other things remaining the same. The
fall in the price of a commodity may
increase the demand for other
commodity and the rise in the price of a
commodity

Complementary
goods
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Meaning

Commodities or services which satisfy
our wants direclly are said to have
direct demand.

+ all consumer goods salisfy our wanls
directly

Direct
Demand



Meaning

Commodities or services demanded for
producing goods which satisfy our
wants directly are said to have derived
demand

+ Derived demand is a market demand for
a good or service that results from a
demand for a relaled good or service,

+ Distinct components: raw materials,
processed materials, and labor.

+ Together, these three components
create the chain of derived demand.

Derived
Demand
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Meaning

In finished products as in case of
bread, there is need for so many
things—the services of the flour mill,
oven, fuel, etc. The demand for them is
called joint demand

+ the construction of a house we require
land, |abaor, capital, organization and
mialerials like cement, bricks, lime, ele.
The demand for them is, thus, called a
'jeint demand

Joint
Demand
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A commodity is said to have a
composite demand when s use is
made in more than one purpose
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* the demand for coal is compostle demand
as codl has many uses-—as fuel for a
boiler of a laclory, for domestic fuel, for
oven for steam-making in railways engine,
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Composite
Demand




Meaning

the quantity of a commadity that a
cansumer is willing and able to buy, at
each possible price during a given
period of time

+ marginal valuation = price

+ The individual demand for a good or a
service comes from the interactions of
desires with the budgal el
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Individual
Demand




Meaning

the quantity of a commodity that all
consumers are willing and able to buy,
al each possible price during a given
period of fime

+ the sum of the individual demand for a
product from buyers in the market
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Market
Demand




Determinants of Individual Demand

Price
Price of the goods of servicas

Desire for this goods and other goads.

Income

Expectations

Expaclations on future incoma, price and {aste

income.of the consumer ‘
The availability and price of the other goods ‘
(substilute aopril-

o s




Determinants of Market Demand

Taste

Dasir for thmgmdﬁ and ather goads. E Xpe ctations

Expectalions on fulure income, price and taste ey,
Income

\ncome of e consumer

Other goods.

This avaability and prioe of the other goods
(substitite goods)




~actors determining demand

General Faclors

Tasles and
preference

Price of the:
Produc!

‘expactations of

Price of the
relafed goods

R ———

Additional Faclors Additional
related to fuary factors related 1o

gooos and duratiesam Market demand

Gonsimers s demogeaphic

distrbution of
QOIS LITHER T

Fapulation
iure income

Consumer's
expectations of
future prices




Demand function: Individual

Demand functlon

gD = f(price, incame, prices of related
goods, lastes, expeclations)




Demand function: Market

Demand functlon

maD = f {price, income, prices of
related goods, lastes, expectations)
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Law of Demand

Meaning-Concepl-Assumplions-Schedule-Diagram




Demand Curve




Law_of Demand
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Law of demgﬂd.explams consumer choice

behavior 'l'fhﬂ'%thﬂ P”EE Eﬂ'iElﬂﬂlI In the The [aw of gemand siales

market, aﬁm;wmher factors affecting ok i faciors being
demand hﬂmﬂﬁnﬂtﬂﬂh when the price of constant (cetrs peribus),
a good rises, it leads to a fall in the price and quantity demand of
demand of that good any good and service are

inversely related to each
alher. When the prce.of a
producl increases, the

. demand for the same product
', . will fall

Beflnition
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Alired Marshall Ronald Ferguson Paul Samualsan Lee Benham

Lirgér guandy
damancod af kel
firice thin a Higher
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L. aw of Demand

Samuelson:

Definition 69 paofle Wil by e ot koveer prices and by
The greater the amount to be sold , Iess L ighar prices, if ﬂ.ﬂ‘ﬂfm'ﬂﬂi:::::n';ﬂ -
the smaller must be the price :

Marshall

amount demanded intreases with 2
fall in price and disinishes when price
increases,

e qwnﬁ’ly ﬂamanﬁed ﬂaneﬁn“r.r&rsa!y
wilth prica

Benham

Usually & farger nuantity af commodity
will demanded at lower price thara
higher price



Assumption

Athing that is accepted as lrue or as
certain to happen, withoul proof

+ No change in price of related commodities
+ Nochange in income of the consumer

* No change in laste and preferences,
customs, habit and fashion of the
CONSUMer,

* No subslitutes of the commadity.
+ Naochange in size of population,

+ No expeclation regarding future change
in price
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Assumptions




A tabie showing the
quantities of 2 good 3
comsumer is willing and
Able to by at
altgmative pricesin:a
given lime parod,
GRIEns panbus.

Graphic

presentation
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| Bemanded (in kg.) IS

Arlive describing the
quantities-of a'gaod A
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fiven lime period,
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Individual Demand

The different quantities
af a.commadity
nurchased by aperson
al a different prices,

Bamand Schadule

‘Prica/ka(in | Quantity Demandad

Rz.) fin k)

Individual
Demand

LAW OF DEMAND

Individial
Dgrnanﬂ

b 100 200 300 400 500  e00  FOO

Quantity Demanded



Market Demand
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) Market

Demand Sum of all ingividual

o | demand

Thelolat quantity ofa
commedity purchased
By-all e people In the

markel al different

prces.
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Shifts of the demand
clirve ocour when he
determinants of
damand chianged

Cemand curvedue-lo
changes in tasies,
mcame, olher goods or
gxpeciation

Changes

Changes

" demandsd

o
QUANTITY DEMANDED

Shift vs Movement

I quanbly

- Movements

Movemenis-alonga

demand curve area

response o price.

‘changes for that good.

Movemirils along &

aiven demand eurve, in

FESRIAMSE A0 pRGE

changes of that aoads;



O Shifts vs Movements

Thelokatquantily of 3
commadity purchazed DB ﬁr""f : ""lh':”tf vy
N INEEENE, DS GOk, o
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merket al differanl

ShiftIn
Demand

i 1%
QUANTITY DEMANDED




Why does demand curve slopes downwards?

Incame Effect

Fall In the price of & goad,
constmers real incoma or
purchasing power fses, 5o ha
- demands more units of the

goods

Law of Diminishing
Marginal Utility

The consumer has more and
migre of & good, s marginal
ullfity to him goes on deckning

New Consumers
Niw cangiemiss alford the
commadily, whan the price :
g iyl Eubstmmw.Eﬂect
the markel. Whean the price of a good
e, COMSUMEr Buys

moee ol subshivle gpods



Exceptions

Necessaries goods
Giffen Goods
I case of basic nacassilies of T .
ff such as salt ica, madicine, é Cheaper varielies of goods ke
et s law of demand s ot low prcad ice, low priced s
appilcable % el are some examples o
& e
Change in faghion : Vablan goods
if thee commidity goas out of v II“ .III %‘W Thit highae- the pock of the
fashion. people do nol buy more. % diamand the higher the prestige
aven if the price falls = walue of it. Few goods like
dramand can be purchased only
% By rich paople
Trade cycles g Speculation | Price expectation
During the pencds of aconemic whn they axpect furthef rise in price
nrmﬂﬂfﬂm&wﬂmnﬂ of the commacdity, they wil buy mors
avin whan (e prices s, aven if 1he price Is higher
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Demand Forecasting

Meaning - methods - Features




@
A Demand
Forecasting

Demand forecasting is an
‘objective assessment of the
future course of demand”




Demand Forecasting

A forecasting Is a prediction or
eslimation of a given situation.

Demand estimation tries to find out
the present slate of demand.

Demand forecasting predicts about
future trend of sales.

Forecasting cane be both physical
as well as financial in nature




Objectives of Forecasting

Objectives and
purposes of forecasting

Demand forecasting provides an
insight into the organizalion’s capital
investment and expansion decisions

Short term forecasting

Refer to the forecasts that are
generally for one year and
basad upon the judgment of the
expenenced staff

Long term forecasting

Refer to the forecasts that are
for a period of 5-10 years and
based on scienlific analysis and
stalistical methods

Vary Long peried ferecasting

Reder to the forecasts thatare
for a period of more than 10

VEars



Objectives

| Short term objectives

: = (o) Tar hive afficient managaEmaent of
TETIORES| b, purchiaging rany
rricr kM dng W st g

(1Planning of new unit-or
expansion and
mdclarmizalion o an
SxIslnG L,

(b} To haie carrect schaduling of

: producion (o & ovEprodulon
in:rnﬂnsm:'-ln.:- lHIg-term and Lridar nrbeiciinn
Inancial neads
()T s proiable prize Sirategios -
{d}

(EIArANGING Manpower, :
(e T have effoolive sales sirptngies

trained and skifled
iBbalrand busmass

. (i have acsorade fnnnca
gysdubivas,

_ sirntogies to meal lidantnl
Demand forecasting qulramants.

(alEvalving o compatent advarizing
and promobion programme




Steps involved in forecasting A

-~

Determining goods
Determining the nature 02 LJ)'/,/O

of goods under
consideration N1 04
v Results &
analysis
Forecasting
Identitying tool Interpratation of
objectives [} Sl rasults with
Identification of the Pmﬂﬁa?hnﬂ i oot el

ohjectives of a firm, STAGES of foracasting



Determinants of

=%
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Forecasting

Proactive process

Demand forecasting is a proaclive
process that helps in determining
what products are needed where,

when, and in whal quantities




Factors Influencing Demand Forecasting

Factors
determining

Demand
Forecasting

Types of Competition Level of Price of Economic
Goods Level Technology Goods Viewpaint




Types of Consumer Goods

Durable REE
Consumer
goods

goods are thosa which an be
consumed more than once, over a
penod of ime,

Consumer
(Goods

gocds are those which are used for
1] produchon of olher goads




Determinants of Forecasting

Competition Level

In a highly competitive market,
demand for products also
depend on the number of
competitors existing in the
market

Risk

In such a scenario, it is
difficult to estimate the
exact demand of
products



Determinants of Forecasting

Price of Goods = =

In a highly competitive market, h.;b
demand for products also 56
depend on the number of V AN
competitors existing inthe ~ f -G8
market i 'ﬁ::ﬁﬁg }

Demand Estimation

it 15 difficult lo esfimale the

’ exact demand of producls




Determinants of Forecasting

If there is a rapid change in
technology, the existing
technology or products may
become obsolete

LY 7

. L'HEWftﬁ "

For example

{here is a high decling in the
demand of floppy disks with
the introduction of compact
disks (CDs) and pen drives
for saving data in computer.



Determinants of Forecasting

Economic Viewpoint

Play a crucial role in obtaining

demand forecasts

For example

if there is a positive
development in an econamy,
such as globalization and high
level of investment, the
demand forecasts of
organizations would also be
positive



Demand Forecasting Methods

Survey Method Statistical Method



Methods of Demand Forecasting

I - | -
Opimion Polling Method Statistical Method

—— 1

Consamers  Sales Force Expers

survey Opimon Opinion
Merthod Method Method
* 1 :
Trend Barometric Regression  Simultancous
Projeci- Method Method Equation
13T Mﬂth Method

' T 4

Complete sample End Use
Enumeration Swurvey and
Survey Test Markenng

| N’ - 3

Fitning Leas: Square Time Senes Mowving Average  Exponential
Trend line Lincar Analyvsis and Annual Smoothing
by - Regression Difference

obsoervation
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Demand
Forecasting

rend Analysis

secular Trend
.. Do
changes thal Doour
0% rasult of ganera)
lervdency

Seasonal variations -

Riefers (o this changesresulling from changein

chimate, weathar conddions:or from changasin

the wake of festival

Gyclical variation

Fles o th Ghanges ansedg oul ol boars and depressons

i L fid dep Ny m
Random variations

Random faclors are those which are genarally unpragictabde such
‘a5 iaming foods; sarbguake.ele,,




Demand Forecasting to predict
future demand of Products

) v
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Forecasting a new product (Methods)

Vicariaus Approach

fhi SORSAUMers” reachions for & new ﬂ
prosduct are found out indireclly

thetugh (e speculised dealers wh
A i 1o jucige the consumors. f}
nieds, tastes and praleeoes

Salis Exparienca Approach

b doenandor the e peodects- [ (M)
usbrnatind by ofiding the new prochict
for sado In @ samply markat

Dpinion-Poll Appioach

Ehe désmeand i oslimated by dinpct
nfequines Irom [hve tbmate
RO SLAUNE

@

The Evolutionary Approach

It cansiats of projecting the demand for
a e progduct &5 anautgrowth and
evolulite of an axiating old product

Substitie Appraach

the nerw product is breated as a
Subaliube-for tha existing product o
KON

Growih Curve Approach

It estimatéd tha rate of gfowth and
polinlinl damard fot tha hew product
a3 tha basss ol soma growth pattern ol
art stabishad produc



Forecasting
Demand

Balos in Thousands y= 474200 - 9013 4
¥ R = 08350
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Features of a Good Demand Forecasting

Demand Forecasting
Sinca. the fulure s uncerain, these foracasts may nol ba hundred
percent correct. But every firm iries 1o oblain the forecasls as

precisely as possible
‘ 1 Plausioility
. \ It should give accurala resull
-_;;“i aimpligity
'. J Should be simple and understandable
VETy Simp Pradict ?

— Diorrine

0 |,':.L'.|',:|r|L'|I1I!|.I fareasing

Less cosl and economy one

Avallabthity
Data must be zasily available




Features of a Good Demand Forecasting

Demand Forecasting

A-demand forecast is 5aid to be good or efficient when the expected
markel demand is very near or equal 1o the actual marke! demand

Shatpness
5 | |y Stands for accuracy in demand prediction

| “E I"l'-'-I:"f'l'-"u-.'l"::'-'*."H'i:-
|| Forecast should be comprehensive
Vahichty ol
07 DRSS
| Size of admissible hypothesis L
T Timaling
% Forecast with the upcoming trends




