Demand: Introductory Concepts 
1. Fill in the missing words
In a free market, resources are allocated by the price mechanism, or supply and demand. Demand is the _______________ of a good or service that a consumer is willing and able to buy at any given _______________. In economics, we assume that consumers are ___________________, so they aim to maximize their total satisfaction, or ________________. As consumers demand more of any particular good, their _______________ utility, the satisfaction from consuming one extra unit, falls and so the price they are prepared to pay also falls. An alternative way of explaining the inverse relationship between price and quantity demanded is to consider two effects. The income effect occurs when prices falls, and assuming their income is fixed, people will be able buy ______________ of the good or service and so their real income has ________________. The substitution effect occurs when price falls, and so alternative substitute goods are now relatively more ____________________. So people switch away from substitutes and demand more of this good or service. Choose the words from: expensive, more, expansion, price, marginal, risen, rational, quantity, utility
2. Match each term with one of the definitions in the opposite column.
	
	Term
	
	Definition

	2.1
	A Giffen good is
	A
	The demand for a factor of production that results from the demand for the product that it is used to make.

	2.2
	Derived demand is
	B
	When the price of a good rises, the quantity demanded will fall.

	2.3
	A Veblen good is
	C
	When an increase in income leads to a fall in demand.

	2.4
	The law of demand is
	D
	When certain luxury goods with status appeal are consumed in greater quantity when their price rises.

	2.5
	A normal good is
	E
	When cheap staple foods are consumed in greater quantity when their price rises.

	2.6
	An inferior good is
	F
	When an increase in income leads to an increase in demand.


3. Are the following true or false?
3.1 Demand curves always slope downwards. True/False
3.2 A change in price will move you along a demand curve. True/False
3.3 If the price of football matches falls, one would expect sales of football tickets to increase. True/False
3.4 If other things are not equal, such as the price of substitutes, then the demand curve will shift. True/False
3.5 A good that has a zero price will have zero demand. True/False
4. Multiple choice
	
	Question
	
	Possible answers
	Key

	4.1
	In a labour market, demand for labour is from
	A
	Firms
	

	
	
	B
	Households
	

	
	
	C
	Only the government
	

	4.2
	In a market for goods and services, demand is from
	A
	Firms 
	

	
	
	B
	Households
	

	
	
	C
	Only the government
	

	4.3
	The building of Cross Rail has seen an increase in demand for construction. If the demand for construction workers is derived from this, what would you expect to happen to it upon completion? 
	A
	Increase
	

	
	
	B
	Decrease
	

	
	
	C
	Stay the same
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1. quantity, price, rational, utility, marginal, more, risen, expensive

2.1 E
2.2 A
2.3 D
2.4 B
2.5 F
2.6 C

3.1 False – Giffen and Veblen goods are exceptions
3.2 True
3.3 True
3.4 True
3.5 False – this may well be a free good, whose production has no opportunity cost

4.1 A
4.2 B
4.3 B
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