Economics 103

Lecture # 5

The Law of Demand

· The Law of Demand is the most powerful idea in social science. 
·  We can graph a demand curve:

A Brief Technical Digression: 

Discrete versus Continuous Variables.

· Technical digression cont.
· Technical digression cont.
· The answer …

                      …because this is an equilibrium.

    -the equilibrium comes from maximization.

· Is our willingness to pay/sacrifice/substitute

      for something, the same as our ability to 

      pay/sacrifice/substitute for something?
· What happens if the price changes?
· What happens if Py or M change?
· What if X is inferior, or a complement with

    Y?
Applications of Demand
· 1) The distinction between MV and TV.

              - there is an inverse relationship between  TV and MV.
· TV vs. MV cont.

  - the diamond/gas paradox
· TV vs. MV cont.

    - “Hey dad, what is your favorite _____”

· 2) Obvious examples of the law of demand
      - fruit at harvest

      - border shopping

      - gas wars/ gas in West Abbotsford

      - parking at SFU, unix space

      - advertising sales

      - cell phone plans and free minutes.
· 3) Less Obvious examples of the law of demand
      - more people in cities are cremated

      - cremation increased 3-30% in last 25 years

      - in France accidents increase in presidential years.

      - suicide bombers get $25,000. No tax accountants.

      - seat belts/air bags and accidents

      - speed limits and secondary roads

      -lower criminal punishments … more crime

                     -most crime under 18

                     -hard to control life timers

                     - concealed weapons

      - legalized abortion … more abortions.
· 3) Less Obvious examples of the law of demand, cont.
      - working women have fewer children, closer together

     - women/elderly participate in more volunteer orgs.

     - smoking decreases with increased life expectancy. 
· Can you think of any exceptions to the 

      Law of demand?

       - BMW vs. Chevrolet       

       - since WWII all prices have increased, but more   consumed.

       - Hunt brothers
· 4) The famous Tradewell case.

    Tradewell interviewer stops shopper coming out of Tradewell and says:

Suppose there are three goods.

                                Meat            Fruit            Canned Goods

        Tradewell         $10               $8                   $10

        Safeway            $8                $10                 $8

Suppose the demand for all three goods is simply 

                      D = 11 – P

How much would you spend at Tradewell?

          Meat               Fruit             Canned Goods          

Q         1                      3                         1                       

TE      $10                  $24                     $10             =   $44.
How much would you spend at Safeway with the same quantities?

          Meat               Fruit             Canned Goods          

Q         1                      3                         1                       

TE      $8                  $30                     $ 8             =   $46.

So it looks like Tradewell has the lower prices. 

But what if you did the same thing for Safeway shoppers?
If you shop at Safeway first you buy and spend:

          Meat               Fruit             Canned Goods          

Q         3                      1                         3                       

TE      $24                  $10                     $24             =   $58.

 Now use these quantities at Tradewell:

 Meat               Fruit             Canned Goods          

Q         3                      1                         3                       

TE      $30                  $8                     $30             =   $68.

Clearly this is a bad way to determine which store has the better prices.
· How could we determine which store has the better prices?

                 - look at consumer’s surplus.
· At Safeway we have: 
· One of the keys to using demand curves is they teach us not to confuse Total Expenditure with value.

Eg. More dollars are spent on pet food each year than baby food. More money is spent on vacations than education.

             - this does not imply we value pets more than children, or vacation more than education.
· The Law of Demand often is useful for economic policy (not saving the world!)

Eg. The “Samaritan’s Dilemma”

         - often we try to help people by lowering prices.

                    -eg. Offer govt. crop insurance to farmers, or fire insurance to people in the forests in Kelowna.

                    - offer welfare to individuals who are poor.
