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Demand

AP Microeconomics | Unit 2 | the law of demand, shifts versus movements, the five determi-
nants

Running example. A cafe sells 20 cups of coffee a day at $4 and wants to sell 40. It can cut the price
to $2, or a health study can make people want more coffee at every price.

1. The law of demand

Law of demand

Holding everything else constant: price up = quantity demanded down; price down = quantity
demanded up. The demand curve slopes downward.

Price $5 %4 $3 $2 $1
Quantity demanded (cups) 10 20 30 40 50

Why it slopes down. Substitution effect: other goods become relatively cheaper. Income effect: a
higher price reduces purchasing power. Diminishing marginal utility: each extra unit is worth less, so
more is bought only at a lower price.

2. Movement along the curve vs a shift

The good’s own price changes movement along the curve change in quantity demanded

Anything else changes the whole curve shifts change in demand

Price $4 — $2: slide down the same curve from 20 to 40 cups. Health study, price still $4: the curve
shifts right (35 cups at $4 instead of 20). Right is an increase in demand, left is a decrease.

3. The five determinants of demand (TRIBE)

T Tastes and preferences  coffee becomes fashionable

R prices of Related goods substitutes and complements

I Income normal and inferior goods

B number of Buyers a new office opens next door

E Expectations buyers expect a higher price next week

The good’s own price is not on the list: it never shifts the curve.

4. Which way does it shift?
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Normal good income up = demand up restaurant meals, new clothes
Inferior good income up = demand down instant noodles, bus rides
Substitutes (used instead) price of tea up = demand for coffee up same direction

Complements (used together) price of milk up = demand for coffee down opposite directions

Where students lose points

. Writing “demand increases” when the price fell: that is quantity demanded.

. Shifting the curve when the good’s own price changes.

1
2
3. Mixing up substitutes and complements.
4. Assuming every good is normal.

5

. Saying “shifts up” or “down”: say right (increase) or left (decrease).

Now practise it

Theory sticks once you use it. On sad-academy.com you’ll find practice questions for this
exact subtopic in the AP format, and an Al that grades your free-response answers against the
scoring guidelines, the way an AP reader would.
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