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Consumer Behaviour: The behaviour of the people with regard to selection, purchase and consumption of goods and services for satisfaction of these wants is known as consumer’s behaviour.

There are steps in consumer behaviour as;

1. First of all he makes an idea of what commodities he would like to consume. For this purpose he compares the satisfaction or utility he expects from each commodity. He would do so in the light of his tastes and a principle known as “law of diminishing marginal utility”.
2. Secondly, since the list of desired commodities will always be very large, he realizes it to be impossible to get all. So he shortens the list by selecting only those who promise greater utility. He puts the selected commodities in order of preference. 
3. Thirdly, the consumer makes an estimate of the available money, which he can spend. It is a universal truth that money can neither be enough to buy everything one wants.

4. Lastly, consumer takes into consideration the prices of commodities prevailing in the market. This leads him the decision about the commodities he should consume and the quantities in which he can buy. 

Every consumer tries to attain a higher and higher level of satisfaction. We can prove that to achieve his aim, he must distribute the available money according to the principles of equi-marginal utility. The principle explains that total utility of a given amount is maximum only when the marginal utility of money from all commodities is equal. 
Demand: Demand is the effective desire to buy something.
Demand = Desire +Purchasing Power

Suppose, a person desires to get food, he knows the price and has enough money to buy it, then his desire becomes demand. If he has empty pocket, he has desire but no demand.
Want or Desire: Want is a desire to get and use goods and services. Wants are also found unlimited, resources are found limited. 

Law of Demand: According to Law of Demand, “When other things remaining the same, the price of commodities increases due to decrease in quantity demanded and vice versa”.

Demand schedule shows the quantities of a good or service which buyers would be willing and able to purchase at various prices. We select different prices of a commodity along with the quantities, which are bought at those prices. This demand for food shows when the price is Rs.80 per kg, people buy 400 kg of sugar. But when price starts falling the demand is expanding. Larger and larger quantities are demanded. A the price of Rs. 40/kg, the quantity demanded reaches 800 kg.
Table 1. Demand Schedule

	Price of Sugar (Rs/Kg)
	Quantity Demanded (Kg)

	80
	400

	70
	500

	60
	600

	50
	700

	40
	800


Demand Curve: When the relation between demand and supply on a graph, it is called demand curve. Quantity has been measured along x-axis and price along y-axis. After plotting the values of price and quantity at a, b, c, d and e points from Table 1, we get Demand Curve as show in Figure 1.
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Why demand curve falls or why demand curve has negative slope.

There are three reasons for this.

1. Fall in price brings new buyers into market. Many such people who could not buy at higher price now start buying. This is called price effect.

2. When price decreases, purchasing power of people increases, so they can buy more with same amount of money. This is called income effect.

3. If the price of commodity (i.e mango) decreases, while the price of substitute commodity (i.e apple) remain the same, people feel that mango is relatively cheaper. So they decrease the purchase of apple and buy more of mango. This is called substitution effect.

4. A commodity is demanded because it has utility. But we know that according to law of decreasing marginal utility, every new unit has less utility than the previous one.                                

Assumptions of Law of Demand: Are as;

1. Income of consumer does not change. If income changes, it neutralize the effect of change in price. If income increases, the people may buy even high priced goods. For example, although PIA has increased fares, yet more and more people are traveling by air. The reason is higher income.

2. Tastes of the buyer does not change. Tastes include habits, customs, weather conditions, fashion etc. For example, people buy more woolen clothing in winter although his price has not fallen.

3. Prices of related goods remain the same. Related goods may be wither substitute or complements. Law of demand will be true if prices of these goods do not change.

4. Population does not increase. Population may not increase, otherwise the buyers in the market will increase and demand will be more even without change in prices.

5. People do not expect further changes in price. Sometimes, if price increases and the people do not expect that the price is going to increase still further, so start buying more even at high price.

6. Quantity of money does not change. If it changes, people purchasing power increases and they try to buy more. 

Exceptions of Law of Demand: Are as;

1. Giffen Good is some inferior good having expensive substitutes i.e wheat and potatoes. Poor families spend a large part of their income on wheat. When price of wheat falls some amount is saved which is used to buy rice. Due to use of more rice, less wheat is consumed. So we find that after fall in price of wheat, less quantity of it is demanded.
2. Due to hoarding, war or some other reasons, a serious shortage may take place. People may expect that commodity will not be available in the market. Then people may buy more even though price is increasing.
3. If a commodity become a symbol of distinction or status, some people mau buy more at higher price.

4. Ignorance about facts of market may also be a cause that people buy more at higher prices.

5. If people judge the quality of a commodity by its price, they buy more when price is higher.

  Elasticity of Demand: Elasticity of demand is the rate of change in quantity demanded in response to changes in prices. 
Ed = % change in quantity demanded/ % change in price = %∆Q/ %∆P

Types of Elasticity of Demand: Are as;

Elastic, Inelastic and Unit elastic demand: A small change in price causes a big change in price, is called more elastic demand i.e D1. But if a large change in price has a very small effect on demand, it is known as inelastic or less elastic demand i.e D3, while quantity is not affected due to changes in price is called unit elastic demand i.e D2 as shown in figure 2.  
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Figure 2. Elastic and Inelastic Demand

Zero and Infinity Elasticity: There are two extreme cases of perfectly inelastic or zero elasticity as shown in 3 (a) and perfectly elastic or infinity elasticity demand as shown in figure 3 (b). 
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3 (a): Change of price has no effect on quantity
(b) More quantity sold at same price 
Point Elasticity: The elasticity at a particular point on demand curve is called point elasticity at point E as shown in figure 4.
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Figure 4. Elastic and Inelastic Demand

Arc elasticity: Arc elasticity means elasticity between two distinct points of a demand curve. Substantial change in price causes substantial change in quantity demanded. 
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Figure 2. Elastic and Inelastic Demand

Elasticity greater than unity (e ˃1): 
 Income Elasticity of Demand: It is rate of responsiveness of demand to changes in the income of the consumer.
e = % change in quantity demanded/ % change in income

ey = ∆Q/Q       or   ∆Q/Q  x   Y/∆Y

        ∆Y/Y

Cross Elasticity of Demand: The rate of responsiveness of quantity demanded of commodity A to changes in price of commodity B. 

CEAB = % Change in quantity demanded of A/% change in price of B

CEAB = ∆QA /QA       or   ∆QA /QA  x   PA /∆PA
             ∆PA/PB

Supply: Supply means quantity of a commodity offered for sale at different prices during a given period of time.
Stock: Stock is the total quantity of a commodity available in or near the market which can be brought for sale at a short notice. The stock is a fixed amount, which is not affected by the changes in price.

Law of Supply: Other things remaining the same, quantity supply of a commodity increases with rise in price and decreases with fall in price. 

Positive relationship between price and supply is due to reason that higher the price, the greater will be profit of sellers and the greater inducement for firms to produce more. The Law of Supply can be explained with the help of diagram. Supply schedule is a statement of various quantities of a commodity offered for sale at different prices during given period of time.

      Table 2. Demand Schedule

	Price of Egg 

(Rs per dozen)
	Quantity Supplied 
(in dozen per day)

	80
	500

	70
	400

	60
	300

	50
	200


Above supply schedule indicates when the price of eggs increases from Rs. 40 per dozen to Rs. 80 per dozen, the supply of eggs expands from 100 dozens to 500 dozens. As price moves upward, the poultry farmers try to raise more chicken and so increase the supply of eggs. 

Supply Curve: Supply curve for a good shows positive relationship between prices and quantity which firms are willing and able to sell at those prices at points a, b, c and d as shown in Figure 5.  
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Figure 4. Elastic and Inelastic Demand

Assumptions of Supply: Area as;

1. Cost of production does not change, otherwise law of supply will not hold true. Cost of production depends upon.

i. Price of raw materials and other material should remain constant.

ii. Cost of transport should remain same.

iii. Tax rate on the commodity should not change.

iv. Technology and method of production should not change.

v. Wage bill should not rise.

2. Floods, wars affect supply. Law of supply is valid, when no such things happen.
3. Change of season. Supply of agricultural goods are affected by change of seasons. During harvesting season quantity offered for sale at various prices increases i.e supply increases.

5. Number of producers remains the same. When more firms enter a market, more quantity comes for sale at existing prices.

6. Political situation remain stable. In case there are political disturbances, less quantities of a commodity will be produced even though prices have not fallen.  

Changes in Supply: Supply of commodity is influenced by a lot of factors such as price of commodity, cost of production, techniques of production, weather conditions, political situations and government policies etc. If any factor changes, the supply will be affected. However, economist classify the changes in supply into two types;

A. Extension and Contraction of supply.

B. Rise and fall of supply.

A. Extension and Contraction: The effect of change in market price on supply is known as extension or contraction of supply. When the price of commodity rises, more quantity is offered for sale. This is termed as extension of supply. On the other hand, if price falls, its supply will be less, this is known as contraction of supply.
                                                                           
                                       Contraction                                 
                                                            

                                                   

         Price                                     

                                                 Extension              

                                                                       

                       0                  

                                              Quantity

       Figure 5. Extension and Contraction of Supply


B. Rise and Fall of Supply (Shift of Supply Curve):
When the supply of a commodity changes, not due to change in its price but due to some other factors such as cost of production, techniques of production, government taxes and cost of transportation, the change is called rise or fall of supply. In such a situation, the whole supply schedule changes and supply curve shifts to the right is called rise of supply and it shift to the left, is called as fall of supply as shown in Figure 6.  
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       Figure 6. Rise and Fall of Supply

Factors affecting Supply: Area as;

1. Cost of inputs. Increase in cost of inputs causes fall in supply e.g. rise in prices of fertilizer may compel farmers to reduce supply of wheat. 

2. Technology. Supply may rise due to use of new technology. For example, use of computer may increase productivity. An improvement in technology permits to reduce more units of output with same cost. So supply increases. The use of tractor on agriculture has increased the supply of many agricultural goods. 

3. Means of transport: Supply may rise due to improved transport and communication facilities e.g Introduction of Air Cargo and Fax Services.

4. Taxation: Increase in taxes on commodities (such as sales tax) may cause fall in supply. 

5. Weather conditions: Favourable weather conditions and timely rains cause increase in supply of many goods. 
6. Famine and War: These can reduce supply. Due to war many factories close down and trade routes become unsafe. So production and supply of some commodities will fall.

7. Industrial Policy: A favourable industrial policy which increases concessions and facilities for some industry may cause rise supply of its products.

8. Prices of alternate products: It can affect supply. For example supply of woolen chairs is affected by the prices of substitutes such as steel or plastic chairs.

9. Wages: Wages are important part of cost, so any increase in wages will have bad effect on supply of products.

10. Number of producers: Increase in number of producers of a commodity can cause rise in supply.

11. Expectation about future prices: If producers expect some changes in price of commodity in future, they try to adjust their present plans accordingly. 

Elasticity of Supply: The degree of responsiveness of supply of a commodity to change in its price. 

Elastic and Inelastic Supply: When small rise in price cause a large expansion in supply of the commodity (or when a small decrease in price leads to a large contraction in supply), supply of commodity is said to be elastic. On the other hand, if supply shows little variations in response to given change in price, supply is known as inelastic.

Types of Elasticity of  Supply: Are as;

1. Zero Elasticity (e=0)

When the supply of commodity remains fixed and is not affected by variations in price, the elasticity of supply is said to be equal to zero.
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2. Elasticity less than unity (e ˂1): If % change in supply is less than % change in price, the elasticity will be less than unity.
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3. Elasticity equal to unity (e = 1):   If % change in supply is equal to % change in price, the elasticity of supply will be equal to one.
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4. Elasticity less than unity (e ˃1): If % change in supply is greater than % change in price, the elasticity will be more than one. 
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5. Infinity Elasticity (e  = ∞ ): When an extremely small rise in price leads to infinite extension in supply, the elasticity of supply is said to be infinity.
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