what is law of demand economics

what is law of demand economics is a fundamental principle in microeconomics that describes the
relationship between the price of a good or service and the quantity demanded by consumers.
According to this law, when the price of a good decreases, the quantity demanded increases, and
conversely, when the price increases, the quantity demanded decreases. This inverse relationship is
crucial for understanding market dynamics, consumer behavior, and pricing strategies. This article will
delve deeper into the law of demand, its implications, factors affecting it, and real-world applications.

Additionally, we will explore the exceptions to this law and its role in the broader economic framework.
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Understanding the Law of Demand

The law of demand is a cornerstone of economic theory and serves as a key determinant of market
prices. It articulates that, all other factors being equal, a decrease in the price of a good or service will
lead to an increase in its quantity demanded. This relationship can be attributed to two main effects:

the substitution effect and the income effect.



The Substitution Effect

The substitution effect occurs when consumers switch from one product to another as prices change.
For instance, if the price of apples decreases, consumers may buy more apples instead of oranges,
which have remained at a higher price. This switch illustrates how consumers adjust their purchasing

behavior in response to price changes.

The Income Effect

The income effect refers to the change in quantity demanded due to a change in a consumer's
purchasing power. When the price of a good decreases, consumers feel effectively richer, allowing
them to purchase more of that good without sacrificing other purchases. This increase in purchasing

power encourages higher demand for the less expensive good.
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