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Section 1: Guided Reading and Review

Understanding Demand
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28 Chapter 4 Guided Reading and Review

A. As You Read
As you read Section 1, for each boxed example, fill in the key term the example illustrates in the
space provided.

1. the higher the price of
pizza, the fewer slices
people will buy

4. Price Quantity

1 5
2 4
3 3
4 2

5. Price Quantity

1 300
2 250
3 200
4 150

2. eating salad or tacos
instead of pizza when the
price of pizza goes up

3. buying fewer slices of
pizza when rising prices
reduce real income

B. Reviewing Key Terms
Complete each sentence by writing the correct term in the blank.

6. A is a table that lists the quantities of a good a person will buy at
each price that may be offered in the market.

7. A is a table that lists the quantities of a good demanded by all con-
sumers at each price that may be offered in the market.

8. A is a graphical representation of a demand schedule.

9. The is the change in consumption resulting from a change in real
income.

10. The says that when a good’s price is lower, consumers will buy 
more of it.

law of demand substitution effect income effect

demand schedule market demand schedule

demand schedule

market demand schedule

demand curve

income effect

law of demand
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Section 2: Guided Reading and Review

Shifts of the Demand Curve

Guided Reading and Review Chapter 4 29

A. As You Read
As you read Section 2, answer the following questions in the space provided.

1. What condition must exist to make a demand curve accurate?

2. What happens to a demand curve when there is a change in factors (other than price) that
can affect consumers’ decisions about purchasing the good?

3. How does consumer income affect the demand for normal and inferior goods?

4. How does consumer expectation affect demand for certain goods?

5. Explain how the baby boom generation affected demand for certain goods.

6. How are consumer tastes and advertising related?

7. Explain how demand for a good can affect demand for a related good.

8. Give an example of a substitute good.

B. Reviewing Key Terms
Match the definitions in Column I with the terms in Column II. Write the letter of the correct
answer in the blank provided.

Column I

9. all other things held constant

10. goods whose demand increases as consumer income increases

11. goods whose demand falls as consumer income increases

12. goods that are bought and used together

13. goods that are used in place of one another

Column II

a. normal goods

b. substitutes

c. ceteris paribus

d. inferior goods

e. complements

nothing changes but price 

(ceteris paribus)

the entire curve shifts

Increased income increases demand for normal goods and decreases demand for inferior goods.

If consumers expect prices 

to rise in the future, immediate demand will increase; if consumers expect prices to fall in the future, 

immediate demand will decrease.

When baby 

boomers were infants, demand for baby goods increased; when they reached school age, demand for 
schools and school-related items increased; when they reached adulthood and married, demand for
housing and related items increased.

Advertising can affect consumer tastes, 

causing consumers to develop a desire for certain items and creating demand for goods that were not 

previously in demand.

If demand for an item 

such as snow skis increases, then demand for related goods such as ski boots will also increase since 

the two items are used together.

A snowboard is a substitute for snow skis.

c

a

d

e

b

Possible answers below
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Section 3: Guided Reading and Review

Elasticity of Demand
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30 Chapter 4 Guided Reading and Review

A. As You Read
As you read Section 3, supply the missing information in the spaces provided.

Calculating Elasticity (Provide a formula or numerical value.)

1. Computation of elasticity of demand:

2. Elastic demand:

3. Inelastic demand:

4. Unitary elastic demand:

Factors Affecting Elasticity (How does each affect elasticity?)

5. Substitutes:

6. Necessities vs. luxuries:

7. Changes over time:

Elasticity and Revenue (Define and explain.)

8. Total revenue:

9. How elasticity affects a company’s pricing:

B. Reviewing Key Terms
Briefly define or identify each of the following.

10. elasticity of demand

11. inelastic

12. elastic

13. unitary elastic

percentage change in the demand of a good divided by 

percentage change in the price

elasticity value is greater than 1

elasticity value is less than 1

elasticity value is equal to 1

If there are substitutes available, the demand for a good is elastic. If there are no 

substitutes for a good, such as life-saving medicine, the demand for the medicine is inelastic.

Necessities—demand is inelastic; luxuries—demand is elastic.

Demand for a good may be inelastic in the short term because it takes 

consumers time to change their shopping habits.

Total revenue is the amount of money a company receives for selling its goods and is 

determined by the price of the goods and the quantity sold.

If demand for a company’s product is elastic, a price
increase could cause consumers to buy less and reduce total revenue; if demand is inelastic, a price
increase will increase total revenue.

the way that consumers respond to price changes

demand for a good continues despite a price increase

demand decreases after even a small price increase
the percentage change in quantity demanded is exactly equal to the percentage
change in price

Possible answers below
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