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Abstract  

Studying the consumer’s behavior by the ordinal approach of utility with the help of indifference curves allows 

us to deduce the two “movement laws of demand” in this chapter: the demand for a “normal” good is decreasing 

function of its price and an increasing function of income. We will use the elasticity concept to measure the intensity 

of the relation that is established between the demand, on the one hand, and prices or income, on the other hand: 

elasticity – price, direct and crossed, and elasticity – income. We can classify the goods in many categories, depending 

on the values that this elasticity takes. 

The demand elasticity can be determined depending on price and income. It reflects the proportion in which the 

demand for different products changes with the modification of the consumers’ income, the other factors remaining 

constant. The elasticity compared to the income is a demonstration of legality from the consumer’s sphere, which 

determines a certain hierarchy of the needs of each population category in a certain level of income. 

The movement of prices orients both the options and decisions of producers, namely the most useful productions 

and the most efficient investments, as well as the consumers’ options and decisions on the most advantageous buying of 

goods and services that they need. The prices appear as a “signal system” coordinating and making coherence the 

economic agents’ decisions – producers, consumers and population. 
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1.Introduction 
 

The price can be defined as the measurement of a good or service in monetary expression. We can define price 

as being the amount of currency (amount of money) ceased by the buyer to the seller in exchange of a good or service. 

Such a price interpretation creates the compatibility between conceptions, highlighting the complexity of this element 

of market and the need of its analysis only in correlation with the other components of the market – competition, 

demand and offer. 

It appears in this way the coincidence between the amount of money offered by the buyer and the one requested 

by the seller, the requested price is equal to the offered price, becoming thus the accepted price on the market. So, the 

market price is a possible price. This has the following characteristics: 

- has a maximum limit over which the demand disappears; 

- has a minimum limit determined by the production cost of the good; 

- has numerous levels between these limits, practiced in the same time by different manufacturers and accepted 

by different buyers; 

- has dynamic character, being framed in other margins when the market conditions modify; 

- has regulated character, being subject to the regulations existing on the market that the form on. 

Depending on the position of the participants on the market, their rational criterion, the possible price on the 

market is accepted as the price best satisfying their interests.  

 

2. The construction of the individual demand curve 

 

The relation between the quantity requested by a consumer of a certain good and the level of its price is 

expressed by the demand function in price ratio. 

The individual demand curve for a certain good shows how the demand of an individual evolves for that good 

when its prices vary. We can use the example taken for the analysis of the consumer’s equilibrium to construct. It we 

replace on the ordinate the quantities of the good Y with different price levels, Px of the good X, and on the abscissa we 

will let the quantities of the good X, we obtain a curve describing the way to modify the demand of an individual of a 

good X when the price of this good varies. This, for Px = 10 u.m., the individual’s demand for the good X corresponds 

94



Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue  4/2014 

 

„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 2344  – 3685/ISSN-L 1844 - 7007 

 

 

to the Et equilibrium point, is of 2 units, which represent the coordinates of point A(2,10). When Px drops to 4 u.m., the 

individual’s demand for the good X, corresponding for the E2 equilibrium point, is increased to 5 units. Thus, we have 

the coordinates of point B(4,5). And when Px drops to 2, the individual’s demand for the good X, corresponding to E3 

equilibrium point, is increased to 10, which means that point C has the coordinates 10 and 2. Points A, B and C orients 

us in tracing the demand curve. With only three points, this curve can only be approximated. We would have needed a 

very large number of equilibrium points to obtain a relatively reliable picture of the evolution of demand to the price 

variation. 

The demand curve describes the first law of demand: the demand of a good is decreasing function of its price. 

Of course this result is variable in the “caeteris paribus” conditions, namely if all the other elements – and especially 

the price of other goods, the consumer’s income, the economic and social-political climax do not vary. 

In order to simplify the calculations, we presuppose that a correct representation of the overall demand curve 

would be obtained just by uniting the points A(2,10) and C(10,2). This would mean that the dependence of the 

requested quantity towards price is linear, the demand curve appearing under the form of a straight line. 

As it was shown above, in the budget constraint the equation of a straight line is like y = ax + b, where “a” 

measures the slope of the straight line, and “b” is a constant, the minimum or maximum level – depends on the sign of 

“a” – of Y, independent of good X. by analogy with this general expression of the equation of a straight line, the 

equation for the good X can be written under the form: 

 

X = a · Px + b      (1) 

X is the quantity requested from the good X and which varies depending on the price Px of that good, and a < 0, 

because between X and Px according to the first law of demand, there is a reverse or descendent reaction. We can write 

the equation of a straight line AC if we had the unknown a and b. To determine them, we solve the system of two 

equations with the two unknown from below:  

                                                                                  2 = 10a + b      (2) 

because point A(X = 2; Px = 10) is situated on the straight line of the demand, and the coordinates must check 

the equation 1. 

                                                                                    10 = 2a + b                                                                                    (3) 

 

Because point C of coordinates X = 10, and Px = 2 is situated on the straight line of the demand, and the 

coordinates must check the equation 1. 

Solving the system composed of the equations 2 and 3, we obtain: a =  1, and b = 12. It results that the equation 

of the demand function expresses the graphic by a straight line. 

                                                                             X = - Px + 12       (4) 

 

How do we interpret this equation? The fact that there is only one variable, Px does not mean that the volume of 

consumption demand for the good X is differentiated only by the price of this good, as it might be sought in the first 

sight. The equation 4 indicates the fact that all the other variables are kept unchanged. 

For example, the complete equation of demand would be: 

                                                                 X = 10 – Px +2Py – 2P + 0,2V,                    (5) 

 

Where P is the overall level of prices of the other goods, and V is the income. Knowing the values of these 

variables when studying the demand depending on X, for example Py = 5, P = 10, and V = 60 and replacing them in the 

equation 5, we have: 

 X = 10 – Px + 2,5 – 2 · 5 – 2 · 10 + 0.2 · 60, 

 

namely X = -Px + 12; so number 12contains the only effect of all the other influence factors that presupposed to 

be constant. 

In this form, the equation of the demand function indicates the fact that the maximum demand for good X, of 12 

units, is when its price becomes 0. It can be observes that beyond point D(12,0), the need is saturated, the marginal unit 

is negative. To the other extremity of the demand “curve”, in point E(0, 12), the maximum price that the consumer 

buyer is willing to pay for the good X is inferior to 12, because if Px = 12, the demand for the good X would become 

zero. 

So, the demand for a certain good is a descendent function of price, all the other conditions remaining 

unchanged (the caeteris paribus condition). But we have already seen that the variation of Px does not leave all the other 

conditions unchanged. The result of the variation of Px can be decomposed in two effects. 

A. The substitution effect (also called the price effect), which measures the variation of the demand for a 

good provoked by changing its relative price, the conditions to maintain constant the real income, namely the utility 

level offered by the new combinations of goods. 

This effect will always be negative, because the variation of the relative price of a good in relation with other 

substitutable goods always stimulates a variation in reverse to its consumer. An increase of Px in relation with Py will 
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always incite the rational consumer to decrease the consumption of X, to substitute it Y which did not modify its price, 

it became cheaper as a consequence of the price increase of X. on the contrary, a reduction of Px will stimulate the 

substitution of the good Y by the good X. 

Constructing the demand curve, we implicitly presuppose that the entire variation of demand for the good X is 

only caused by the price effect, which is not quite accurate. To construct a demand curve strictly determined by the 

price effect, which we can call the compensated demand curve, we should have eliminated the part of the consumption 

variations determined by the modification of the purchasing power and the real income, so the income effect. 

The compensated demand curve expresses the dependence relation between the price of a good and the 

quantity requested for it, in the conditions to maintain constant the prices of other goods and of the utilities or the real 

income. 

B. The income effect measures the variation of the demand for a certain good, caused by the modification of 

the real income or utility, as a consequence of the price variation of a good, in the conditions to maintain 

unchanged the prices of other goods and of the nominal income. 

This time we maintain unchanged the nominal income. When the good X becomes cheaper, namely Px 

decreases, the purchasing power or the “real income” of the individual grows. With the same nominal income, the 

consumer will be able to increase the bought quantity from the good X, not by replacing Y – when it would kept 

unchained the utility level, remaining on the same indifference scheme-, but for the good X becoming cheaper, with the 

same nominal income he can buy more quantities from the same good. The individual increases the satisfaction level 

with the same nominal income, moving on a indifference curve situated on the right, higher. And the other way around, 

if Px is increasing, the individual will buy a smaller quantity of the good X with the same nominal income, namely the 

purchasing power or his real income is decreasing, determining the placement of the buyer on a indifference curve 

situate more on the left, with a lower utility level. 

As a consequence of the income effect, the demand for the good X increases when its price decreases producing 

the enlargement of the real income or the purchasing power of his nominal income remained unchanged; the demand 

for good X decreases when the its price grows, producing the reduction of the real income or the purchasing power of 

its nominal income remained unchanged. We find like this the content of law of demand, expressing the 

interdependence between the variation in demand for a certain good and the variation in the price of that good. 

The two effects of price change in good X in order to maintain unchanged the prices of the other goods and of 

the nominal income are simultaneously produced.  

We can see from the above example that the substitution effect and the income effect complete each other, 

being of the same sign. The increase of the quantity requested from the good X as a consequence of its price reduction 

is due, on the one hand, to the replacement of good Y by the good X which became relatively cheap, and on the other 

hand, the growth of the purchasing power of the nominal income remained unchanged, expressed in units from the 

cheaper good X. It is the same with the price increase of a good: this cause, on the one hand, the substitution of the 

expensive good with another one relatively cheap, and on the other hand, the increase of the price, reducing the 

individual’s purchasing power (when all the other conditions remain unchanged), determines a greater reduction of 

demand for the relatively expensive good. Although the share of each effect cannot be easily determined, the global 

result of price growth of one of the goods from the consumption “basket” is more than obvious: the consumption or 

demand for that good will decrease. When the price decreases, the consumption or demand for that good will grow. 

This is the general case. 

In the case of populations with low income, there are certain goods and especially the necessities, but 

considered “inferior” by the consumer, like potatoes, meat on the bone and fat, black bread, etc., where the price 

increase does not determine the reduction of the demand or their consumption, but, on the contrary, its growth. Why? 

The purchasing power of poor consumers being limited, the price increase in the need products forces them to reduce 

the consumption of other goods, of better quality, but more expensive, and to replace them with the “inferior” ones, but 

relatively cheap anyway, even if their price grew. In this case, the income effect is negative: the consumption or the 

demand of goods, whose price increases, grows instead of diminishing. When the standard of living is improved by 

growing the income, the consumer will diminish the demand for these “inferior” goods in favor of the “normal” goods. 

On the contrary, the demand for them increases in a growth of their price when the standard of living is getting worse, 

when the income is reduced. 

This apparently paradox behavior is called Giffen's Paradox, after the name of the English economist who 

found such a situation in Ireland in the XIX century, where as a consequence of the general growth of agricultural 

product prices because of the poor harvest, the impoverished peasants oriented their limited resources to obtain 

potatoes for ensuring food, thus increasing the demand for it, although its price was getting high. 

The demand is an economic category expressing in certain social-historical conditions the social need. The 

demand is a part of the social need, determines by the size of money means, by the purchasing power that the members 

of the society dispose of. It is the solvable part of the social need, namely that part which can be satisfied by the market. 

In other words, the demand is the total quantity from a certain good, which can be bought on the market, a period of 

time, in a certain price. 
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The demand can be looked at as a demand for a certain good or service, for an industry (in the sense of branch) 

or for a company, namely its production.  

The dimension (size) of the demand for a certain good, as well as its dynamic is determined by the piece level 

and dynamics of that good. So, between the evolution of the unitary price of that good (independent variable) and the 

market demand for that good (dependent variable), there exists a causal relationship. This relationship is clearly 

expressed by the law of demand. According to this law, if the price of goods, resources and services will decrease, the 

quantity of good requested in a certain time is going to grow correspondingly, and the other way around, if prices 

grow, the quantity of good requested in that time is going to decrease (the other conditions remain unchanged).  

The relation between the unitary price of a good and the quantity of goods requested in a certain period can be 

graphically represented, obtaining the demand curve. 

 

3. The influence factors on demand 
 

In a certain period, the demand for a good may be reduced or increased. Let’s see which factors (conditions) are 

influencing the demand when the unitary price levels are not modified. These conditions are the following: the price of 

goods; the individuals’ income; the perspective (expectations) on the market evolution: tastes. 

1. The price of other goods. The goods, in relation to a certain good (in our case the good X) are classified like 

this: a) substitutable goods, b) complementary goods; c) non-related goods. 

a) The substitutable goods are those that satisfy the same needs or necessities as the good in question. When the 

price of a substitutable good grows, the curve of the good in question (the good X) moves to the right and the other way 

around. 

b) The complementary goods are those good which in consumption are used together. When the price of a 

complementary good decreases compared to another, the demand curve for the initial good (the good X) moves to the 

right. 

c) The non-related goods. The change of a price in a non-related good with the initial good (the good X) does 

not influence in any way the demand curve of the initial good. 

2. Income. The change of the individual income influences the demand curve depending on the nature of goods. 

We distinguish two types of goods from this point of view, namely: a) normal goods; b) inferior goods. 

a) The normal goods are those that the individuals attract more in consumption as their income grows. The 

demand curve for a normal good will move to the right, namely the requested quantity grows, when the income grows. 

The other way around, when the individual income decreases, the demand curve moves to the left, namely decreases 

the requested quantity.  

b) Inferior goods. An inferior good is the one that the individuals request when their income is more reduced, 

then when their income level is bigger (for example, it was found that the people with low income eat more bread and 

potatoes than the people with high income). The facts show that people have the tendency to reduce the consumption of 

inferior goods, when they record the growth of their income, to a certain level. The individual demand curve (also the 

requested quantity) in an inferior good will move to the right if the income is at a low level and will move to the left 

with the increase of income, from a certain level up. The other way around, when the personal income decreases, the 

individual demand curve for an inferior good will move to the right until the income reaches a certain level, from a 

point, a decrease in come will cause the movement of the curve to the left. 

“Griffen’s Paradox” manifests in the case of inferior goods, namely the growth of prices is accompanied by an 

extension of the demand, and the reduction of prices, by its contraction.  The two general effects of price growth in a 

certain good are at the base of this demonstration of demand, namely: 

- The income effect, which manifests when the price of a good decreases, stimulating the indirect income, 

because this amount allows the consumer to increase the quantities paid or to increase the demand for another product 

with unchanged income; 

- The substitution income, which appears when the price of a good grows, diminishing the purchasing power of 

the income and imposing the consumers’ orientation towards a good whose price is reduced. 

In the situation of inferior goods, between the modification of income and the requested quantity appears a 

negative relation – respectively when the price of an inferior good grows, and the income effect is higher than the 

substitution effect, the requested quantities grows. This reverse relation does not infirm the general law of demand, but 

it is a particular situation, for some inferior goods that hold an insignificant share in the total consumption of the 

population. 

When we take into account the income as an influence factor of demand, it is good to surprise other aspects. For 

example, it was found the decrease of the part of income allocated for the acquisition of food that is sold at the same 

price as the income of a family increase. Simultaneously, the share of expenses with cloth and houses remains constant, 

and that of different expenses (for services) growth (Engel’s Law). These changes are generated by the evolution of the 

income, and the fact that it is about satisfying the need with a reduced degree of elasticity, parallel with the appearance 

of new goods which modifies the structure of needs. We remember Clark’s Law that surprises the consumption growth 

of goods and services from the tertiary sector as it exceeds a certain level of income, and as the demonstration in 
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consumers presenting a substantial growth of the income, of an ostentatious consumption, and also of an imitation or 

demonstrative consumption, etc. 

3. The perspective (expectations) regarding the market evolution. It refers to hat individuals expect in the 

future, regarding all goods and relevant facts for its economic situation. For example, a price growth perspective of 

some good, which frequently enters in the personal consumption, generates now a demand increase. So, for that good, 

the demand curve moves to the right. 

4. Tastes. If there appear changes in the individuals’ tastes, these will be reflected in the direct mode of good 

demand, and implicitly, in moving the demand curve. 

Besides the mentioned factors, the demand is also influenced by other factors. For example, the demographic 

factors influence the volume and structure of demand by variables like: the number of population, the number of 

families, the composition of families on age groups, sexes, the social-professional structure, etc. Habits, local specific 

and national traditions are added to these, etc. We can also remind the powerful influence of psychological and social 

factors on demand. The differences in preferences, attitudes towards one product to another, may also appear due the 

physical particularities of individuals, highlighted by different degrees of receptivity, reactions. The demand may also 

be influenced by other factors, like the natural- climatic, seasonal, circumstantial ones, etc. 

The demand manifests differently from one product to another, from a category to another, in the territorial 

profile, as well as in time, under the influence of the above-mentioned factors. 

The market demand for some good is obtained summing the individual demands for that good. So, the market 

demand is equal to the sum of individual demands. For example, we presuppose that the good X has the following 

situation (see table no. 1): 

Table no. 1 

Price / 

kg 

Individual 

demand no. 1 (kg/ month) 

Individual 

demand no. 2 (kg/ month) 

Market 

demand (kg/ month) 

5 1 0,5 1,5 

4 2 1,5 3,5 

3 3 2,5 5,5 

2 4,5 3,5 8,0 

1 6,5 4,5 11,0 

 

The market demand, like the individual demand, is influenced by the factors presented above. In addition to 

these factors, the market demand for a good is also dependent by the number of buyers that enter in the calculation of 

the demand sum. If the number of buyers increases for some good, correspondingly the demand for that good is going 

to grow. Obviously, the demand curve will move to the right. In reverse, if the number of buyer decreases for some 

good, correspondingly the demand for that good is going to decrease. The demand curve will move to the right.  

Any change in demand is the result of the modifications of one or more decisive factors of demand. 

The elasticity of demand expresses the sensitivity of the demand to the change of one influence factor. As the 

demand is dependent on the price in the first place, its elasticity mainly reports to the price. The answer of the 

requested quantity in the price change is reflected in the figure no. 1. At the p1 price, the requested quantity is q1. If this 

price decreases at p2, on the demand curve de, the quantity increases from q1 to qc. 

  

 

 

 

  

 

 P1   - - - - -   

 

 P2   - - - -- - - -  - - - - - - - - - - - - - - - - - -                   

    di    dc 

   

  q1 qi  qe 

 

 

Fig. no. 1 

 

If the demand curve has the configuration di, the requested quantity increases from q1 to qi. In the same change 

of price, the change in the requested quantity is higher for the curve de compared to curve di. This is explained through 

what can be seen from the graphic, the demand curve de is stretched than the demand curve di, which is more abrupt. 

So, in the same price change we c say that the demand curve de is more elastic than the demand curve di. The above 

graphic suggests very well what the demand elasticity means compared to the price. We cannot stop here. We appeal to 
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an indicator called the elasticity coefficient to measure elasticity. This shows the degree, namely the modification 

percentage of the demand depending on the price modification or other demand conditions (factors). 

The elasticity coefficient is calculated like this: 

 

                     the change in percentage of the requested quantity           % ΔC 

 C =                                                                =  

                     the modification in percentage of the price            % ΔP 

where: 

ΔC = the proportion to change the demand, namely the difference between the demand from the current period 

(C1) and the demand from the base period (C0), so ΔC = C1 – C0; 

ΔP = the proportion to change the demand, namely the difference between the change of price from the current 

period (P1) compared to the price from the base period (P0), so ΔP = P1 – P0; 

The elasticity coefficient can also be determined with the help of the following relation: 

            ΔC ΔP 

 Ce =            :  

             C0 P0 
The obtained result is negative, because the sense of price modification as it can be seen along the demand 

curve is opposed to the sense of quantity modification (see the la of demand). The negative sense is conventionally 

ignored. 

The demand elasticity is present when the elasticity coefficient is bigger than 1. It is said that the demand is 

elastic, if in a certain price change percentage, the change percentage of the requested quantity is higher. It is said that 

the demand is inelastic, when in a certain price change percentage results a smaller change percentage of the requested 

quantity. When the price change percentage results (corresponds) the same change percentage of the requested quantity, 

it is said that the demand has unitary elasticity, because the elasticity coefficient (Co) is equal to 1. 

So, the elasticity of demand compared to the price expresses the report between the demand movement and the 

price modification, the demand modification proportion in the price growth or decrease conditions with a percentage. 

The elasticity of demand, for many products, situates between the extremes. The goods whose requested 

quantity does not change as a response to the price modification are encountered in an extreme. We deal with the 

inelastic demand in the same situation, and the demand curve for these goods is perfectly vertical. 

The goods for which the demand is zero is in the other extreme, when the price is above a certain level and 

increases unlimited when the price is at the level or decreases under it. The demand is perfectly elastic in this case, and 

the demand curve is perfectly horizontal, when the price is at that level. 

Let’s see the alternative. We presuppose for this that we related to point b as base point. Then the price will be 

50$ and the requested quantity will be of 60.000 products. These numbers will be the base to calculate the elasticity 

coefficient, corresponding to the change of 10$ in price and of 10.000 products in relation to quantity. The calculation 

of elasticity is made like this: 

 

 10.000 

 

 60.000 

Ce =  = 0.83 

    10 

    50 
 

These two calculations highlight the elasticity differences, despite the fact that both are based on the same 

modification that takes place on the demand curve. in this example, the first calculation indicates the fact that the 

demand is elastic, while the second, that the demand is inelastic. How is solved this contradiction? The conventional 

path is to use the average of the two quantities and of the two prices as base points, when calculating the modification 

percentage of quantity and price in order to determine the elasticity coefficient. 

The elasticity coefficient will be determined like this: 

 

                  modification in quantity             modification in price 

Ce =        :          =   

                       sum of the quantity                   sum of the prices 

                         2            2 

 

In our case, the average of the two quantities associated with points a and b (50.000 + 60.000)/2 = 55.000. The 

average of the two prices is (60 + 50)/2 = 55. 
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The modification percentage in quantity is (10.000 : 55.000) x 100 = 18,2. The modification percentage in price 

is (10/55) x 100 = 18,2. 

This new formula to determine the elasticity bears the name of midpoint variation formula along the demand 

curve. It is sometimes called the elasticity arc. 

It results that in raised price levels, the demand curve is very elastic and becomes less elastic in the low price 

levels. The level of prices in the range [a-b], the demand curve is inelastic and becomes even more inelastic as the price 

decreases. If we look on the demand curve, the variation of elasticity is presented like this: 

- elastic demand, when Ce > 1; 

- demand with unitary elasticity, when Ce = 1; 

- inelastic demand, when Ce < 1; 

- perfectly elastic demand, when Ce       ∞; 

- perfectly inelastic demand, when Ce = 0; 

We can appreciate that the elasticity is high in the upper side of the curve, because the base quantity level on 

which the modification percentage is calculated is small. On the one hand, the base price on which the price 

modification percentage is calculated is high. When we calculate the elasticity coefficient, we divide high modification 

percentage in quantity to a relatively small price modification, which gives an elastic demand along this portion. In the 

lower side of the curve, the situation is reverse. The base quantity level from the quantity modification percentage is 

calculated is high, while the price level at which the price modification percentage is calculated is small. When the 

elasticity coefficient is determined, a relatively small modification percentage of quantity is divided by a relatively 

large price modification percentage, which gives a subunit number as result; namely an inelastic demand along this 

portion. 

The specialists in the field highlight the existence of three main factors, namely: a) the substitution degree of 

goods; b) share of income spent on buying some good in the total of income; c) time from the price change. 

 

a) The substitution degree of products. If the price of some good increases, it becomes more expensive 

compared to its substitutable goods. It is natural that the demand for this good to decrease and, correspondingly to 

increase the demand for the substitutable goods. In reverse, if the price of a good decreases, it becomes cheaper than its 

substitutable goods. In this case, the demand for it will grow, and correspondingly, the demand for the substitutable 

goods will decrease. 

The higher the substitution degree in report to a certain good is, the greater the demand elasticity will be for that 

good. In reverse, the smaller the substitution degree is, the smaller the demand elasticity is for that good. 

b) The share of income spent on buying some good in the total of income. Generally, the demand for a good is 

much more classical, the greater the share of income allocated on buying that good (the other conditions remain 

unchanged). There are differences of course between goods from this point of view. In case of certain goods, the share 

of income for their buying grows as the income increases, and, in case of others, the share decreases as the income 

increases. For example, in case of large income, the share of expenses to acquire food supplies, or even material goods, 

is reduced, while the share of expenses for social-cultural services, luxury goods, etc. increases.  

c) The time from the price change. When the price of some good is changes, it is necessary to pass a certain 

time until all buyers will know the new situation and, especially, until they adapt their buyer behavior of that good. So, 

the demand elasticity for a good will be bigger on a long period of time, than a sport period, because buyers have more 

time to adapt to price exchange. 

The demand elasticity presents a special significance. The interest of the economic agents is to maximize profit. 

There is no phenomenon that takes place on the market so the price not to be involved. This, in the exchange 

economy conditions, is the instrument that allows the demonstration of the other component of market and which has a 

major role in the whole of economic regulation, of resource a allocation processes, in the options and decisions of the 

economic agents, etc. Today the economic and social process is influenced by price, especially by its level. It is the 

most visible component of the market.  

Which is actually the price? What does it express? Which is the theoretic content of price? 

Three theories are encountered in relation to the price notion, starting from the interpretations that bring values 

(objective theory and subjective theory). 

The classical theory, namely the objective theory of value, according to which the price is considered a 

monetary expression of value. This is based on the human work built in the good, considered the common element of 

all goods. It is expressed the common element of all goods with the help of money by price. In other words, the price is 

dependent of two elements, namely: 1) the size of good value (the higher the value, the bigger the price, so there is a 

direct proportional report between price and value); 2) the purchasing power of money (the bigger the purchasing 

power is, the smaller the price is and on reverse, so an inversely proportional report between price and purchasing 

power of money). The price is established at the economic value of a good on the market, oscillating between it. 

This interpretation was strongly criticized by neoclassic, who grounded the subjective theory of value. 

According to the subjective theory, the value is given by its marginal utility. The price is explained based on the 

marginal theory, grounded on the analysis of the utilities of some successive units from a good, or of the successive 
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costs in a certain production factor. The equality between a good and another in the change process comes from the fact 

that the final or marginal utility of the corresponding units is equal.  

The neoclassic people place at the value base the rarity of goods, as an expression of the synthesis between 

utility and rarity. In this case, the price appears both as index of marginal utility and of rarity of a good. Starting from 

these two elements, a report is made between demand and offer which conditions the level and dynamics of price. 

The theory of utility highlights that the buyer’s choice of the necessary goods is based on the law of descendent 

marginal utility, which presupposes that the marginal utility of expense would be the same in all products that are to be 

bought. 

The use of all production factors is extended to the extent that the additional cost, namely the marginal cost on 

product unit, will be equal to the additional income, namely the marginal income per produced and sold unit. The 

equilibrium price of a product will be indicated by the intersection point between the increasing curve of the offer and 

the marginal cost of the companies that create the offer. The price made on the market is determined by the equilibrium 

point between the demand and offer curve. The price reflects both the estimation of the value by buyers, by the utility, 

and the estimation of the rarity of goods from the cost point of view. The price appears as an equilibrium factor. This 

conception takes into account the market with perfect competition. 

According to this conception, the price market may be different from the equilibrium price. In this case the 

production has to adapt to respond to the consumers’ exigencies or needs (the input or out in the branch, the technical 

and technological innovation, etc.). 

This conception is too theoretical. It aims the market with perfect competition in the first place, and in the 

second place it does not take into account the companies’ behavior in relation to the report expenses (costs) – price. 

The two perspectives, classical and neoclassical, are not opposed. Each expresses a certain truth. In these 

conditions, even if they were elaborated starting from different bases, it is normal that the two theory get close, to find a 

compatibility element. 

 

4. Conclusions 
 

If the exchange is the unit of offer (as production expression) with the demand (as an expression of need, of 

utility characteristic for the good and the purchasing power), then the economic value of a good is determined by the 

performed work to obtain it and the utility that it confers to the consumer. Alfred Marshall, the founder of Cambridge 

school, analyzing the relations between demand, offer and price, considers the economic behavior of man as something 

based on the fine equilibrium between searching the satisfaction and avoiding the sacrifice. The contemporary theory is 

constituted from price and price (mixed theory), according to whom the price is determined both by the consumption of 

production factors, and the marginal utility and rarity of good. Marshall said that on short term, the main role belongs 

to the demand, because the manufacturers, needing to sell the products, are largely at the consumers’ mercy, while on 

long term, the cost is the one that exercises decisive influence on price, because no manufacturer can sell under cost. 

In the conditions of the imperfect competition, the companies make everything to control price, so elements of 

disturbance in the regulation mechanism of market and free movement of prices interfere, parallel with taking into 

consideration the costs (their estimation) and a certain level of profit in the price decision. Such a determination of 

price takes into account the common interests of companies and their reciprocal acceptance, of the price level ensuring 

the best advantages. The companies do not start to calculate the price based on the goods they produce, from the 

marginal cost, but they calculate the price based in the full cost principal, namely they first calculate the average cost, 

later adding a percentage for the fixed overall expenses and another for profit. In establishing the price, in the 

conditions of the contemporary economy, characterized by a complex market, a series of factors intervene, as it 

follows: 

- the production cost, in acceptance of the average cost; 

- the intensity of need that the goods satisfy, highlighted in the demand; 

- the existing imperfect competition form (perfect competition appears as a theoretical premise); 

- production capacity, highlighted by offer; 

- elements related to the state policy in the price field; 

- influence means or the power used by the companies (advertising, information, credit, etc.) 

The influence of all these factors determine us to agree with those economists’ opinion who sustain that the 

price is a complex instrument for economic measurement, namely the monetary measurement (money) reflecting in its 

size both the work expenses performed to obtain the good, and its utility, demand and offer, rarity, as well as other 

variables (some uneconomic ones). 
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