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Answers 

Using demand and supply analysis 

to identify different product types 
Jon Guest 

This resource provides answers to the questions posed in the article on demand and supply 

analysis, featured in the September 2020 issue of ECONOMIC REVIEW. 

Question 1 
Suggest other examples of 

A Veblen good 

Possible examples include designer smartphones that are available from luxury brands such as 

Porsche, Lamborghini and Bentley. Lamborghini launched the Tonino Lamborghini Alpha-One 

smartphone for $2,450. It has the same functionality as most smartphones but comes in a 

Lamborghini branded case. Other examples may include limited edition luxury cars, jewellery and 

designer handbags. 

A normal good 

Normal goods have a positive income elasticity of demand. Therefore, as the price of the good 

increases (all other things equal) the quantity demanded must fall. Many goods are normal goods, i.e. 

cars, houses, computers, eating out. 

An inferior good 

Inferior goods have a negative income elasticity of demand, i.e. when people’s real incomes rise, they 

demand less of these goods. However, unlike Giffen goods, when prices rise the quantity demanded 

falls. Possible examples include supermarket economy label goods such as Tesco Everyday Value 

Range, canned goods, fast food, bus travel and cigarettes. 

A Giffen good 

A Giffen good has a negative income elasticity of demand and a relatively small substitution effect, i.e. 

the good does not have any close substitutes so when its price rises people find it difficult to switch to 

cheaper alternatives. When the price of a Giffen good increases, the quantity demand increases, i.e. it 

has an upward-sloping demand curve and so breaks the law of demand. People have questioned 

whether any Giffen goods actually exist in the real world. However, some research has found 

evidence of Giffen behaviour among poorer people in regions of China. The authors of the study 

estimate a price elasticity of demand for rice of + 0.64 for those poor people who consume between 

60% and 80% of their calorie intake from rice, i.e. when prices rise by 10% demand rises by 6.4%. 
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Question 2 
Suggest factors other than income that can result in shifting demand curves. 

• An increase in the price of substitutes (all other things equal) causes the demand curve to shift 

to the right. 

• An increase in the number of substitutes (all other things equal) causes the demand curve to 

shift to the left. 

• An increase in the price of complements (all other things equal) causes the demand curve to 

shift to the left. 

• A belief that the price of the good will rise in the future (all other things equal) causes the 

demand curve to shift to the right. 

• A good becomes more fashionable (all other things equal) causes the demand curve to shift to 

the right. 

Question 3 
To what extent do you expect demand for necessities to become more price elastic as we move 

from the short run to the long run? 

Necessities will become more price elastic as we move from the short run to the long run as 

consumers have more time to respond to any price changes. However, the effect might be quite small 

as the necessity is unlikely to have any close substitutes. Price elasticity of demand also applies to a 

particular price level. If the price continues to increase over time, the good will tend to become more 

price elastic at the higher prices. 
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