Understanding demand functions
As HL students, you should be able to show where the demand curve comes from in mathematical terms. This may seem like a difficult task, but it is actually rather easy. All you need to do is to change terminology from “demand curve” to “demand function” and think of how linear functions are written in your Maths course; y=mx+b 
Linear demand functions
The demand function can be written as Qd=a−bP which means that the quantity demanded is determined by coefficients a and b. Although you may be familiar with different ways of writing equations, for the purpose of IB Economics this is the preferred style.
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The first coefficient, a, determines the y-intercept and when this changes we see a shift in the demand curve. The second coefficient determines the slope of the demand curve. Because the demand curve is (nearly) always downward-sloping, the b-coefficient is negative! Indeed, you could say that the b-coefficient determines the price-sensitivity of consumers: a large negative number means that an increase in price will have a major effect on the quantity demanded of the product.
 
Examiner Tip
The IB Economics course does not require you to study the relationship between price and quantity demanded in mathematical detail. If you choose to study Economics at university level however, you will encounter demand functions that are much more complicated. For the purposes of the IB course, you will study the relationship on a more conceptual level as you deal with one of the most central topics to the understanding of Economics as a whole: elasticities.
Example
Let’s see how this works with an example, which makes everything easier. In our example, the demand for toy cars is equal to Qd = 60 - 5P. It looks like the demand curve in the diagram below.
Demand for toy cars is given by: Qd = 60 - 5P
[image: Demand function]
First, let’s see what happens when there is a change in the quantity demanded. If the price is $10, the quantity demanded will be 10; when price decreases and goes down to $5, the quantity demanded will increase to 35. As the law of demand suggests, when the price goes down the quantity demanded goes up.
Second, let’s see what happens when there is a change in demand. In order to shift the demand curve, there needs to be a change in the first coefficient, a. There are many factors that can cause a change in a, including a change in incomes. Assuming incomes will generally increase, the new a coefficient would go up from 60 to 70. Thus for each price, the demand will be higher. When price is $10, the quantity demanded will be 20 (instead of 10); when price is $5, the quantity demanded will be 45, etc.
 
What you should know
· Demand curves are represented by linear functions in the form Qd=a−bP
· Because the demand curve is downward sloping, the a coefficient is positive while the b coefficient is always negative.
· A change in the demand curve's coefficient b translates into a change in the quantity demanded
· A change in the demand curve's coefficient a translates into a change in demand.
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