Applications of supply and demand


Supply and demand are probably two of the most widely used terms in the study of economics. But what are the forces behind these concepts, and how do they really work in the real work? When these two work well together, what occurs is market efficiency. An efficient market is a market in which price is free to adjust, flexible, to bring about an equality between quantity demanded and quantity supplied.  


The farmers market is efficient because there are many sellers in an environment where competition takes place and prices are free to adjust to bring about an equality between the wishes and desires of the consumers, and the wishes of producers. 


Producers provide the supply of a good or product, but consumers create the demand. 


A demand curve is a graphical representation of the inverse relationship between the price of a good, and a quantity demanded of that good, holding other factors constant. A supply curve is a graphical representation of the positive relationship between the price of a good and the quantity supplied of that good, holding other factors constant. Equilibrium price is the price in which the quantity demanded of a good and the quantity supplied of a good are equal, there is a balance between the quantity demanded and the quantity supplied. 


Price is not the only factor that determines demand. When a market is in equilibrium, quantity demanded equals quantity supplied. A surplus occurs and a market is out of equilibrium when quantity supplied exceeds quantity demanded at the current price. When price is lowered, the quantity supplied and quantity demanded adjust. In fact, whenever price falls or is lowered, the quantity supplied decreases, the quantity demanded increases, and those movements get us back to the market equilibrium. A shortage is a condition in which the price is below the equilibrium price, and as a result, the quantity demanded is greater than the quantity supplied. 


Price controls are limits imposed by the government like the price floor and the price ceiling. The price floor is the legal price a good can be sold for imposed by the government above the price equilibrium. Whenever the government sets a price floor higher than the equilibrium price, it’s trying to benefit the producers of that good and create more money which in turn will create more taxes so the government will benefit as well as the producer. The price ceiling is the legal price a good can be sold for set by the government below the equilibrium price. With out a price floor or a price ceiling, a market can not function properly.  


In 1952, Congress approved funding for  42,000 miles of interstate roads that would connect all the roads in the country. For the first time, people could drive from one end of the American coast to the other. There was cheap and plentiful gas, the cars were big and sexy, and driving became a national past time. The government viewed gas consumption as part of the Americans right, and it was an important input into military preparedness and the economy.   In 1960, countries formed OPEC, which produced 55% of the worlds oil supply and dominated oil in the world. American because very dependant on foreign oil. When Egypt and Israel got into a war and America showed their support for Israel, a trade embargo was set upon the USA and America finally realized the restrains of not having enough oil. Thus, the gas crisis of the 70’s came about. 


As the demand for gas went up, smaller and more fuel efficient cars were being produced, and the era of having a big gas guzzling car was dying. It seemed like overnight that small, fuel efficient cars were being pumped out of Japan. 


Plans were being made to extract oil from Alaska, but it was illegal to do so due to a law that protected the Alaskan wild life from being used for oil. Soon people were experimenting with creating cars that ran on other sources of energy, such as solar energy and electric vehicles. 

· Equilibrium price: the price in which the quantity demanded of a good and the quantity supplied of a good are equal.

· Demand curve: a graphical representation of the inverse relationship between the price of a good, and a quantity demanded of that good
· Shortage: A condition in which the price is below the equilibrium price, and as a result, the quantity demanded is greater then the quantity supplied.


