Applications of Supply and Demand 

“Supply and demand, these are probably the two most familiar terms in the field of economics”, Katherine Owens.  She continues by saying, “But what are the forces behind these concepts? How do the principles of supply and demand actually work in the world around us?  When supply and demand interacts freely, the result is market efficiency
.”  This market efficiency is something we all want.  This is what keeps the market at fair prices and gives us a stable economy.

An efficient market is a market in which price is free to adjust, is flexible, to bring about an equality between quantity demanded and quantity supplied.”  Katherine continues, “Sellers produce the supply of a good or product, but consumers create the demand.”
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A demand curve is a graphical representation of the inverse relationship between the price of a good and the quantity demanded of that good, holding other factors constant. 

[image: image2.png]20 30 40 50 60
Quantity Supplied NetMBA com

0





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.
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Equilibrium price is the price in which the quantity demanded of a good and the quantity supplied of that good is equal.  “There is a balance between the quantity supplied and the quantity demanded.” says Harry Ellis.  Patrick Sherlock, farmer of Pat’s Pea Patch tells us how prices are set for his farmer market, “Price
 is determined by supply and demand mainly.  If it’s a short year, the price is going to be higher, if there’s abundance, than the price goes down.  Just as producers will set price according to how much they produce, consumers will look for the lower prices to buy.  This is how supply and demand work together to set the price of the market.  Yet the price is not the only factor that sets the demands of customers.  Some customers will go on quality of the products.


 We don’t work on price as much as we do quality; same price and a little better quality.” says J.T. Lemley, a farmer of Lemley’s Produce.  Katherine says, “An efficient market is free to respond to the forces of supply and 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.”  Harry Ellis explains further, “When price is lowered, the quantities supplied and quantities 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 equilibrium, the market equilibrium.” Lisa and Mary Lightsey, farmers of Lightsey Farm say, “You know if we have a lot of peaches coming out, we mark them down to get rid of them. We like to get, clean out everything on a daily basis, so that we come up on a daily basis with fresh products.”

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. Changes in supply or changes in demand can result in a shortage or a surplus temporarily, until price adjusts.”  This shows us how the market works to keep our economy stable when the market is left to run freely with no restrictions or rules such as price ceilings and floors.

� Market efficiency- Modern financial markets are said to be efficient in the sense that the price of a traded asset is constantly changing as the market analyses and incorporates new information about the company’s future prospects.


� Price- monetary value: the property of having material worth





