Application of Supply & Demand

Two of the most common terms in economics are supply and demand, but how do these terms apply to people out in the real world. And when supply and demand interact with each other freely then you end up with an efficient market. An efficient market is a market that the prices of products are very flexible and free to adjust. An example of an efficient market is the farmers market simply because there are a lot of sellers in a certain area and much competition. Efficiency occurs in a situation in which the quantities of goods and services produced are those that people value most highly. In which a Resource use is efficient when we cannot produce more of a good or service without giving up some of another good or service that people value more highly. There are two conditions for efficiency; they are production efficiency and allocative efficiency. 


Production efficiency is a situation in which we cannot produce more of one good or service without producing less of some other good or service, and allocative efficiency is the combination of goods and services on the ppf we value most highly. Marginal benefit is the benefit that a person receives from consuming one more unit of a good or service, for example, if you were to pass up going to the movies with your friends one night and decide to stay home and do homework or study for an exam you have the next day, then you lose going to the movies and having fun but you gain something better which in this case is probably an excellent grade on you exam the next day. Also the marginal cost is the opportunity cost of producing one more unit of a good or service, which means the more you increase the good that you are producing the higher you marginal cost gets.


Equilibrium is achieved fairly rapidly by adjusting the price of a good or service up or down to eliminate a shortage or even a surplus. Price controls are limits set by the government creating a price floor or a price ceiling. Price floor is a minimum legal price set by government set above equilibrium price. When the quantity supply is greater that supply demanded then this creates a surplus. A price ceiling is a regulation that makes it illegal to charge a price higher than a specified level. A rent ceiling is an example. A price floor is a regulation that makes it illegal to pay a price lower than a specified level. The minimum wage is an example if this. This is a maximum legal price also set by government, but this one is set below the equilibrium price. A price ceiling, a price floor, or a production quota blocks the forces of demand and supply and results in a quantity that might fall short of the efficient quantity.
