
Demand and Supply

Economics



How Do Demand and Price 
Interact?

Demand = What we are willing and able to 
buy at various prices. Demand is expressed 
in terms of a time frame: eg. “per day” or 
“per week”.	



Quantity Demand - the amount of a good 
or service that consumers are willing and 
able to buy at a specific price.



Demand 
Schedule

Demand schedules list the 
quantities of goods that 

individuals are willing to buy at 
various prices.	



As prices increase, the quantity 
that individuals are able to buy 

decreases.	


Demand curves can be straight 

or curved.



Market Demand

Market demand is the sum of all the 
individual quantities demanded in a market.	



How might knowing market demand help 
business owners plan?







The Law of Demand

There is an inverse relationship between price 
and quantity demanded.	



Why do price and quantity demanded move in 
opposite directions?	



3 Factors:  1) The Law of diminishing marginal 
utility; 2) the Income Effect - scarcity of peoples’ 
incomes;  3) The Substitute Effect - At some 
point, people will substitute a cheaper product 
for a more expensive one.



What can cause demand to 
change?

A change in demand occurs when 
quantities demanded increase or decrease 
at all prices.	



Demand shifters - Changes in income, 
Changes in the number of consumers, 
Changes in consumer tastes and 
preferences, Changes in consumer 
expectations, Changes in the price of 
substitute goods, Changes in the price of 
complementary goods (eg. hot dogs and 
buns).





How do Supply and Price Interact?

Where consumers create demand, 
producers create supply.	



Producers decide what to supply and how 
much to produce.	



Price also pays a crucial role for producers. 
The lower the price, the fewer products 
that producers are willing to sell.





Supply

Supply: What producers are willing and able 
to sell at various prices.	



Supply Schedules and Supply Curves are 
similar to Demand Schedules and Curves.	



Market supply is the sum of all the 
individual quantities supplied.	



The Law of Supply says that price and 
quantity move in the same direction.



The Law of Supply

Price and quantity move in the same 
direction for 2 reasons:	



Production decisions by existing 
producers - When prices rise, 
producers are motivated to increase 
production. When prices fall, producers 
are likely to cut production.	



Market entries and exits - Producers 
enter and exit markets for profit 
reasons.



What can cause Supply to Change?

Change in the number of producers can 
cause an increase or decrease in supply.	



Change in the cost of inputs (Factors of 
Production).	



Change in conditions due to natural 
disasters or international events.	



Change in technology.	



Change in producer expectations.	



Change in government policy (subsidies and 
excise tax). 







What is Demand Elasticity?

The degree to which quantity demanded 
changes in response to change in price.	



Demand for necessities tends to be 
inelastic (responds slightly or not al all in 
change in price. eg. gasoline or tooth 
paste).	



Demand for luxury items can be elastic 
(responsive to change in price. eg. an 
energy bar).



Calculating and Graphing Elasticity 
of Demand



Measuring Elasticity of Demand 
with Total Revenue Test



Factors that Influence Elasticity of 
Demand

Availability of substitutes. Eg. sports drinks 
vs. milk.	



Price relative to income. Eg. “Big Ticket” 
items vs. minor purchases.	



Necessity vs. Luxury - goods we can and 
can’t live without.	



Time needed to adjust to a price change.



Supply Elasticity and the Factors 
that Influence it.

Elasticity of Supply: A Measure of 
Producers’ Sensitivity to Price Changes.	



The Supply Chain - Network involved in 
supplying goods and services to consumers.	



Factors of Influence:  1) Availability of 
Inputs  2) Mobility of Inputs  3) Storage 
Capacity  4) Time needed to adjust to a 
price change.



Summary

The two most important forces in a market 
economy are demand and supply.	



Consumers are always looking for a 
bargain, and are willing to demand more 
when prices go down.	



Producers are always looking to increase 
profits, and are willing to supply more 
when prices go up.


