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3. The Law of Supply and the Market Supply Curve 

4. Market Equilibrium 

 



A market is an arrangement through 

which buyers and sellers meet or 

communicate in order to trade goods or 

services. 

 A market's purpose is to provide 

information on the goods and services 

sellers want to sell and buyers want to 

buy. 



Supply and demand analysis explains how 

prices are established in markets through 

competition among buyers and sellers, and 

how those prices affect quantities traded. 

 

         In a competitive or free market, 

many sellers compete for sales to many 

buyers who compete for available goods 

and services.  



The quantity demanded of an item is the 

amount that buyers are willing and able to 

purchase over a period at a certain price, 

given all other influences on their decision 

to buy. 

 Demand is a relationship between the 

price of an item and the quantity 

demanded.  



The law of demand   states that, in 

general, other things being equal, 

there's a negative relationship between 

the price of a good and the willingness 

and ability of buyers to purchase it. 



Box 1.  A Demand Curve 



A change in relative price of a 

good is an increase or decrease 

in the price of that good 

relative to the average change 

in the prices of all goods.  



A change in quantity demanded    is 

represented by a movement along a demand 

curve in response to a change in a good's 

price.  

A change in demand     is a response to a 

change in something other than price that 

shifts an entire demand curve.  



Box 2.  An Increase in Demand 

 



Box 3.  A Decrease in Demand 

 



Goods whose demand declines as 

income increases are called 

inferior goods.  

Goods whose demand increases 

when income goes up are called 

normal goods.  



Alternatives, items that serve a purpose 

similar to that of a given item, are 

substitutes for that item. 

Complements are goods whose use together 

enhances the satisfaction a consumer 

obtains from each of them. 



The quantity supplied  is the quantity 

of a good sellers are willing and able to 

make available in the market over a given 

period at a certain price, other things 

being equal.  

 

 

Supply     is a relationship between the 

price of an item and the quantity supplied.  



The law of supply states that, in 

general, other things being equal, 

there's a positive relationship between 

price and the amount of a good sellers 

will make available. 



Box 4.  A Supply Curve 



A change in quantity supplied is 

represented by a movement along a given 

supply curve caused by a change in a good's 

price. A change in supply implies a shift of 

an entire supply curve caused by a change 

in something other than the price of a good 

that affects the willingness and ability of 

sellers to make the good available. 



Box 5.  A Decrease in Supply 



Box 6.  An Increase in Supply 

 



An equilibrium   prevails when economic 

forces balance so that economic variables 

neither increase nor decrease.  

Market equilibrium  is attained when the 

price of a good adjusts so that the quantity 

buyers will buy at that price is equal to the 

quantity sellers will sell. 



A shortage exists in a market when the 

quantity demanded of a good exceeds the 

quantity supplied over a given period.  

A surplus exists in a market when the 

quantity supplied of a good exceeds the 

quantity demanded over a given period.  



Box 7.  Market Equilibrium 



Box 8.  Impact of a Decrease in Demand on 

             Market Equilibrium 



Box 9.  Impact of an Increase in Demand on 

            Market Equilibrium 



Box 10.  Impact of a Decrease in Supply on 

               Market Equilibrium 



Box 11.  Impact of an Increase in Supply on 

              Market Equilibrium 


