
3. Demand, Supply, and Market Equilibrium: Understanding how demand and 

supply interact to determine market prices and how market equilibrium is 

achieved. 

Demand, Supply, and Market Equilibrium: Demand refers to the quantity of a 

good or service that consumers can purchase at a given price. Supply refers to the 

amount of a good or service that firms can produce and sell at a given price. 

Market equilibrium occurs when the quantity demanded of a good or service 

equals the amount supplied at a given price, meaning there is no excess demand 

or supply. Market prices tend to move towards the equilibrium price, and changes 

in demand or supply will lead to changes in the market price. 

Demand, supply, and market equilibrium are the fundamental concepts that 

determine the price and quantity of a good or service in a market economy. 

 

Example: 

The apple market is in equilibrium when the quantity of apples demanded by 

consumers equals the number of apples supplied by producers. If the price of 

apples increases, the number of apples demanded will decrease, and the number 

of apples provided will increase. As a result, the market price will decrease until 

the market reaches a new equilibrium. 

 

The laptop market is in equilibrium when the quantity of laptops demanded by 

consumers equals the number of notebooks supplied by producers. If a new 

technology increases the demand for notebooks, the market price will increase 

until the market reaches a new equilibrium. 

 

Use cases: 
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Price Determination: The market price of a good or service is determined by the 

intersection of the demand and supply curves. Changes in demand or supply will 

result in changes in the market price, leading to a new market equilibrium. 

Resource Allocation: The market equilibrium determines the allocation of 

resources in an economy. If the market is balanced, resources are used efficiently, 

while resources are misallocated if the market is not in equilibrium. 

Market Efficiency: The market is said to be efficient when it is in equilibrium, 

meaning that the price of a good or service reflects its true value. When the 

market is in balance, there is no way for consumers or producers to be made 

better off without making someone else worse off. 

Government Intervention: The government may intervene in the market if there 

is a market failure, such as externalities or monopolies. For example, the 

government may impose taxes or regulate the price of a good or service to 

promote a more efficient market. 

4. Elasticity: Understanding how demand and supply price elasticity affect market 

outcomes. 

Elasticity: Elasticity measures the responsiveness of demand or supply to changes 

in price or other variables. Price elasticity of demand measures the degree to 

which the quantity demanded of a good or service changes in response to a 

change in its price. Price elasticity of supply measures the degree to which the 

quantity supplied of a good or service changes in response to a change in its price. 

Understanding price elasticity helps firms and policymakers determine the impact 

of price changes on consumer behavior and market outcomes. 

Elasticity is a measure of the responsiveness of demand or supply to changes in 

price or other variables. It helps us understand how changes in one variable (such 

as price) affect another variable (such as quantity demanded or supplied). 

 

Examples: 
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