Chapter 3 Supply and Demand
Chapter Notes
Key Objectives:
· Explain the relationship between supply, demand, and price.
· Analyze how competition keeps prices down and quality high.
· Discuss monopoly's effect on price and quality.
· Use a supply-and-demand graph.
I. Supply and Demand
A. Free-market economy - What is produced, the price charged, and the quantity bought and sold are determined by supply and demand. 
B. Supply - the business response to consumer demand. Supply is the amount of a product or service businesses are willing to provide at a given price.
C. Demand - the amount of a product or service that consumers are willing and able to buy at a given price.
D. Price is the relay between the consumer and the entrepreneur. When the price is too high, the consumer will refuse to buy the product or service. When the price is too low, the product will sell out very quickly and the consumer wants more. When a store offers a sale, the consumer will respond by buying the product and demanding more. The price is determined by the laws of supply and demand.
II. Using the Laws of Supply and Demand to Predict Market Behavior
A. If you believe that the demand of a product will rise, it would be wise to start selling that product and raise the price. Ex. Air conditioners in summer. Increase inventory and then sell at a higher price during June, July, and August.
B. If you suspect that the supply of a product is going to rise, it would make sense to get out of that market and start producing something else. Ex. Baseball Cards - the demand has decreased over the past year. Pokemon cards are the same. The market became saturated and prices have decreased.
III. Law of Demand
A. As price goes up, the quantity demanded by consumers goes down.
B. People will demand more at a lower price than they will at a higher price.
IV. Law of Supply
A. When the price is high, the business person is willing to supply more because they will make more profits.
B. If I could sell my fudge at $5/lb., I would be willing to work hard and make as much as possible. If the price of my fudge went down to $3/lb., I would just supply the market with what I could make without working as hard.
V. Market Price
A. Market is a group of people buying and selling a product or service.
B. Businesses want to sell as high as possible to make profits, but consumers want to buy at the lowest possible price to save money. 
C. Market Clearing Price is a compromise between what the buyer wants to pay and the entrepreneur want to charge. The price at which the amount that producers want to sell coincides with the amount that consumers want to buy. I might have to compromise at $4/lb to sell my fudge at a reasonable price in order to make a reasonable profit.
VI. Supply and Demand Lessons
A. Demand Lessons is a list of how many units of a product consumers are willing to buy at different prices. As the price goes down, the consumer is willing to buy more.
B. Supply Lessons is a list of how many units of a product producers are willing to supply at different prices. As the price goes up, the producer is willing to supply more.
V. The Market Clearing Price
A. Using the supply and demand schedule, the market clearing price is the point on the graph at which the supply and demand curves cross.
