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Market:
· A group of buyers and sellers of a particular good or service 
· The terms supply and demand refer to the behavior of people as they interact with one another in markets. 

Market demand refers to the sum of all individual demands for a particular good or service.
Market supply refers to the sum of all individual supplies of a particular good or service.
· A perfectly competitive market:  all the goods sold are what we  say homogenous, identical 
· Firms can freely enter or exit a market 
· , buyers and sellers are so numerous that no individual can affect the market price of the good
· Each is a price taker 

Demand
Quantity demanded-  Qd: the amount of a good or service that consumers are willing and able to buy at a given price 
When the price of a good increases, you buy less of that good.
· We say price and Qd are negatively related.
· As  P increases ,  Qd decreases 

The Law of Demand
   Other things being equal (ceteris paribus), when the price of a good rises, the quantity demanded of that good falls
Other Determinants of Demand
Income
Normal good: when income increases quality demand increases and vice versa. 
Inferior good: when income increases demand decreases and vice versa.
Prices of related goods
 Substitutes: if the price of one good increases the demand for the other good increases and vice versa. 
Examples: pepsi and coke , chicken and turkey
Complements: if the price of one good increases the demand for the other decreases and vice versa   ex. Peanut butter and jam, cars and gas

Demand schedules are tables that show the relationship between price and quantity demanded for a good.
Demand curves are graphs of demand schedules.
· A change in quantity demanded: a movement along the demand curve due to a change in the price of the good 
· A change in demand: is a shift of the demand curve when anything other than price changes 
· An increase in demand: curve shifts right
· A decrease in demand: curve shifts to the left

Shift Factors for Demand
Consumer Income
· As income increases, the demand for a normal good will: Increase in demand
· As income increases, the demand for an inferior good will: Decrease in demand 

Prices of Related Goods
· If 2 goods are substitutes: increase in the price of one leads to an increase in demand for other
· If 2 goods are complements: increase in price of one leads to a decrease in demand for other
Supply
Quantity supplied, Qs: the amount of a good that sellers are willing and able to sell
When the price of a good increases, ceteris paribus, selling that good becomes more profitable and firms will want to offer more for sale.
· Price and Qs are positively related.
· As P increases, Qs increases

The Law of Supply Other things being equal (ceteris paribus), the quantity supplied of a good rises when the price of the good rises.
A Change in Quantity Supplied
· A change in quantity supplied: amount of good sellers are willing to sell
· The supply curve: graph of relationship between price of good and quantity supplied
A change in supply:
· An increase in supply means a shift to the right.
· A decrease in supply means a shift to the left

1. If input prices increase, the supply curve shifts to the left (and vice versa).
2. An increase in the price of a substitute good in production will decrease the supply of the other good (shift it left).
3. An increase in the price of a complement in production will increase the supply of the other good (shift it right).
4. Advances in technology and an increase in the number of firms will shift the supply curve to the right.
5. Expectations will shift supply according to the expectation.

Equilibrium: A situation in which the price has reached the level where quantity supplied equals quantity demanded
1) Suppose that for some reason, the market price of ice cream cones was $2.50. 
· At $2.50, consumers will only buy 4 cones, but firms will offer 10 cones for sale.
· There will be a surplus, or excess supply at a price above equilibrium price where Qs > Qd.

2) Suppose that for some reason, the market price of ice cream cones was $1.50. 
· At $1.50, consumers will want to buy 10 cones, but firms will only offer 4 cones for sale.
· There will be a shortage, or excess demand at a price below equilibrium price where Qd > Qs.



















