Supply and Demand

Whatever the context, a market establishes the prices for goods and other services. These rates are determined by supply and demand. The idea of supply and demand is one of the very basics of economics. The sellers create supply, while buyers generate demand.
Markets try to find some balance in price when supply and demand are in balance. But that balance can be disrupted by factors other than price, including incomes, expectations, technology, the cost of production, and the number of buyers and sellers participating.
Simply put, the number of goods and services available is determined by what people want and how eager they are to buy. Sellers increase production when buyers demand more goods and services. Producers tend to raise their prices when demand increases. When buyer demand decreases, they drop their prices and, therefore, the number of goods and services they bring to market.
Physical and Virtual Markets
Markets may be represented by physical locations where transactions are made. These include retail stores and similar businesses that sell individual items to wholesale markets selling goods to distributors. Or they may be virtual. Internet-based stores and auction sites such as Amazon and eBay are examples of markets where transactions can occur entirely online, and the parties involved never physically connect.
Markets may emerge organically or as a means of enabling ownership rights over goods, services, and information. When on a national or more specific regional level, markets may often be categorized as developed or developing. This distinction depends on many factors, including income levels and the nation or region’s openness to foreign trade.
 Understanding the Law of Supply and Demand
It may seem obvious that the price satisfies both the buyer and the seller in any sale transaction, matching supply with demand. The interactions between supply, demand, and price in a free marketplace have been observed for thousands of years.1
SSRN. "The First Laws in Economics and Indian Economic Thought – Thirukkural."
Many medieval thinkers distinguished between a "just" price based on costs and equitable returns and one at which the sale was transacted, just like modern-day critics of market pricing for select commodities.2
Our understanding of price as a signaling mechanism matching supply and demand is rooted in the work of Enlightenment economists who studied and summarized the relationship.
Supply and demand don't necessarily respond to price movements proportionally. The degree to which price changes affect the product's demand or supply is known as its price elasticity.
Note


