Chapter 1-6. Linear Applications.

4. Supply and Demand.

Analysis of the relationship between supply and demand is important to make business decisions for both consumers and manufacturers of goods.

Law of demand: if price ↓ ( more buyers (consumers), that is, demand ↑.
Law of supply:   if price ↑ ( more sellers (suppliers), that is, supply↑.

Both supply and demand are expressed by quantity of items produced (or demanded). So we have functional relationship between quantity and the price. Both supply and demand functions are linear.

In economics, it is accepted to place price p on vertical axis, and quantity q – on horizontal.

Example 1. Let demand function be -
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and supply function - 
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. The graphs of these functions are below:
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Demand is decreasing with quantity of goods, while supply is increasing. Plotting both functions on the same graph (below), we can see they intersect at one point, where quantity of items demanded = quantity of items supplied. This is market equilibrium. When price 
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Taxation. Is a supplier is taxed, the tax is passed on to the consumer (add $K per selling item). In the above example, let tax is 2$ per item, new supply function will be:
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. It will be located 2 units higher than the original one. The demand function stays the same. AS a result of taxation, market equilibrium point is shifted.
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