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LEARNING TARGETS
1. Define MARKET EQUILIBRIUM and find the EQUILIBRIUM PRICE and EQUILIBRIUM QUANTITY where the demand and supply curves cross
2. Identify a SURPLUS (price above equilibrium) and a SHORTAGE (price below equilibrium), and read each one off a supply-and-demand chart
3. Explain HOW a market self-corrects - a surplus pushes the price DOWN and a shortage pushes the price UP, back toward equilibrium

SECTION 1
What Is Market Equilibrium?
The Idea in One Sentence
DEMAND is the buyers; SUPPLY is the producers.
Put both curves on ONE chart and they cross at exactly one point.
That single crossing point is called the market equilibrium.
Why It Matters
At equilibrium, quantity demanded EQUALS quantity supplied.
There are no unsold goods piling up, so there is no surplus.
Nothing is selling out, so there is no shortage.
At equilibrium the market clears - everyone is matched.
SECTION 2
Equilibrium Price and Equilibrium Quantity
Four Terms from the Crossing Point
The EQUILIBRIUM PRICE is the one price where quantity demanded equals quantity supplied.
For our pizzas, the equilibrium price is $8.
The EQUILIBRIUM QUANTITY for our pizzas is 400 pizzas per week.
The equilibrium price is also called the market-clearing price.
QUANTITY DEMANDED is the amount buyers are willing and able to buy at one specific price; you read it off the demand curve.
QUANTITY SUPPLIED is the amount producers are willing and able to offer for sale at one specific price; you read it off the supply curve.
SECTION 3
Putting Demand and Supply on One Chart
How to Read the Chart
PRICE goes on the vertical (y) axis.
QUANTITY goes on the horizontal (x) axis.
The DEMAND curve slopes down.
The SUPPLY curve slopes up.
The two curves cross at $8 and 400 pizzas - the equilibrium.
SECTION 4
What Happens at the WRONG Price?
Price Too HIGH
A price set ABOVE equilibrium (like $12) makes producers offer a lot.
At a price that is too high, buyers pull back, so quantity demanded is low.
The result of a price that is too high is a surplus.
Price Too LOW
A price set BELOW equilibrium (like $4) makes buyers want a lot.
At a price that is too low, producers cut back, so quantity supplied is low.
The result of a price that is too low is a shortage - the good sells out.
SECTION 5
Surplus - Price Set ABOVE Equilibrium
Counting the Surplus
A SURPLUS happens when the price is above equilibrium.
At $12, quantity supplied = 600 pizzas.
At $12, quantity demanded = only 200 pizzas.
Surplus = quantity supplied - quantity demanded = 600 - 200 = 400.
SECTION 6
Shortage - Price Set BELOW Equilibrium
Counting the Shortage
A SHORTAGE happens when the price is below equilibrium.
At $4, quantity demanded = 600 pizzas.
At $4, quantity supplied = only 200 pizzas.
Shortage = quantity demanded - quantity supplied = 600 - 200 = 400.
SECTION 7
How a Surplus Self-Corrects - The Price Falls
The Four-Step Correction
Step 1: at $12 the kitchen made 600 but sold only 200, so unsold pizzas pile up.
Step 2: to move the extra pizzas, a surplus pushes the price down.
Step 3: as the price falls, quantity demanded rises and quantity supplied falls.
Step 4: the price keeps dropping until it reaches $8, the equilibrium.
SECTION 8
How a Shortage Self-Corrects - The Price Rises
The Four-Step Correction
Step 1: at $4 buyers wanted 600 but got only 200, so the good sells out.
Step 2: with buyers competing, a shortage pushes the price up.
Step 3: as the price rises, quantity demanded falls and quantity supplied rises.
Step 4: the price keeps rising until it reaches $8, the equilibrium.
SECTION 9
Reading the Pizza Table - Equilibrium, Surplus, Shortage
The Combined Table
At a price of $12: quantity demanded 200, quantity supplied 600 - the diagnosis is a surplus.
At a price of $8: quantity demanded 400, quantity supplied 400 - the diagnosis is equilibrium.
At a price of $4: quantity demanded 600, quantity supplied 200 - the diagnosis is a shortage.
Only at $8 does quantity demanded (400) EQUAL quantity supplied (400).
SECTION 10
Putting It Together - The Market Finds Its Price
The Four-Step Logic
Step 1: where the demand and supply curves cross is the market equilibrium.
Step 2: a price ABOVE equilibrium gives a surplus; a price BELOW gives a shortage.
Step 3: a surplus pushes the price down; a shortage pushes the price up.
Step 4: at equilibrium, quantity demanded equals quantity supplied.
SECTION 11
Market Equilibrium Vocabulary (1 of 3)
Three Key Terms
1. MARKET equilibrium - the single price and quantity where quantity demanded equals quantity supplied.
2. EQUILIBRIUM price - the one price where quantity demanded equals quantity supplied; no surplus, no shortage.
3. EQUILIBRIUM quantity - the amount bought and sold at the equilibrium price.
SECTION 12
Market Equilibrium Vocabulary (2 of 3)
Three More Key Terms
4. surplus - price ABOVE equilibrium; quantity supplied is greater than quantity demanded, so goods go unsold.
5. shortage - price BELOW equilibrium; quantity demanded is greater than quantity supplied, so the good sells out.
6. MARKET-clearing PRICE - another name for the equilibrium price; it leaves no surplus and no shortage.
SECTION 13
Market Equilibrium Vocabulary (3 of 3)
Three Final Key Terms
7. EXCESS supply - another name for a surplus, when quantity supplied beats quantity demanded.
8. EXCESS demand - another name for a shortage, when quantity demanded beats quantity supplied.
9. self-CORRECTING MARKET - a surplus pushes the price down, a shortage pushes it up, toward equilibrium.
SECTION 14
Key Takeaways
Lesson Wrap-Up Review
Market equilibrium is where the demand and supply curves cross.
At equilibrium, quantity demanded EQUALS quantity supplied (here $8 and 400).
A price ABOVE equilibrium creates a surplus (too much supplied).
A price BELOW equilibrium creates a shortage (too much demanded).
Markets self-correct: a surplus pushes price down, a shortage pushes price up.
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