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Balancing Act: Market Equilibrium and the Dance of Supply and
Demand

Open-Ended Response Answer Key

1. A real-life example of changes in supply and demand leading
to shifts in market equilibrium is the smartphone market. When a
new, highly anticipated smartphone is released, the demand
often increases. If supply remains constant, the equilibrium price
may rise, and more units will be sold at that higher price. As time
passes and new models are introduced, the demand for older
models may decrease, leading to a decrease in the equilibrium
price to stimulate sales.

2. As a producer of handmade jewelry, understanding market
equilibrium is crucial. If | notice that the demand for my jewelry is
consistently high, | might increase production to meet that
demand and potentially raise prices slightly to maximize profit. If
demand decreases, | would adjust production levels and might
consider offering discounts or promotions to clear excess
inventory. Market equilibrium helps me make informed decisions
to balance supply and demand effectively.

3. Itis essential for businesses and consumers to understand market
equilibrium and the forces of supply and demand because it
directly impacts pricing, availability, and decision-making in the
market. Businesses can use this knowledge to set competitive
prices, manage inventory, and adapt to changing market
conditions. Consumers can make informed choices about when
and what to buy based on their understanding of how supply
and demand affect product prices and availability, ultimately
helping them make more economical decisions.
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