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Theory of Price 

What Is the Theory of Price? 

The theory of price is an economic theory that 

states that the price for any specific good or 

service is based on the relationship between 

its supply and demand. The theory of price 

posits that the point at which the benefit gained 

from those who demand the entity meets the 

seller's marginal costs is the most optimal 

market price for that good or service. 

KEY TAKEAWAYS 

• The theory of price is an economic theory 

that states that the price for any specific 

good or service is based on the relationship 

between its supply and demand. 

• The optimal market price, or equilibrium, is 

the point at which the total number of items 

available can be reasonably consumed by 

potential customers. 



• Supply may be affected by the availability 

of raw materials; demand may fluctuate 

depending on competitor products, an item's 

perceived value, or its affordability to the 

consumer market. 

Understanding the Theory of Price 

The theory of price—also referred to as "price 

theory"—is a microeconomic principle that uses 

the concept of supply and demand to determine 

the appropriate price point for a given good or 

service. 

The goal is to achieve the equilibrium where the 

quantity of the goods or services provided 

matches the demand of the corresponding 

market and its ability to acquire the good or 

service. The concept of price theory allows for 

price adjustments as market conditions change. 

Relationship of Supply and Demand to Price 

Theory 

Supply denotes the number of products or 

services that the market can provide. This 

includes both tangible goods, such as 



automobiles, and intangible goods, such as the 

ability to make an appointment with a skilled 

service provider. In each instance, the available 

supply is finite in nature. There are only a 

certain number of automobiles available and 

only a certain number of appointments available 

at any given time. 

 


