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The Law of Supply and Demand:  
An Example of Pseudoscience? 

K P Mohanan (May 2022) 

  
Introductory Remarks 
 
I do not have a degree in economics, and I have not taken courses in economics. 
However, as a trans-disciplinary academic, I believe that the law of supply and demand 
in economics  does not meet the norms of laws in scientific inquiry. I would like to share 
with you the reasons for this position,  with the hope that those who understand 
economics better than I do will correct me if my understanding is flawed. If I am not 
corrected, I will conclude that the law of supply and demand is an example of 
pseudoscience.  
 
The purpose of this note is twofold. Even if my conclusions are proven wrong or turn out 
to be unjustified, I think what I am going to say might trigger an interesting discussion, 
which would contribute to my own learning and the learning of many others. It may also 
have effect of graduate students in economics (and other areas) start thinking about 
conceptual-theoretical issues that they may not have thought about.  
 
The Concept of Demand in Economics  
 
The concept of demand in economics is defined in terms of the socio-cognitive 
dispositions of wanting to buy and wanting to sell. According to the Britannica, for 
instance, the law of supply and demand is a 

"… relationship between the quantity of a commodity that producers wish to sell 
at various prices and the quantity that consumers wish to buy.  It is the main 
model of price determination used in economic theory. The price of a commodity 
is determined by the interaction of supply and demand in a market. 
...A demand curve is almost always downward-sloping, reflecting the willingness 
of consumers to purchase more of the commodity at lower price levels. 
...A supply curve is usually upward-sloping, reflecting the willingness of 
producers to sell more of the commodity they produce in a market with higher 
prices. " (https://www.britannica.com/topic/supply-and-demand) 

  
The Concept of Demand Outside Economics  
 
This economic internal concept of demand (“the willingness to buy” or the willingness to 
sell”) is a dubious concept. Consider the use of the term ‘demand’ in the following 
examples. 

“Among teenagers in India who want to go abroad, there is a huge  demand for 
the ability to speak English with an American accent, so it is a good idea to 
invest money in teaching the youth how to speak American English.”  

or   
“In India, there is very little demand for any intellectual ability that does not 
result in high marks in board exams and entrance tests, so it is foolish to invest 
money to teach rigorous reasoning and independent inquiry.”   

 
The concept of demand in these sentences is that of the willingness to spend one’s 
resources (of money, time, or effort) to gain the abilities under consideration.  It has 
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nothing to do with the willingness to sell. The willingness to invest monetary resources 
to produce goods or offer services depends on the perceived demand for the goods or 
services. The concept that the term ‘demand’ denotes in economics textbooks is at best 
both dubious and misleading. It is like defining pacifism as the willingness to kill in 
order to survive.  
 
Operationalisation 
 
Notice that price is an observable quantity, part of the data. In contrast, 

the “willingness of consumers to purchase more” (demand curve) and 
the “willingness to sell more” (supply curve) 

are both socio-cognitive concepts whose observational correlates / measurements are 
seriously problematic, because it is operationalised as the number of items sold (an 
observable quantity).  
 
Suppose we use the letters WB, WS, and p as follows: 

WB: Willingness to buy 
WS: Willingness to sell.  
p: price  

Then the law of demand says p = F(wb) and the law of supply says p = F(ws). If 
respective functions in these equations are distinguished as F and F’, then we get 

F(WB) = F’(FS) 
 
The question is, how are WB and WS operationalised, i.e., how do we assign numbers to 
them? Suppose we say that the number of items sold (NS) is a measure the willingness 
buy more (WS), and the number of items produced (NP) is a measure of the willingness 
to sell more. If so, we derive  

F(NS) = F’(NP)   
 
We now see that what the law of supply and demand says is that there is a correlation 
between the number of items sold and the number of items produced. While our 
intuition -- based on our experience -- says that this claim is true, and empirical testing 
may show that it is true, the law(s) do(es) not provide any causal explanation in terms of 
demand. Reason: the relation between WB and NS is fairly indirect and complex, not 
determined by one factor alone.  
 
A moment’s reflection will reveal the problems with the operationalisation of WB as NS. 
Take the demand expensive treatments (heart transplants, cancer treatment, liver 
transplant, oxygen, …) and private hospitals. People who cannot afford it do not pay for 
these  ‘goods’ and ‘services’, even their wanting to have them are a matter of life and 
death. Result: poor people simply die.  If the entire drinking water on our planet were to 
be owned by corporations, and its price is kept very high, chances are that it would be 
very profitable and it would make sense to keep the price high (as in the case of 
treatment in high quality private hospitals), but the number of bottles sold is not a 
measure of poor people’s willingness to buy water. If they cannot afford it, they will die, 
with very little consequence to the enterprise of profit making.  
 
As a topical example, take the issue of the price of insulin reported in "Slashing the sky-
high insulin prices that Americans pay" 
(https://newsletterest.com/message/102289/Slashing-the-skyhigh-insulin-prices-that-
Americans-pay)  
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“About 1 in 4 of the more than 7 million Americans who require insulin to treat 
their diabetes skip doses or frequently use less than they need because they can’t 
afford the drug. Prices in the U.S. are far higher than in other industrialized 
nations, and efforts to bring them down have failed – until now.   
     As Jing Luo, a University of Pittsburgh Health Sciences researcher and doctor 
who specializes in diabetes, explains, there’s a promising new solution on the 
horizon. 
     A nonprofit generic drugmaker called Civica Rx recently announced that it 
will manufacture the most common versions of insulin and make sure that a 
month’s supply costs patients roughly $30 a month, starting in 2024.”   

If we assume that what is reported in this article is representative of the corporate 
decisions on pricing, then the price of the products and services in profit making 
organisations is a function of the expected profits, not an estimate of demand in the 
sense of wanting to buy.  
 
Correlation vs Causation  
 
What I am trying to point out is that the way the concept of demand is operationalised, 
what the law of supply and demand tells us is:  

All else being the same, 
the higher the price, the lower the number of items sold, and 
the lower the price, the higher the number of items sold. 

The actual price determination is a matter of the profit that the seller gets. 
All else being the same, 
for a given number of items sold, the higher the price, the higher the profit. 

  
So to maximise the profit, the sellers test the market to determine the find price for 
which they make the maximum profit. I have asked various push cart pani puri 
(golgappa) vendors why they sell their product at very low prices, when poorer tasting 
pani puris are sold at much higher prices in fancy restaurants. Their answer is, if they 
raise the price, far fewer people would buy their products, so their net profit would be 
very little. 
  
An Alternative to Pseudoscience  
 
If we are willing to  

a) formulate the law of supply and demand in such a way that the concept denoted 
by the term demand is a meaningful and coherent concept,   

b) the law(s) of supply and demand is/are formulated in such a way that it/they 
is/are testable against terms of observed data, 

the law(s) would come under the norms of scientific inquiry, not pseudo-science. As it is 
presented in school and college textbooks, it is either pseudo0science or untested wishful 
thinking. 
 
An alternative way of conceptualising demand is in terms of the prioritisation in the 
value system of an individual or a collective.  

Given a buyer – whether an individual or a collective -- with finite resources such 
that gaining X would imply sacrificing Y, then X has higher demand for Y for 
that buyer.  

I have not yet seen an economic theory that operationalises demand this way though.  
 
This is an invitation to prove me wrong. 


