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Interaction of Supply and 
Demand

Transportation system is the product of two factors 
that act on each other:
 State of economy (produces demand)
 Extent and quality of the current system (constitutes the 

supply)

Example: High unemployment and/or rising fuel 
costs lead to decrease in transportation
New mode with low cost attracts more demand
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Interaction of Supply and 
Demand
 Figure 2.1 shows how demand in terms of traffic volume 
could vary with cost:
if the transportation cost per km, C, decreases, then, since 
more people will use it at a lower cost 
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Interaction of Supply and 
Demand
 The Figure 2.3 shows how the total cost of transportation 
system could increase as the traffic volume increases:
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Interaction of Supply and 
Demand

 The two curves (2.1 and 2.3) 
determine what volume (V) can be 
expected for a transportation 
system
 The figure below shows the 
equilibrium point V. Going beyond 
this point would make the cost go 
up and the demand drop
 Likewise, if V dropped below 
equilibrium, the cost goes down and 
demand increases
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Interaction of Supply and 
Demand
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Demand vs cost curve: as cost per km 
will decrease, volume will increases

Supply vs cost curve: as volume 
increases total cost per km will 

increase. Total cost includes cost for 
waiting time and toll 

Point of intersection 
of both lines-

equilibrium point



Example: Demand vs supply curve
You can also see these curves in case you start a new bus 
service in campus,
1. when demand is low, cost of running this system is high. 
As more students use, cost per student will reduce.
2. on supply side, for low demand, you will provide less 
buses so cost will be low. As number of students will 
increase cost required to run the system will also increase

In transport, we balance demand and supply and get point 
of intersection so at this point both sides will be satisfied.



Forces That Change the 
Transportation System

The equilibrium explained above is the result of:
Market forces (state of economy, competition, costs, 

prices of service)
 Government actions (regulation, subsidy, promotion)
 Transportation technology (speed, capacity, range, 

reliability)

Transportation system changes as these forces shift 
over time
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