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Directions: Identify the economic question in each scenario. 
1. Canada passes a law providing free medical care for all its citizens. 
a. For whom will it be produced? 
b. What will be produced? 
c. How will it be produced? 

2. Farmers decide to double their wheat crops while cutting back slightly on their soybeans. 
a. How will it be produced?
b. What will be produced?
c. For whom will it be produced?

3. Nabisco replaces assembly line workers with robots at its plant. 
a. How will it be produced?
b. What will be produced?
c. For whom will it be produced?

Economic systems reading
Directions: Complete the readings on the next few pages. Highlight and take notes to gather information on how and why different economic systems form. You will use this information to answer questions later in this packet. 
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Take Notes Over the Following: 
1. How does each economic system answer the three economic questions?
2. How does each economic system affect businesses?
3. How does each economic system affect individuals? 
[image: ]NOTES: 
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NOTES: 

Video: 
In the video below, pay attention to how each type of economic system from the video (Market and Command) decides, What to Produce, How to Produce, and For Whom to Produce. 
https://www.youtube.com/watch?v=Ve6K10-Yx_M
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Directions: Pick TWO of the scenarios to answer. 
Option A: Farmer – Flooding has destroyed half of your crops. Because of the timing you don’t have time to replant and will not be able to cover your expenses for the year. 
1. How would this person be affected in a Market Economy? (include costs and benefits) 
2. How would this person be affected in a Command Economy? (Include costs and benefits) 

Option B: Factor Worker – You have worked at your job for 10 years and your production is double that of your coworkers. 
1. How would this person be affected in a Market Economy? (include costs and benefits) 
2. How would this person be affected in a Command Economy? (Include costs and benefits) 

Option C: Single Parent with Two Children – You are a single mother who is the sole provider for your two children and have recently lost your job. 
1. How would this person be affected in a Market Economy? (include costs and benefits) 
2. How would this person be affected in a Command Economy? (Include costs and benefits) 

[image: ]evaluate the role of government in different economic systems 






Directions: Using the scenarios of countries listed below, respond to each question based on the type of economic system each country is. 

	In Hooverland the government controls all the resources

	In North Islands the government has no control of the resources 

	
Which type of economic system is Hooverland?





	
Which type of economic system are the North Islands?

	
Describe how this economic system answer the 3 economic questions












	
Describe how this economic system answers the 3 economic questions 

	

Describe how this economic system effects businesses AND individuals 
















	

Describe how this economic system effects businesses AND individuals 



In 2-3 paragraphs, tell me which economic system is better AND why? 
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1. Look at the number above for Price and Quantity, how are they related?






2. This relationship you identified above is called the LAW of DEMAD. Explain how high prices might affect the behavior of consumers. 







Watch the video: https://www.youtube.com/watch?v=g9aDizJpd_s


1. Explain how the Law of Demand affects the behavior of consumers. 





2. Explain how the Law of Supply affects the behavior of producers 
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Reading: Determinants of Demand
The determinants of demand of a particular good, service or commodity refer to all the factors that determine the quantity demanded of an individual or household for the particular commodity. 
1. Consumer Tastes (popularity): The tastes and preferences of the individual or household. 

Effect on Demand: As taste turns in favor of a product the demand increases, as taste turns against a product the demand will decrease. 

Example: Beyoncé shoots a commercial for Pepsi this will increase the popularity of Pepsi due to her popularity 

How will this effect demand for Pepsi? 





2. Substitute Goods: The price of a good that can be used in place of another. These are goods whose consumption can replace the consumption of the given item. The cheaper the substitute good, the less the demand for the other good. This is the substitution effect. 

Effects on Demand: As the cost of product 1 is decreased, the demand for its substitute will decrease. As the cost of product 1 is increased the demand for its substitute will increase 

Example: Tasty-Os are on sale for $2.00 and Cheerios cost $4.50. 

How will this effect demand for Cheerios? 





3. Complementary Goods: The price of a good used WITH another one is a complementary good. When items are complementary, and we buy one item we typically buy another thing that goes with it. 

Effect on Demand: As the cost of product 1 is decreased, the demand for its complement will increase. As the cost of product 1 is increased the demand for its complement will decrease. 

Example: Hot dogs are on sale for $1.25 and the cost of hot dog buns remain unchanged at $3.00. 

How will this effect demand for hot dog buns?





4. Income: the disposable income that the household has. More specifically, the amount of household income that it is generally willing to spend on non-necessary products. 
Effects on Demand: An increase in income leads to an increase in demand for most goods, while a decrease in income leads to a decrease in demand for most goods. This is termed the income effect. 
Example: GMC lays off 25,000 employees nationwide. 
How will this effect demand? 



5. Consumer Expectations (of future prices): How people’s purchasing behavior changes today as a result of expected price changes in the future. This is particularly important for goods that there is no urgency/immediate need to purchase. 

Effect on Demand: If future prices are expected to be lower, demand is less for the current price, because a person decides to delay the purchase until later when the price is lower. If future prices are expected to be higher, demand is higher for the current price, because a person prefers to buy now before the good becomes too expensive. 

Example: Best Buy releases their Black Friday ad. 

How will this effect demand for Best Buy products? 




6. Market Size: The amount of customers in a market. 

Effect on Demand: As the amount of customers increases, demand increases. This happens because there are more people willing to purchase items. As the amount of customers decreases, demand decreases. This happens because there are less people willing to purchase items. 

Example: It’s raining at a baseball game. 

How will this effect demand for peanuts? 



Video: Use the video to review the notes you took above. Some vocabulary words may be different. https://www.youtube.com/watch?v=LwLh6ax0zTE

Directions: For each of the demand scenarios below, do the following on the chart (next page): 
1. Record the scenario in the first row

2. Draw what will likely happen to the demand curve based on the scenario. (shift right for more demand, left for less demand) 


3. [image: ]Explain your graph. In the explanation, cite the demand determinant from your notes. There is one scenario that will not shift demand, it instead is just a change in price of the item. 
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Demand determinants check in 
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1. Create a scenario that increases demand. You may not use any from the previous activity. 
a. Then, Identify the determinant used in your scenario and explain why the determinant increased demand. 








2. Create a scenario that decreases demand. You may not use any from the previous activity. 
a. Then, identify the determinant used in your scenario and explain why the determinant decreased demand 







What causes supply to change?
[bookmark: _GoBack][image: ]LAW OF SUPPLY: As price goes up, quantity supplied goes up. As price goes down, quantity supplied goes down. 


Determinants of Supply Reading 
The determinants of supply of a particular good, service, or commodity refer to all of the factors that determine the quantity supplied of an individual or household for the particular commodity. 

1. Cost of Inputs: The cost of an input product. Input products include the land, labor, and capital required to produce the good or service. 


Effects on Supply: As the cost of an input increases, the supply for the final good decreases since producers will not want to pay the extra cost for the input. As the cost of an input decreases, the supply for the final good increases since the producer will want to supply more of the final good since it has gotten cheaper to produce. 


Example: The cost of peanuts has increases. 


How will this effect supply for peanut butter? 




2. Technology: All the methods people can use to turn inputs into useful goods and services. 
Effects on Supply: As technology improves (increases), the cost of producing the product decreases and therefore producers want to produce more and the supply increase. TECHNOLOGY WILL NEVER DECREASE (unless there’s a zombie apocalypse or Armageddon, but at that point who cares about supply and demand). 
Examples: New robots have been developed which produce cars twice as fast as humans. 
How will this effect supply for cars? 



3. Number of Producers: The number of manufacturers producing any given product. 

Effect on Supply: As the number of producers increases supply will also increase, while the number of producers decreases the supply of the product will also decrease. 

Example: Tasty Tacos moves into an empty building across from Lincoln, near Henry J’s Tacos and Taco Johns. 

How will this effect supply for Tacos on the Southside near Lincoln? 





4. Producers Expectations (of future prices): how producers behavior changes today as a result of expected price changes in the future. 
Effect on Supply: If future prices are expected to be lower, supply is more for the current price, because a producer can make more money selling the product today than if they wait until the price goes down in the future. If future prices are expected to be higher, supply is less for the current price, because a producer believes they will make more money selling the product in the future and thus will supply very little today. 
Example: The cost of gas is expected to increase dramatically over the next 2 weeks. 
How will this effect supply for gas today? 


5. Excise Tax: A tax applied by the government on certain products they wish to discourage the use of like cigarettes, alcohol, and gasoline. 

Effect on Supply: As the excise tax is increased on a product the supply will decrease because the producer will be making less in profit.  If the excise tax is decreased the supply will increase because the producer can make more of a profit.

Example: The cigarette tax has been increased by $0.25.

How will this effect supply for cigarettes? 
 







6. Subsidy: The opposite of a tax, a subsidy is when the government provides an extra payment to producers of certain goods and services that they see as being beneficial.

Effect on Supply: As the government increases or provides a subsidy supply will increase because producers will make more profit.  As the government decreases or takes away a subsidy supply will decrease because producers will make less profit.

Example: The US government provides a subsidy for solar powered cars.

How will this effect supply for solar powered vehicles? 
 





Video: Use this video to review the determinants you took notes on from the previous pages. https://www.youtube.com/watch?v=ewPNugIqCUM



Directions: For each of the supply scenarios do the following on the chart (next page) 
1. Record the scenario in the first row

2. Draw what will likely happen to the supply curve based on the scenario (shift right for more supply, left for less supply) 

3. Explain your graph. In the explanation, cite the SUPPLY determinant from your notes. There is one scenario that will not shift supply, instead is just a change in price.  
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Supply determinants check in
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1. Create a scenario that increases SUPPLY. You may not use any from the previous activity. 
· Then, Identify the determinant used in your scenario and Explain why the determinant increased SUPPLY.








2. Create a scenario that decreases SUPPY. You may not use any from the previous activity. 
· Then, Identify the determinant used in your scenario and Explain why the determinant decreased SUPPLY.




What happens when demand meets supply?

After completing this reading, you will participate in a discussion over the following question,
"What happens at the point where buyers and sellers agree? Use these terms in your answer: market equilibrium, equilibrium price, equilibrium quantity."
[image: ]

NOTES: 
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Equilibrium 
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1. Describe equilibrium











2. Why/how does it affect producers and consumers?








Watch this video to participate in the next discussion: https://www.youtube.com/watch?v=V0tIOqU7m-c
[image: ][image: ]
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Directions: You will choose TWO of the scenarios from the four available below to analyze. 
In your post, include responses to all of the following for the TWO scenarios you choose:
1. Will this scenario affect the DEMAND or SUPPLY of sneakers?
2. Will it increase or decrease the demand or supply (just one or the other)?
3. Describe which of the determinants of demand or supply effected it. 
4. Identify what happened to price and quantity because of that change. 
***It may be helpful to graph out the change on your own scratch paper if you like visuals.***

Scenario #1: New movie increases popularity of athletic shoes. 
Scenario #2: Price of rubber increases dramatically. 
Scenario #3: Two new athletic shoe companies open up. 
Scenario #4: Consumers worry price of athletic shoes will increase next month. 
















LT #4 “Quiz”

1. Explain how the law of demand affects the actions of consumers.





2. Explain how the law of supply affects the actions of producers. 





3. Explain the importance of equilibrium. 






4. Complete each of the following for the determinant below: 
Determinant = INPUT COSTS
a. Create a scenario that affects the determinant above. 




b. Identify if demand or supply is affected. 




c. Identify if demand or supply increased or decreased. 




d. Describe how the change affected price and quantity of your product. 


5. Complete each of the following for the determinant below: 
Determinant = Government Interventions (Excise Taxes OR Government Spending/Subsidies)
a) Create a scenario that affects the determinant above.


b) Identify if demand or supply is affected.


c) Identify if demand or supply increased or decreased.


d) Describe how the change affected price and quantity of your product.


6. Directions: Complete each of the following for the determinant below.
Determinant = INCOME
a) Create a scenario that affects the determinant above.

b) Identify if demand or supply is affected.

c) Identify if demand or supply increased or decreased.

d) Describe how the change affected price and quantity of your product.


What happens when the price isn’t “right” 
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Directions: Watch the video, then answer the question below 

https://www.youtube.com/watch?v=Zl4fmEoyyw4

Contrast how surpluses and shortages occur. Provide an example for each to support your thinking. Use an example that is all your own. 











How does government intervention affect markets? 

Directions: Watch the video then answer the questions below

https://www.youtube.com/watch?v=1EzY4Vl460U

What is a price ceiling and why is it used?


What type of problem could a price ceiling cause and why does that happen?


What is a price floor and why is it used?


What type of problem could a price floor cause and why does that happen?



Do you believe the positive effects of price ceilings and floor are worth the negative effects? Why or why not? 
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Economic Systems Reading

Inthe process of answering the three economic questions, every society develops an economic system. An economic system s the way asociety coordinates
the production and consumption of goods and services. Economic systems are as old as humankind, so you might expect there to be many different models.
Butif westrip away all the cultural differences that exist between all the societies that ever were, we find that history has produced only three basic types of
‘economic systems. There are those built on tradition, those based on the command of rulers, and those organized by free markets. Each system answers the

three economic questions differently. And each emphasizes different economic goals.
Unlimited
oo Crted
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Modern Command Economies: Decision Making by @
the State Three Economic Questions:

‘The deas of Marx and Engels spurred the development of political movements dedicated to o e o
the creation of a workers’ paradise. But when the first successful communist revolution took

place in Russia in 1917, it did not lead to the utopian society Marx had envisioned. Instead,

the revolutionaries formed an authoritarian government that pursued its socialist goals with

brutal force. The renamed Union of Soviet Socialist Republics, or Soviet Union for short, Contrally Free
became the first moder command economy. Planned Mixed Enterprise

What to produce?

Inthe Soviet Union, private ownership of property was forbidden. The state owned the factors of production. Economic planning was done by government
committees of economists, production experts, and political officials. These central planning committees attempted to perform the functions of a market.
‘They decided what goods and services should be produced. They decided which farms and factories should get which resources to produce what was planned.
Committees also controlled prices and wages and decided how goods and services should be distributed.

Intheory, this kind of planning was supposed to ensure economic equity and security—two important goals of amodern command economy. But the reality.
‘was very different. The planning committees could not keep track of the millions of products and prices in the Soviet system. Two Soviet economists described
‘what happened when Goskomsten, the committee in charge of prices, raised the price that the government would pay hunters for moleskins.

State purchases increased, and nowal the distribution centers ae filled with these peits Industry is unable to use them ail, and they often rot in warehouses before they
can be processed, The Ministry of Light Industry has already requested Goskomsten twice to lower purchasing prices, but the ‘question has not been decided" yet. And
thisis not surprising. lts members are too busy to decide. They have no time: besides setting prices on these pelts, they have to keep track of another 24 million prices.

Inthis planned economy, shortages were common. Long ines would form to buy whatever g00ds suddenly became available. But once  customer got to the
front of thatline, choice was limited or nonexistent.

Planners made matters worse by ignoring the incentives-matter principle. The wages paid to workers were determined by government committees, not by 2
‘worker's ability or output. A poor worker could not be fired for slacking off. Nor could a good worker be rewarded for working hard. Under this system,
‘workers had little or no incentive to produce high-quality goods. They also lacked any incentive to innovate in order to increase productivity. As  result,
production was slow; and the goods produced were often shoddy, far inferior to those produced in a market economy.
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‘The Soviet Union and other command economies did succeed in increasing economic equity and economic security.
for their people. But what good is a guaranteed income f there s nothing to buy? What markets do effortlessly,

command economies struggle to do, usually with dismal results. Central planning was so inefficient and wasteful G

that the Soviet Union economy eventually collapsed. Since then, virtually all modern command economies have Cconomedocons

eftherfailed or struggled tointroduce market-based reforms. TS
overanentsgony

Market Economies: Decision Making by Individuals

‘The newest econormic system to emerge in human history is the market economy. A market economy depends not

ontradition or command to coordinate ts activties but on the decisions of individual producers and consumers. i

Note that when economists speak of“the market they are referring to the econormic system within which buyers eentc aci

and sellers exchange go0ds and services. This s distinct from an everyday market, which s a place where people Gucars sd consenrs

buy and sell goods. i

Inafree market economy, the workings of the market are not planned or directed. No one—no single person,
business, or government agency—tells producers or consumers what to do. Econormic decisions are made
voluntarily. one at 3 time, by millions of individuals guided by self-interest.

‘The highest gosls of a market economy are economic freedom and efficiency. Individuals and businesses are left atliberty to decide what, how, and for whom
to produce. The producers of goods and services make these decisions based largely on consumers' spending decisions. Because you are free to buy what you
‘want, producers must compete for your dollars. This competition means that you, the consumer, have many choices. It also forces producers to use resources
efficiently. If they do not, a competitor will find a way to offer the same good or service at 3 price that consumers will be more willing to pay.

Inafree market, individuals are encouraged to pursue the jobs that allow them to make the most of their human capital. If one employer fails to pay them
‘what they think they are worth, they can quit and seek employment elsewhere. Or they can start their own businesses, perhaps even offering new products or
services to consumers.

‘You might expect that the result of al this individual decision making and competition would be chaos. But as the markets-coordinate-trade principle reminds
s, just the opposite s true. Markets are highly efficient at producing a grest variety of goods and services that people find attractive and at prices they are
willing to pay. It was this coordinating power of markets that Adam Smith famously described as “the invisible hand:” He wrote,

Every individua... neither intends to promote the public interest, nor knows how much he is promolting i... He intends only his own gain, and he s in this, as inmany
other cases, led by an invisible hand to promote an end which was no part o his ntention. . By pursuing his own interest he frequently promotes that of the society more:
effectually than when he really intends to promote t.

—Adam Smith, The Wealth of Nations, 1776
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In deciding how to allocate limited resources, every society - from a tribe of people living in the Kalahari Desert to a modern industrial nation like the United
States—must answer three fundamental economic questions.

* What 00ds and services are to be produced?
» How are g00d and services to be produced?
» Forwhom are goods and services to be produced?

‘The Three Basic Economic Questions
Every sociaty—no matto how ich r poor —must answer three basic ecanomic questions about the goods
and services s people want.

What will be produced? Even with How willitbo produced? There are For whom willtbe produced? Once
ourlimited rosources, bilons of many ways to roduco a dosred anitomis producod, th quostion
things mightbe produced. Who or item. Who decides how the factors. remains:who should get 1 The first
what docidos whichwants o ulfil of production will b organized o personin ine? The highest bidder?
and which o eave unsatisfied? make what people want? The persan who needs it most?

Inthe process of answering the three economic questions, every society develops an economic system. An economic system s the way asociety coordinates
the production and consumption of goods and services. Economic systems are as old as humankind, so you might expect there to be many different models.
Butif we strip away all the cultural differences that exist between all the societies that ever were, we find that history has produced only three basic types of
‘economic ystems. There are those built on tradition, those based on the command of rulers, and those organized by free markets. Each system answers the
thres economic questions differently. And each emphasizes different economic goals.

A Society’s Answers depend on its Economic Goals

The way a society answers the three economic questions will necessarily depend onits economic aspirations and social value. Most societies try to address
some or all of the following six economic goals.

« Economic Freedom: In American society, we place a high value on economic freedom - the ability to make our own economic decisions without
interference from the government.

« Economic Efficiency: An efficient economy makes the most of society's resources. An efficient economy strives for full employment because unemployed
workers are awasted resource.

« Economic Equity: economic equity involves the fair and just distribution of a society's wealth.

« Economic Growth: Economic growthis desirable because over time it leads to an improved standard of living.

« Economic Security: A society that puts a high value on economic security seeks to provide its less fortunate members with the support they need in terms
of food, shelter, and health care to ive decently.

« Economic Stability: Economic stability means that the goods and services we count on - electricity when we want t, food and clothing in stores—are.
there when we want them. Our jobs are there when we g0 to work each day. Prices do not change al the time so that we can plan ahead for purchases.

There are different types of economic systems; TRADITIONAL, MARKET, COMMAND, and MIXED. Each one will answer the thres different economic
questions based on their values from the reading above. IS WOULD BE A GOOD IDEA TO TAKE NOTES OVER THE MATERIAL ABOVE AND THE VIDEO TO
FOLLOW BELOW.
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Demand and Supply Intro

By the end of this page INCLUDING THE VIDEO AND GUIDE AT THE BOTTOM!! Complete all parts; Parts 1,
You should be able to do the following:

price

« Explain how the law of demand affects the actions of consumers.
« Explain how the law of supply affects the actions of producers.

Part.

Dernand is the willingness and ability to purchase goods and services at a given price. This means  person must have both
the ability (money) and the desire to purchase a good. If | have the money but | don't want the item, | do not demand it. If |
have the desire but not enough money, | do not demand the product.

Directions: Use the information in the chart below to answer the questions that follow. You will want to take notes on your own paper to reference for future
work.

|Fruit (101bs) (Clothing |Lawnmower

130 1 25 3 1300 5
125 8 20 10 1250 8
120 13 15 16 1200 18
15 19 10 24 150 25
10 28 5 28 100 28
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What Can Cause Demand to Change?

Directions: As you complete the short readings and responses below, create summaries on your own paper over each of the St Do e
numbered determinants of demand (i.e. consumer taste, market size, etc.). Then record your response to each example scenario to
reference inthe future. Below is an example of how you might format your notes:

prc
Gy
Example: St i Deman: Do
Determinant #1: Consumer Taste
o Consumer taste is...
v
© When consumer taste increases, demand. 0,
Ty

© When consumer taste decreases, demand
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Average Wages Decline for Workers Around the Country

How willthis information ikely affect the demand curve for movie tickets?

19705 Styles Popular with High School and College Students

How willthis information ikely affect the demand curve for CDS of disco music?

Fast Food Chain Raises Prices on Al Menu ltems.
How willthis information ikely affect the demand curve for the chain's burgers?

How willthis information ikely affect the current demand curve for video games?

Gas Prices Increase 200% Since Last Year

How willthis information ikely affect the demand curve for new sport utlity vehicles?

Price for Frash Blusberries Skyrockets—Cold Weather to Blame

How willthis information ikely affect the demand curve for fresh strawberries?

Hospitals Report Dramatic Decreas in Births
How willthis information ikely affect the demand curve for baby strollers?

Computer Maker Announces 20% Price Cut

A
B
c
pSS—
E
F
G
H

How willthis information ikely affect the demand curve for the company’s laptops?
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“Just the one, thanks.”
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Directions: As you complete the short readings and responses below, create summaries on your own paper over each of the i Sappys Incremsa
numbered determinants of supply (ie. cost of inputs, producer expectations, etc.). Then record your response to each example
scenario to reference in the future. Below is an example of how you might format your notes:

pric

Quaniiy

Example: St inSuppy: Doronso

Determinant #1: Cost of Inputs

« Costof Inputs means... prie

© When cost of inputs increases, supply.

© When cost of inputs decreases, supply. O Gy
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Supply Headiines
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If you have ever been to a farmers market or a flea market, you have probably seen people haggling over a price. You also surely noticed that it took an
agreement between a buyer and a seller before a deal was made. If the buyer did not like the price, he or she might have walked away. If the seller had not
wanted to accept the buyer's offer, no sale was made. You may think of such encounters as simple purchases. But to an economist, they represent the coming
together of demand and supply.

Market Equilibrium: The Point Where Buyers and Sellers Agree

Ina market where consumers and producers are completely free to buy and sell goods and services, demand and supply work
together to determine prices. This s true whether the market s a local farmers market or a global market. The very interaction of
demand and supply drives prices to a point called market equilibrium [market equilibrium: the point at which the quantity of a
product demanded by consumers in a market equals the quantity supplied by producers]. At this point of equilibrium, the quantity
of agood or service that consumers are willing and able to buy equals the quantity that producers are willing and able to sell. The
quantity demanded, in other words, equals the quantity supplied.

Market equilibrium can be compared to the point reached by a balance scale when each side holds an object of equal mass. The beam of the scale s level. It
does not tip up or down. The opposing forces balance each other to create stability. Likewise, when a market is in equilibrium, demand and supply are
balanced. Both consumers and producers are satisfied. Neither side has any reason to tip the scale.

Consider watermelons being sold at a weekly farmers market. Suppose that when the season opens, local farmers charge $6.50 per seedless watermelon,
hoping to sell 350 melons at this price. You and other customers try to bargain the price down, but the farmers will not budge. Most customers walk away, and

the farmers sell only 50 melons.

The next week, the farmers bring 300 new melons and reduce the price to $6.00 a melon. The price is still too high for you and many others. The farmers sell

100 melons and have 200 left over.

Two weeks later, the farmers bring 200 fresh melons to the market and reduce the price to $5.00. All 200 melons get sold, and everyone who wanted to buy a
melon got one. The farmers decide to keep the price at $5.00 and bring 200 melons to market each week. At this price, the quantity of melons demanded by
buyers equals the quantity supplied by farmers. The melon market at this farmers market has reached equilibrium.
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What if the farmers were to reduce the price even more? Let's assume they want to quickly sell 100 melons. They reduce the price to $4.00 a melon. At this
price, customers are eager to buy. They demand 300 melons, 200 more than the farmers have to sell. You do not get a watermelon because they are sold out.

s Thedemandandsupply schedule in Figure 6.2 shows the quantity of melons demanded and supplied at

T ey o ety each price in the market. When these data are plotted on a graph, the resulting demand and supply curves
e ——— intersect. This point of intersection is the point at which the market Is in equilibrium. At the equilibrium
o — [re—— point, the quantity of melons demanded equals the quantity supplied.
L% The price marked by the equilibrium point on a supply and demand graph is known as the equilibrium
s price [equilibrium price: the price at which the quantity of a product demanded by consumers equals
s the quantity supplied by producers]. At this price, supply and demand are in balance. This price is also
LI known as the market-clearing price [market-clearing price: the price at which the quantity demanded of

aproduct equals the quantity supplied; another term for equilibrium price] because at this price, the
marketwill be “cleared” of all surpluses and shortages. At the farmers market, for example, no customer who wants 2 melon will go home empty-handed when
melons are sold at the equilibrium price of $5.00. Nor will any farmers go home with leftover melons.

The quantity marked by the equilibrium point on the same graph is called the equilibrium quantity [equilibrium quantity: the quantity of a good or service
demanded by consumers and supplied by producers when the market is in equilibrium] . At this quantity, the amount of a good or service supplied by
producers balances the quantity demanded by consumers. In this example, both the graph and the schedule show that the equilibrium quantity is 200 melons.
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Prices Move to Bring Markets into Balance

When supply matches demand, consumers and producers both come away satisfied. True, consumers
would always be happier to pay less and producers would always be happier to charge more. Butina
competitive market, prices are negotiated, not dictated by one side or the other.

Afarmers market is a good place to witness the communication that passes between consumers and
producers. If a farmer sets prices for a product, such as a watermelon, too high for most shoppers, some
consumers will try to drive the price down with hard bargaining. Others will look the goods over insilence
and then walk away. On the other hand, if a farmer sets prices too low, early-bird bargain hunters will flock 7
to the stall, sweeping up every melon in sight. The farmer who knows how to read these signals will

respond by adjusting the price of melons up or down to match the current demand. .

Such interaction between consumers and producers will eventually establish the equilibrium price for watermelons in that market. This equilibrium price—
the price at which shoppers agree to buy all the melons the farmer agrees to sell—is the “right” price for both parties.

What goes on at a farmers market is a simplified version of the communication that takes place between all producers and consumers. In a larger market, this
kind of negotiation happens more slowly and perhaps less personally than at a local farmers market. But the process is the same. Consumers and producers
send each other numerous “trial and error” messages.

Consider, for example, a new product on the toy market—a helicopter that can be controlled by a smart phone. If the producer of this toy helicopter were to
price it at $100, and few consumers were to purchase it, consumers would be sending a message to the producer to reduce the price or be left with
helicopters on the shelf, On the other hand, if consumers were to form lines out the door to purchase the toy at that price, they would be sending a message to
producers that the price may be too low.

The interaction between consumers and producers automatically pushes the market price of a good or service toward the equilibrium price. Market price
[market price: the price awilling consumer pays to a willing producer for agood or service] s the price awilling consumer pays to a willing producer for the
sale of agood or service.

The process by which markets move to equilibrium s so predictable that economists sometimes refer to markets as being governed by the law of supply and
demand. This is a shorthand way of saying that in a competitive free market, the law of supply and the law of demand will together push the price of a good or
service to alevel where the quantity demanded and the quantity supplied are equal.

Economist Alfred Marshall, who helped develop modern theories of supply and demand, famously compared supply and demand to the blades of a pair of
scissors. It would be impossible to determine, he wrote, whether it is the top blade or the bottom blade that cuts through a piece of paper. The two blades
operate in unison. In the same way, the laws of supply and demand operate together to arrive at equilibrium,
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Does the event affect demand, supply, or both? The new research affects the demand for blueberry smoothies. After reading the published report, consumers
buy more foods made with blueberries because they think eating blueberries will make them smarter. The research has little or no immediate impact on the
supply of such products.

M Does the event shift the demand or supply curve to the right or to the left? The event shifts

the demand curve to the right. In Figure 6.4A, the demand for blueberry smoothies

before the research was reported is represented by the initial demand curve, labeled
S D1.The demand after the report's release is shown by the new curve, labeled D2. The
New s D2 curve s to the right of the D1 curve. This shift to the right indicates an increase in

Elfectf Blusborry Research on Smoothie Market

Fo ol s j - R— demand.
o oy i
MR N What are the new equilibrium price and quantity, and how have they changed as a result of
- the event? Due to increased demand, the new equilibrium price—found at the
raw squsbrium o N intersection of the new demand curve and the supply curve—is $3.00. The new

orice and ausnity?

0T e s som om0 700 w0 vy 190w

P equilibrium quantity is 4,000 smoothies. This is an increase over the initial equilibrium

price of $2.50 and equilibrium quantity of 3,000 smoothies,

Notice that if the juice bar owners had kept the price of smoothies at $2.50 after demand had increased, a shortage would have occurred. At $2.50,
consumers would have demanded 5,000 smoothies, but the producers would have been willing and able to supply only 3,000. By raising the price to $3.00, the
producers found the “right” price—the equilibrium price, at which the quantity demanded equals the quantity supplied.
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Next read this

On agraph, a change in quantity demanded is shown as amovement from one point to another along the demand curve. Similarly, a change in quantity
supplied is shown as a movement from one point to another along the supply curve. When quantity demanded and quantity supplied move to the same point—
the intersection of the curves—equilibrium is reached,

Suppose, though, that instead of changes in quantity demanded and quantity supplied, a market experiences a change in demand or supply. Such a change
would shift the entire demand or supply curve to a new position on the graph. This shift, in turn, would have an effect on market equilibrium.

Three Questions to Ask About Demand and Supply Shifts

Anything that brings about a shift in the demand curve is a demand shifter. Loss of income, a spike in the population, a popular new fad—any of these events
could shift demand by altering consumer spending patterns. Likewise, anything that shifts the supply curve is a supply shifter. Important supply shifters
include changes in the number of producers and changes in the cost of inputs.

When an event causes the demand or supply curve to shift, the point of equilibrium changes. To analyze such a change, economists ask three questions:

« Does the event affect demand, supply, or both?
« Does the event shift the demand or supply curve to the right or to the left?
« What are the new equilibrium price and quantity, and how have they changed as a result of the event?

Analyzing the Effect of a Change in Demand on Equilibrium Price

One of the most powerful factors that can influence market demand is changing consumer tastes. Consider, for example, what might happen if new medical
research were to identify blueberries as a powerful “brain food.” How would this event affect the blueberry smoothie market? Think back to the three
questions.
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Analyzing the Effect of a Change in Supply on Equilibrium Prices

Among the many variables that can shift market supply are extreme weather conditions, such as hurricanes, floods, and freezing temperatures. Consider how
aprolonged summer drought in major blueberry-producing states might affect the market for blueberry smoothies. Suppose the blueberry harvest is half of

the average amount. What impact would this have on the market?

Does the event affect demand, supply, or both? The drought and subsequent bad harvest affect supply by
driving up the cost of blueberries, one of the raw materials used in the production of blueberry
smoothies. As a result of higher input costs, the juice bar owners supply fewer smoothies at every
price. The drought has no impact on demand because the higher cost of blueberries does not change
the number of smoothies people want to buy.

Does the event shift the demand or supply curve to the right o to the left? Because the number of
smoothies produced has decreased at every price, the supply curve moves to the left.

What are the new equilibrium price and quantit

and how have they changed as a result of the event? The
new equilibrium price for blueberry smoothies is $3.00. At this price, the new equilibrium quantity is
2,000 smoothies. Before the drought, the equilibrium price was $2.50 and the equilibrium quantity
was 3,000 smoothies. The drought has caused the equilibrium price to increase and the equilibrium
quantity to decrease.

If producers had not raised the price of smoothies, a shortage would have occurred. At $2.50, there
would have been demand for 3,000 smoothies, but  supply of only 1,000. In other words, the price
was no longer “right” at $2.50. At $3.00, the quantity of smoothies demanded and supplied became
equal.

In the NEXT activity you will practice making predictions about how the changes in demand and
supply affect price and quantity of goods.

— ure 6.4B

Graphing the Effects of a Shiftin Supply

The graph shows how a shiftin the supply of blueberry

smoothies can affect market equilibrium. In this case,

the shitis caused by a drought that damages the

blueberry crop.

= Find the initial equilibrium price and quantity.

= Note what happens to both the equilibrium price and
the equilibrium quantity when the supply curve shifts
to the left.

= Whatare the new equilibrium price and quantity?

Effect of Drought on Smoothie Market

Price increases as.
supply decreases.
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The Three Economic Questions

Directions: In the activity immediately followin this short reading, you will have the opportunity to examine how decisions are made in different economies
based onthe three economic questions. It is important to understand the basics about each of the three econommic questions from the reading on this page in
order to apply it to the upcoming activities where you differentiate economic systems based on the questions. Most decisions that are made in the economies
of countries are a reflection of people unknowingly answering each of the following questions.

=T ISRECOMMENDED YOU TAKE NOTES™

READING Economics

e i ‘The Science of Scarcity
Due tothe ever present problem of scarcity, individual, businesses, and governments must make sy et ecmami ot

decisions about how to use scarce resources, This problem leads to the 3 basic economic questions e ooy

N < o

‘The first economic questi

s, "What will be produced?”

© This means we need to decide what will be made using the scarce resources available. If we are
inlowa, should we use our agricultural resources to produce pineapple or corn? One choice s
better, corn, based on what our available resources are such as the type of climate we have.

‘The second economic question s, "How will we produce?”

o This means we must ask ourselves how we are going to make a product. Will it be made by [ ] o
hand or using technology? Which is most efficient and which uses our resources the bestway
possible? Each country may answer these questions about how to make 3 product differently based on their level of development. Each bus
answer this differently based on what their target consumer s i

‘The third economic question s, "Who s t produced for?"

© There are different types of products that are produced. Public goods and services and private good and services. Public are produced for everyone's
benefit usually to meet a need, while private are produced i order to satisfy wants. An example of 3 public good is Des Moines Water Works providing
‘water filtering services for al of Des Moines. They produce clean water for the whole area; a public sood. An example of a private good would be
Casey's General Stores. They produce food and gasoline for consumption by paying customers. Most of their consumers are also owners of a vehicle so
their products meet the requirements of a want; a car. Different types of businesses and g00ds are produced for different types of purposes such as to.
meet wants or needs which helps us determine who it is being produced for.
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Unit 2 Overview

The second unit of Economics s broken up into two parts. Part one covers how decisions about what to supply and what to buy are
‘made on a governmental and individual basis. Part two covers the globalization of the economy and how worldwide connections effect
businesses, consumers, and workers.

Unit 2A: In this unit, students examine the economic concepts of demand, supply, and economic systems. All of these concepts help us
understand why markets work.

Supply & Demand | Demend and supplyare the two'forces that make market economies workc Demand refects

[what consumers are willing and able to pay at different prices. Supply is an indication of what
[producers are willing and able to produce at different prices. In the free market, demand and
Jsupply automatically move prices to equilibrium, the point at which quantity demanded
lequals quantity supplied.

Unit28; In this unit,students willalso explore concepts of frell STy YN NP A [ [0
o 7 -

trade, imports/exports, protectionism, and balance of trade. The United States plays an active partin
the global economy. US. trade with other countries has expanded in recent decades and has q T
contributed to economic growth both at home and abroad. Globalization has changed the way we
interact and do business. In essence, it is the integration of economies and societies around the world.
Critics emphasize its costs, however, while supporters point toits benefits.




