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>> MONDAY, OCTOBER 7 <<

Entry Task:

Think about a product you purchase 

often and its current price. If the price 

went up, would you still purchase it? 

Is there a product you'd pay ANY 

amount for?
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MICROECONOMICS
UNIT TWO



z

UNIT TWO: MICROECONOMICS

Chapter 7: Demand & Supply

➢ Demand

➢ The Demand Curve & Elasticity of Demand

➢ The Law of Supply & the Supply Curve

➢ Putting Supply & Demand Together

Chapter 8: Business Organizations

➢ Starting a Business

➢ Sole Proprietorships & Partnerships

➢ The Corporate World & Franchises

Chapter 9: Competition & Monopolies

➢ Perfect Competition

➢ Monopoly, Oligopoly, Monopolistic Competition

➢ Government Policies Toward Competition
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Chapter 7: Demand & Supply

Chapter 7: Demand & Supply

➢ Demand

➢ The Demand Curve & Elasticity of Demand

➢ The Law of Supply & the Supply Curve

➢ Putting Supply & Demand Together
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7.1: Demand

The Marketplace

Main Idea / Learning Objective: Understand that in a market 

economy, buyers & sellers set prices.

➢ Question: Have you ever sold something? How did you 

decide what price to set?
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7.1: Demand

How do people in the marketplace decide what to buy 

and at what price?

➢ Demand: the amount of a good or service that people are 

able & willing to buy at various possible prices during a 

specified time period.
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7.1: Demand

What is a marketplace?

A market is the process of freely exchanging goods & 

services between buyers and sellers

➢ It can be local, national, international, or a combo

➢ In a market economy, individuals decide for themselves 

the answers to WHAT? HOW? and FOR WHOM?
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7.1: Demand

Examples of markets

Not just a supermarket!

➢ Stores

➢ Services

➢ Entertainment

➢ Internet shopping
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7.1: Demand

The basis of activity in a market economy is the principle 

of voluntary exchange.

Voluntary exchange is a transaction in which the buyer & 

seller exercise their economic freedom by working out their 

own terms of exchange.

➢ They work toward a satisfactory exchange of 

goods/services
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7.1: Demand

In a market economy, buyers have the choice about how 

to spend income & sellers have the choice about how to 

sell products

➢ With voluntary exchange, sellers' problem of what to 

charge + buyers' problem of how much to pay = solved 

voluntarily in the market

➢ Supply & demand analysis can explain cause & effect in 

relation to price
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7.1: Demand

Example of voluntary exchange

➢ Seller of cars sets a certain price for a Honda Civic based 

on his/her view of market conditions.

➢ Buyer of car (through action of buying) agrees to the 

product & the price.

➢ Both the buyer & seller must believe they're better off after 

the exchange (B: happier, S: richer)



z

7.1: Demand

The Law of Demand

Main Idea / Learning Objective: Comprehend & apply the law 

of demand, which states that as price goes up, quantity 

demanded goes down, and vice-versa

➢ Question: Can you think of a common household item that 

was once very expensive but is now much cheaper?
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7.1: Demand

Reminder: demand represents all the different quantities of a 

good/service that consumers will purchase at various prices

➢ It includes the WILLINGNESS & ABILITY to pay
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7.1: Demand

Law of demand: an economic rule stating that the quantity 

demanded & price move in opposite directions

➢ There is an inverse relationship between quantity 

demanded & price

➢ How people react to changing prices in terms of quantity 

demanded
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7.1: Demand

Example of law of demand

➢ Price of Chipotle burrito is $8.99

➢ If price goes up to $19.99, fewer people would buy it.

➢ Only a few people would buy it if price went up to $27.99
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7.1: Demand

There are several factors that explain the inverse 

relationship between price & quantity demanded.

1. Real income (purchasing power)

2. Possible substitutes

3. Diminishing marginal utility
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7.1: Demand

Real Income Effect

Economic rule stating that individuals cannot keep buying the 

same quantity of a product if its price rises while their income 

stays the same

➢ No one will ever be able to buy everything he/she wants. 

People's incomes limit spending.

➢ Real Income: purchasing power

➢ Real Income Effect forces you to make a trade-off
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7.1: Demand

Example of Real Income Effect

➢ You spend $40 on gas two times per month.

➢ Gas prices rise and you now to have to spend $50 on gas 

each time you go to the station.

➢ If prices keep rising and your income stays the same, 

eventually you wouldn't be able to fill up two times a month 

because your real income has dropped.

➢ To keep buying gas, you'd need to cut back on other things.

Note: real income effect works in the other direction too!
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7.1: Demand

Substitute Effect

Economic rule if two items satisfy the same need and the 

price of one rises, people will buy more of the other.

➢ Think about this: two items are not exactly the same but 

basically satisfy the same need and are about the same 

cost. If price of one falls, people will most likely buy it 

instead of the other now higher-priced good.
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7.1: Demand

Examples of Substitute Effect

➢ Buying your usual daily shampoo: Herbal Essences vs 

Garnier Fructis vs TRESemme

➢ Buying your weekly pack of sparkling water: La Croix vs 

Spindrift vs bubly

➢ Ordering a pizza for a Super Bowl party: Dominoes vs 

Pizza Hut vs Papa Johns
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7.1: Demand

Diminishing Marginal Utility

Almost everything people like, deserve, use, think they'd like 

to use – gives satisfaction

➢ This is called utility – the ability of any good or service to 

satisfy customer wants

➢ Based on utility, people decide what to buy & how much 

they're willing to pay – must think about how much 

satisfaction they'll get from the product
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7.1: Demand

Law of Diminishing Marginal Utility

Rule stating that additional satisfaction a consumer gets from 

purchasing one more unit of a product will lessen with each 

additional unit bought

➢ Marginal utility: additional amount of satisfaction

➢ People stop buying an item when satisfaction from the 

next unit of the same items becomes less than the price 

paid for it
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7.1: Demand

Examples of Law of Diminishing Marginal Utility

➢ You're at a Mariners game on a hot summer day and you're 
thinking about buying a bottle of water

➢ At $4 per bottle, how many would you buy?

➢ That depends on the utility you expect to receive from each 

additional bottle

➢ At some point, you'll stop buying bottles of water. Maybe you 
don't want to wait in line or you're no longer thirsty.

➢ The satisfaction you ger from that additional drink is less than 

the value you place on its cost.
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7.1: Demand

7.1 Review

➢ Today's Exit Ticket: Think of an example (from your life) of 

each of the 3 factors that explain the inverse relationship 

between price & quantity demanded. Describe how each 

example demonstrates its corresponding factor.

➢ Complete 7.1 Guided Reading. You'll get a stamp for 

completion tomorrow at the start of class.
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>> TUESDAY, OCTOBER 8 <<

Entry Task:

Think about a product where the demand is much 

higher than its supply? Why is that so?

Take out your 7.1 Guided Reading to be stamped.
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Chapter 7: Demand & Supply

Chapter 7: Demand & Supply

➢ Demand

➢ The Demand Curve & Elasticity of Demand

➢ The Law of Supply & the Supply Curve

➢ Putting Supply & Demand Together
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7.2: The Demand Curve & Elasticity of Demand

Graphing the Demand Curve

Main Idea / Learning Objective: Be able to read and draw a 

demand curve – a graph that shows the relationship between 

the price of an item and the quantity demanded

➢ Question: If the price of a movie ticket suddenly went up to 

$32, how often would you go to the movies? What if the 

ticket price suddenly dropped to $4?
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How can you learn to distinguish between a change in 

quantity demanded & a change in demand?

The law of demand can be graphed – showing the inverse 

relationship between price & quantity demanded.

7.2: The Demand Curve & Elasticity of Demand
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Pretend the DVDs are Chipotle burritos...

7.2: The Demand Curve & Elasticity of Demand
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Demand Schedule

Table showing quantities demanded at different possible 

prices

➢ Numbers show that as the price of the Chipotle 

burrito decreases, the quantity demanded increases.

7.2: The Demand Curve & Elasticity of Demand
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Demand Curve

Downward-sloping line that shows in graph form the 

quantities demanded at each possible price

➢ Numbers from the demand schedule plotted into a graph

➢ Horizontal axis = quantity demanded

➢ Vertical axis = price per Chipotle burrito

➢ The connecting points for each pair of figures is known as 

the demand curve

7.2: The Demand Curve & Elasticity of Demand
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Determinants of Demand

Main Idea / Learning Objective: Interpret a change in the 

demand for a particular item as it shifts the entire demand 

curve to the left or right.

➢ Question: Think of a product or service you used to buy a 

lot but don't anymore. Did this happen because of 

changing trends, a change in your income, or something 

else?

7.2: The Demand Curve & Elasticity of Demand
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7.2: The Demand & Elasticity of Demand

Many factors can affect demand for a specific product or 

service. These are called Determinants of Demand:

➢ Changes in population

➢ Changes in income

➢ Changes in tastes & preferences

➢ Substitutes

➢ Complementary goods
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Changes in Population

➢ When population increases, opportunities to buy & sell 

increase.

➢ Naturally, the demand for most products then increases.

➢ This means that the demand curve shifts to the right.

➢ At each price, more items will be demanded simply 

because the consumer population increases.

7.2: The Demand Curve & Elasticity of Demand
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Changes in Income

➢ The demand for most goods & services depends on 

income.

➢ Your demand for an item would decrease if your income 

dropped in half and you expected it to stay there.

➢ You'd buy fewer of the item at all possible prices.

➢ This means that the demand curve would shift to the left.

7.2: The Demand Curve & Elasticity of Demand
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Changes in Tastes & Preferences

➢ One of the key factors that determine demand is people's 

taste & preferences – which refer to what people like & 

prefer to choose.

➢ When a product becomes a fad, more of the products are 

demanded at sold at every possible price.

➢ This means that the demand curve would shift to the right.

7.2: The Demand Curve & Elasticity of Demand
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Substitutes

➢ Substitutes are goods used in place of one another.

➢ Availability & price of substitutes affect demand.

➢ Suppose the price of butter remains the same, but the 

price of margarine falls. People then will buy more 

margarine and less butter at all prices of butter.

➢ This means that the demand curve for butter will shift left.

7.2: The Demand Curve & Elasticity of Demand
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Complementary Goods

➢ Complements are products that are generally bought & sold 

together.

➢ When two goods are complementary, the decrease in the price of 

one will increase the demand for it as well as its complementary 

good.

➢ If the price for an XBox drops, people will probably buy more of them. 

Subsequently, they will also probably buy more XBox games to go 

with the console.

➢ This means that the demand curve for XBox games will shift to the 

right.

7.2: The Demand Curve & Elasticity of Demand
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The Price Elasticity of Demand

Main Idea / Learning Objective: Explain the elasticity of 

demand, which measures how much the quantity demanded 

changes when price goes up or down.

➢ Question: Do rising gas prices affect how much gas you 

are willing to buy?

7.2: The Demand Curve & Elasticity of Demand
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Elasticity 

Economic concept dealing with consumers' responsiveness 

to an increase or decrease in the price of a product.

➢ Simply stated, price responsiveness

7.2: The Demand Curve & Elasticity of Demand
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The Price Elasticity of Demand

Economic concept that deals with how much demand varies 

according to changes in price

7.2: The Demand Curve & Elasticity of Demand
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Elastic Demand

Situation in which a given rise or fall in a product's price 

greatly affects the amount that people are willing to buy

➢ When demand is elastic, consumers can be flexible about 

buying or not buying an item.

➢ For some goods, a rise or fall in price greatly affects the 

amount people are willing to buy.

7.2: The Demand Curve & Elasticity of Demand
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Examples of Elastic Products

➢ Coffee – competing brands are essentially almost the 

same

➢ Luxury goods – goods that people want but don't need to 

survive, i.e. exotic vacations, high-end electronic items, 

expensive cars

➢ Luxury foods – steak, lobster

7.2: The Demand Curve & Elasticity of Demand
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Inelastic Demand

Situation in which a product's price change has little impact 

on the quantity demanded by consumers

➢ If a price change does not result in substantial change in 

quantity demanded

➢ Consumers are not usually flexible with these items & will 

purchase some of the items no matter what they cost.

7.2: The Demand Curve & Elasticity of Demand
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7.2: The Demand Curve & Elasticity of Demand

Examples of Inelastic Products

➢ Staple foods (milk, eggs, flour)

➢ Staple products, like light bulbs

➢ Spices, like salt & pepper

➢ Certain types of medicine
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7.2: The Demand Curve & Elasticity of Demand

What determines price elasticity of demand?

At least 3 factors:

➢ Existence of substitutes

➢ Percentage of a person's total budget devoted to the 

purchase of that good

➢ Time consumers are given to adjust to a change in price
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Existence of substitutes

➢ The more substitutes that exist for a product, the more 

responsive consumers will be to a change in the price of 

that good

➢ For example, someone who is diabetic needs insulin, 

which virtually has no substitutes. The price elasticity of 

insulin is inelastic.

➢ This is opposite for a good like soft drinks. If price goes 

up, consumers will likely switch to a substitute.

7.2: The Demand Curve & Elasticity of Demand
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Percentage of a person's total budget devoted to 
the purchase of that good

➢ For example, the portion of a family's budget devoted to 

pepper is very small.

➢ Even if the price of pepper doubles (say to $5.99), most people 
will keep buying the same amount. The demand for pepper is 

relatively inelastic.

➢ This is opposite for the housing market (elastic) because it 
represents a large proportion of a household's yearly budget.

7.2: The Demand Curve & Elasticity of Demand
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Time consumers are given to adjust to a change in price

➢ People take time to adjust to price changes – and this time affects 

demand elasticity.

➢ If the price of electricity drastically rose tomorrow, you'd have a hard 

time adjusting behavior immediately. You would still need to use the 

same amount you used yesterday. (inelastic)

➢ As time goes by, you'd be able to adjust the amount of electricity you 

use, gradually using less and less. The longer amount of time 

allowed to reduce electricity use, the greater the price elasticity of 

demand.

7.2: The Demand Curve & Elasticity of Demand
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7.1: Demand

7.1 Review

➢ Today's Exit Ticket: Think of an example (from your life) of a product 

that would shift the curve to the right for each of the following factors 

that affect demand:

▪ Changes in population

▪ Changes in income

▪ Changes in tastes & preferences

▪ Substitutes

▪ Complementary goods

➢ Complete 7.2 Guided Reading. You'll get a stamp for completion 

Thursday at the start of class.
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>> THURSDAY, OCTOBER 10 <<

Entry Task:

Review your 7.1 & 7.2 notes. We're 

going to do a class recap on those 

two sections momentarily!

Be ready to record your Area event(s) 

with me today.
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Daily Overview

✓7.1 & 7.1 Review & Recap

✓7.3

✓DECA competitive event sign-ups
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7.1 & 7.2 Review (Demand)

7.1 -- Demand

▪ What is a marketplace?

▪ What is voluntary exchange?

▪ What is the law of demand?

▪ What 3 factors affect the relationship between price & quantity demanded?

7.2 -- The Demand Curve & Elasticity of Demand

▪ What does a demand curve look like?

▪ What's the difference between change in quantity demanded & change in demand?

▪ What are the 5 factors that can affect demand?

▪ What is elasticity?

▪ Give an example of inelastic demand.

▪ Give an example of elastic demand.
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7.1 Key Take-Aways

Price & Quantity Demanded have an inverse relationship.

This relationship can be explained by...

1. Real income (purchasing power)

2. Possible substitutes

3. Diminishing marginal utility
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7.2 Key Take-Aways

A demand curve is always downward-sloping.

Determinants of Demand (aka, a shift of the 

curve to the right or left could be caused by):

▪ Changes in population

▪ Changes in income

▪ Changes in tastes/preferences

▪ Substitutes

▪ Complementary goods

Price Elasticity of Demand: HOW 

MUCH consumers respond to a 

given change in price.

➢ Elastic Demand:

▪ Change in price GREATLY 

affects the amount people are 

willing to buy

▪ Consumers can be flexible

▪ Ex: coffee, luxury items

➢ Inelastic Demand:

▪ Change in price does NOT

result in big change in quantity 

demanded

▪ Consumers cannot be flexible

▪ Ex: insulin, staple foods

Determinants of Price Elasticity of Demand:

1. Substitutes

2. Percentage of budget devoted to good

3. Time to adjust
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Chapter 7: Demand & Supply

Chapter 7: Demand & Supply

➢ Demand

➢ The Demand Curve & Elasticity of Demand

➢ The Law of Supply & the Supply Curve

➢ Putting Supply & Demand Together
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7.3: The Law of Supply & The Supply Curve

Profits & the Law of Supply

Main Idea / Learning Objective: Understand the law of supply 

– that states as price goes up, quantity supplied goes up 

(and vice versa).

➢ Question: Would you be willing to work more hours at your 

job for the same wages?
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7.3: The Law of Supply & The Supply Curve

Profits & the Law of Supply

Main Idea / Learning Objective: Understand the law of supply 

– that states as price goes up, quantity supplied goes up 

(and vice versa).

➢ Question: Would you be willing to work more hours at your 

job for the same wages?
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7.3: The Law of Supply & The Supply Curve

To understand how prices are determined, you must look 

at both demand AND supply 

➢ Supply: The willingness & ability of producers to provide 

goods & services at various prices in the marketplace.
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7.3: The Law of Supply & The Supply Curve

The Law of Supply

Economic rule stating that price & quantity supplied move in 

the same direction (aka – a direct relationship).

➢ Quantity supplied: the amount of good or service that a 

producer is willing & able to supply at a specific price

➢ Generally, a larger quantity will be supplied at higher 

prices than at lower prices.



The Law of Supply
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7.3: The Law of Supply & The Supply Curve

Profit Incentive = the basis of the Law of Supply

➢ Profit is one of the factors that motivates people in a 

market economy.

➢ In the case of supply: the higher the price of a good, the 

greater the incentive for the producer to produce more.

➢ Higher price = higher revenues & covers additional costs of 

producing more
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What kind of relationship exists between 
price & quantity supplied?

CHECK-IN QUESTION
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7.3: The Law of Supply & The Supply Curve

The Supply Curve

Main Idea / Learning Objective: Be able to read and draw 

a supply curve – a graph that shows the relationship 

between the price of an item and the quantity supplied
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7.3: The Law of Supply & The Supply Curve

Supply Schedule

Table showing quantities supplied at various possible prices
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7.3: The Law of Supply & The Supply Curve

Supply Curve

Upward-sloping line that shows in graph form the quantities 

supplied at each possible price

➢ Horizontal axis = quantities supplied

➢ Vertical axis = price

➢ Each intersection of price & quantity supplied represents a point on 

the graph
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What is a normal supply curve always 
going to look like?

CHECK-IN QUESTION
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Determinants of Supply

Main Idea / Learning Objective: Interpret a change in the 

supply for a particular item as it shifts the entire supply curve 

to the left or right.

➢ Question: Why are smartphones so much more common 

now than they were 8 years ago?

7.3: The Law of Supply & The Supply Curve
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Many factors can affect supply for a specific product or 

service. These are called Determinants of Supply:

➢ Price of Inputs

➢ Number of Firms in the Industry

➢ Taxes

➢ Technology

7.3: The Law of Supply & The Supply Curve
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Price of Inputs

➢ If the price of inputs (raw materials, wages, etc) needed to 

make a product drops, a producer can supply MORE at a 

lower price

➢ This would cause the supply curve to shift to the right.

➢ In contrast, if the cost of inputs increases, the supply curve 

would shift to the left. (suppliers would supply fewer goods 

for sale at every possible price)

7.3: The Law of Supply & The Supply Curve
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Number of Firms in the Industry

➢ The larger the number of suppliers, the greater the market 

supply.

➢ As more firms enter the industry, greater quantities of their 

good or service are supplied at every price – the supply 

curve shifts to the right.

➢ In contrast, if some suppliers leave the market, fewer 

quantities of the good/service are supplied at each price –

the supply curve shifts to the left.

7.3: The Law of Supply & The Supply Curve
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Taxes

➢ If the government imposes more taxes on the production of 

certain items, businesses will not be able to supply as 

much as before because cost of production will rise.

➢ This will cause the supply curve to shift to the left.

7.3: The Law of Supply & The Supply Curve
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Technology

➢ Recall the definition of technology from Unit 1

➢ Any improvement in technology will increase supply – or 

shift the supply curve to the right.

➢ This is simply because new tech allows for suppliers to 

make more goods for a lower cost.

7.3: The Law of Supply & The Supply Curve
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If production costs increase, what happens 
to the supply curve?

CHECK-IN QUESTION
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The Law of Diminishing Returns

Main Idea / Learning Objective: Explain that when a business 

wants to expand, it has to consider how much expansion will 

really help the business.

➢ Question: What do you think... When is hiring more 

workers a good idea? When is it not?

7.3: The Law of Supply & The Supply Curve
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Think about this:

➢ Your business has 10 machines & employs 10 workers. You want to 

expand production.

➢ If you hire an 11th worker, production increases by 1,000 units per 

week.

➢ If you hire a 12th worker, production increases by only 900 units per 

week.

➢ If you hire more workers, production will increase; however, the rate of 

increase will fall.

Why do you think that is?

7.3: The Law of Supply & The Supply Curve
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Understand this:

➢ Maybe there are not enough machines for everyone. Maybe 

workers are getting in each other's way.

➢ If you continue to hire more workers, eventually the overall input 

will decrease.

➢ The cost of each worker is a marginal cost, and the increased 

output is the marginal return.

7.3: The Law of Supply & The Supply Curve



Diminishing Returns:

➢ At some point as you 

expand production, the 

additional workers you hire 

do not add as much total 

output as the previous 

workers hired.

➢ Eventually, marginal cost 

will be greater than 

marginal return.
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Law of Diminishing Returns

Economic rule stating that, as more units of a factor of 

production are added to the other factors of production, after 

some point, total output continues to increase but at a 

diminishing rate

➢ Businesses analyze marginal costs & marginal returns to 

determine how many workers to hire & how many units to 

produce

7.3: The Law of Supply & The Supply Curve
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▪ Complete 7.3 Guided Reading. You'll 

get a stamp for completion Thursday at 

the start of class.

7.3: The Law of Supply & The Supply Curve
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>> FRIYAY, OCTOBER 11 <<

Entry Task:

• Review your 7.3 notes. We're 

going to do a class recap on those 

two sections momentarily!

• Be ready to record your Area 

event(s) with me today.
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7.3 Review (Supply)

▪ What does a normal supply curve look like?

▪ If cost of production (cost of inputs) decreases, which way will the 

supply curve shift?

▪ If some suppliers leave the market, which way will the supply curve 

shift?

▪ If the government imposes a new tax on a good, which way will the 

supply curve shift?

▪ If there is a technology advancement on the production of cellphones, 

which way will the supply curve shift?

▪ What happens as you continue to increase the number of workers?
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7.3 Key Take-Aways

Price & Quantity Supplied have a direct relationship.

These are called Determinants of 

Supply: (aka, a shift of the curve to 

the right or left could be caused by):

• Price of Inputs

• Number of Firms in the Industry
• Taxes

• Technology

Diminishing Marginal Returns

As more units of a factor of production 

are added to the other factors of 

production, after some point, total output 

continues to increase but at 
a diminishing rate

➢ marginal cost will be greater 

than marginal return.
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Chapter 7: Demand & Supply

Chapter 7: Demand & Supply

➢ Demand

➢ The Demand Curve & Elasticity of Demand

➢ The Law of Supply & the Supply Curve

➢ Putting Supply & Demand Together
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7.4: Putting Supply & Demand Together

Equilibrium Price

Main Idea / Learning Objective: Understand that in free markets, prices 

are determined by the interaction of supply and demand.

➢ Think: When a new electronic comes out, they are often 

too expensive for most people to buy. However, what happens to the 

price over time?
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7.4: Putting Supply & Demand Together

In the real world...

➢ Supply & Demand operate together.

➢ As price of a good goes down, quantity demanded goes up and 

quantity supplied goes down (and vice versa)
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7.4: Putting Supply & Demand Together

Equilibrium Price

The price at which the amount producers are willing to supply is EQUAL 

to the amount consumers are willing to pay

➢ This is where the price at which quantity demanded and quantity 

supplied meet!

➢ On a graph, it's where the two curves intersect.
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7.4: Putting Supply & Demand Together

How does the market reach equilibrium price?

Look at the demand & supply schedules!

➢ Sellers think price should be $20, and they produce 
1,100 million units.

➢ At $20, buyers will only purchase 100 million units.

➢ To get rid of the surplus, sellers lower the price to 
$10 and are willing to supply 100 million units.

➢ At $10 per unit, 1,100 million units are demanded but 
only 100 million are supplied – causing a shortage.

➢ The price tends to change until it reaches equilibrium.
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7.4: Putting Supply & Demand Together

When the supply or demand curve 

shifts to the right or the left, the 

equilibrium price changes as well.

➢ If the supply curve shifts to the right 

because of a tech advancement, the 

new equilibrium price will fall.

➢ If the demand curve shifts to the right 

because population increases, the new 

equilibrium price will rise.
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7.4: Putting Supply & Demand Together

Practice:

Draw the supply & demand curves for the following situations. Indicate 

which way the curve(s) shift, and indicate if the equilibrium price rose 

or fell.

➢ Cost of inputs/production increases.

➢ Number of firms in the industry increases and the product becomes 

a fad.

➢ Population decreases and the government imposes a tax on a good.
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7.4: Putting Supply & Demand Together

Prices as Signals

Main Idea / Learning Objective: Comprehend the idea that in a free-

enterprise system, price functions as signals that communicate 

information and coordinate the activities of producers and consumers.

➢ Think: Can you recall a recent event that affected the price of an 

every day item? (such as gas, food staples, etc)
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7.4: Putting Supply & Demand Together

Prices serve as signals to producers & consumers.

➢ Rising prices signal producers to produce more and consumers to 

purchase less.

➢ Falling prices signal producers to produce less and consumers to 

purchase more.
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7.4: Putting Supply & Demand Together

Shortages

Situation in which the quantity demanded is greater than the quantity 

supplied at the current price

➢ If the market is left alone, shortages put pressure on prices to rise.

➢ At a higher price, consumers reduce their purchases, and suppliers 

increase the quantity they want to supply.

➢ Examples: natural disasters can cause shortages of water & other 

essential goods
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7.4: Putting Supply & Demand Together

Surpluses

Situation in which the quantity supplied is greater than the quantity demanded 

at the current price

➢ At prices above the equilibrium, suppliers produce more than consumers 

want to purchase

➢ Happens when a business sets price too high or overestimates demand

➢ Surpluses = large, undesired inventories of goods

➢ This puts pressure on the price to drop to equilibrium

➢ As prices fall, suppliers have less incentive to supply as much as before, 

and consumers will begin to purchase a greater quantity
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7.4: Putting Supply & Demand Together

Market Forces

One of the benefits of a market economy is that when it operates without 

restriction, it eliminates shortages & surpluses

➢ The market takes care of itself
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7.4: Putting Supply & Demand Together

Prices Controls

Main Idea / Learning Objective: Evaluate that, under certain 

circumstances, the government sometimes sets a limit on how high or 

low the price of a good or service can go

➢ Think: When do you think the government is justified in setting prices 

on certain goods & services? On which goods & services?
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7.4: Putting Supply & Demand Together

Price Ceiling
A legal maximum price that may be charged for a good or service

➢ Government-set max price

➢ Example: city officials might set a price ceiling on what landlords can 
charge for rent

➢ Effective price ceilings (and resulting shortages) can lead to 
nonmarket ways of distributing goods & services

▪ Government may resort to rationing – distribution of goods & services 
based on something other than price

▪ Could lead to black market – "underground" or illegal market in which 
goods are traded at prices above their max price, or in which illegal 
goods are sold
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Price Ceiling
If more people would like to 

rent at the government-

controlled price, but 

apartment owners are not 

willing to build more rental 

units if they can't charge 

higher rent, a shortage 

occurs.
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7.4: Putting Supply & Demand Together

Price Floor

A legal minimum price below which a good or service may not be sold

➢ Government-set min price

➢ These are more common than price ceiling

➢ Prevent prices from dropping too low

➢ Example: fast-food joint wants to pay students $13 per hour, but 

government sets minimum wage of $15 per hour
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Price Floor
A fast-good joint wants to 

hire students at $13 per 

hour, but the government 

sets a minimum wage of 

$15 per hour. At that wage, 

not all the students who 

want to work will get hired, 

so there will be a surplus of 

unemployed students.
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▪ Complete 7.4 Guided Reading. You'll 

get a stamp for completion next 

Thursday at the start of class.

7.4: Putting Supply & Demand Together
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7.1 vocab & concepts:

▪ Demand

▪ Supply

▪ Market

▪ Voluntary exchange

▪ Law of demand

▪ Real income effect

▪ Substitution effect

▪ Utility

▪ Marginal utility

▪ Law of diminishing marginal 

utility

▪ 3 factors that explain law of 

demand

Chapter 7 Quiz Review

7.2 vocab & concepts:

▪ Demand schedule

▪ Demand curve

▪ Complementary good

▪ Elasticity

▪ Price elasticity of demand

▪ Elastic demand

▪ Inelastic demand

▪ 5 determinants of demand

▪ 3 determinants of price elasticity 

of demand
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7.3 vocab & concepts:

▪ Law of supply

▪ Quantity supplied

▪ Supply schedule

▪ Supply curve

▪ Technology

▪ Law of diminishing returns

▪ 4 determinants of supply

Chapter 7 Quiz Review

7.4 vocab & concepts:

▪ Equilibrium price

▪ Shortage

▪ Surplus

▪ Price ceiling

▪ Rationing

▪ Black market

▪ Price floor
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Reminders

✓ No school Monday.

✓ I'll be out Tuesday & it'll be a Chapter 7 

independent study day. I recommend 

bringing your book to class.

✓ PSAT testing Wednesday. No class.

✓ Thursday we'll take the Chapter 7 quiz and 

Friday we'll begin on Chapter 8!


