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Contemporary Economic Issues
Part One
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A market is any arrangement that enables buyers and sellers to get information

and do business with each other.

A competitive market is a market that has many buyers and many sellers so no single

buyer or seller can influence the price.
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* The money price of a good is the amount of money needed to buy it.

* The relative price of a good -the ratio of its money price to the money price

of the next best alternative good- is its opportunity cost.
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If you demand something, then you:

e Want it
e (Can afford it

* Have made a definite plan to buy it
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Wants are the unlimited desires or wishes people have for goods and services.

Demand reflects a decision about which wants to satisfy.

The quantity demanded of a good or service is the amount that consumers plan

to buy during a particular time period, and at a particular price.
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What Determines Buying Plans?

The amount of any particular good or service
that consumers plan to buy is influenced by:

The price of the good
The prices of other goods
Expected future prices
Income

Population

SR R

Preferences
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The Law of Demand
The law of demand states

* Other things remaining the same, the higher the price of a good, the smaller
is the quantity demanded.

e The law of demand results from a substitution effect an income effect
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e Substitution effect: when the relative price (opportunity cost) of a good or service rises,

people seek substitutes for it, so the quantity demanded decreases.
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Income effect: when the price of a good or service rises relative to income, people cannot

afford all the things they previously bought, so the quantity demanded decreases.
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Demand Curve and Demand Schedule
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The term demand refers to the entire relationship between the price of the good
and quantity demanded of the good.

A demand curve shows the relationship between the quantity demanded of
a good and its price when all other influences on consumers’ planned purchases
remain the same.
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e Figure 3.1 shows a demand curve for recordable
Demand compact discs (CD-Rs).

for CD-Rs

Price (dollars per disc)

* Arisein the price, other things remaining the same,
brings a decrease in the quantity demanded and
a movement along the demand curve.

1 1 1 A 1
0 2 4 6 8 10
Quantity (millions of discs per week)
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A demand curve is also a willingness-and- ability-to-pay curve.

 The smaller the quantity available, the higher is the price that

someone is willing to pay for another unit.

* Willingness to pay measures marginal benefit. N
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A Change in Demand
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When any factor that influences buying plans other than the price of the good changes,

there is a change in demand for that good.

The quantity of the good that people plan to buy changes at each and every price,

so there is a new demand curve.
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A Change in Demand
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When demand increases, the quantity that people plan to buy increases at each
and every price so the demand curve shifts rightward.
When demand decreases, the quantity that people plan to buy decreases at each
and every price so the demand curve shifts leftward.
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\ The factors that change demand are: (2 bl s QI Jelgall
. * Prices of related goods o)l 13 &iusz\JLMJ .
. * Asubstitute is a good that can be used in place of another good. ool dudl o
E * Acomplement is a good that is used in conjunction with RN

another good.
\ © CD-RsJ hadl yaw paip ladie

. When the price of substitute for CD-Rs rises )
‘CD-Rs S yaw (aasciy ladie 9

CD-Rs de Cddall slop

or when the price of a complement for CD-Rs falls,

[.] the demand for CD- Rs increases.
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e Figure 3.2 shows the shift in the demand curve
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Price [dollars per disc)

Demand for CD-Rs
0.50 {CD Burner $300) A

for CD-Rs when the price of CD burner falls.

! I 1 I 1 ! I
o} 2 4 & 8 10 12 14
Quantity [millions of discs per week|

* Because a CD burneris a complement of a CD-R,

the demand for CD-Rs increases.
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Expected future prices
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If the price of a good is expected to rise in the future, current demand increases

and the demand curve shifts rightward.

When income increases, consumers buy more of most goods and the demand curve

shifts rightward.
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Expected future prices
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* Anormal good is one for which demand increases as income increases.

An inferior good is a good for which demand decreases as income increases.
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e Population S8l sue
The larger the population, the greater
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* Preferences paidl dos
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demands if they have different preferences. Adbisee s agd) cOE 13 dalise
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A Change in the Quantity Demanded Versus a Change in Demand
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Figure 3.3 illustrates the distinction between a change in demand and a change

in the quantity demanded.

Price
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. When the price of the good changes and everything else remains the same,

. there is a change in the quantity demanded and a movement along the demand curve.

#
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qQuantity
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(0] Quantity
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When one of the other factors that influence buying plans changes,

there is a change in demand and a shift of the demand curve.
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If a firm supplies a good or service,

then the firm:

* Has the resources and the technology to
produce it

e (Can profit from producing it
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* Has made a definite plan to produce and sell it dang dx>l0Y Bode dlas- ) @
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Resources and technology determine what it is possible to produce.

Supply reflects a decision about which technologically feasible items to produce.

The quantity supplied of a good or service is the amount that producers plan

to sell during a given time period at a particular price.
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If a firm supplies a good or service, then the firm:
What Determines Selling Plans?

The amount of any particular good or service that
a firm plans to supply is influenced by:

1.

o Ut s W

The price of the good

The prices of resources needed to produce it
The prices of related goods produced
Expected future prices

The number of suppliers

Available technology
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The Law of Supply
The law of supply states:

* Other things remaining the same, the higher the price of a good,

the greater is the quantity supplied.
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 The law of supply results from the general tendency for the marginal cost
of producing a good or service to increase as the quantity - produced increases
(Chapter 2, page 35).
* Producers are willing to supply only if they at least cover their marginal cost

of production.
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The term supply refers to the entire relationship between the quantity supplied
and the price of a good.

The supply curve shows the relationship between the quantity supplied of a good
and its price when all other influences on producers’ planned sales remain the same.
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e Figure 3.4 shows a supply curve of recordable
compact discs (CD-Rs).

Price [dofiors per disc]

* Arisein the price, other things remaining the
o I SO NS same, brings an increase in the quantity supplied
and a movement along the supply curve.
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e Asupply curve is also a minimum-supply-price curve.

 The greater the quantity produced, the higher is the

(o] 2 A & 8 10
CQuantity [millions of discs per week)

price that a firm must offered to be willing to produce

that quantity.

aogalsl

J-o<l|
O Jasl = Aoghne B9l o> Ui U

L ALY A AT Y

Proe (dolars per disc]



i g=yesl

' 4 Supply

\ A Change in Supply
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When any factor that influences selling plans other than the price of the good changes,

there is a change in supply of that good.

The quantity of the good that producers plan to sell changes at each and every price,

so there is a new supply curve.
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When supply increases, the quantity that producers plan to sell increases at each

and every price so the supply curve shifts rightward.

When supply decreases, the quantity that producers plan to sell decreases at each

and every price so the supply curve shifts leftward.

aogalsl

J-o-<l

o das] — dbgazo @bl prax WY

401 1 Fdol | rdol |



g=yesl
Supply
4! Glelsdl el
4 9.8 L3 Mgl ey ) yaud) L;;)” A=l Olo fdadsya Cl.u}U fw\ ‘ab'd\ Baladl yauw O 13]
oladl I (ol (s iy ool o i Al 3yl gall aw glas)l O 1 e A4Sl ZLSY

m The factors that change supply are:

NEsJENE

\ Prices of productive resources
. If the price of resource used to produce a good rises, the minimum price that a supplier
. is willing to accept for producing each quantity of that good rises. So a rise in the price

[.] of productive resources decreases supply and shifts the supply curve leftward.
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* Prices of related goods produced
A substitute in production for a good is another good that can be produced using
the same resources. Goods are compliments in production if they must be

produced together.
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* Prices of related goods produced
The supply of a good increases and its supply curve shifts rightward if the price

of a substitute in production falls or if the price of a complement in production rises.
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* Expected future prices

If the price of a good is expected to fall in the future, current supply increases

and the supply curve shifts rightward.
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 The number of suppliers
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. The larger the number of suppliers of a good, the greater is the supply of the good.

. An increase in the number of suppliers shifts the supply curve rightward.

aogalsl

W\ J-o-<!
o Jos] — Abgame Boid! gpex Uy

L ALY A AT Y



401 1 Fdol | rdol |

2]
Supply

LrgliSll
.yp@é@tﬁpgc@w\ il \Gmlm‘m__ 339 Bdud> lswiw Gtawg@ﬁw ~~\¢M\ 525
el Jl ooyl smie Jgods (2,

* Technology

Advances in technology create new products and lower the cost of producing

existing products, so they increase supply and shift the supply curve rightward.

aogalsl

J-o<l|
O Jasl = Aoghne B9l o> Ui U

L ALY A AT Y



401 1 Fdol | rdol |

g=yesl
Supply
2 9xall 8L | Jrmantll AL dbgiiine 0,8 US| duss (§ el (S350 a8 3.5 Sall s
Ol QI CD-R (o8 (oall (sxia br9>39 CD-R (bl (10
Figure 3.5 shows how an advance in the technology for producing recordable CDs

increases the supply of CD-Rs and shifts the supply curve for CD-Rs rightward.

fl
8

Supply of CD-Rs
(eld technology)

Price [dofors

2.00 |-

Supply of CD-Rs
(new tachnology)

A 1 | A ek " ke
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Quantity (millions of discs per week) araal sl
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A Change in the Quantity Supplied Versus a Change in Supply

Figure 3.6 illustrates the distinction between a change

in supply and a change in the quantity supplied.
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When the price of the good changes and other influences

on selling plans remain the same, there is a change in the

-~
o

Qluantity

guantity supplied and a movement along the supply curve.
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When one of the other factors that influence selling
plans changes, there is a change in supply and a shift

of the supply curve.
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Market Equilibrium

Equilibrium is a situation in which opposing forces balance each other. Equilibrium

in @ market occurs when the price balances the plans of buyers

and sellers.
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The equilibrium price is the price at which the quantity demanded equals

the quantity supplied.
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Market Equilibrium
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The equilibrium quantity is the quantity bought and sold at the equilibrium price.
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Price regulates buying and selling plans.

Price adjusts when plans don’t match.
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Price as a Regulator
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e Figure illustrates the equilibrium price and equilibrium

0.50

3 f——————i——i guantity in the market for CD-Rs.

Quantity (millions of discs per week)

* |f the price of a disc is S2, the quantity supplied exceeds

the quantity demanded and there is a surplus of discs.
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Supply of CD-Rs

= | Equilibrium

Shorré-gu of
3 million discs
“lat $1.00 a disc

Demand for CD-Rs

i i 1 i A
2 4 ) 8 10

Quantity [millions of discs per week)
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Market Equilibrium
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If the price of a disc is $1, the quantity demanded exceeds
the quantity supplied and there is a shortage of discs.
If the price of a disc is $1.50, the quantity demanded

equals the quantity supplied and there is neither a
shortage nor a surplus of discs.
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Market Equilibrium

Surplus of
2 million discs

at $2.00 a disc

/
/
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Price Adjustments

e At prices above the equilibrium, a surplus forces the price down.

e At prices below the equilibrium, a shortage forces the price up.

e At the equilibrium price, buying plans selling plans agree and the price doesn’t
change.
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Because the price rises if it is below equilibrium, falls if it is
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s core dOOVE equilibrium, and remains constant if it is at the

1.00

Shortage of

_ wseil 7 aquilibrium, the price is pulled toward the equilibrium

Quantity [millions of discs per week)

and remains there until some event changes the equilibrium.
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Predicting Changes in Price and Quantity

Supply
of CD-Rs

"""""""""""" : Demand for CD-Rs
NG N\_(CD Burner $100)

: i (CD Burner $300)

1 1 1 1 1 4
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Quantity (millions of discs per week)
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A Change in Demand
* Figure 3.8 shows the effect of a change in demand.
* Anincrease in demand shifts the demand curve

rightward and creates a shortage at the original price.
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Supply of CD-Rs
(old technology)

Supply of CD-Rs
[new technology)
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A Change in Supply
e Figure shows the effect of a change in supply.
* Anincrease in supply shifts the supply curve
rightward and creates a surplus at the original price.
The price falls and the quantity demanded increases.
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A Change in Both Demand and Supply
A change both demand and supply changes the equilibrium

price and the equilibrium quantity but we need to know

Demand for CD-Rs
; (CD Burner $390)

1 ! L 1 1
0 2 4 6 8 10 12 14

emimtendaseoet - the relative magnitudes of the changes to predict some

of the consequences.

Price [dollars per disc
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* Figure shows the effects of a change in both

Supply of CD-Rs
(old technology)

w
o
(e}

Supply ot CD-Rs
{new technology)

o

Demand for CD-Rs

uuuuu demand and supply in the same direction.

1.00 -

0.50

 Anincrease in both demand and supply increases

i Demand for CDRs
© (CD Burner $3CI)O’

1 : 1
0 2 4 6 8 10 12 14

ety o o dcs por e the equilibrium quantity but has an uncertain effect

on the equilibrium price.
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* Figure shows the effects of a change in both demand

b
Q
o

©
o

and supply when they change in opposite directions.

Demand for CD-Rs
(MP3 downloads $10)
A A

o+ 4w s w1 * Anincrease in supply and a decrease in demand

Quantity (millions of discs par waek)

lowers the equilibrium price but has an uncertain effect

on the equilibrium quantity.
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Definition of Price Ceiling

Housing Market and Rent Ceilings
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The Labor Market and minimum wages
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Price Ceilings

A price ceiling is a regulation that makes it illegal to charge a price higher than
a specified level.
Example: Regulating Housing Market:

 When a price ceiling is applied to a housing market it is called a rent ceiling.

* Ifthe rent ceiling is set above the equilibrium rent, it has no effect. The market

works as if there were no ceiling.

e Butif the rent ceiling is set below the equilibrium rent, it has powerful effects.
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Figure shows the effects of a rent ceiling that is set
below the equilibrium rent. The equilibrium rent is
S1,000 a month.

A rent ceiling is set at S800 a month.
So the equilibrium rent is in the illegal region.

Housing Market and Rent Ceiling
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* Figure 6.1 shows the effects of a rent ceiling that is set
below the equilibrium rent. The equilibrium rent is
S1,000 a month.

° O W Arent ceiling is set at S800 a month. So the equilibrium
rentis in the illegal region.

 Housing Market and Rent Ceiling
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e Atthe rent ceiling, the quantity of housing

demanded exceeds the quantity supplied.

 There is a shortage of housing.
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Because the legal price cannot eliminate the shortage,
other mechanisms operate:

* Increased search activity
* A black market

: L : 1
0 60 80 100 120

Quariity (tvousands of units pe morth With the shortage, someone is willing to pay up
to $1,200 a month.
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* A black market is an illegal market that operates alongside a legal market in which

a price ceiling or other restriction has been imposed.

* A shortage of housing creates a black market in housing.

lllegal arrangements are made between renters and landlords at rents above the rent
ceiling-and generally above what the rent would have been in an unregulated market.
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A price floor is a regulation that makes it illegal to trade at a price lower than

a specified level.

Example: A Minimum Wage When a price floor is applied to labor markets,
it is called a minimum wage. If the minimum wage is set below the equilibrium
wage rate, it has no effect. The market works as if there were no minimum wage.

If the minimum wage is set above the equilibrium wage rate, it has powerful.
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* The equilibrium wage rate is S6 an hour.

* The minimum wage rate is set at S7 an hour.

* So the equilibrium wage rate is in the illegal region.
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* The quantity of labor employed is the quantity
demanded.

* The quantity of labor supplied exceeds the quantity
demanded.

 Unemployment is the gap between the quantity
demanded and the quantity supplied
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