Economics Unit 1 Lesson 5

What Is
Economics?

Economics Unit 1 Lesson 5 is an essential component of the introductory economics curriculum, providing
students with foundational concepts that are critical for understanding broader economic principles. This
lesson typically explores the basic principles of supply and demand, market equilibrium, and the factors that
can influence these concepts. A thorough understanding of these elements is crucial for students as they

progress through more complex economic theories and applications.

Understanding Supply and Demand

At the heart of economics lies the law of supply and demand. This fundamental principle explains how the

quantities of goods and services produced and consumed are determined in a market economy.

The Law of Demand

The law of demand states that, all else being equal, as the price of a good or service decreases, the quantity
demanded by consumers increases, and vice versa. This relationship can be illustrated with a demand

curve, which typically slopes downward from left to right.

Key factors influencing demand include:



e Price of the Good or Service: Higher prices generally lead to lower demand.
e Consumer Preferences: Changes in consumer tastes can significantly influence demand.
¢ Income Levels: As consumers' incomes rise, demand for normal goods increases.

¢ Substitute Goods: The availability of substitute goods can affect demand; if the price of a substitute

rises, demand for the primary good may increase.

The Law of Supply

Conversely, the law of supply states that as the price of a good or service increases, the quantity supplied

also increases, and vice versa. This relationship is typically represented by an upward-sloping supply curve.

Factors affecting supply include:

Production Costs: If production costs rise, suppliers may reduce the quantity supplied.

Technology: Advances in technology can increase supply by making production more efficient.

Number of Suppliers: An increase in the number of suppliers in a market can lead to increased

supply.

¢ Government Policies: Regulations and taxes can either encourage or discourage supply.

Market Equilibrium

Market equilibrium occurs at the point where the quantity of goods supplied equals the quantity
demanded. At this point, the market is considered to be in balance, and there is no inherent tendency for

the price to change, assuming no external factors intervene.

Finding Equilibrium

To find the equilibrium price and quantity:



1. Plot the Demand Curve: Begin by plotting the demand curve on a graph where the x-axis represents

quantity and the y-axis represents price.
2. Plot the Supply Curve: Next, plot the supply curve on the same graph.

3. Identify the Intersection Point: The point where the demand and supply curves intersect indicates the

equilibrium price and quantity.

Shifts in Demand and Supply

Changes in external factors can cause shifts in the demand and supply curves, leading to new equilibrium

points.

Rightward Shift in Demand: An increase in demand due to factors like increased consumer income

or preferences will raise both equilibrium price and quantity.

Leftward Shift in Demand: A decrease in demand leads to lower equilibrium price and quantity.

Rightward Shift in Supply: An increase in supply can lower prices while raising the quantity sold.

Leftward Shift in Supply: A decrease in supply leads to higher prices and lower quantities.

Price Controls

Governments sometimes intervene in the market by setting price controls, which can lead to either price

ceilings or price floors.

Price Ceilings

A price ceiling is a maximum price that can be charged for a good or service, often implemented to make
essential goods more affordable. For example, rent control is a common price ceiling that aims to keep

housing affordable.

- Effects of Price Ceilings:

- Can lead to shortages, as demand exceeds supply at the controlled price.



- May result in lower quality of goods and services due to decreased profit margins for producers.

Price Floors

A price floor is the minimum price established by the government for a good or service, commonly seen in

agricultural markets to ensure farmers receive a fair price for their products.
- Effects of Price Floors:

- Can result in surpluses, where supply exceeds demand at the set price.

- May lead to waste or inefficiencies in production.

Elasticity of Demand and Supply

Understanding elasticity is crucial for analyzing how changes in price affect supply and demand. Elasticity

measures how responsive the quantity demanded or supplied is to a change in price.

Price Elasticity of Demand

Price elasticity of demand (PED) is calculated as the percentage change in quantity demanded divided by

the percentage change in price.

- Types of Elasticity:

- Elastic Demand: A PED greater than 1, where quantity demanded changes significantly with price
changes.

- Inelastic Demand: A PED less than 1, where quantity demanded changes little with price changes.

- Unitary Elastic Demand: A PED equal to 1, where quantity demanded changes proportionately with

price changes.

Factors affecting PED include:

o Availability of Substitutes
¢ Necessity vs. Luxury Goods

e Time Period for Adjustment



Price Elasticity of Supply

Price elasticity of supply (PES) measures how responsive the quantity supplied is to a change in price.

- Types of Elasticity:

- Elastic Supply: PES greater than 1, where supply changes significantly with price changes.

- Inelastic Supply: PES less than 1, where supply changes little with price changes.

- Unitary Elastic Supply: PES equal to 1, where supply changes proportionately with price changes.

Factors affecting PES include:

e Time Frame for Production
e Flexibility of the Production Process

¢ Availability of Resources

Conclusion

In conclusion, Economics Unit 1 Lesson 5 lays the groundwork for students to understand the intricate
dynamics of supply and demand, market equilibrium, price controls, and elasticity. These concepts are
foundational in the study of economics and serve as critical tools for analyzing market behaviors and
outcomes. Understanding these principles not only enriches students' knowledge but also equips them with
practical skills for further exploration in economics and related fields. As students engage with these
fundamental economic concepts, they build a robust framework that will be essential for tackling more

complex economic theories and real-world applications in the future.

Frequently Asked Questions

What is the primary focus of Economics Unit 1 Lesson 57

The primary focus of Economics Unit 1 Lesson 5 is to explore the concept of supply and demand and how

they interact to determine market equilibrium.



How does the law of demand affect consumer behavior?

The law of demand states that as the price of a good decreases, the quantity demanded increases, leading

consumers to purchase more of the good at lower prices.

What factors can shift the demand curve?

Factors that can shift the demand curve include changes in consumer income, preferences, the prices of

related goods, and expectations about future prices.

What is the significance of market equilibrium?

Market equilibrium is significant because it represents a state where the quantity supplied equals the

quantity demanded, leading to stable prices in the market.

‘What role do substitutes and complements play in demand?

Substitutes are goods that can replace each other, so if the price of one increases, the demand for the other
rises. Complements are goods that are used together, so if the price of one rises, the demand for the other

decreases.

How can government intervention impact supply and demand?

Government intervention, such as price controls, taxes, or subsidies, can distort supply and demand, leading

to shortages or surpluses in the market.
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