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The Economic Problem: 
Scarcity and Choice 

“human wants are unlimited but resources are not” 
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Basic questions: 
What? 
How? 
Who? 



The Basic Decision-Making Units 

• Household 
 the consuming units 
 its decisions are presumably based on 

individual tastes and preferences. 

• Firms 
 the primary producing units 
 “An organization that transforms resources 

(inputs) into products (outputs).” 

• Entrepreneur 
 “Person who organizes, manages, and assumes 

the risks of a firm, taking a new idea or a new 
product and turning it into a successful business.” 
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Circular Flow 
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The Law of Demand 

 Alfred Marshall (1890) 

 price rises >>> quantity 
demanded decreases 

 price falls >>> quantity 
demanded increases 

 negative relationship 
between price and quantity 
demanded 

 

 

 1. Have a negative slope 
2. Intersect the quantity ( X -) axis, a result 

of time limitations and diminishing mar-
ginal utility. 

3. Intersect the price ( Y-) axis, a result of 
limited income and wealth. 

Note: 
Quantity Demanded  
>>> amount; given period 



Factors influence household’s demand 

• Price of the product 

• Income and Wealth 

• Prices of Other Goods and Services 

• Tastes and Preferences 

• Expectations 

 



Shift vs Movement  
of Demand Curve 

• Change in price 

↪Change in quantity demanded (movement 
along a demand curve). 

• Change in income, preferences, or prices of 
other goods/services 

↪Change in demand(shift of a demand curve ). 



Household Demand  
to Market Demand 
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The Law of Supply 

 increase in market price >>> 
increase in quantity supplied 

 decrease in market price >>> 
decrease in quantity 
supplied 

 positive relationship 
between price and quantity 
of a good supplied 

 

 

Note: 
Quantity Supplied  
>>> amount; given period 

capacity 



Factors influence firm’s supply 

• Price of output 

• The Cost of Production  

• The Prices of Related Products  

 



Shift vs Movement  
of Supply Curve 

• Price of a product changes, the quantity 
supplied changes 

↪ movement of supply curve 

• New relationships between price and 
quantity supplied caused by factors other 
than price 

↪ shift of supply curve 



Household Demand  
to Market Demand 
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Demand vs Supply in Market 

1. Excess demand / shortage 
 quantity demanded > quantity supplied at the 

current price 

2. Excess supply / surplus 
 quantity supplied > quantity demanded 

3. Equilibrium  
 quantity supplied = the quantity demanded 

 
Note: all must be at the current price 
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Excess demand / shortage 
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Excess supply / surplus 
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Changes in Equilibrium 
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Practice 
Illustrate the following with supply and demand curves: 

a. With increased access to wireless technology and lighter weight, the demand for laptop computers has 
increased substantially. Laptops have also become easier and cheaper to produce as new technology 
has come online. Despite the shift of demand, prices have fallen. 

b. Cranberry production in Massachusetts totaled 2.37 million barrels in 2008, a 56 percent increase 
from the 1.52 million barrels produced in 2007. Demand increased by even more than supply, pushing 
2008 prices to $56.70 per barrel from $49.80 in 2007. 

c. During the high-tech boom in the late 1990s, San Jose office space was in very high demand and rents 
were very high. With the national recession that began in March 2001, however, the market for office 
space in San Jose (Silicon Valley) was hit very hard, with rents per square foot falling. In 2005, the 
employment numbers from San Jose were rising slowly and rents began to rise again. Assume for 
simplicity that no new office space was built during the period. 

d. Before economic reforms were implemented in the countries of Eastern Europe, regulation held the 
price of bread substantially below equilibrium. When reforms were implemented, prices were 
deregulated and the price of bread rose dramatically. As a result, the quantity of bread demanded fell 
and the quantity of bread supplied rose sharply. 

e. The steel industry has been lobbying for high taxes on imported steel. Russia, Brazil, and Japan have 
been producing and selling steel on world markets at $610 per metric ton, well below what 
equilibrium would be in the United States with no imports. If no imported steel was permitted into the 
country, the equilibrium price would be $970 per metric ton. Show supply and demand curves for the 
United States, assuming no imports; then show what the graph would look like if U.S. buyers could 
purchase all the steel that they wanted from world markets at $610 per metric ton; show the quantity 
of imported steel 
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