Chapter 6: Supply
6.1 Understanding Supply
Vocabulary: equilibrium, disequilibrium, excess demand, excess supply, price ceiling, price floor, rent control, minimum wage
Standards:
12.2.5 Understand the process by which competition among buyers and sellers determines a market price.
12.2.6 Describe the effect of price controls on buyers and sellers.
12.4.1 The operations of the labor market, establishment of unions, how unions get benefits, effects of unionization, the minimum wage, and unemployment insurance.
12.4.3 Wage differences among jobs and professions, using laws of demand and supply and the concept of productivity.
6.1 Combining Supply and Demand
I. Balancing the Market
Equilibrium: the point at which quantity demanded and quantity supplied are equal.
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Disequilibrium: any price or quantity not at equilibrium
Excess demand: when quantity demanded is more than quantity supplied
example: when something sells out quickly (like digital cameras on Black Friday), there is excess demand.  
Excess supply: when the quantity supplied is more than the quantity demanded
example: if hamburgers cost $20, not all of them would sell and there would be a lot of leftovers.
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Sometimes government can create a price ceiling, or a maximum price that can be legally charged for a good or service.

One example is rent control, a price ceiling placed on rent.  In New York City, rent was being raised like crazy, so the government started rent control to keep the prices from getting out of control.
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Bad parts of rent control:
· Rent control makes apartments so cheap that there is excess demand.  They don’t have enough apartments to met demand.  

· Rent control reduces the quality of housing (more slums).

· Landlords know they can’t make much money, so they don’t take care of the maintenance.

· Because many apartment buildings aren’t making money, they get converted to offices.

Economists argue that rent controls do more bad than good.

Price floor: a minimum price for a good or service
example: minimum wage, a minimum price that an employer can pay a worker for an hour of labor.
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6.3 The Role of Prices

Key terms: supply shock, rationing, black market, spillover costs

A centrally planned economy is not nearly as efficient as a market system.

I. Prices in the Free Market

Prices help more land, labor, and capital into the hands of producers, and finished goods into the hands of buyers.  

Consider the Kevin sweater example.

Group A (pg. 139 – 140)

Why are prices a good thing in a free market?

Is a centrally planned economy a good alternative to market?

What do prices help do?

Explain the example of Kevin and the sweaters

Draw a picture/decorate

Group B (pg. 140 – 141)

What would we have to do without prices?

What do prices communicate?

Explain the traffic light analogy.

Explain supply shock and rationing.

What are the options when there is a supply shock?

What is the quickest and easiest way to solve excess demand?

Draw a picture/decorate

Group C (pg. 141 – 142)
What did life look like in the Soviet Union?  (choices of goods, “Supermarket No. 3”). What did people in the Soviet Union have to wait hours for?

When did the US have rationing? What was it like?

What is a black market?  What is an example?

How do people earn the largest returns?

Draw a picture/decorate

Group D (pg. 142 – 144)
Explain the scenario described for a hot summer.

How do landowners, workers, and capital act in a market economy?

What book did Adam Smith write?  Why did he argue that the butcher sold meat?

What are the three problems a market can create?

1. What happens when only one producer sells a good?

2. What are spillover costs?  What are an example?

3. What does it say about a buyer and informed decisions?
Draw a picture/decorate
