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	Economics; Week 3

	CA State Standard:  12.1.2


In the last section, we learned that Economics is the study of goods being produced, sold or traded and for what price.  Remember that “goods” basically means, “stuff” or things.  We also learned that one of the major ideas in Economics is the term, “scarcity.”  Scarcity is how much of something that people can or cannot have.  That led us to the discussion of “supply.”  Supply is how much of something there is.  The more of something there is, the cheaper it is.  The less of something there is, the more it costs.
This provides us the platform for one of the most commonly referred to terms in Economics.  That term is Supply and Demand.  The following reading will help explain this concept and illustrate some points for you.
“So we have supply, which is how much of something you have, and demand, which is how much of something people want. Put the two together, and you have supply and demand. 

Now, how do you show the relationship between the two? One way is to use the price of something. Generally speaking, the price of something will go up if the demand goes up. Why? Because the seller thinks he or she can get more money for whatever he or she is selling. 
If more people want something, they will be willing to pay more for it. A good example is the newest basketball shoes. Everybody wants them, and they will be willing to pay more than they normally would to get them. The demand goes up. Why? Because more people want them. The price also goes up. Why? Because the seller knows he or she can get more money for the product because it is in demand. 

In the same way, the price will go down when the demand goes down. When the new style of basketball shoes comes out, everyone wants the new shoes. The old shoes don't seem so new anymore. The seller still wants to sell those older shoes, since he or she has a lot still in stock. So, the price goes down. 
What does all this mean? It means that you can track supply and demand by also tracking price. If something has a low price, you can usually conclude that the demand for that item is low. (This is not always the case; it is usually the case.) In the same way, if something has a high price, you can usually conclude that the demand for that item is high. 
Why? First of all, a seller has already paid money for what he is trying to sell. A bookseller has paid $4 for each paperback book he has on his shelves. He has bought 1,000 books and paid $4,000. He is selling those same books for $5 each. He hopes to sell all of them at $5 each and get a total of $5,000. 
But what if the demand is low and no one wants to buy them? The seller wants to make some of his money back, so he might lower the price. He is already out the $4,000. He can't change that. But he can change how much money he is bringing in. If he lowers the price of the books to $4 each, he breaks even on each book but still takes in some of the money he had spent to buy the books in the first place. And this bookseller would have had to lower the price of the books because the demand was low. 

The reverse can also be true. If the bookseller decides that he wants to get as much money as he can back, then he might raise the price of the books to $6 each, figuring that he will sell fewer books overall but will get more money for each book he sells. 

What does it all mean? Supply and Demand are two very strong market concepts. Studying the two of them can give you a good idea of what people like to buy and sell. And you can track both supply and demand by comparing the price of an item over time. 

To study Supply and Demand is to understand economics at its most basic.”

Above Taken from:  http://www.socialstudiesforkids.com/articles/economics/supplyanddemand2.htm
Another key component to understanding Economics is to understand the difference between “needs” and “wants.”  This is really as simple as it seems.  There are things that people need in life to survive – such as shelter (a place to sleep and be protected from the weather), food and water.  The there are things that we want.  “Wants” are Plasma TV’s, i-Phone’s, etc.  These needs and wants have a certain amount of value to them – they are worth something.  Value is the amount of money that someone is willing to pay for something.  The more people want something, the more they are usually willing to pay for it.  But each good has a “price ceiling.”  A price ceiling (also just called ceiling) is the amount of money that people are willing to spend for something.  Companies do a lot of research to determine the prices they set for things.  The ceiling is usually where the most of a product can be sold for at the greatest amount of money.
People are not always able to get what they want or desire.  Sometimes a person has to choose one thing over another.  If you decide to do homework from 8:00pm – 10:00pm tonight, then you are deciding NOT to be at the movies during the same time.  Or if you have $4.00 in your pocket and you walk to Taco Bell and spend all of your money on Volcano Tacos, then you have decided NOT to spend that $4.00 on Jumbo Jacks from across the street.  – This may seem very simple to you – but it helps illustrate the last economic term for this section.  Opportunity Cost.  Every time we follow one opportunity, it costs us the opportunity of doing something else.  We take the opportunity to spend our $4.00 on Volcano Tacos means that we suffer the cost of not being able to buy Jumbo Jacks or anything else with the same $4.00.  Another way to think of Opportunity Cost is in relationships.  Once you take the opportunity to have a boyfriend or girlfriend; then you are giving up the opportunity (or in technical economic terms, you are bearing the cost) of not being able to date someone else at that time (assuming that you are faithful and not a cheater).  
Hopefully you are thinking, “Wow, I thought Economics was confusing and difficult, but I am getting this.”  The truth is that Economics is not that difficult, it just depends on how you approach it.  We could use different examples, speak in different terms and make this all confusing as can be.  The intention is for you to see that the ground-level of Economics is a lot of common sense.  You know most of things we have discussed.  You may just not have always known that there were actual names to describe them.  It is vital that you grasp the concepts in this Learning Period so that you are able to keep pace as things get more convoluted and complex.  

Remember -- Economics is the study of goods being produced, sold or traded and for what price.
Activity/Assignment:
Explain the following terms in YOUR OWN words.  You must also provide an example for numbers 2-8:

1.  Economics

2.  Scarcity

3.  Goods

4.  Supply and Demand

5.  Needs

6.  Wants

7.  Value

8.  Opportunity Costs
	9.  Explain what is being represented in the graphic below.  What is the relationship between Supply and Demand in the illustration?  
10.  What is the effect going to be on the price of a good in this situation?  WHY?
11.  Think of a product or good that fits this model in today’s economy.
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	12.  Explain what is being represented in the graphic below.  What is the relationship between Supply and Demand in the illustration?  
13.  What is the effect going to be on the price of a good in this situation?  WHY?
14.  Think of a product or good that fits this model in today’s economy.
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15.  Think of an Opportunity Cost that you have had to make a decision about in your life.  In a paragraph of at least 8 sentences, explain what you had to give up so that you could do or buy something else.  What was the decision making process like that you used – OR explain if you did not realize there was an opportunity cost and now looking back on it, what was the opportunity cost of some decision you made?  Did the Opportunity Cost turn out to be worth it?  (Remember that an Opportunity Cost is what you had to give up by making a decision to do something.  When I got married, my Opportunity Cost was that I would never go on another date, etc).
