EOCT Review
Part 4
Below are the standards that we will cover as part of today’s review. You need to review these standards and make sure that you are familiar with concept or idea connected to each of them.

SSEMI2 The student will explain how the Law of Demand, the Law of Supply, prices, and profits work to determine production and distribution in a market economy. 
a. Define the Law of Supply and the Law of Demand. 

b. Describe the role of buyers and sellers in determining market clearing price. 

c. Illustrate on a graph how supply and demand determine equilibrium price and quantity. 

d. Explain how prices serve as incentives in a market economy. 

SSEMI3 The student will explain how markets, prices, and competition influence economic behavior. 
a. Identify and illustrate on a graph factors that cause changes in market supply and 

    demand. 

b. Explain and illustrate on a graph how price floors create surpluses and price ceilings 

    create shortages. 

c. Define price elasticity of demand and supply. 

EOCT Content Descriptors

On the EOCT, students will be required to show an understanding or be able to apply the following concepts related to the above standards.

- the law of demand: reading and interpreting demand curves

- the law of supply: reading and interpreting supply curves

- differentiating between inelastic and elastic demand and inelastic supply and elastic supply

- reading and interpreting supply and demand curves

- how price floors and price ceilings are established and their effects

- price as a market incentive

- market competition and its effects on demand, supply, and price
Concept 1: Supply and Demand
Standard(s): 

Define the Law of Supply and the Law of Demand.
Explain how prices serve as incentives in a market economy.
Content Descriptor(s): 

- the law of demand: reading and interpreting demand curves

- the law of supply: reading and interpreting supply curves

- price as a market incentive

What to know: 


Price is the incentive for both producers and consumers. When price goes down, people are going to be more willing to buy a product. However, businesses will make a lower profit, so they will make less of the product. When price goes up, people will be less likely to buy the product. Producers want to sell their products at the highest possible prices. Therefore, producers will make more of a product when price goes up, and less when price goes down. Price is ultimately the signal letting people know when to buy and letting producers know when to supply a product.

The Law of Demand states that price and the quantity demanded of a product move in opposite direction. In other words, if price goes up, the quantity of the product demanded by people will go down. At the same time, if the price of the product drops, people will buy more of the product. Because of the Law of Demand, demand curves are downwardly sloping.

The Law of Supply states that price and the quantity supplied of the product move in the same direction. In other words, if the price of a product increases, then producers will supply more of the product. This is true because of profit motive. If a producer thinks he can make more money producing a particular product, then they will invest more of their resources into that products production. At the same time, if the price of a product decreases, then producers will make less of the product. Because of the Law of Supply, supply curves are upwardly sloping.

Practice Questions:

(1) Kroger decided to raise prices on Coke products by $.35 a liter. After two weeks, Kroger realized that sales of Coke products had dropped significantly. What basic economic principle is illustrated by this example?

A   Law of Demand

B   Law of Supply

C   Opportunity Cost

D   Diminishing Marginal Utility

(2) If the price of pizza goes up, then the quantity of pizzas supplied by Store-to-Door Pizza will also go up. What basic economic principle is illustrated by this example?

A   Law of Demand

B   Law of Supply

C   Economic Interdependence

D   Diminishing Marginal Utility 

(3) The Law of Demand states: 

A   There is a positive relationship between price and quantity demanded.

B   The graph of a demand curve is upwardly sloping.

C   People usually buy less goods and services when their price rises.

D   People’s behavior in the market place is unpredictable.
(4) The Law of Supply states:

A   There is a positive relationship between price and quantity supplied.

B   The graph of a supply curve is downwardly sloping.

C   People usually supply fewer goods and services when their prices rise.

D   People’s behavior in the marketplace is unpredictable.

B   capital, individual

C   buying, selling

D   goods, capital

(5) Which of the following is most likely to occur is the selling price of DVDs goes from $11 to $15?

A   consumers will demand more and producers will supply more
B   consumers will demand more and producers will supply less
C   consumers will demand less and producers will supply more
D   consumers will demand less and producers will supply less
(6) Explain how prices serve as incentives in a market economy. ________________________

____________________________________________________________________________

____________________________________________________________________________

____________________________________________________________________________
Concept 2: Changes in Supply and Demand
Standard: 

Identify and illustrate on a graph factors that cause changes in market supply and 

demand. 

Content Descriptor(s): 

- the law of demand: reading and interpreting demand curves

- the law of supply: reading and interpreting supply curves

What to know: 


Changes in either demand or supply represent a shift in the demand or supply curve. In order for this to occur, consumers and producers must react differently to price. 
A change in demand means that the number of people buying the product will increase or decrease at the same price. Example: Last year, the Pig sold jars of Ragu for $1.00 and sold 1,000 jars. This year, the Pig slod jars of Ragu sauce for $1.00 and sold 2,000 jars. This means there has been a change in demand. Now, 1,000 more people were willing to buy the product at the price of $1.00. The demand curve for Ragu in Franklin would shift to the right. What causes a change in demand? A change in population, income levels, consumer taste, and the price of complimentary goods and substitute goods can all cause a change in demand.

A change in supply means that the amount of the product the producers will make will increase or decrease at the same price. Example: Last year, McDonald’s produced 1,000,000 hamburgers in the state of Georgia at the price of $.99 each. This year, McDonald’s produced 500,000 hamburgers in the state of Georgia at the price of $.99 each. The supply curve for McDonald’s hamburgers in Georgia would shift to the left. What causes a change in supply? The cost of inputs, taxes, and technology can all cause a change in supply.
Practice Questions:

(1) If the population of Franklin doubles, then which of the following will most likely occur to the demand curve for sandwiches from the Subway in Franklin?

A   the demand curve will shift to the right
B   the demand curve will shift to the left
C   the demand curve will become steeper
D   the demand curve will become flatter

(2) Store-to-Door Pizza is now willing to supply more pizzas without raising prices. Which of the following is the most likely reason for this increase in supply?

A   business taxes have been lowered

B   new equipment allows Store-to-Door to make their products at a lower cost

C   the cost of pizza dough has gone down

D   all of the above
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(3) The above graph illustrates a change in demand for backpacks at Heard County High School. Which of the following is the most likely reason for this change?

A   the price of backpacks has decreased

B   the supply of backpacks has increased

C   the student population of Heard County High School has increased

D   the income level of the student’s parents has decreased
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(4) The above graph illustrates a change in supply of backpacks in Heard County. Which of the following is the most likely reason for this change?

A   the price of backpacks has increased

B   the price of backpacks has decreased

C   business taxes have increased

D   the cost of producing backpacks has decreased

Concept 3: Supply an Demand Together
Standards: 

Describe the role of buyers and sellers in determining market clearing price. 

Illustrate on a graph how supply and demand determine equilibrium price and quantity. 

Content Descriptor(s): 

- reading and interpreting supply and demand curves

What to know: 


Equilibrium price is the price where supply and demand meet. In other words, equilibrium price is the market clearing price. This is the price at which all the product that is for sale is bought and all the consumers who wanted to buy the product at that price are satisfied. On a supply and demand graph, this equilibrium price is where the supply and demand curves cross. 
Practice Questions:
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(1) The above graph illustrates the supply and demand for a given product. Which of the following would be the equlibrium price?

A   $2.50

B   $2.00

C   $1.50

D   $1.00

(2) Examine the above graph again. Which of the following would be true if the product was sold for $1.50?

A   there would be a surplus of 400

B   there would be a shortage of 800

C   supply and demand would be equal

D   there would be a shortage of 400

Concept 4: Shortages, Surpluses, Price Ceilings, and Price Floors
Standard: 

Explain and illustrate on a graph how price floors create surpluses and price ceilings 

create shortages. 

Content Descriptor(s): 

- reading and interpreting supply and demand curves

- how price floors and price ceilings are established and their effects

What to know: 


A surplus occurs when the price is set above equilibrium price. This means that producers will be willing to produce more than consumers are willing to buy. Surpluses can be created by price floors. This is where the government places a minimum on how much a producer can charge. For instance, if the government sets the minimum wage at $7.00 an hour, then some employers will not be willing to pay that amount and a surplus of labor will exist.

A shortage occurs when the price is set below equilibrium price. This means that consumers will be willing to buy more than producers are willing to sell. Shortages can be created by price ceilings. This is where the government places a maximum on how much producers can charge for a product. For instance, if the government sets a maximum price for gas at $1.50, then producers will be unwilling to produce as much gas and a shortage of gas will exist.

Practice Questions:

(1) The government imposed minimum wage acts as a price __________ that creates a _____________ of unskilled labor.

A   ceiling, shortage

B   ceiling, surplus

C   floor, shortage

D   floor, surplus

(2) Which of the following would most likely occur if the government imposed a price ceiling on the price of cotton?

A   there would be a surplus of cotton

B   there would be a shortage of cotton

C   equilibrium price would be maintained

D   warehouses would have trouble storing all of the unsold cotton

(3) The federal government is increasing the minimum wage from $5.15 to $7.00 an hour. Which of the following is the most likely result of the government’s action?

A   there would be a shortage of labor

B   there would be enough jobs for everybody

C   the unemployment rate would increase

D   there would be a surplus of jobs
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(4) The above graph illustrates the supply and demand for a given product. Which of the following would be true if the product was sold for $1.00?

A   there would be a surplus of 400

B   there would be a shortage of 800

C   supply and demand would be equal

D   there would be a shortage of 400

(5) Examine the above graph one more time. Which of the following would be true if the product was sold for $2.00?

A   there would be a surplus of 400

B   there would be a shortage of 800

C   supply and demand would be equal

D   there would be a shortage of 400

















































