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The Crystal Ball Effect: How Future Price 
Expectations Shape Supply and 
Demand 
Imagine you have a crystal ball that can predict 
the future. You can see exactly how much your 
favorite toy will cost next year. Would you buy it 
today, or would you wait? In the world of 
economics, expectations about future prices can 
have a significant impact on what we buy and 

when we buy it. In this captivating reading passage, we'll explore how these expectations 
influence supply and demand in today's market. 
Expectations About Future Prices 
Expectations about future prices are like glimpses into the future of the market. They can 
influence the decisions made by both consumers and producers. 
Definition: Expectations about future prices refer to what people anticipate will happen 
to the prices of goods and services in the future based on various factors. 
How Expectations Influence Supply 
Let's begin by understanding how future price expectations can affect supply. 

• Producer's Dilemma: If producers anticipate that the price of a product will rise in 
the future, they may reduce the supply today to save their inventory for higher 
prices later. This can lead to a decrease in supply now. 

• Inventory Management: Businesses often adjust their production levels based on 
expectations. If they believe prices will fall, they might increase supply today to 
sell at current prices before it's too late. 

How Expectations Influence Demand 
Now, let's explore how expectations can shape consumer demand. 

• Consumer Behavior: When consumers expect prices to rise in the future, they may 
rush to buy a product today to avoid paying more later. This surge in demand can 
lead to higher prices. 

• Delayed Purchases: Conversely, if consumers believe that prices will drop soon, 
they might postpone their purchases, leading to reduced demand now. 

Real-Life Examples 
• Housing Market: In the housing market, if potential homebuyers anticipate that 

prices will increase significantly in the coming months, they might rush to buy a 
house, increasing demand and potentially driving up prices. 

• Black Friday Sales: Retailers often advertise massive discounts during Black Friday 
sales. Shoppers expect lower prices during this event, which influences them to 
delay purchases until Black Friday, reducing demand before the sale. 

• Stock Market: Investors closely watch the stock market. If they anticipate that a 
company's stock will perform well in the future, they might buy shares today, 
increasing demand for the stock. 

 


