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Now let’s talk 
about how a 

change in demand 
can affect factor 

prices.
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But it does not 
have to be this 

way.
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Timber = trees ready for processing
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The demand for lumber

• Lumber is a highly competitive business, 
with a key factor of production: timber.

• A change in the demand for lumber can 
have feedback effects on the price of 
timber.

This is the case of a 
pecuniary external 

diseconomy.
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But net 
effect is no 
change in 
price of 

lumber.  A 
lumber mill 
is a lumber 

mill.
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SIf lumber production is 
increasing due to a 

demand shift, there is a 
shift in the demand for 
timber.  Timber prices 

will be going up.
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If you want a 
supply Q** of 

lumber the price 
will be p**
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Then, a 
movement 
down new 
demand 
curve.
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