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Economic Analysis
Circuit City is reducing the price on flat-screen TVs in order to liquidate the item. According to the Law of Demand, consumers will purchase more of a good at a lower price. Therefore, by lowering the price, Circuit City expects to sell more (or at least all of the TVs in the stores to be closed). However, analysts feel that consumers will lack confidence in purchasing TVs from Circuit City and that Circuit City’s strategy may not work. As demonstrated in Diagram 1 below, analysts feel that Demand, the amount of a good or service that consumers are willing and able to purchase at various possible prices in a given time period, will decrease as represented by the shift of the demand curve from D1 to D2 . 

Diagram 1
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As shown in Diagram 1 above, the quantity demanded, the amount of a good or service that consumers are willing and able to purchase at each particular price in a given time period, decreases from Q1 to Q2 and price decreases from P1 to P2. 

Evaluation 
The idea that demand would decrease would support Circuit City’s plan to sell TVs at a lower price since they do not intend to sell all TVs in all stores at a lower price but only TVs in the stores to be closed. But that may not necessarily be the case as the above analysis is more applicable to all Circuit City stores. Therefore, the apparent negative publicity of “going out of business” may in the long run affect all the stores while it was the intention of the management to only move product from certain stores in the short run.
Circuit City feels that they can offer deep discounts in stores to be closed and remain competitive in the remaining stores. However, assuming consumers are rational beings, they expectation could be that since prices are being reduced in some stores, the business is going under and would be forced to reduce prices further or to reduce prices in all stores. Demand might further erode as demonstrated by an even greater shift of the demand curve to the left.

