Supply and demand


1.0 


The assignment is based arround a firm of mangerment consultants, the breif is, to under take a one off report for one of the major cleints conserning 2 different products and a list of questions that need answering that relate to the product. The text below answers all the given questions as best as can be done.





2.0


2.11


In the context of the small car, the factors influencing demand, are explained for thier importance below:





Price - the price is considered the most important factor, as price normally determins the quantity of the product bought, as people will only buy a product if they can afford it. A low price for that type of car will usally mean more people will buy it but then the producers don’t make any money, but when the price is high then less people will buy it and so the producers won’t make much money. So by the use of a elasticity chart, the product price can be put at its most provitable.





Taste - is also a very large factor as people will only buy a car they like and so only demand a car they like, but taste also relates to areas such public knowlage if the public belive the car to be unsafe they are not likly to buy it, and so the demand will fall. But if the car is belived to be the most fashionble or the safest then it is likely that there will be a big demand for the car.





Population - Cars are usually only bought by people over the age of 17 and as such is a large part of the population so if an increase occurs in births the car companies can prepare for a boom in sales arround 20 years later (for there cheap models) and then that boom slowly works it way through the system as they mature and and earn more and buy differnet styles and types of cars. This boom will odvisally leed to increase demand in the car industry so the size of population is the most important factor as the more people being born the more people to buy cars but if there is a drop then the car companies do have arround 20 years to prepare for the fall.





Income - as cars are a major investment in life then the persons income has to be considered (if the general public can not afford a family car then it will not be demanded), also the genral running costs of the car have to be considered, (if the person can not afford the up keep of the car then the demand for the car will be limited) but as importance of factors this one is hard to disstiguish in general as it all deends and the nature of the one car (designed for high earning persons eg. rolls or BMW)  but when it comes to a small family car the advaradge earnings have to be kept an eye on.





Inherited wealth - Works in much the same way as earnings but for the fact it is not normally posible to check or keepan eye on amounts and so the persons wealth has to be estimated, but for the most of time the wealthy are conserned with big expensive cars and so do not rate high in order of importance.  











Price of substitute goods - Cars run on different fuels, this fact means that if the cost of unleaded peterol is signifantly less than 4 star, then cars that use 4 star are obvisously not going to sell as well, so the type of fuel used in the car is  normally an important consern when it comes to demand and can often create demand shifts if the price changes.





Price of complimantry goods - There are differnt car manufactures all over the world, all of them selling thier product at a different price to another company, all of them fighting to obtain thier own sector of the market. The small car that will be demanded is usally the cheapest and if your product isn’t then it will not sell. So the price of other firms must be considered quite important, in realation to demand.





2.12


In the context of the small car, the factors influencing supply, are explained for thier importance below:





Price - the car is  very expensive product to produce, and as a high cost but high profit product, many different cars are being sold at different prices, but so are the compounents and many companies will not supply the public with certain extras, such as eletric windows or even more extravigant like new electric motors. This will mean that some tatses in the market are not met and so that section is not sold to.  





Changes in the level of techolgy - If a car can be made using less people or less electricity then the supply of the car is incresed as more can be made. So the importance of technolgy is a major factor in the supply of goods.





Other factors - If changes in other unfrorseen and unpredictable factors such weather afffect the car eg. the car devolps a fault if used in under -0 C conditions then the company will obvously not supply the product to an aera under that tempreture any time in the year. This factor may not always be relivant and so important it should be considered.





Factors of production - land, labour and capitial. If any of these areas was to increase in price then the product it self would be made at a higher price and so would be supplyed less or sold at a higer price. So the factor of production must be considered to be slightly important when it comes to influencing supply.





Other commmities - If the company producing cars decided that it would be more profitable to switch to another product using the same factors of production eg. scafding production, then the suppy of cars will reduce. This however doesn’t usually happen as they normall prefere to diferesify rather than change. So it should be considered.





Formation of market price - due to shifts in either supply or demand, the equlibrum price also shifts, this means that if the demand shifts then supply has to shift to keep up with supply and vice-versa. This should also be considered as important along with the others.








2.13


In the context of the cerial, the factors influencing demand, are explained for thier importance below:





Price - the price is considered the most important factor, as price normally determins the quantity of the product bought, as people will only buy a product if they can afford it. A low price for that type of cerial will usally mean more people will buy it but then the producers don’t make any money, but when the price is high then less people will buy it and so the producers won’t make much money. So by the use of a elasticity chart, the product price can be put at its most provitable.





Taste - is also a very large factor as people will only buy cerial they like it and so only demand cerial they like, but taste also relates to areas such public knowlage if the public belive the cerial to be unsafe they are not likly to buy it, and so the demand will fall. But if the cerial is belived to be the best tasting then it is likely that there will be a big demand for the cerial. Taste is a important factor when it comes to cerial as it is a food and poeple eat what they like.





Population - Cerial can be greatly effected by population as it can be aimed at certain ages, then if a boom in births happens then the cerial companies will obvously try to make a new cerial for the young (when they reach arround 2-4) because of the new increase in demand. Population has to be umung the highest factors as demand normally increase as there are more people.





Income - People on a low budget have to keep an eye on thier money and because of this the more expensive cerials can not be bought by them so there demand will be on the cheaper non named brands, but higher earners can afford the named brands of cerials erg. Kellogs, this meaning that there demands are different. This can be slightly important when it comes to low cost products like cerial but when it covers expensive product like cars it is counted as a very important factor.








Price of complimentry products - all cerials use milk, but if the price of milk was to increase then the demand of cerial would fall. but if the price of milk was to decrease then the demand of cerial would increase slightly. This area is cosidered important as a factor.





Price of substitute goods - There are many different types of cerials and there are always being introducted, and if a simalar cerial was to come on the market cheaper than one already pressent then the new cerial will be demanded more. This is also considered important but not the most important factor.





2.14


In the context of cerial, the factors influencing supply, are explained for thier importance below:

















Price - Cerial is made up of natural grown product eg. Wheat, that wheats price is obvously going to fluxuate, because of loss of wheat in bad weather etc.. but if a major problem occurs eg. Major wheat producers losses whole batch then the price of the wheat will obvously go up as there is less of it. But because of the increased price the supply of the cerial will fall. The price is a very important factor when it comes to supply.





Changes in the level of technolgy - If cerial can be made using less people or less electricity then the supply of the cerial is incresed as more of it can be made. So the importance of technolgy is a major factor in the supply of goods.





Other factors - If because of a tronado over the wheat feilds of america, all the american wheat is destroyed this would then in turn increase all prices of the wheat that is still left meaning there is less supply. In the case of cerials, this area is an important factor and maybe very a important factor when it comes to weather.





Factors of production - land, labour and capitial. If any of these areas was to increase in price then the product it self would be made at a higher price and so would be supplyed less or sold at a higer price. So the factor of production must be considered to be slightly important when it comes to influencing supply.





Other commmities - If the company producing cerial decided that it would be more profitable to switch to another product using the same factors of production eg. bread production, then the suppy of cerial will reduce. This however doesn’t usually happen as they normall prefere to diferesify rather than change. So it should be considered as a factor.





Formation of market price - due to shifts in either supply or demand, the equlibrum price also shifts, this means that if the demand shifts then supply has to shift to keep up with supply and vice-versa. This should also be considered as important along with the others.





2.21






































The connection between price charged, quantity made and profit earned are graphicly shown in a demand and supply graph.





Below are examples and explaintions and how the demand and supply graph work and what the connection is:












































The graph shows how the differnce between demand and price is a curve.





In the curve, if the price increases slightly then the demand for the product does not change much, but if a major increse in price occurs then the demand falls alot. And when it gets to the other end, the price decreses alot and demand for the product sores.


The amount between the two changes at either end of the curve is its elasticity, but if the curve was shallow then the product would be called inelastic. 





2.31


Different cutomers demand different products, so the demand of the product lies in the type of person and there are many types: jewish, Cockny, French, etc. They have diferent needs and wants eg. If there are ham etracts in the ceiral then a jew can’t eat it etc.. But as well as different types of people there are different types of costomers, eg. factorys buying compounts, wholesaler buying bulk products, etc. These customers all demand a certain type of product and its there demand that determins the supply. But if any one of these customers where to change thier veiws (eg. Decide to eat ham) or change thier needs (eg. car wholesaler expands in to producing cars).





2.32


If a competing producer enters an existing producer area, then the supply to the present demand increase but the demand doesn’t increase so the companies have to supply at either a lower price or just supply less.





2.41


Demand often changes for a product, and it always affects the sales and eventualy production. If  demand for a car would drop then the amount of the sales of cars would also drop, the report of the drop would then be processed throught the buisnesss and production of the cars would be either slowed down or aimed at  different area. 











2.42


If deamnd for one type of cerial eg. Cornflakes was to drop then the sales for it would also drop, but because of the large scale production of the cerial and the knowlage that the company is a well known, then Kellogs would proberbly not change production and hope that the demand for this well known product will increse to normal.





2.43


Supply of products often change (due to factors mentioned above), sales and production changes inrealation to the change. If supply of a small car was to decrease then the sales of that car should also decrease because of the lack of products, The production is of cause the supply of the small car but if because of other reasons eg. lack of a compounts was to change, only then would the production change. 





2.44


If the supply of cereal was intrupted eg. wheat not supplied or machine breaks down or even the transport breaks down, then obvously the sales of the prduct would be affected, no product then nothing to sell. The production is only affected if something happens before the production stage.





2.51


The equilibrium is the cross over point between supply and demand, in the possition it crosses it shown what price the product should be sold at and how many to make. The graph looks like this:  





   
































2.52


The line going from top left to bottom right is the line of demand, the lower the price the more the demand. The line going from top right to bottom left is the supply line, it show the producers price compaired to the quantity made. The cross over point in the center is called the equilibrium. 





2.53


But, if the demand was to shift to the left (see below) (for reasons explained earlier) then the equilibrium would also shift but up the supply line, meraning that the product can be sold at a higher price and in more quantity and vice-versa.





























2.54


But, if the supply line was to shift (see below) (due to reasons explained before) then the sales would increase because of the shift across the demand line.
































2.61


In the future designs and style of cars will change drastackly as new technolgy and fashion change. Because of these changes costs could either increase or because of new technolgy decrease, all these change will considerably change the supply and demand for the small car. And maybe in the distant future cars will not be needed.  





2.62


In the future peoples tastes will change and because of that so will the cereal but this should only affect the demand, supply will or should be affected by the better transport or better production methods. Increased population in the future will of cause result in increased demand and which will inturn mean that the companies will make incresed supply.








