BBI 201
Factors Affecting Demand and Supply

DEMAND

Some of the important factors which affect demand include:

· Consumer Income

· Consumer Taste

· Consumer Future Expectations

· Population Changes

If consumer income levels rise, then existing consumers may buy more of a particular product (good or service) than before.  Furthermore, consumers who could not afford to buy the product at all before the increase in their income levels may now be able to.

Changes in consumer tastes (fashions, trends) will affect the demand for a product.  Consider the demand for computer floppy disks and video VHS cassettes compared to CDs and DVDs now.  Fashion changes affect the demand for obvious goods like clothing, but such changes also affect where the consumer takes a holiday, or what coffee shop they buy their coffee from.

Changes in future expectations will also affect demand.  If the consumer believes future market prices are going to fall, consumers will hold back on their purchases.  If the consumer believes that future market prices will be higher, they tend to buy (and buy more) now to beat the price increase.

The population levels will also affect demand.  Changes in the population levels of a country, region, province, state, city or town are important, but also consider changes of population in any one market segment.  Consider if more babies are being born; or more seniors are retiring earlier, for example.
SUPPLY

Some of the important factors affecting the supply of a product include:
· Number of producers making the product

· The price of related goods

· Changes in technology

· Changes in the supplier’s (producer’s) expectations

· Changes in the costs of producing the product
The number of producers (competitors) producing the product.  The more businesses make the product, the more of that product will be offered to the market (offered for sale).  When the market price of a product is high and good profits can be made by selling the product at this price, existing businesses will produce more of the product and new businesses will start making the product.  This will increase the supply of the product to the market.

The price of related goods also affects the supply of a particular product.  If gasoline prices increase to $1.25 per litre, the consumer is going to buy less big-engine cars and more smaller, fuel-efficient cars.  Consequently, the car manufacturers will reduce their output of big-engine vehicles (decrease the supply) and increase the number of fuel-efficient cars produced (increase the supply).

Technology changes also produce changes in supply.  Cell-phones, pagers, digital cameras and home / laptop computers are in much greater supply because advances in technology have permitted the manufacture of much faster machines at significantly lower costs.

The supplier’s future expectations affects the number of products supplied to the market.  If a supplier believes that a product is reaching the end of its lifespan, the producer will already be planning a replacement and will be trying to anticipate what the consumer will want in the future.  Imagine trying to predict how many new houses will be demanded by consumers in Whitby, Oshawa and Brooklin in the next five years.  What land is available for construction companies to buy and at what price?  Should they build cheaper homes, or should they build more expensive homes?  What is likely to happen to future bank rates of interest (the higher the interest rates, the more expensive a mortgage to buy a home becomes for the consumer).
The costs of producing the product also affects the supply of the product.  If costs for the producer increase, the producer earns less profit.  Producers will look for ways to cut their costs to maintain profit levels.  When the producer cannot cut back costs any further, they will probably decide to cut back production or stop making the product altogether.  Either way, the supply of the product is decreased.  
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