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Markets, demand and supply

One of the key detefminants of 3 business's profitability is the price of itS pfoduct. In most Cases, fifms have
the option of Changing theil prices in ofder to inCfease theif profits. Sometimes, a cut in price might be
in order, if the firm antiCipates that this will genefate a lot more Sales. At othef times, 2 firm may prefef to
raiSe its pfices, believing there will be little effect on SaleS - perhaps it believes that itS Competitors will
follow Suit; of, pefhaps, thefe are no CloSe Competitors, making it easy for the firm to get away with raising
prices.

Fol Some firms, however, the pliCes of the ploduCts they Sell are detefmined not by them, but by the
market. The “‘market’ iS what we call the Coming together of buyers and SellefS — whether it be a Stfeet
market, 3 Shop, @n auCtion, @ mail-ofder SyStem, the Intefnet of whatever. Thus we talk about the market
for apples, the market fof oil, for Cars, fol housSes, for televisions and So on. AS we Shall See, market plices
are determined by the interaction of demand (buyers) and Supply (Sellers).

When the priCe iS detefmined by the market, the firm is called a price taker. It has to acCept the market price
as given, if the fifm attempts to 3iSe the pfice 3bove the market piice, it will Simply be unable to Sell its product;
it will lose all its Sales to its Competitors. Take the Case of farmers Selling wheat. They have to acCept the price
as diCtated by the market. If individually they tiy to Sell above the market pfice, no one will buy from them.

So how doeS @ Competitive market work? How are prices detefmined in SuCh markets? We examine this
QueStion in Chapter 2.

In Chapter 2 we lock mofe CloSely at demand and 3t fifms' attempt to undefStand demand and the
behaviour of ConSumers. Then in Chapter & we look at Supply and ask how much a profit maximising firm
will produce at the market price.

29 (54/447)
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