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Theme 1: Topic 2 – The Market
1.2.1 - Demand
Which factors affect demand?












1.2.2 - Supply
Which factors affect supply?
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1.2.3 - Markets
Movements
What is equilibrium price?
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What is a surplus?
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What is a shortage?
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Shifts
What happens to the supply and demand curves when there is:
1)  A rise in demand?
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2) A fall in demand?
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3) A rise in supply?
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4) A fall in supply?
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1.2.4 - Price elasticity of demand (PED)
What does PED show?





What is the formula for PED?







Calculate PED when a price rise of 20% results in a 30% reduction in demand.








Calculate PED when a price rise of 20% results in a 10% reduction in demand.




Which factors affect price elasticity?







How might the price elasticity of demand of a product affect the sales revenue when the price is raised?






Birdz Ltd sell 100 birdcages per year for £10 each, generating a revenue of £1000.
If PED is -2.5 and Birdz Ltd increases the price by 10%, what is the new sales revenue?












Price elasticity affects businesses’ pricing strategies. How might a business selling a price elastic product set its prices?










Draw demand curves for a price elastic product and a price inelastic product.
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1.2.5 - Income elasticity of demand (YED)
What does YED show?




What is the formula?







A 20% rise in income results in a 5% increase in demand. Calculate the YED.







A 15% fall in income results in a 10% increase in demand. Calculate the YED.






Describe the difference in income elasticity of demand of a normal product (a necessity or luxury) compared with an inferior product.
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ExtractB
Select Service Provider (SSP) to really fly at airports

At airports and railway stations across Europe and beyond many people will have eaten

or drank at restaurants, bars and cafes operated by SSP. SSP is a leading operator of

branded food and beverage outlets in travel locations across 29 countries. It operates

about 2,000 outlets at 124 airports and 270 railway stations worldwide. 5

Some brands belong exclusively to SSP such as Millie’s Cookies, Upper Crust and Caffé
Ritazza, but SSP also operates franchises for well-known names such as Nando's, Burger
King and Starbucks.

SSP has been successful since becoming a public limited company in 2014 and has a
strong plan to expand. 44% of its revenue comes from the UK, with Asia and the Middle 10
East offering the biggest potential for growth.

Today SSP has about 300 brands. In line with changing customer tastes, many serve
healthier, premium food.

(Source: adapted from ‘Food Outlet firm to really fly at airports abroad"
by Joanne Hart, The Mail on Sunday, 4 October 2015)
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(d) Construct a supply and demand diagram to illustrate the likely impact of
changing consumer tastes on Burger King.
(4)
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Global demand for coconut is booming

Founder and CEO of Ape Snacks, Zack Nathan, dropped out of university to start a healthy
snack company focusing on coconut-based products. Ape Snacks aims to encourage the
average person to eat a better diet, whilst operating as an environmentally responsible
business.

In the past decade, the global demand for coconut has grown by 500%. During the same
time a series of celebrity endorsements and sponsorships have relaunched coconut as a
‘superfood’. In addition to demand for coconut oil and coconut water, strong niche markets
are also emerging for coconut-based snacks.

However, many coconut producing countries are struggling to keep up with demand due
to ageing coconut trees, which produce fewer coconuts. Estimates suggest that 1 billion
new trees need to be planted to keep up with demand.
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(e) Assess two factors that could cause a change in demand for Ape Snacks.
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