Supply & Demand
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Supply and demand is what sets the price of something. Water is something that we don’t worry about because is available and cheap, but for what water do there is no substitute. In 1975 was one of the worst droughts of California because the season of the rain didn’t come. This cause more than 1400 fires in three weeks period. In 1977 start to promote conservation methods like they cut the ration per house to 46 gallon per day and if you pass the limited they were penalized. By all this method they reduced the water that they consume by the 66 percent. The people were willing to pay more prices for water, something that before they didn’t worry about.  The principle that the crisis of water in California show the principle that when something is scarce the price increase. This principle is call law of diminishing marginal utility. When something is abundant we pay a low price for that product but when is scarce we don’t mind to pay more for the same product, but also when the price increase the people try to don’t use this much that products or to buy less of this products and try to get more of other product that supplement this product that is expensive. An example of this is when the price of the water was expensive they create ways to safe money and to don’t uses a lot of water and you get very careful of how you use it. But later when the rain start again the price decrease and also the people start to use it more and more and also the marginal utility start to decrease.  Another example is what happens after the war of 1971 when the price of oil increases four times. This oil crises cause in the economy a hole. In 1971 government put price sealing to the price of oil.  James Schesinger the first secretary of energy said that they put the sealing to control the industry, but this control can make some small companies go out of business. But after the government stops the control of the prices in the oil the local companies and entrepreneurs start again to open their industries to extract oil. After they start making good money in that industry more people and companies start to work in that field. This example of the oil shows how producers and consumer react at higher prices. With higher prices the costumer find ways to use less and economize oil, but also the higher price is an incentive to producers to produce more. Higher prices promise higher profits which even if that has to spend more money to produce more they are going to do it. Another example is the jean. When something is hot you have to own one and you are not worry of how much you have to pay to get it.   When at the beginning the price was very high because every body wants one. To keep the people buying more of the jeans the producer also invest more money in advertising. Richard Gil said that the demand of the product change constantly. Time change and also what we want change constantly that’s is why the entrepreneur are all the time inventing something new or how to keep the product at the top by pubkicity. The law of the supply and demand shows that when the quantity of the product increases the price of the good will decrease. The law of supply and demand determines the price of all products.      

