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H2 Economics 2018 – CSQ – Demand and Supply Q1  

Hail the king of all fruits

Mao Shan Wang (also known as Rajah Kunyit or Musang King) durians are popular amongst many durian lovers, given its creamy texture, bittersweet taste, and small seeds. However, due to an increase in demand of the ‘King of fruits’, prices of durians have followed suit. In 2012, Mao Shan Wang durians were priced at $8/kg while In 2016, the same durians were almost twice as expensive, at $15/kg.

Shrinking supply of durians
Malaysian farmers are shifting their export focus to China which has led to a subsequent decline in durian export to Singapore. As a result, supply of durian in Singapore has shrunk substantially.

Furthermore, recent shifts in weather patterns in Malaysian states, such as Penang and Johor Bahru (JB), have disrupted the harvest cycles in durian plantations, leading to increase in supply of durians at a slower rate. Founder of Tasty Durian Pte Ltd, Mr. Liam, complained that peak durian seasons have been in a disarray.

“Usually, the peak season starts from May to August. This year, the cycle began much earlier, from February. This shift is possibly due to the weather changes in JB.”, lamented Liam.

The durian craze continues
There is an upward trend in number of Chinese tourists who patronise the durian farms in Malaysia. From 2006 to 2016, the number has increased from hundreds to thousands.

Experts have pointed that the rising affluence of the Chinese have led to an increase in tourism, especially in neighbouring countries, particularly Malaysia. From 2014 to 2017, the sales from Chinese tourists spending has risen from 10% to 35%. Given the growing spending power of the Chinese, durian sellers have observed that these tourists buy the ‘king of fruit’ in bulk.

Nevertheless, the rising price of durians has not deterred durian lovers in Singapore from enjoying their annual gatherings. Lee Xuan Hui, 25, said: “My family and I have been holding durian gatherings for eight years. We will still eat them even though the price has increased.”



Questions
1(a) Using demand analysis, identify and explain the factors that led to the surge in price of durians (3)

1(b) Using supply analysis, identify and explain the factors that led to the surge in price of durians (3)

2. With the aid of an economic diagram, illustrate the increase in price of durians. (3)

3. Explain why the price of durians increased despite “an increase in supply of durians at a slower rate”. (4)

4. Using elasticity concepts, give possible reasons why Chinese tourists increase their purchases of durians in spite of a rise in durian prices. (4)

5. Discuss whether the demand or supply factors are more important in determining the price of durians. (6)

6. Using the theory of price elasticity of demand, suggest how durian sellers are able to increase their total revenue. (4)



Suggested Answers
1(a) Using demand analysis, identify and explain the demand factors that led to the surge in price of durians (3)
Identify the factors – increase in disposable income, taste and preference, population growth 
· Increase in disposable income – increase in purchasing power - increase in demand for durians -  durian is a normal good (large proportion of income spent on it – increase in demand – increase in price of durian
· Growth in population – new market demand from China – more consumers – higher amount of demand – increase in demand – increase in price of durian


1(b) Using supply analysis, identify and explain the supply factors that led to the surge in price of durians (3)
Supply factors – weather condition, availability of resources (land), number of sellers



2. With the aid of an economic diagram, illustrate the increase in price of durians. (3) – increase in demand for durians . increase in supply of durians – shortage – increase in price of durian

Explain why> new market demand from is large because of the large population >
Long gestation and limited availability of land
Draw diagram
Describe diagram



3. Explain why the price of durians increased despite “an increase in supply of durians at a slower rate”. (4)



4. Using elasticity concepts, give possible reasons why Chinese tourists increase their purchases of durians inspite of a rise in durian prices. (4)

· Price inelastic – increase in price of durian will lead to less than proportionate decrease I quantity demanded – high degree of necessity of demand – no close substitute and habitual consumption

5. Discuss whether the demand or supply factors are more important in determining the price of durians. (6)

1) State the critical factor that will lead to increase in demand for durians
2) State the critical factor that will lead to increase in supply
3) Why supply is more influential
4) Why the supply is less influential?
5) Demand factors like population growth and increase in affluence of consumers will affect price of durians significantly. The rise in income of the Chinese lead to greater purchasing power among them,  thus they spend a larger proportion of their income on durians, making durians normal goods. Chinese tourists also cause the population of consumers to increase, naturally leading to an increase in demand of durians. The demand of durians thus exceeds the supply of durians, causing a shortage and drives the prices up.

Supply factors like land availability and weather conditions will also affect the price of durians significantly. Land availability limits the amount of durians that can be grown at the same time, and it depends on the size of the nation and allocation from government. Erratic weather conditions can also disrupt the growth and harvest of durians, hence durians may not be ready to be harvested. Thus these factors reduce the supply of durians which is unable to keep up with the increasing demand, leading to a shortage which drives prices up as a result. 

However, in the long run, supply factors become more important than demand factors as in the future, there may be more suppliers introduced to produce more durians, in order to compete with other suppliers. This can lead to a significant increase in supply of durians which can in the end keep up to the demand of durians, this causes the price to change as well.

6. Using the theory of price elasticity of demand, suggest how durian sellers are able to increase their total revenue. (4)
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