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Auto Edge’s Elasticity of Demand
	The decision that has been made by the Board of Directors at Auto Edge was aimed at giving an answer to the question of high labor cost in the United States. The decision made was that the company would outsource all of the manufacturing operation and this outsourcing was to be made to South Korea. The company reached at this decision based on the fact that outsourcing the manufacturing operations to South Korea would be cheaper than manufacturing the automobile parts in Detroit. Apart from the high cost of labor, the board of directors also cited that by outsourcing the manufacturing operations, the company would avoid the rigidity in the American regulations as well as the increased competition from automobile manufacturers in the United States. In the first five years of adopting this strategy, it seemed to be very successful as the company’s revenue grew significantly.
	In 2010, everything seemed to go contrary to the expectations. The customers started complaining that the products were of low quality.  The loyal customers started scrutinizing the company and this presented a problem to Auto Edge Company. The scrutiny from the loyal customers was fueled by the allegations of the poor quality products that the company was producing. As the complains from the customers continued to increaser, it was now clear that the decision to outsource the manufacturing operations to South Korea was not as effective as it appeared to be at first. As a result of this, the Board of Directors is pursing the option of bringing back the manufacturing operations back to Detroit. Amid this, the board is still facing the fears of the high completion in the United States. The high cost of labor in the United States as well as the rigidity in the American legislation are also other factors that are bringing a challenge to the Board of Directors as they make the decision to bring the operations back to the United States. 
	The high cost of labor in the United States has led to the board of directors considering increasing the prices of the products if at all it has to relocate the manufacturing operations back to the United States. The board of directorsargues that by increasing the prices of the products, it would be able to cover the high cost of labor as well as the cost brought about by the stiff competition in the United States. As per the economic law of demand, increasing the prices of the automobile parts and engines would mean that the demand for these products would be affected. The change in demand due to the changes in price is what is referred to as the price elasticity of demand. 
	The price elasticity of demand is a measure of the degree of change in the demand of the products that is as a result of changes in prices of the products. The elasticity of demand provides and explanation of how the consumers react to the increased prices of the products, in the case of Auto Edge company, the automobile parts and the engines when the company increases the prices of these products when it has relocated the manufacturing operations back to Detroit, United States (Loupias & Sevestre, April 2010). The elasticity of demand can either be relatively inelastic, relatively elastic, unitary elastic, perfectly elastic, or perfectly inelastic. If the elasticity is relatively inelastic, this would mean that a large change in the prices of the products results into a minimal change in the quantity of the products that is demanded. A relatively elastic situation would mean that a small change in the product prices results into a large change in the quantity demanded of the same product. A unitary elasticity condition is a situation where the change in product prices results to and equal change in the quantity demanded (Wesley, 2002).
	Prior to the decision by the board of directors at Auto Edge to outsource the manufacturing operations at South Korea, the company had a big customer base. For the five years after the company had outsourced the operations, it still continued to enjoy customer loyalty and that is why the demand of its products was not affected for this period of five years. It is expected that when the company relocates the manufacturing operations back to the United States, its customer base would continue to grow due to the fact that the consumers anticipate high quality products. But this will not be the case as the company is planning to increase the prices of its products. 
	But one factor that would result to minimal changes in the demand of the products even after the company has increased the prices of its products is the customer loyalty. Majority of the Auto Edge customers are very loyal and are only concerned with quality of the products and not the prices. If the company relocates the manufacturing operations and continues to produce high quality products, the demand for its products will not be affected even if the company increases the prices. Therefore, Auto Edge should expect a relatively inelastic elasticity of demand (Mankiw, 2007). But in case the consumers are very concerned with the price changes, it would mean that the demand of the products would be greatly affected and hence a relatively elastic kind of demand elasticity would result (Suli & Xhabija, 2013). Therefore, the board of directors should how the customers would react to the price increase before making the decision to increase the prices of the products.
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