
CHAPTER

Making financial 
decisions
Both households and businesses have to make a 

range of decisions about the best way to use their 
limited money. Sometimes, these decisions can have 
very long-term implications, such as a household taking 
out a mortgage, or a company buying out a competitor. 
All these decisions involve an element of risk, so we 
need to understand the key factors that can help guide 
these choices.
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 Source 5.0.1  The game Monopoly reflects 
some of the financial challenges people face 
in life. Each decision has its own risks and 
potential rewards.
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UNIT 5.1

Factors influencing consumer decisions

Consumer choices
Consumers take many different factors into 
consideration when they are making decisions about 
which goods and services to purchase. These include:

• price

• marketing of products

• the availability and cost of finance

• the consumer’s own preferences

• convenience

• ethical and environmental considerations.

Depending on the consumer and the type of item 
they are evaluating, some factors will be more 
important than others. For example, price and 
financial considerations will be far more critical when 
purchasing very expensive items, such as a house or 
car, than very cheap ones, while some consumers care 
more than others about environmental concerns.

Price
The price of an item is usually one of the most 
important factors consumers take into consideration 
when deciding what to buy. According to the law of 
demand, as the price of an item rises, the demand for 
it will fall. This is the result of two factors: the income 
effect and the substitution effect. 

INCOME EFFECT
Suppose that the price of chocolate rises. If 
consumers’ incomes remain the same, they won’t be 
able to afford as much chocolate as previously and 
therefore the amount of chocolate they demand will 
fall. The reverse also applies: if the price of chocolate 
falls while consumer incomes remain the same, 
consumers will be able to afford more chocolate and 
so the demand for it will rise.

SUBSTITUTION EFFECT
Suppose once again that the price of chocolate rises. 
Chocolate has become relatively more expensive than 
biscuits, causing the demand for chocolate to fall as 
consumers switch to biscuits. This effect also applies 
in reverse: if chocolate prices fall, this means that 
chocolate becomes cheaper relative to biscuits and 
consumers will switch from biscuits to chocolate.

EFFECTS OF PRICE CHANGES
Price changes may be temporary, such as a special 
offer that is valid for a limited time, or longer lasting 
arrangements such as ‘price drop’ agreements 
negotiated between supermarkets and their suppliers. 
Temporary specials can have several different aims. 
The company may want to sell their stock rapidly to 
make room for new items, or the special price could 
be designed to encourage new customers to try the 
product in the hope they will continue to buy it once the 
price rises. Companies may use a very low-priced item 
to entice consumers into their shops, in the hope that 
once they are there they will buy other, more profitable, 
items. In extreme cases, companies might be willing to 
set the price of an item below the cost of producing it. 
This means that the company will be losing money each 
time they sell the item, and usually the very low price 
can only be maintained for a short time.

By negotiating lower costs with suppliers, businesses can 
continue charging relatively low prices for long periods 
of time. This strategy aims to bring about long-term 
changes in consumer behaviour, either by encouraging 
consumers to buy a certain product or giving them a 
clear reason to continue to shop at that store.

Eventually, prices for most items will rise as businesses 
have to pay rising costs such as transport, electricity 
and wages. The law of demand states that higher prices 
will cause demand to fall; as a result, companies need 
to ensure that the marketing of their product will help 
support demand even when prices rise.

 Source 5.1.1  Economists use demand curves like this one 
to show the inverse relationship between the price of an item 
and the amount that consumers demand.
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Marketing
Marketing is the entire process by which products 
are promoted and sold. This includes advertising 
campaigns such as online, television, newspaper and 
billboard promotions, but also all the other measures 
companies take to gain and retain customers.

An effective advertising campaign will result in 
significant increases in the demand for a product 
as it raises consumers’ awareness of the product or 
brand, and perhaps of the benefits it offers. Essentially, 
advertising aims to change consumers’ attitudes 
towards a product by encouraging them to view the 
item as something they need, rather than something 
they want.

Customer service is another element of marketing. 
Consumers may be influenced by a company’s 
reputation for providing assistance in the decision-
making process, for effective after-sales service, or for 
the quality of their goods. While some elements will be 
more important for particular industries than others, 
they do still form a strong part of the consumer’s 
decision. For example, when purchasing flat-pack 
furniture, consumers may be more willing to buy 
from a company that provides clear, easy-to-follow 
assembly instructions than from a company with 
a reputation for confusing, difficult or overly time-
consuming directions.

Ultimately, marketing campaigns aim to build long-
term customer loyalty. Some consumers will remain 
loyal to particular brands for long periods, for example 
by buying the same brand of milk or car for many 
decades. Poor marketing, however, is one reason 
consumers might shift to competing companies. 
Similarly, an effective campaign can either aim for a 
short-term boost to demand, or focus on building and 
reinforcing existing brand loyalty.

CASE STUDY: MARKETING VEGEMITE
The history of Vegemite highlights the key role played 
by marketing in affecting consumer decisions. When 
Vegemite was first introduced in Melbourne in 1923, 
it was unsuccessful in challenging the dominance of 
Marmite. A new marketing strategy introduced in 1928 
included changing Vegemite’s name to Parwill. This 
was intended to be a joke based on the names of the 
two competing products: ‘Ma [mother] might, but Pa 
[father] will’. However, this campaign failed to increase 
the company’s market share and in 1935 the name 
change was reversed.

In 1954, an advertising campaign on radio introduced 
the ‘Happy Little Vegemites’ jingle, which was 
redeveloped for television two years later. It was a 
highly successful campaign, cementing loyalty to 
the Vegemite brand and eventually becoming an 
iconic Australian advertisement. The impact of this 
campaign is highlighted by the decision in 2007 to 
trace the eight children who appeared in the original 
TV advertisement and remake it, creating a new 
campaign designed to emphasise the notion that 
Vegemite is timeless and appeals to all generations.

 Source 5.1.2  By developing successful marketing 
campaigns, Vegemite has become an enduring success.

Availability and cost of finance
A consumer may wish to purchase an item even 
though they don’t currently have money available to 
pay the whole price of the item. The availability and 
cost of other payment options such as lay-by, store 
loans, payment plans, credit cards and bank loans may 
therefore affect consumers’ willingness and ability to 
buy an item. 

Many businesses promote their finance options as 
part of their overall marketing strategy. For example, 
advertisements may contain references to ‘buy now 
and pay nothing for 12 months’ or ‘low interest terms 
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available’. Major supermarkets and department stores 
may promote their own credit cards, which can 
also offer special prices not available to customers 
who don’t use the store card. Decisions about these 
financial products can be very complex.

Consumer preferences
Consumers’ purchasing patterns are heavily 
influenced by factors such as age, gender or individual 
preferences. While these can be affected to some 
extent by effective marketing, underlying consumer 
preferences are a powerful influence on decision-
making. For example, a consumer who strongly 
dislikes the taste of strawberry-flavoured milk will not 
buy it, even if strawberry-flavoured milk is the focus of 
a prize-winning marketing campaign.

Some businesses manage this by carefully targeting 
their offering to a specific group of consumers, such 
as a bakery specialising in gluten-free foods. Others 
attempt to maintain their appeal across a wide range 
of consumer groups, such as a department store 
offering clothes for all age groups.

Fashion trends
Fashion can be a strong element of consumer 
preferences, and can lead to very short-term changes 
in patterns of demand. Businesses that link their 
offerings too closely to temporary fashions can 
struggle to maintain their viability in the longer term 
when demand eases with the end of the fad. 

This was seen in the Hypercolor clothing fad. In 1991, 
Hypercolor T-shirts enjoyed tremendous popularity. 
They changed colour as they warmed up, for example 
when the wearer was touched by another person. 
The fad soon slowed as consumers realised that the 
Hypercolor effect could be ruined by washing the item 
in hot water. The company went bankrupt in 1992.

Shifts in fashion can cause large alterations in the 
price of the item. The Cabbage Patch Kids mania of 
1983 is an excellent example of this. As Cabbage Patch 
Kids dolls became a ‘must-have’ item, stores could 
barely keep up with demand for the dolls at the $30 
retail price. In the second-hand market, a good quality 
doll could sell for more than $100.

Convenience
Under some circumstances, consumers may be 
willing to undertake some degree of inconvenience 
in order to obtain their desired goods or services. For 
example, consumers may travel significant distances 
to buy a car or to consult a highly-regarded specialist, 
while others may wait for items ordered from 
overseas suppliers. All else being equal, however, 
convenience is an important factor in consumers’ 
decisions. For example, providing safe, secure 
facilities for online purchases can make it more 
convenient for consumers to purchase items from a 
particular company. It also allows the company to sell 
its products to a much wider market than the local 
area where it is based.

 Source 5.1.3  Cabbage Patch 
Kids dolls became extremely 
popular and regularly sold out 
in the early 1980s.
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Consumers’ desire for convenience has also created 
new opportunities for companies. There are growing 
markets for services like the delivery of groceries, or 
meal packs providing all the ingredients to cook a 
specific meal. 

Health, ethical and environmental 
considerations
Some groups of consumers can be heavily influenced 
by considerations such as health, organic farming, 
fair trade and sustainability. When maintained in 
the medium to long term, these purchasing patterns 
can, in turn, influence companies’ behaviour by 
encouraging them to alter their product ranges, seek 
certification from reputable organisations, or offer 
other evidence of their ethical behaviour. 

For example, rising consumer concern about the 
nutritional content of many fast foods prompted 
companies such as McDonald’s to actively promote 
a range of ‘healthy options’ as part of their menus. 
Together with the company’s existing programs 
including the Ronald McDonald House Charities 
and sponsorships of Clean Up Australia and Little 
Athletics, this allows McDonald’s to present itself as 
responsible and ethical, while extending its appeal to a 
broader range of customers than previously.

 Source 5.1.4  BioBean Coffee, 
a family business based in the 
Perth foothills, was founded on 
ethical principles; specialises 
in quality organic, fairtrade 
coffee. It has been steadily 
growing since 2005 and sells 
online and direct to a number 
of Western Australian and 
Tasmanian retail outlets. It was 
the first roaster in Western 
Australia to achieve organic 
certification.

ACTIVITIES

Remembering and understanding
1 List six factors consumers may take into 

account when making decisions about which 
goods and services to purchase.

2 Define the term ‘marketing’.
3 List three factors that may heavily influence 

consumers’ purchasing patterns.
4 What happened to the company that sold 

Hypercolor T-shirts?

Applying and analysing
5  Briefly describe the substitution effect.
6 Summarise the marketing history of 

Vegemite.

Evaluating and creating
7 Create an information campaign to educate 

Australian companies about the dangers 
of using fashion to influence consumer 
decisions.

8 ‘Health, ethical and environmental 
considerations have an increasing influence 
on consumer decisions.’ Do you agree? 
Justify your answer.
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