[bookmark: _GoBack]Price Elasticity of demand is defined as the percentage change in the quantity demanded in a good after a 1% increase or decrease in the price of that particular good (Craven 1984). Understanding Price Elasticity of Demand is important so that managers or heads of businesses can set their product's prices accordingly to their good's price elasticities, so as to maximize their profits and revenues. In this essay I shall explain the consequences, in both the short and long run, of when oil producers come together and restrict the output of oil.
To begin, it can be said that oil is relatively an inelastic product. This is because various changes in the price of it will unlikely influence demand. This is seen as from November 2016 to November 2017, the price of Crude Oil has increased by $17.98 per barrel (Statista.org 2018), however demand in millions of dollars per barrel has increased, from 2016 to 2017, by 0.6 demanded in millions of dollars per barrel. (Statista.org 2018).
[image: ]  Attached is a diagram that illustrates oil as a price inelastic demand good.

The long-run is defined as when there are no fixed factors of production. One consequence of producers restricting output of oil, in the long term, is that firm's will gradually start to leave the industry in response to increased losses. This is because as firms' outputs are capped across the industry, they won't be able to both effectively cover the costs of production and won't be able to effectively take advantage of the real demand that is out there for their products. This in turn will greatly deter firms from the market and cause current firms in the market to leave as they would not be making enough revenue to effectively cover their costs. This will cause the supply curve to shift to the left. This is seen as former US based Pharmaceutical company, AbbVie, left the country to try and reduce its costs of production as it got too expensive to compete in the US Pharmaceutical market. Thus, it fled the market. (Time.org 2014). Consequently, this can be argued as a consequence of producers restricting the flow of output in a market in the long run.
[image: ]  Attached is a shift in the demand curve as a consequence of producers restricting output in the long run, a shift to the left or a decrease in supply from S to S1.

Another consequence of producers capping the output of oil, in long term, is that it could entice new firms to enter the market, who might want to exploit the gains that could be made from the reduced output of oil.  This is because firms might be intrigued as to why producers in the oil industry might not want to produce over a particular level of output, seeing as it comes across as an irrational decision to do so. Thus, new firms might want to exploit the market's hidden mystic in hidden or abnormal profits. This is seen as Facebook joined the SMS messaging industry and Google joined the mobile phone's industry to try and exploit those respective industries that were there at that time. (Singularity Hub.org 2015). Consequently, this can be argued as a consequence of restricting output in the long term.
However, on the other side, arguments can be made for what might transpire in the short run if producers restrict output. The short run is described essentially as where some factors of production are fixed and variable. One consequence of producers restricting output in the short run is that firms will suffer decreases in revenue as firms would have face the non-flexible amounts of issues such as wage. This is because if a school suddenly stopped accepting students from its normal amount to a reduced amount, it would have to pay the costs the staff that was already there before the cut in the number of students. This is seen as in 2015, mining giant, Glencore lost $5 Billion due to its high fixed costs such as high workforce. (Investopia 2015). This can be explained through a graph as a shift to the left of the supply curve will illustrate a fall in supply or reduced profits. Consequently, this can be used as an argument for to explain the consequence of producers in oil industry restricting output.
[image: ]S to S1 illustrates a reduction in supply or reduced profits.

Another consequence of producers restricting the output of oil in the oil industry is that it could take time for the collective producers' plan of restricting output in the oil industry to finally take effect. This is because, as we are talking short run, only one factor of production is fixed thus for their plan to work effectively it would take time for their plan of restricting output to work. So additional costs will be arise because of the shire amount of time it would cost to put the motion into place. Therefore, diminishing marginal returns might come about as well as marginal costs starting to increase. This would have been illustrated using the cost and revenue curve below. Therefore, this can be used as an argument to suggest a consequence of producers restricting output in the oil industry.

[image: ]

To conclude, restricting oil production in both the long run and short run might bring more negatives than positives but it shouldn't be ignored that it also a decision that goes against the principles of profit maximization and thus can be termed as irrational.
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