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As an aspiring MBA student, my one key question for 
my economics professors was whether it was supply 
or demand that was the most important factor for an 
organization’s business success. Despite the best efforts of 
my professors, we were not able to establish the primacy 
of either supply or demand. Each had its advocates and its 
detractors, but resolution was not achieved. It seemed to be 
unknowable, strictly a matter of personal opinion, until the 
Great Recession. The Great Recession, which lasted from 
December 2007 to June 2009, established conclusively for 
me that it is demand and not supply that determines our 
businesses’ success. (NBER, 2010). 

Prior to the Great Recession, U.S. Light Vehicle SAAR was 
at or above the 16 million vehicle level. At the onset of the 
Great Recession, no significant manufacturing capacity had 
yet been lost, but sales dropped 37.5 percent to below 10 
million SAAR between Q4 2008 and Q3 2009. (Figure 1)

It was the lack of demand for light vehicles in the U.S. that 
determined market outcomes, not availability of supply. 
Our factories still had the capacity to build more cars at 
the higher rates of prior years. Industry suppliers still had 
the capacity to produce materials and component parts 
needed for the much higher production levels of prior years. 
The absence of customer demand for new automobiles, 
however, showed us that ability to supply was of little 
consequence. In the absence of demand, U.S. Light Vehicle 
Automobile Sales plunged more than 37.5 percent. 

Is it Supply or Demand  
that Drives Our Business?
By Miles Free, Director of Industry Research and Technology, PMPA, mfree@pmpa.org     

Lack of demand explains why North American Light 
Vehicle Sales plummeted and why our businesses 
need to focus on serving customers rather than profits. 
Managements had what they needed in terms of factories, 
materials and labor in the period from December 2007 
to June 2009, but it did not matter. Customers were not 
buying what we could manufacture. The Great Recession 
taught us that businesses exist to serve customer demand. 
The Great Recession showed us the folly of, “If you build 
it, they will come,” thinking. Customers failed to come to 
the door of the automakers in 2009 and were very slow 
in returning to market in the years that followed. Only in 
2014, five years following 2009, did sales recover to the 
2007 level.

This showed me that it is demand that is most critical to 
our businesses. Without customer demand, there can be 

no products. Without products, 
there can be no profits. Profits 
are a by-product of the products 
and services that our businesses 
provide to customers to satisfy their 
wants. Profits are not the object 
of our business. “Profit is not the 
explanation, cause or rationale of 
business behavior and business 
decisions, but the test of their 
validity,” Peter Drucker says.*

Without customer demand, we 
had no business, so it was obvious 
that we would have no profits. 
Without customers, there can be 
no demand. No customer demand 
equals no profits.

Continued on page 20
Figure 1
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So, what is the purpose of our business? If you say it is to 
make profi ts, I would urge you to reconsider. The purpose 
of our businesses must be the creation and protection of 
our customers. It is the provision of goods and services to 
customers. Without this customer focus, there will be no 
customer demand. Without customers, we will have no 
sustainable business, no sustainable profi ts.

The loss of customer demand in the Great Recession is proof 
that our organizational purpose must be customer-focused. 
Customer demand is what determines market outcomes. 
Customer demand is what we build our fi rms to serve. Our 
organizations must be driven to sustain the demand that 
sustains them. The motivation for our actions must therefore 
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The customer is the foundation of 
a business and keeps it in existence. 
He alone gives employment. nd 
it is to supply the customer that 
society entrusts wealth — producing 
resources to the business enterprise.”

-Peter Drucker

“

be to serve our customers, by creating, protecting and 
providing them goods and services to nurture and sustain 
their demand.

Profi ts are the evidence that we are doing this right.

Sources: 

*Quotes: Peter Drucker – The Practice of Management, 
1954, Harper Collins, New York, New York

Auto sales data: Sellers, R. (2015). 2015 Auto dealer 
economic outlook, HHM Certifi ed Public Accountants Blog, 
March 26, 2015. Retrieved from: 
short.productionmachining.com/dealerout

To grow and profi t today, you have to work smarter. You have to relentlessly eliminate waste. 
PMPA is the way to expand your knowledge and increase your capabilities in order to grow 
your business. Through daily interaction with PMPA staff members, you have access to our 
expertise on important issues. You’re also able to tap the collective knowledge of your 
peers: those who have “been there” and “done that.”

Through the meetings, resources and online connections, reports and more, we give you 
the tools to grow. We look at emerging markets and let you know what’s hot and what’s not. 
PMPA programs help you understand your markets so you can make sense of the issues. 
And we provide relevant information to help you make informed decisions.
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