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What	are	raw	materials	in	manufacturing

Raw	materials	form	the	backbone	of	modern	industries,	serving	as	building	blocks	for	manufacturing	and	production	processes.	From	skyscrapers	to	smartphones,	raw	materials	play	a	crucial	role	in	shaping	global	economies.	Finance	companies	must	grasp	the	intricacies	of	these	resources	to	understand	market	dynamics,	supply	chains,	and
investment	opportunities.	This	article	delves	into	the	types	of	raw	materials,	their	economic	impact,	and	the	growing	need	for	sustainable	sourcing.	Raw	materials	are	unprocessed	substances	or	components	used	in	primary	production	or	manufacturing,	originating	from	natural	sources	like	minerals,	plants,	and	animals.	They're	vital	for	various
industries,	including	automotive,	construction,	electronics,	and	pharmaceuticals.	For	instance,	iron	ore	is	crucial	for	producing	steel,	while	crude	oil	is	refined	into	gasoline,	plastics,	and	chemicals.	Examples	of	raw	materials	include	metals	(steel,	copper,	aluminum,	gold),	energy	resources	(oil,	natural	gas,	coal),	agricultural	products	(corn,	wheat,
cotton),	and	natural	fibers	(wool,	cotton).	These	materials	are	classified	as	either	direct	or	indirect	raw	materials.	Direct	raw	materials	become	part	of	the	final	product,	while	their	costs	are	included	in	production	expenses.	Examples	include	steel	used	to	manufacture	cars,	wood	in	furniture	production,	and	cotton	in	textile	manufacturing.	On	the
other	hand,	indirect	raw	materials	aren't	part	of	the	finished	product	but	are	essential	for	smooth	production	processes.	These	include	lubricants,	cleaning	agents,	and	adhesives.	The	global	economy	relies	heavily	on	the	availability	and	movement	of	raw	materials,	which	often	originate	from	various	regions	worldwide,	creating	complex	supply	chains.
The	mining,	extraction,	and	transportation	of	these	resources	require	significant	investment	and	logistics,	making	supply	chains	vulnerable	to	disruptions.	A	recent	example	is	the	global	semiconductor	shortage,	which	was	caused	by	disruptions	in	silicon	supply.	Sourcing	raw	materials	poses	challenges	due	to	factors	like	geopolitical	tensions,
environmental	regulations,	and	market	volatility.	For	instance,	conflicts	in	resource-rich	regions	can	impact	availability,	while	environmental	regulations	may	limit	extraction	methods.	As	a	result,	there's	a	growing	need	for	sustainable	sourcing	practices	that	prioritize	responsible	resource	management	and	minimize	the	industry's	ecological	footprint.
Geopolitical	events,	environmental	policies,	and	supply	chain	disruptions	are	causing	significant	price	fluctuations	in	essential	materials.	The	ongoing	Ukraine	crisis	is	a	prime	example	of	how	global	markets	can	be	affected	by	these	factors.	Critical	raw	materials	such	as	lithium,	cobalt,	and	rare	earth	elements	are	crucial	for	producing	high-tech
products	like	electric	vehicles,	renewable	energy	technologies,	and	advanced	electronics.	These	materials'	scarcity	and	geopolitical	concentration	make	them	highly	volatile,	presenting	both	risks	and	opportunities	for	investors.	The	majority	of	the	world's	lithium	is	sourced	from	Australia,	Chile,	and	China,	making	fluctuations	in	supply	or	political
stability	in	these	regions	a	major	concern	for	global	industries.	The	availability	and	cost	of	raw	materials	directly	impact	the	global	economy,	leading	to	inflation	when	prices	rise.	Industries	reliant	on	raw	materials	such	as	construction,	automotive,	and	electronics	are	susceptible	to	price	changes.	For	example,	steel,	aluminum,	and	rubber	are	crucial
raw	materials	in	the	automotive	industry.	Raw	material	shortages	can	have	far-reaching	consequences,	from	food	production	to	energy	sectors.	A	shortage	of	agricultural	raw	materials	like	wheat,	corn,	and	soybeans	can	lead	to	higher	prices	for	everyday	food	products.	Fuel	costs	rise	when	crude	oil	prices	increase	due	to	shortages	or	geopolitical
tensions,	affecting	transportation,	logistics,	and	manufacturing	costs.	The	relationship	between	raw	materials	and	inflation	is	direct:	when	raw	material	prices	rise,	the	cost	of	production	increases,	leading	to	higher	prices	for	consumers.	Critical	raw	materials	are	essential	inputs	for	industries	worldwide,	making	any	disruption	in	their	availability	or
price	fluctuations	a	significant	economic	concern.	Raw	Materials	Contribute	to	Inflation	Through	Increased	Costs	Companies	can	mitigate	the	risks	of	raw	material	price	fluctuations	by	entering	into	contracts	or	agreements	such	as	futures	deals	and	long-term	supplier	arrangements.	These	strategies	help	stabilize	costs	and	minimize	financial	losses
due	to	rising	prices.	For	instance,	a	car	manufacturer	that	relies	heavily	on	steel	might	secure	a	futures	contract	to	lock	in	the	cost	of	steel	for	a	specific	period,	safeguarding	itself	from	unexpected	price	hikes.	Despite	inherent	risks,	the	raw	materials	sector	presents	considerable	opportunities,	particularly	in	industries	undergoing	transformative
changes	like	renewable	energy	and	electric	vehicles	(EVs).	As	global	economies	shift	towards	decarbonisation	and	cleaner	technologies,	demand	for	certain	raw	materials	has	surged,	creating	profitable	avenues	for	investors	and	companies.	The	increasing	demand	for	critical	materials	such	as	lithium,	cobalt,	and	rare	earth	elements	is	driving	growth
in	the	sector.	Lithium's	growing	importance	stems	from	its	use	in	batteries	for	electric	vehicles,	energy	storage	systems,	and	renewable	energy	technologies	like	wind	turbines	and	solar	panels.	As	EV	adoption	accelerates	due	to	government	mandates	and	consumer	preferences	for	cleaner	transport,	demand	for	lithium	is	expected	to	skyrocket,
benefiting	companies	involved	in	lithium	mining,	processing,	and	battery	manufacturing.	Cobalt's	rising	value	is	attributed	mainly	to	its	use	in	battery	production,	with	significant	sourcing	coming	from	the	Democratic	Republic	of	Congo.	The	growth	in	EVs	and	renewable	energy	storage	systems	will	continue	to	drive	cobalt	demand,	making	it	a
valuable	investment	opportunity.	Rare	earth	elements,	particularly	neodymium	and	dysprosium,	are	crucial	for	manufacturing	permanent	magnets	used	in	EV	motors,	wind	turbines,	and	other	high-tech	applications.	Companies	involved	in	rare	earth	mining	outside	China	are	seeing	increased	interest	and	investment	as	securing	alternative	sources
becomes	a	priority.	Sustainable	raw	material	sourcing	is	becoming	increasingly	important	as	sustainability	gains	focus	among	businesses	and	investors.	Companies	leading	the	way	in	sustainable	raw	material	sourcing	are	well-positioned	to	capitalize	on	growing	demand	for	environmentally	responsible	practices.	This	approach	not	only	mitigates
environmental	impact	but	also	promotes	recycling,	waste	reduction,	and	circular	economy	adoption.	Recycling	companies	focused	on	materials	like	steel,	aluminum,	and	rare	earth	elements	are	attracting	significant	investment	due	to	their	potential	for	reducing	virgin	raw	material	reliance	and	promoting	sustainable,	cost-effective	solutions.	ESG
criteria	have	become	central	to	investment	decisions,	with	investors	seeking	companies	that	adhere	to	high	environmental,	social,	and	governance	standards,	particularly	in	industries	prone	to	environmental	degradation	and	unethical	practices.	Companies	adopting	sustainable	mining	practices	and	ensuring	fair	labor	conditions	are	becoming
increasingly	attractive	to	investors	prioritizing	ESG	considerations.	Investment	Trends	for	a	Sustainable	Future	Countries	with	sustainable	practices	and	a	focus	on	reducing	carbon	footprints	are	likely	to	attract	more	investment	opportunities.	Regional	diversification	and	geopolitical	stability	are	key	factors	in	creating	favorable	business
environments.	Australia's	lithium	and	rare	earth	mining	industry	is	gaining	traction,	offering	a	stable	alternative	to	resource-rich	countries	with	volatile	politics.	Investors	view	Australian	companies	as	safer	bets	due	to	the	country's	stable	political	environment	and	efforts	to	expand	its	raw	material	production	for	the	green	economy.	South	America,
particularly	Chile	and	Argentina,	is	a	significant	player	in	lithium	production.	Investment	in	mining	infrastructure	in	these	countries	could	lead	to	long-term	gains	as	global	demand	for	materials	used	in	batteries	and	clean	energy	technologies	increases.	Africa	presents	opportunities	for	growth	in	raw	material	sectors,	especially	in	cobalt	and	copper.
However,	creating	stable	political	and	economic	environments	to	attract	substantial	investment	remains	a	challenge.	Advances	in	technology	are	revolutionizing	the	raw	material	sector,	improving	efficiency,	reducing	waste,	and	ensuring	transparency.	Artificial	intelligence	optimizes	mining	operations,	reduces	environmental	impacts,	and	improves
extraction	techniques.	Blockchain	technology	enhances	supply	chain	transparency,	allowing	companies	and	consumers	to	track	the	origins	of	raw	materials.	Verifying	the	authenticity	of	materials	is	crucial	for	ensuring	their	purity,	potency,	shelf	life,	composition,	and	overall	quality.	Purity	refers	to	the	degree	of	freedom	from	impurities	or
contaminants,	while	potency	measures	the	effectiveness	or	strength	of	the	material	in	its	intended	use.	Shelf	life	indicates	the	time	frame	during	which	the	material	remains	usable	before	degrading.	Composition	refers	to	the	specific	ingredients	or	makeup	of	the	raw	material.	Gold	is	a	raw	material	that	fits	this	definition,	extracted	from	the	earth	and
used	in	various	industries,	including	electronics,	jewelry,	and	finance.	Raw	materials	are	fundamental	substances	or	elements	that	have	not	been	significantly	altered	and	play	a	vital	role	in	manufacturing	processes.	Companies	rely	on	these	resources	to	produce	their	products,	which	are	typically	sourced	from	nature	and	then	modified	for	business
use.	Accountants	track	raw	materials	as	current	assets	on	a	company's	balance	sheet,	but	managing	these	materials	can	be	challenging	due	to	factors	like	demand,	supply	chain	disruptions,	and	government	regulations.	Companies	must	carefully	manage	their	raw	material	inventory	to	ensure	the	quality	of	their	products	and	minimize	costs.	Geeky
Takeaways:	Raw	materials	are	defined	as	basic	substances	or	elements	that	are	minimally	processed	and	essential	for	product	manufacturing.	They	serve	as	inputs	for	companies	to	transform	into	final	goods	for	sale.	Sources	of	raw	materials	include	mined,	plant-based,	animal-based,	forestry	and	agriculture-derived,	and	waste	materials	(secondary
raw	materials).	Raw	materials	play	a	crucial	role	in	various	industries,	serving	as	the	foundation	for	the	production	of	diverse	goods.	The	importance	of	raw	materials	lies	in	their	diversity	in	usage,	which	enables	companies	to	produce	a	wide	range	of	products	across	different	sectors.	Raw	materials	are	essential	components	in	various	industries,
contributing	to	the	creation	of	diverse	products	such	as	food,	clothing,	electronics,	and	automobiles.	They	serve	as	a	foundation	for	production,	ranging	from	natural	materials	like	wood,	cotton,	and	minerals	to	synthetic	counterparts	like	plastics	and	chemicals.	Raw	materials	play	a	critical	role	in	the	manufacturing	industry,	forming	a	backbone	that
supports	primary	production,	global	economy,	and	international	trade.	The	versatility	of	raw	materials	is	evident	in	their	applications	across	different	sectors,	including	energy,	intermediate	materials,	and	finished	goods.	They	are	integral	to	international	trade,	serving	as	building	blocks	for	future	products	and	contributing	to	the	development	and
sustainability	of	various	industries.	However,	the	raw	materials	market	operates	in	a	dynamic	environment	influenced	by	factors	such	as	consumer	behavior,	supply	chain	uncertainties,	manufacturing	disruptions,	and	regulatory	changes.	When	companies	acquire	raw	materials,	they	need	to	accurately	record	these	materials	in	their	inventory.	The
recording	process	involves	debiting	the	raw	materials	inventory	account	and	crediting	accounts	payable.	Raw	materials	can	be	classified	into	two	primary	categories:	direct	materials	and	indirect	materials.	Direct	materials	are	integrated	into	the	final	product,	while	indirect	materials	are	crucially	consumed	throughout	the	production	process.
Accounting	treatment	for	raw	materials	varies	depending	on	their	classification.	Direct	materials	are	typically	debited	to	the	work-in-process	inventory	account	and	credited	to	the	raw	materials	inventory	asset	account.	Indirect	materials,	on	the	other	hand,	are	debited	to	the	factory	overhead	account	and	credited	to	the	raw	materials	inventory	asset
account.	Effective	inventory	management	is	crucial	to	avoid	shortages	or	overstocking	issues,	while	cost	calculations	employ	formulas	such	as	opening	raw	material	plus	raw	material	purchases	minus	closing	raw	material	to	determine	the	raw	material	used.	Materials	are	key	components	used	by	companies	in	their	unprocessed	or	raw	state	to
manufacture	finished	products.	They	form	a	vital	part	of	the	final	product's	composition	and	are	accounted	for	through	debiting	the	work-in-process	account	when	incorporated	into	production.	The	opposite	occurs	when	there	is	no	direct	material	inventory,	resulting	in	a	credit	made	to	the	work-in-process	account.	Raw	materials,	often	referred	to	as
primary	commodities,	unprocessed	materials	or	feedstock,	serve	as	the	foundation	for	manufacturing	goods	and	products.	These	fundamental	substances	undergo	various	processes,	including	chemical	processing,	machinery,	human	labor,	and	tools,	transforming	them	into	finished	goods.	Manufacturing	overhead	accounts	for	the	cost	of	indirect	raw
materials,	which	are	allocated	to	the	final	product.	Reporting	Direct	raw	materials	appear	as	current	assets	on	the	balance	sheet	until	they're	used	in	production.	In	contrast,	indirect	raw	materials	are	included	in	manufacturing	overhead	and	aren't	separately	reported	on	the	balance	sheet.	Understanding	the	distinction	between	direct	and	indirect
raw	materials	is	crucial	for	accurate	inventory	management	and	cost	accounting.	Raw	materials	can	be	classified	based	on	their	origin:	plant/tree-based	(e.g.,	vegetables,	fruits),	animal-based	(e.g.,	wool,	feathers),	or	mineral-based	(e.g.,	metals,	gemstones).	Plastics,	for	instance,	are	made	from	raw	materials	like	natural	gas,	oil,	or	plants.	These
materials	possess	various	properties	such	as	size,	shape,	density,	and	deformation	in	response	to	applied	forces.	Raw	materials	and	labor	costs	are	direct	expenses	that	contribute	directly	to	product	manufacturing	and	impact	the	final	cost	of	a	product	or	service	provided	by	a	company.	Effective	management	of	inventory	is	essential	for	any
manufacturing	unit,	considering	the	significance	of	raw	materials	in	production.	Raw	materials	are	categorized	into	three	main	groups:	plant-based	(resin,	latex),	animal-based	(leather,	meat,	bones,	milk,	wool,	silk),	and	mining-based	(minerals,	metals,	crude	oil,	coal).	Additionally,	manufacturing	units	divide	raw	materials	into	direct	and	indirect
categories.	Direct	raw	materials	serve	as	the	primary	component	for	a	finished	product,	such	as	wood	used	in	furniture	production.	Indirect	raw	materials	supplement	the	direct	materials	to	create	the	finished	product,	like	glue	and	nails	used	in	furniture	making.	Understanding	the	importance	of	maintaining	proper	raw	material	inventory,	companies
must	calculate	the	raw	materials	used	in	their	manufacturing	process.	A	formula	is	employed	to	determine	the	opening	raw	materials,	purchases,	and	closing	stock:	Opening	raw	material	+	raw	material	purchases	–	closing	raw	material	=	Raw	material	used.	An	example	calculation	yields	a	result	of	$8000	worth	of	raw	materials	used.	Another	formula
calculates	the	closing	stock	of	raw	materials:	Opening	raw	materials	+	raw	material	purchases	–	raw	material	used	=	Closing	raw	materials.	Using	this	formula,	an	example	illustrates	how	to	determine	the	closing	stock	for	Star	Manufacturing	Company,	which	equals	$9000.
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