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Introduction 

The Covid-19 pandemic has drastically altered the global business landscape, particularly 

disrupting supply chains that are critical to the operation of large industrialised economies, like 

the United Kingdom. The epidemic has worsened existing vulnerabilities while introducing new 

difficulties to demand and supply dynamics, resulting in major changes in how organisations 

operate. The UK is no longer part of the EU Single Market and Customs Union, leading to 

increased customs checks, tariffs, and administrative costs. Differences in regulations between 

the UK and EU have complicated compliance, increasing cost for businesses trading across 

borders. 

Businesses face fierce competition, changing consumer demands, and a growing focus on health 

and sustainability. UK market position, demand determinants, price elasticity, and pricing 

strategies will be examined in this assignment.  
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Demand Factors 

 
Figure 1: Demand Factors (Self-made) 

 

Addressing the economic challenges posed by the Covid-19 pandemic necessitates broad and 

multifaceted policies that include both urgent interventions and long-term structural adjustments. 

Here are several strategies to tackle these economic issues: 

1. Increasing supply chain resilience. 

2. Addressing labour shortages. 

3. Managing demand fluctuations. 

4. Stabilizing prices. 

5. Reducing import dependency. 

 

Relevance of Demand and Supply in the Case Study: 

The case study highlights shortages in numerous industries, including fuel, that are directly tied 

to supply chain interruptions. These shortages occur when the supply of commodities fails to 

satisfy the demand. For example, the departure of EU drivers from the UK caused a labour 

shortfall in the logistics sector, interrupting the delivery of fuel to petrol stations. 
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The rules of supply and demand are fundamental economic ideas that define how markets set 

prices and quantities of products and services. These rules explain the relationship between a 

product's availability (supply) and demand. Here's an in-depth explanation of supply and demand: 

 

Law Of Demand: 

1. Substitution Effect: When the price of a good declines, it becomes cheaper in 

comparison to other goods, causing buyers to substitute it for more expensive 

alternatives. 

 

2. Income Effect: When the price of a good declines, consumers' purchasing power 

increases, allowing them to buy more of it. 

3. Graphically, the demand curve slopes downward from left to right, representing the 

inverse relationship between price and quantity demand. 

 

Law Of Supply: 

1. Profit Motivation: Higher prices give an incentive for manufacturers to deliver more of a 

good because higher pricing can lead to more revenues and profits. 

2. Cost of Production: As production increases, the cost of creating each extra unit may 

climb, necessitating higher prices to pay the increasing costs. 

Fundamental economic problems 

The main economic issues raised in this case study about the impact of the COVID-19 pandemic 

on global supply chains and the UK economy can be divided into numerous categories. These 

issues highlight the interconnectedness and vulnerability of economic systems, with a particular 

emphasis on supply and demand dynamics, labour market disruptions, price volatility, and 

reliance on imports. Here are the major financial issues identified: 

The epidemic created severe disruptions in worldwide supply chains, including manufacturing 

closures, logistical bottlenecks, and transit delays. These interruptions impacted the availability 

of raw materials and final products, resulting in shortages and delays. 

 

Supply Chain Disruptions: 

1. Impact: Businesses struggled to meet client demand due to delays in production and 

delivery. 
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2. Greater prices: Many firms faced greater prices as a result of the need to find alternate 

suppliers or transportation routes.  

 

Labor Shortages: 

 

1. Disrupted Deliveries: A shortage of drivers and logistics professionals caused substantial 

disruptions in the delivery of commodities, particularly crucial necessities such as fuel. 

 

2. Wages and labour costs rose as businesses battled for a limited pool of workers. 

 

Demand Fluctuations: 

 

1. Mismatched Supply and Demand: Businesses struggled to respond to quick changes 

in demand, resulting in shortages of high-demand commodities and surplus inventory 

of low-demand items. 

2. Operational Strain: Businesses had to swiftly adapt their operations to meet new 

consumer desires, frequently at greater costs. 

 

Price Instability: 

 

1. Inflationary Pressures: Rising costs for goods and services fuelled inflation, reducing 

consumer purchasing power. 

2. Budget Uncertainty: As prices fluctuated, businesses and consumers experienced 

uncertainty when planning and budgeting. 

 

 

 

Price of Substitutes  

For example, Nestlé UK faces substitutes across its product line. Cadbury and Mars compete with 

Nestlé's chocolate bars. Consumers became more price-sensitive during the COVID-19 epidemic, 

favouring cheaper store-brand alternatives (Sloman, Garratt and Guest, 2018). This trend was 

most obvious in bottled water, since tap water is nearly free. 
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Inflation and supply chain interruptions have affected alternative prices. Due to worldwide supply 

concerns, cocoa prices rose, putting Nestlé and its competitors under cost pressure. Some 

smaller local manufacturers kept prices consistent by obtaining ingredients locally, making them 

more appealing substitutes. 

Nestlé UK uses innovation and marketing to highlight its goods' distinctive attributes to combat 

replacements (Raybould et al., 2019). Despite cheaper competitors, promoting its chocolates' 

exceptional taste and ethical origin has kept demand up. The corporation also offers new product 

varieties and sizes at varying price points to compete with replacements in various market 

categories. 

Price of Complements  

Complementary items drive demand across diversified product line. For instance, the company's 

coffee. The price and availability of coffee machines, especially Nespresso, affect Nestlé's coffee 

capsule demand (Raybould et al., 2019). Home coffee machine sales increased during the 

pandemic as more individuals worked from home, boosting Nestlé's coffee sales. 

Supply chain interruptions and higher production costs have affected confectionary prices, 

including milk. Milk chocolate demand may decrease due to Nestlé and consumer pressure from 

rising milk prices. This has allowed Nestlé to promote their dark chocolate, which uses less milk. 

 

Addressing the issues raised in this case study necessitates a combination of strategic initiatives, 

policy reforms, and technology advancements. Here are several approaches to addressing these 

economic issues: 

1. Diversification of suppliers: 

Encourage firms to expand their supplier base geographically to avoid reliance on a 

particular region. 

Encourage collaborations with multiple providers to ensure redundancy and flexibility. 

 

2. Local sourcing and production: 

Encourage home production by government incentives, subsidies, and tax cuts. 

Help small and medium-sized enterprises (SMEs) grow and contribute to local supply 

chains. 
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3. Technological Integration: 

Invest in sophisticated technologies such as artificial intelligence, blockchain, and the 

Internet of Things to improve supply chain visibility, real-time tracking, and predictive 

analytics. 

Encourage the use of digital platforms to improve coordination and efficiency in supply 

chain management. 

 

 

Consumer Income  

The COVID-19 epidemic has reduced UK consumer income, affecting the UK's product demand. 

Furlough plans, job losses, and reduced hours caused income instability for many people 

(Musgrove, 2015).  

Many products were in high demand early in the epidemic as people stored food. As the 

pandemic's economic impact grew, consumer buying patterns changed (Mohajan, 2015). Due to 

financial constraints, lower-income households prioritized critical items and chose cheaper 

alternatives, which could impair the premium product demand. 

However, higher-income households, less affected by the recession, continued to buy premium 

food and beverages. Lockdowns encouraged "treating" oneself, which boosted demand for 

hedonistic products across socioeconomic categories.  

Consumer Tastes and Preferences  

The market in the UK faces both problems and possibilities from the COVID-19 pandemic, which 

has changed consumer tastes. One major change is the emphasis on health and wellness 

(Listiyani and Kuswati, 2023). More consumers are choosing foods that promote immunity and 

well-being.  

Lockdowns have increased home cooking and baking. This trend has increased the demand for 

products like baking chocolate, cocoa powder, and condensed milk sales, so companies has 

taken advantage of this by pushing recipe ideas and releasing new baking-focused goods. 

Plant-based diets have increased due to the pandemic. The UK market has also responded by 

offering more plant-based goods, including non-dairy milk and meat substitutes (Karagiannis et 
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al., 2015). Diversification has allowed the corporation to reach new markets and match changing 

consumer tastes. 

Consumer Expectations  

Consumer expectations about future prices have shaped product demand during and after the 

COVID-19 epidemic. As inflation rose and supply chain disruptions increased, consumers 

expected price hikes across product categories. 

Consumers were price-conscious as the pandemic proceeded and economic uncertainty 

remained, expecting their purchasing power to fall. Current buying decisions are influenced by 

this forecast of lower affordability (Ellickson, 2013).  

As economic uncertainty persists, consumers favour reliable, established brands. The UK 

consumers market utilizes this tendency by emphasizing its long-standing market presence and 

product reliability to maintain demand even in sectors where consumers could otherwise switch 

to cheaper competitors. 

Demographics  

Ageing populations have raised concerns about nutritionally demanded products, forcing 

companies to expand into fortified and health-conscious products (Begg et al., 2020). Due to 

Covid, young people have moved back home, threatening that family-sized boxes and products 

for different ages will change consumer behaviour (Bandy et al., 2021). 

Urbanization, especially in suburban and rural areas, has forced organizations to adapt its product 

delivery methods. Customer cultural diversity affected the demand for halal-certified products and 

world cuisines.  

Price Elasticity of Demand  

Substitution Effects  

The price elasticity of demand assesses how sensitive the amount desired of a commodity is to 

changes in its price. It is computed as the percentage change in quantity demanded divided by 

the percentage change in price. 

 Inelastic demand - In the case study, certain critical items, such as fuel, are expected to have 

inelastic demand. This means that price changes have little effect on the quantity demanded. 
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Consumers must acquire these commodities regardless of price changes since they are 

necessary. 

Gasoline Supply Issues - during the pandemic, even when gasoline costs rose owing to supply 

chain interruptions and labour shortages, demand did not fall considerably because fuel is 

required for transportation and other important operations.  

 Elastic demand - Other things, especially non-essential items or those with readily available 

equivalents, may have elastic demand. This indicates that price changes have a major impact on 

the quantity demanded. 

Shift from Services to Goods - the pandemic shifted consumer demand away from services and 

towards goods. For several of these commodities, if prices rise sufficiently, buyers may reduce 

their demand or switch to alternatives, showing more elastic demand. 

 

Price elasticity of supply assesses how sensitive the quantity provided of an item is to price 

changes. It is computed as the percentage change in quantity delivered divided by the percentage 

change in price. 

 Inelastic supply - In the near term, the supply of many commodities and services is very inelastic, 

which means that producers cannot quickly adjust their supply in reaction to price fluctuations. 

This is especially important given the pandemic's impact on supply chains. 

Labour Shortages: The scarcity of drivers and logistical staff made it impossible to rapidly increase 

the supply of transported items, such as fuel. The inelastic supply meant that even if prices grew, 

the quantity supplied could not be easily increased due to a scarcity of available labour. 

 Elastic supply - Over time, the supply of some items may become more elastic as companies 

alter their manufacturing techniques and capacity. 

Adaptation and Investment: As businesses engage in automation, new technologies, and supply 

chain diversification, the supply of goods may become more responsive to price fluctuations. This 

higher elasticity contributes to long-term market stability. 

 

The price elasticity of demand for the UK's market wide range depends on whether consumers 

view them as luxuries or needs. Demand response to price adjustments depends on this 

perception. 

For example, Nestlé's KitKat and Quality Street are considered inexpensive luxury in the 

confectionery industry. They're not necessary for survival, but British society associates them with 

luxury and celebration. Price inelasticity results from this placement (Aqila et al., 2022). For well-

known brands, consumers are willing to accept mild price increases without dramatically lowering 
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consumption. After a certain point, demand becomes more elastic, especially when prices climb 

to the point where customers seek cheaper alternatives or cut back on chocolate consumption. 

Nestlé UK has marketed several of its products as "affordable essentials" rather than luxury 

goods. This strategy seeks to strike a balance where consumers value the items enough to keep 

buying even with moderate price rises, but not so much that the company cannot modify prices 

without hurting demand. Nestlé UK manages this view through marketing, product quality, and 

innovation to maintain an inelastic demand curve for much of its product line, allowing for pricing 

freedom while preserving consumer loyalty. 

Income Effects  

Income impacts refer to how changes in customers' income levels influence their purchasing 

behaviour, specifically the amount of products and services they purchase. The income impacts 

of the Covid-19 pandemic on global supply networks and the UK economy are considerable and 

diverse, as demonstrated in the case study. 

Understanding customer behaviour and defining the UK's pricing strategies depends on the 

income effect on price elasticity of demand. Variety of product ranges, and consumer categories 

affect this, indicating the proportion of revenue spent on various items and their perceived budget 

importance. Since these things make up a little portion of consumers' spending, they are unlikely 

to change their buying habits even if prices rise.  

Changes in income and spending patterns caused by lockdowns and other limitations contributed 

to this transformation. Increased Demand for Goods: As people spent more time at home, their 

spending switched away from services (such as travel and dining out) and towards goods. This 

raised the burden on supply chains that were not equipped for such a rapid transformation. 

Decreased Demand for Services: With fewer possibilities to spend on services, people shifted 

their disposable income to purchasing goods, worsening supply chain pressures. 

The income effect affects brand loyalty, the organization has found. Despite price sensitivity, 

products that portray themselves as value-for-money tend to preserve inelastic demand 

(Raybould et al., 2019).  

Additional Factors  

Factor Description Impact on Elasticity 
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Substitute 

Access 

Availability and quality of substitute 

products, such as competitors' chocolates 

and bottled water. 

Increases elasticity due to 

many substitutes. 

Brand Loyalty Strong brand loyalty reduces the 

likelihood of consumers switching due to 

price changes. 

Decreases elasticity due 

to psychological lock-in. 

Needs vs. 

Luxuries 

Products marketed as daily luxuries, 

balancing inelasticity of necessities with 

the perceived value of luxuries. 

Decreases elasticity for 

daily luxuries. 

Timeframe Short-term inelastic demand vs. long-

term adjustments in consumer behavior 

and preferences. 

Increases elasticity over 

time. 

Income 

Proportion 

Changes in consumer spending on food 

and beverages post-Brexit and COVID-

19. 

Variable elasticity 

depending on economic 

conditions. 

Broad 

Product 

Range 

Diverse product line allows strategic 

pricing across categories. 

Balances elasticity across 

product portfolio. 

Market 

Structure 

Inelastic demand in oligopolistic markets 

vs. higher elasticity in competitive 

markets. 

Variable elasticity based 

on market dominance. 

Wellness 

Trends 

Health-conscious consumers showing 

lower price sensitivity for healthier 

products. 

Decreases elasticity for 

wellness products. 

Pricing Policy Recommendation  

Pricing Policy Recommendation  

Given the impact of the Covid-19 pandemic on global supply systems and the UK economy, a 

well-crafted pricing policy can assist firms in overcoming the hurdles of disrupted supply chains, 

labour shortages, and volatile demand. Here are some pricing policy recommendations: 
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1. Dynamic pricing is the process of modifying prices in real time in response to current 
market demand, supply conditions, and other external factors. This method can help 
organisations respond quickly to market developments. 
Maximises income: Businesses can increase income by charging higher prices during 
peak demand periods. 
Reduces Surpluses and Shortages: Dynamic pricing can help balance supply and 
demand by discouraging excessive consumption during shortages and attracting more 
purchasers during surpluses. 

2. Cost-plus pricing sets prices based on the cost of manufacturing plus a defined markup. 
This strategy ensures that firms cover their costs while maintaining a stable profit 
margin. 
Ensures Cost Recovery: assists firms in covering increased expenses due to supply 
chain disruptions and labour shortages.  
Stability: Offers a consistent pricing structure that customers can understand and 

anticipate. 

3. Worth-based pricing determines prices based on the perceived worth of a product or 
service to the consumer rather than just manufacturing costs. 
Prices reflect what buyers are willing to pay, which may increase sales and customer 
satisfaction. 
Enhanced Profit Margins: If customers perceive great value in the product or service, profit 

margins may increase. 

4. Promotional pricing entails temporarily lowering prices to increase short-term sales or 
clear out inventory. 
Increases Short-Term Sales: Attracts price-sensitive clients while increasing sales 
volume. 
Clears Inventory: Helps control inventory levels amid supply chain disruptions by 

encouraging faster stock turnover. 

5. Offering long-term contracts or subscription-based arrangements can help organisations 
and customers maintain pricing consistency and predictability. 
Predictable Revenue Stream: Provides a consistent income stream, which can be very 
useful during difficult times.  
Customer Loyalty: Promotes long-term partnerships and loyalty. 

A well-thought-out pricing policy can assist firms in addressing the economic issues faced by 
the Covid-19 epidemic and accompanying supply chain disruptions. Dynamic pricing, cost-plus 
pricing, value-based pricing, tiered pricing, promotional pricing, and long-term contracts can 
help firms better align their pricing strategies with market conditions, consumer behaviour, and 
financial goals. 
Thus, while AOP cost recoveries are strategic choices, value category basic products and larger 

bundles should use penetration pricing. Price sensitivity makes these products nearer to store 

brands (Ellickson, 2013). Pricing should be attractive and sensitive to attract price-sensitive 

customers and ensure volume business. Promoting the value of these goods can support this 

strategy. 
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Pricing strategy should also address communication. Thus, organizations should promote its 

products' quality, sustainability, and nutrition benefits through price (Ellickson, 2013). In terms of 

price sensitivity, perceived value drives luxury and mid-market goods purchases. 

Finally, any policy should cover periodic evaluation. Quarterly measures of price setting efficacy 

across segments and consumer opinions will enable fast revisions and assure policy conformity 

with market conditions and customer expectations. 

Justification  

To justify recommended pricing policies in light of the Covid-19 pandemic's impact on supply 

chains and the UK economy, each recommendation must be aligned with the specific difficulties 

identified in the case study. The reasons should focus on how these regulations may successfully 

minimise disruptions, manage customer behaviour, and maintain business viability.  

 Adapts to Market Fluctuations: Due to the epidemic, supply and demand fluctuated 

significantly and rapidly. Dynamic pricing enables firms to modify prices in real time 

based on actual conditions, thereby successfully managing shortages and 

surpluses.  

 Income Optimisation: With rising demand for vital items and supply constraints, 

dynamic pricing enables firms to maximise income during peak demand periods, 

ensuring they can cover higher expenditures while remaining profitable. 

 Cost Recovery: Because of supply chain interruptions and increased production 

costs caused by labour shortages, firms require a pricing plan that assures they 

can cover these higher expenses. Cost-plus pricing is a simple technique to 

recover these costs while remaining profitable. 

 Pricing Stability: This strategy provides pricing stability, which is critical during 

periods of economic instability. It enables organisations and consumers to plan 

and budget more successfully. 

 Aligns with Consumer Perception: During the epidemic, certain commodities 

were more valuable due to their necessity or scarcity. Value-based pricing 

ensures that prices reflect consumers' perceived value, which may be greater for 

critical or scarce products. 

 Maximises profits: By pricing based on perceived value, firms can possibly collect 

higher profits on products that consumers regard as more critical or desirable, 

offsetting some of the extra expenses caused by supply chain difficulties. 
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The recommended pricing plans are well justified in light of the case study's specific economic 

constraints. These policies provide practical answers for managing price volatility, stabilising 

revenue, and increasing business resilience by addressing supply chain disruptions, labour 

shortages, and changes in consumer behaviour. Implementing these techniques allows firms to 

adjust to current economic situations while also planning for future risks. 

 

 

Economic 

Consideration 

Justification Impact 

Price Discrimination Customizing prices to different market 

segments with varied willingness to 

pay. 

Maximizes revenue 

across diverse consumer 

groups. 

Prestige Pricing for 

Premium Products 

Premium products have inelastic 

demand due to brand loyalty and 

perceived quality. 

Increases profitability and 

maintains premium brand 

reputation. 

Competitive Pricing in 

Oligopolistic Markets 

Pricing competitively to avoid price 

wars and maintain market share. 

Matches kinked demand 

curve theory, preserving 

industry profitability. 

Penetration Pricing for 

Value Products 

High price elasticity of demand for 

value products. 

Increases sales volume 

and competes with private 

labels. 

Dynamic Pricing Adjusting prices based on market 

conditions and demand fluctuations. 

Optimizes resource 

allocation and profitability. 

Clear Value 

Proposition 

Communication 

Reducing consumer knowledge 

asymmetry by highlighting product 

quality, sustainability, and nutritional 

benefits. 

Justifies premium pricing 

and builds consumer trust. 

Conclusion  

This research of the UK's market position and pricing strategy shows a complex interaction of 

economic factors affecting demand and price elasticity across its diversified product array. The 

study shows how replacements, complements, customer income, and preferences affect different 
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product categories. The  ability to sustain relatively inelastic demand for many premium products 

while confronting more elastic demand in value categories shows the relevance of brand power 

and product differentiation. In today's competitive market, a nuanced tiered pricing policy with 

dynamic and channel-specific techniques is recommended. This strategy seeks profitability and 

market share retention across all product areas. The UK's market performance depends on its 

ability to adapt price and product strategies to changing consumer wants, economic situations, 

and competition pressures while preserving quality and innovation. 
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