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INTRODUCTION

The Coca-Cola manufacturing company is the subject of the following report, with a particular focus on the company's internal and external activities, the "Coca-Cola original" product, and the environment in which it operates, specifically at a national and international level. The choice to conduct an economic analysis on the following company comes from a personal attachment to the city of Atlanta, where I lived and had the pleasure of visiting the Coca-Cola headquarters.









BUSINESS SUMMARY






The Coca-Cola Company is a manufacturer, retailer, and distributor of non-alcoholic beverages based in Atlanta, GA. Pharmacist John S. Pemberton is the inventor of the original product in 1886, which initially included cocaine. Coca-Cola Co was founded in 1892 by Asa Griggs Candler, the giant's first owner. After the Second World War, the Company introduced new drinks into production, up to the variety of products present today. (The Editors of Encyclopædia Britannica, 2022)

The company operates geographically worldwide and in more than 200 countries (Guardian Staff, 2010). The business's segments encompass Europe, the Middle East, Africa; Latin America; North America, and Asia Pacific.
The original drink was composed of syrup combined with carbonated water, which success resulted from the bottling of the product, a process carried out nowadays by the partners.

The Company's strength is in the franchising model: the Bottlement Investment Group, which has up to 225 partners, is responsible for the bottling, therefore part of the production. In the same way, global companies are responsible for distribution. (The Coca-colacompany, 2022)

It licenses various beverage brands, including Coca-Cola, Sprite, Fanta, Diet Coke, and Coca-Cola Zero Sugar. The types of products it offers are therefore not groupable only in the soft drink category but in different areas such as hydration, sports, coffee and tea, nutrition, juices, dairy products, and plant-based drinks (The Coca-cola company, 2022)

The corporate activities come together under a hybrid scheme: Coca-Cola guarantees the exclusivity of its products and registered trademarks at each stage of production. It authorizes independent parties to control a specific production stage, making it compliant with the market in which it operates. With separate contracts with third parties, the company can invest strategically and specifically, ensuring an easy entry into the market.
An example is the figure of 4.4 billion spent in 2019 on promotional campaigns for bottling companies. (Cuofano, 2020)
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(The Coca-cola company, 2022)








DEMAND AND MARKET EQUILIBRIUM
Focusing on the demand for the product in the market and establishing the product's price is fundamental to understand the company's performance. The so-called Equilibrium price is reached when the demand and supply prices coincide. (The Economic Times, 2022) Equilibrium is critical to ensure the balance and stability of the company on the market. 
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The above graph shows the price equilibrium in a ceteris paribus condition: however, the markets and, consequently, the price and the demand are constantly changing. Several factors lead to the continuous alteration in the demand for Coca-Cola original taste, and analyzing the latter is essential to adjust production and fix the market price.






FACTORS INFLUENCING DEMAND SHIFT:
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• Price of substitutes 
Cola war is between the two giants of soft drinks, specifically KO and PEP.O. Pepsi has seen revenue growth in several segments due to a 17% price increase as of the end of September 3, 2022 (Rajesh, 2022). The hike is in response to inflation and has proven effective for Pepsi's brand value.
The two giants are substitutes, and the demand for their products is competitive. Consequently, the change in the price of Pepsi leads to an increase in the demand for the quantity of Coca-Cola, with a strong positive Cross-price elasticity of demand (XED) between the two.
However, the increase in demand doesn’t necessarily get along with the rise in revenues and an increase in profit: in a period of inflation the quantity demanded of products and services isn’t as elastic, therefore the criteria of the price increase of Pepsi, is a smart strategy to increase revenues. 
• Price of complements
A joint demand characterizes complementary goods: a complementary example of Coca-Cola is McDonald's. The price of burgers, and nuggets sold by the chain, dropped in December 2022 (King, 2022). McDonald's price fall is due to a customer loyalty crisis and the continuous increase in complaints for the previous 10% price increase. Losing many clients for fast food would also be a severe loss to the KO giant. Fast food customers often pair carbonated drinks like Coca-Cola with the menu.  
The price drop on the fast-food menu is aimed at gaining consumers' satisfaction back, which is a positive action even for the soft drink company.
Consequently, the required quantity of Coca-Cola operates inversely to McDonald's price movement, with a negative elasticity coefficient. If the prices of McDonald's products fall, the in demand of Coca-Cola will increase.

• Consumer Income 
The increase in consumer income leads to a greater probability of purchasing the product and a rise in demand. In the graph, this translates into a rightward shift in demand. 
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The picture shows the total income in USD after deducting taxes and contributions. The countries with the highest total income are the USA, Germany, and Canada after they faced a decline in income after the pandemic.
As for England, the average income is still increasing, after a slight decline in 2021 due to the recession and pandemic. However, the increase in the average should be considered as an adjustment in salaries based on inflation, discovering a 7.2% drop in earnings for young UK people in their 30s. (Clark, 2021)
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Finally an increase in consumers' income, will bring to a rise in the quantity demanded of Coca-Cola. The income elasticity resulting from the interaction of the two factors is describing how drastically the quantity of Coca-Cola is changing, based on income.
However, considering the change in income and the relationship between the product and the income is essential. Coca-cola's original is a normal good, precisely a necessity: its price constitutes a minimal part of an individual's earnings and will therefore have minimal consequences on it. Following the formula
YED= 
In the case of normal goods, the sign is positive and Y increases with Q.
Finally, an increase in consumers' income, will bring a rise in the quantity demanded of Coca-Cola. The income elasticity resulting from the interaction of the two factors is describing how drastically the quantity of Coca-Cola is changing, based on income.





Consumer tastes & preferences 
In general, beverage consumers see soft drinks as an affordable and tasty alternative to hydration. However, consumer tastes are changing considerably: in fact, there is an increase in awareness of the presence of unhealthy elements in some soft drinks (such as sugars and preservatives) and a preference for healthier alternatives. Therefore, maintaining quality, taste, and flavour is essential for successfully selling soft drinks. In addition, factors such as benefits, clarity in sustainability, and reduction of sugars are added. (Whittaker, 2022)
Coca-Cola classic is a unique soft drink as defined one, because it cannot be diversified and relies notably on carbonated beverages.
The demand for original Coca-Cola is destined to decrease, displaying an internal movement of the D axis. However, this does not justify a probable decrease in the company's sales since Coca-Cola offers healthier alternative brands, such as Diet Coke and Coke Zero, whose demand can increase based on consumers' preferences.


• Consumer expectations of price. 
Several factors express the price expectations of the Coca-Cola product. In the first place, by segmentation: the product varies in different price ranges depending on the market in which it is sold.
It also depends on how the drink is purchased and the choice of retailer. The drink price in the 330ml format can vary from 60p to £1.50 depending on the retailer's profit strategy. (Birch, 2022)
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Regarding the situation in the UK, expectations for the price of carbonated drinks remain relatively stable compared to non-carbonated beverages. However, an increase from 1.69 GBD to 2.09 GBD by 2027 is expected. (Ridder a, 2022)
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Coca-Cola can count on the brand's strong presence on the market and on the general increase in prices due to inflation to maintain a stable demand. However, inflation affects consumer incomes, decreasing orders and leading Coke to revisit prices and promotions for 2023. (Karimi and Anilkumar, 2022)








• Demographics 
Demographically, the majority of revenues are recorded in North America, with a percentage of 34.1% compared to globally. Emerging revenue data can give an idea of the output sold and, therefore, the quantity required on the market. However, this data is not highly specific as it includes the price at which the product is sold, which varies according to the segment. 
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(Ridder b, 2022)

Another novelty that has a negative impact on the company is the decrease in consumers at the demographic level in Russia. The political situation regarding the conflict in Ukraine led to the blocking of sales of the American giant in Asia (Karimi and Anilkumar, 2022), consequently losing consumers.
This could lead to a decrease in demand with an axis shift inward.
However, analyzing revenues at a global level, recovery after 2020 is registered, destined to rise precisely due to the end of the recession period and due to the improvement of macroeconomic conditions. If, on a demographic level, consumers decrease, it does not mean that sales necessarily decrease since by improving living conditions, the frequency of consumption on a daily level can increase.
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The above factors show an increase in the demand for Coca-Cola. However, the change in consumer preferences towards healthier alternatives is an influential factor that can lead to a decrease in original Coca-Cola on the market or, more specifically, to an increase in demand for the company's alternative products.










PRICE ELASTICITY

Having analyzed the factors that influence demand and, consequently, a demand forecast, it is now necessary to focus on the Price Elasticity of demand. By carrying out an analysis, it is possible to understand whether this percentage is elastic or inelastic, consequently, to make strategic decisions to fix the price of the product on the market and increase revenue. In addition, understanding the relationship between demand and production helps the company increase profitability by managing costs based on total revenue.


Ease of substitution 
The original Coca-Cola product, as mentioned above, is limited in its nature and has many competitors. The soft drinks industry has many companies operating in the sector. However, the only major companies are Coca-Cola and Pepsi, which products are perfect substitutes. 
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(Lewis, 2022) 

Coca-Cola, therefore, operates in an oligopolistic market, and its percentage of PES strongly depends on its rival. Coca-Cola maintains its power in the market due to its substantial brand value: if Pepsi did not constitute such intense competition, the price elasticity of demand would be perfectly elastic. However, the supplier does not have full price power since its setting depends on the competitor's price variations, making the Pes coefficient relatively elastic.




Time 
Another factor on which the price elasticity of demand strongly depends is time. A short demand curve is generally less elastic than a long one because consumers have less time to change their tastes and preferences and have less time to adjust to price changes. An example of Coca-cola's original taste is the reduction of product sales due to the shift in tastes towards healthier alternatives. (Lewis, 2022)
The company has therefore taken steps to introduce a considerable diversification of products over the years, remaining among the first in the market rankings.


Durability of the product 
If the product's durability is long, the consumer is encouraged to purchase a one-time or few times purchase. The Coca-Cola product concerning expiry dates has very long times. However, it is considered a short-lived product. The drink is often combined with meals and consumed in a short time. In addition, once the packaging is opened, the product, being a soft drink, loses quality; consequently, the customer is led to finish it to enjoy its features. Coca-Cola provides different formats depending on the use, from the 1.25l bottle to the 16oz can. (Official Coca-Cola® US Website, 2022)
This actively demonstrates that the durability of the product brings to sell a large quantity of merchandise on the market, expanding the demand curve. The price elasticity of demand will therefore be elastic.


Luxury vs necessity
The type of good considered is the first factor that influences the price elasticity of demand. In particular, for necessities, demand is not very elastic to price variations given that these are essential goods that the consumer buys regardless of the price level.
Coca-cola is a luxury good, since its qualities are not a necessity for the consumer, but it constitutes an alternative and tasty drink. Its demand is therefore much more elastic to price variations. In addition to it, Coca-cola constitutes a minimal part of consumers expeditions.



The proportion of total expeditions
The share of income destined by consumers to purchase Coca-Cola is exceptionally modest. If the price of it increases, consumers are unlikely to reduce the quantity purchased since it does not have much influence on total purchases. The product does not constitute a considerable part of consumers' earnings. Therefore, price elasticity of demand is defined as elastic.


Price
The main variation of PED is the price. Referring to the formula for calculating the coefficient of elasticity, the more the cost of Coca-Cola good increases, the more the quantity required on the market decreases.
YEP= 
In a certain sense, the price of the product also depends on the production of the latter: the more the production costs increase, the more the price on the market of the product will have to grow, to cover the expenses. Price depends therefore on the production.

SUPPLY
Cost of production: means all the costs that arise during the production of the product, and as already explained in the company profile, Coca-Cola manages costs in the best possible way by outsourcing part of the production to third parties. Coca-Cola generates net operating revenue by selling syrups and concentrates to partners. Furthermore, the sharing of water resources implies a collaboration towards water security challenges. (2021 Business & ESG Report, 2021)

Technology and improvement in production techniques lead third parties to contract with the giant and, therefore, to expand production. The winning card of the company is the use of the economic empowerment that it brings to different countries through the targeted investment in machinery and sustainability. From solar panels in India to fountain dispensers in North America, these costs subsequently lead to new savings (2021 Business & ESG Report, 2021) 


Political factors
Coca-Cola is subject to multiple taxes of corporate income tax, customs duties, excise taxes, stamp duties, employer payroll taxes, and VAT and GST taxes. (Coca-cola.co.uk, 2023)
In addition, other factors affecting cola sales are the blockades in Russia (as already mentioned) and the embargoes in North Korea and Cuba.






CONCLUSION
In conclusion, having analyzed coca-cola PED under different aspects, we can conclude that coca-cola is elastic. As a result, the quantity demanded increases as the price decreases. However, an increase in the price of Coca-Cola is advisable to increase revenues, as the company enjoys dominance in market with Pepsi. However, the exchange margin must follow the consumers' income and the market in which it operates. Furthermore, being part of an oligopoly, it is advisable to keep the price at the bottom of the kink of the demand curve where PED > 1. This way, it is possible to maximize the company's profit.
With local production in several segments and new investments in growing markets, Coca-Cola can maintain good cost management and an excellent profit margin, as the product price is in accordance with the consumer income and production costs.
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