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[bookmark: _Toc141873491]1. Introduction 
This assignment is related to the concepts of Management Economics such as Demand, factors of demand, price elasticity of demand, etc. and the application of these concepts in the real business context. In this assignment, the reference of Coca-Cola company will be taken and the market equilibrium for the soft drink of Coca-Cola will be projected. Then the factors affecting the demand for soft drinks of Coca-Cola will be analysed and the change in demand will be projected through relevant diagrams. Other relevant concepts like income effect and substitution effects will be assessed in the context of the business. Based on the analysis, the suitable pricing strategy of the business will be addressed to the management as well.  
[bookmark: _Toc141873492]2. Analysis and Discussion 
[bookmark: _Toc141873493]Task 1- Description of the business
Coca-Cola is a manufacturer of soft drinks that operates in around 200 countries in the entire world. The first soft drink of Coca-Cola was introduced in 1886 by Dr. John Pemberton and the company was first set up in 1892 by Asa Griggs Candler. The main headquarter of Coca-Cola is in Atlanta, Georgia in the US. James Quincey is the CEO as well as the Chairman of the company since 2017 and 2019 respectively. Coca-Cola is a publicly listed company and is said to have multiple shareholders around the world (Coca-Cola, 2023). 
The chosen product for this analysis is a soft drink produced by Coca-Cola. There are different versions of soft drinks that Coca-Cola produces and some are specially made for certain regions. Coca-Cola has various competitors in the global market of soft drinks and beverages such as PepsiCo, Red Bull, Soylent, Gatorade, Fanta, Nestle, etc. So, to gain a competitive advantage, the company has not only tried to apply product differentiation but also has set prices accordingly and has undertaken relevant advertising strategies. To gain popularity and build a strong customer base, Coca-Cola has approached global sports stars to advertise Coca-Cola soft drinks. 
There is a significant reason behind choosing this business and this product. In the current society, people have become more health conscious. Soft drinks provide refreshments but are not very healthy for consumers. High carbonated drinks are preferred and sustainability has become a key factor as well. Therefore, the demand for soft drinks has been significantly affected by these factors in recent years. This assessment will provide a more in-depth analysis regarding these microeconomic behavioural changes (Inchingolo et al. 2023).  
[bookmark: _Toc141873494]Task 2- Identification of demand and market equilibrium 
In economics, market equilibrium is regarded as a situation in the market where demand equals supply. The equilibrium takes place at the price level where the quantity demanded by the customers and the quantity supplied by the sellers are both equal. A market is a place where buyers and sellers interact with each other for exchanging goods or services for money. It is said that in the market, at certain price levels, the demand of the consumers doesn't interact with the planned supply of the sellers. This is a market disequilibrium which moves towards equilibrium because of changes in price and other negotiable factors (Osborne and Rubinstein, 2023).        
[image: ]
Fig. 1: The market equilibrium 
(Source: Pettinger, 2019) 
In the above diagram, the point denoted by the arrow entails the market equilibrium point. At that point, supply and demand curves for a commodity say a cold drink of Coca-Cola intersect each other. At the market equilibrium, the market clearing price for soft drinks is P1 and the market clearing quantity is Q1. Here, both quantities demanded and quantity supplied of soft drinks are equal. Above price level P1, excess supply or surplus exists in the market while at a price level under P1, there exists an excess demand or shortage of soft drinks in the market.
Factors affecting the demand and their impact
Price of substitutes:
The price of substitutes causes a shift in demand for the actual product. Substitutes of soft drinks include fruit juice, tea or coffee, coconut water, etc. An increase in the price of these substitutes lead to an increase in the demand for soft drink and vice-versa. This is because when the price of substitute goods, say fruit juice, increases, people feel it less affordable to purchase fruit juice and hence would purchase soft drinks that are cheaper. An increase in the quantity demanded of soft drinks will increase the demand for soft drinks. Opposite will happen if the price of fruit juice falls. 
[image: ] 
Fig. 2: Shift of demand because of substitute’s price
(Source: Pettinger, 2019)
If the price of substitute goods, say lemon juice, increases, the quantity demanded of soft drinks has increased from 80 units to 115 units but the price of st drinks of Coca-Cola has not changed. This shifts the demand curve towards the right and D2 is the new demand curve.  
Price of the complements:
A complement is a good that is consumed together with the main good. A relevant complement to the soft drink of Coca-Cola is popcorn. If the price of popcorn increases, people having a tendency to consume these goods together reduces the purchase of popcorn. Hence, the quantity demanded of soft drinks gets reduced. Again, if the price of popcorn decreases, the demand for soft drinks will increase accordingly (Dari-Mattiacci and Parisi, 2006). 
The price of popcorn has increased in the UK, so the demand for soft drinks of Coca-Cola is expected to fall. This economic phenomenon will be presented using the following figure.
[image: ] 

If the above diagram is considered, the increasing purchase price of popcorn has led to a fall in demand for soft drinks of Coca-Cola. Hence, the demand curve for soft drinks has shifted to the left, from D to D1. Because of this, the equilibrium price and quantity of soft drinks both will fall.  
Income of the consumer:
The income of the consumer is said to affect the demand for a commodity as well. When income rises, the purchasing power of a consumer increases as well. So, the demand for normal commodities like soft drinks increases. On the other hand, if the income of the consumer falls, then the demand for those normal goods will get reduced as well. In the UK, the median income of the people didn't increase much while the average income has fallen in the last 2- 3 years (by around 1.7%) (ONS, 2023). So, the demand for soft drinks will be affected adversely in the UK because of this.   
[image: ]
(Source: GeeksforGeeks, 2023b)
Here, the good X represents the soft drink Coca-Cola. As discussed already, when the income of the consumers falls, the demand for soft drinks say X will fall as well. Hence, the demand curve moves to the left from D to D1. This leads to a fall in equilibrium quantity from Q to Q1. 
Tastes & preferences of the consumers:
The tastes and preferences of the consumers also affect the demand for a certain product. If the consumers prefer certain goods, then the demand for that good remains high. But if the tastes and preferences of the consumers change, then that good comes across a fall in demand. Considering the market of the UK, Coca-Cola is a quite popular brand, so the demand for Coca-Cola soft drinks is significantly high. But, people's preferences are changing as they are moving to healthy soft drinks from carbonated soft drinks. This will adversely affect the demand for carbonated soft drinks from Coca-Cola adversely (Pell et al. 2021).   
[image: ]    
The demand for carbonated soft drinks will fall because of changing preferences so the demand curve of soft drinks has moved to the left and D1 will be the new demand curve of Coca-Cola soft drinks. Because of this, both the equilibrium price and the quantity of soft drinks will fall.
Future price expectations:
Future price expectations influence the demand for goods too. If the price of a good is expected by the consumers to increase shortly, then demand for that good will increase in the current period. Opposite will happen if the price of the goods is expected to fall going ahead. 
As the price of Coca-Cola soft drinks is expected to increase in the coming time, the demand for this product will be high at the moment. This will push the demand curve to the right and lead to an increase in the equilibrium price and quantity of soft drinks (Speed and White, 2023). 
[image: ] 
As discussed above, this demand-supply diagram interprets the same (the rightward shift of demand from D to D2).       
Demographics:
The number of consumers of a good is also a significant factor in the change in demand for that good. When the frequency of consumers increases, the demand for that product is said to increase as well and vice-versa. In the UK, Coca-Cola was the best revenue-generated beverage company in 2022 incurring around 274 million GBP. So, it is more popular and the number of customers of Coca-Cola soft drinks has increased as well (Ridder, 2022). So, the demand for Coca-Cola soft drinks is expected to increase because of this factor, keeping other factors the same.
[image: ] 
More demand will push the demand curve of Coca-Cola soft drinks to the right inducing an increase in both market clearing price and quantity of soft drinks.  
[bookmark: _Toc141873495]Task 3
Price Elasticity of Demand measures the responsiveness of the quantity demanded of a product to changes in its price. When demand is inelastic, it means that the quantity demanded does not change significantly in response to price changes. On the other hand, when demand is elastic, it means that the quantity demanded changes significantly in response to price changes.
In the case of Coca Cola, it is important to note that the price elasticity of demand may vary for different markets, consumer segments, or time periods. However, generally speaking, carbonated soft drinks like Coca Cola tend to have a relatively elastic demand.
This means that when the price of Coca Cola is increased, consumers may be more likely to cut back on their consumption and explore alternatives such as other soft drinks or non-carbonated beverages. Conversely, when the price of Coca Cola is reduced, consumers may be more likely to increase their consumption.
Coca Cola, being a globally recognized and popular brand, has built a strong consumer base over the years. This brand loyalty and consumer preference may contribute to a certain degree of inelasticity in demand, as some consumers may be less price-sensitive and continue to purchase Coca Cola regardless of price changes.
However, competition within the beverage industry is intense, with numerous options available to consumers. This competition, along with changing consumer preferences towards healthier alternatives, may contribute to a higher price elasticity of demand for Coca Cola. As a result, Coca Cola may need to consider the potential impact on demand when making pricing decisions, as significant price changes could have a noticeable effect on the quantity demanded.


Substitution effect:
In microeconomics and the theory of consumer behavior, the substitution effect is studied for the relative assessment of the impact of substitutability on the demand and demand elasticity of a good. The substitution effect depicts the change in demand for a good when the price of substitutes changes. This concept narrates that a good becomes more expensive when its price increases (Baker, 2003). As other factors of demand remain constant, consumers look to consume alternative goods that come at a lower price. Hence, the demand for substitutes increases and the demand for original goods falls. 
[image: ]  
(Source: Corporate Finance Institute, 2023) 
There are two commodities A and B. The initial levels of consumption of both goods are A1 and B1. Now, as the price of commodity A falls, the budget line moves outward. On the new Indifference curve, the equilibrium is achieved at point 'Z', where the consumer consumes A3 level of good A and B3 level of good B. At, a higher budget line, the consumer consumes more of both goods, especially more of commodity A. This substitutability of the consumption of goods has taken place because of the fall in the price of A. 
A soft drink of Coca-Cola is a normal good in nature. Also, it is neither a luxury good nor it can be considered as a necessity purely. As soft drinks are not highly essential commodities, the demand for this good is price elastic. Because, if the price of soft drinks increases by 1%, then the quantity demanded of Coca-Cola soft drinks will fall by more than 1%. This is also because there are various substitutes available for Coca-Cola soft drinks, so the impact of substitution effect on the consumption of Coca-Cola soft drinks is high. The competition is high in the market for soft drinks (Guerrero-López et al. 2017).  

Income effect:
The income effect is also studied alongside the substitution effect in the context of consumer behaviour and utility theory. This income effect evaluates the change in demand for a good in relation to the change in real income of the consumers. When the real income of the buyers increases, the demand for the normal commodity is higher as well. Similarly, if real income goes down, normal goods will see a fall in demand. Unlike the substitution effect, the income effect can be positive, negative, or zero based on the nature of good. If the good is a necessary one, income effects exist for luxury goods as well. For Giffen goods, the income effect is negative as the demand of these goods increases with a fall in income and vice-versa. This negative income effect is more dominant than the positive substitution effect. Also, negative income effect reduces the level of total effect as it is the sum of income effect and substitution effect. So, the quantity consumed of a good doesn’t increase in presence of both income and substitution effects as it would in presence of substitution effect only (Tejvan Pettinger, 2019b). 
[image: ]  
(Source: Analyst Notes, 2022)
Coca-Cola soft drink is a normal good, not an inferior good. So, the income effect of Coca-Cola soft drinks is positive. So, the total effect will increase. As it is a normal good, the % increase in income will lead to a greater % increase in the quantity demanded of soft drinks as well. So, Coca-Cola soft drink is an income elastic good that the people would like to consume more when their purchasing power increases. As per various studies, Coca-Cola soft drink seems to be more income elastic in the UK as it is more popular compared to other soft drink brands (Dunaway, 2015). 


Appropriate pricing policy of the business:
The current pricing policy of the Coca-Cola company is competitive pricing or skimming pricing. This pricing policy is used by the company because in the market of soft drinks and beverages, there are various alternatives to Coca-Cola (Jindal, 2017). All those companies have set similar prices more-or-less. So, Coca-Cola has followed its competitors and has set a pricing policy that is expected to help the operations and sales evaluation of the business. 
Analysing the above reflections, it is easily understandable that Coca-Cola will not be able to increase its demand if it increases the price of soft drinks. Soft drink is neither a necessity nor a luxury good so the impact of substitution effect is high. Also, the skimming pricing policy has not helped the business much to gain higher market share over its competitors. So, penetration pricing and cost pricing policies can be effective. Penetration pricing policy is used by the companies to acquire higher market share over the rivals by issuing lower prices of the homogenous products such as the soft drinks. As Coca- Cola is looking to bring some new flavours and items in the market, this penetration pricing will be helpful for the company to set a customer base of these new items quickly. Another one to be discussed in cost pricing. As per this policy, the company can get a competitive edge by providing soft drinks at a lower rate than the rivals as the production costs of those goods have been lowered. Coca-Cola can make use of technology, apply appropriate methods of saving, hire efficient employees, and work with the suppliers who can provide low cost materials (Woodruff, 2019). 
So, apart from competitive pricing, these are the other two pricing policies that the business can implement.         
[bookmark: _Toc141873496]3. Conclusion 
Relevant concepts of managerial economics such as demand, factors affecting the demand of a commodity, price elasticity and income elasticity of demand all have been discussed in this assignment. Coca-Cola has used competitive pricing for many years, but with the changing trends and patterns of the consumers towards the soft drinks, increasing cost of raw materials, etc. the company may look to change its pricing policy. Two suggestions have been provided. Coca- Cola can set the appropriate pricing policy accordingly.   
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