


[bookmark: _GoBack]


Management Economics
 LCBB5008
Student Name: IOAN NEMES
[bookmark: _Toc102866660]Student ID: 1921883



Contents
Introduction to the Busines	iii
Demand and Market Equilibrium	1
Influence on Price Elasticity of Demand	4
Price Strategy Recommendation	6
Conclusion	7
References	8



[bookmark: _Toc131912814]Introduction to the Busines
McDonald’s has been selected for this study. In 1940, McDonald’s was established in San Bernardino, California. The company's initial focus was on effectively feeding hamburgers and other items using an innovative assembly-line approach to food preparation. This approach was used to prepare the food. McDonald's is one of the largest and most well-known corporations in the world. The fast food restaurant chain has locations in more than one hundred countries and employs more than 200,000 people. McDonald's has a thin margin for profit and a great deal of competition within the food industry. In spite of these challenges, McDonald's has maintained its lead over its rivals thanks to the creative advertising campaigns it runs, the efficient business practises it employs, and its unwavering dedication to serving its customers. McDonald's is perhaps most well-known for the hamburgers, milkshakes, and french fries that it serves. In addition to that, they have chicken sandwiches, vegetables, and even breakfast available for purchase. The McCafé coffee brand is doing exceptionally well in today's competitive business environment. In order to satisfy the ever-evolving requirements posed by customers, McDonald's has made significant financial investments in cutting-edge technology and forward-thinking strategies, such as mobile order-placing platforms. The company has made a strong commitment to sustainability by setting lofty objectives like increasing the use of environmentally friendly materials and cutting carbon emissions from greenhouse gases. McDonald's is a significant player in a large number of markets around the world, including the markets in the United States, Europe, and Asia. Despite current challenges, such as cutthroat competition from fast-casual fast-food restaurants and shifting consumer preferences, McDonald's continues to be a significant player in the global fast food industry.
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Price of Substitutes
Burger from another brand like Burger King or Wendy's can be a substitute for that of McDonald’s. If such brands increase their products' price, products of McDonald’s will seem to be more affordable for the customers (Cowell, 2018). If the value of these alternatives declines, consumers may choose them over the McDonald's hamburger, thereby decreasing demand for the latter. There may also be vegetarian or vegan alternatives to the conventional hamburger. It is possible that the demand for burgers will decrease as a result of the proliferation of these alternatives. For instance, a decline in demand for McDonald's burgers could be attributable to the rise in popularity of vegetarian or vegan burgers. Overall, the cost of alternatives should be factored into estimates of McDonald's hamburger sales. Having alternatives on the market can reduce prices, but price fluctuations can have a significant impact on demand. To maintain a competitive advantage in the fast food industry, McDonald's must comprehend the preferences of its target market and the pricing strategies of its competitors.
Price of Complements 
Normal complements to a McDonald's burger include French fries and soft drinks. If the price of these ancillary products increases, demand for McDonald's burgers may decrease. If the price of french fries increases, for example, some customers may decide not to purchase them, which could result in a decline in overall hamburger sales. The demand for McDonald's hamburgers may increase, however, if the price of these supplementary goods falls (Henchion et al., 2017). A decrease in the price of combo meals consisting of the burger, potato wedges, and a drink may lead to an increase in requests for hamburgers. In addition to the product itself, complements can affect how much people value it. For example, a decrease in demand for a complete meal may result from a decrease in demand for a complementary product. Similarly, if the quality of the side dish improves, it may increase appetite for the entire meal. When analysing the demand for McDonald's hamburgers, it is crucial to consider the quality and cost of the condiments. McDonald's must comprehend the pricing structures and dependability of its side items, such as fries and soda, in order to ensure that they complement the hamburger in a manner appropriate for its target market.
Consumer Income 
McDonald's burger sales are sensitive to consumers' discretionary income. Because more people will have money to spend on fast food and other restaurant meals, rising median household income may boost hamburger sales. On the other hand, if people's discretionary income decreases, they may choose to cook at home or dine at a less expensive restaurant. The demand for hamburgers is also not proportional to consumer income. There is a maximum amount of money that consumers can spend on hamburgers. After a certain income threshold, individuals may gravitate towards more expensive restaurants. The price of a product might change depending on the shopper's financial situation. If consumers' standard of living improves, it's possible that they'll be more willing to shell out additional cash for pricier hamburgers. It is possible that the demand for the this hamburger will decrease if consumers become much more price conscious as a result of a decrease in their discretionary income. The amount of disposable income that customers have has a significant impact on McDonald's sales. If McDonald's wants to keep its dominant position in the food industry, the fast food chain needs to find out how much money its most customer loyalty are willing to spend.
Consumer Tases and Preferences 
McDonald's has a responsibility to remain current with the ever-shifting tastes of its customers. People are becoming more health conscious nowadays and therefore they are bringing changes in food habits, which causes having plant based foods. In this regard, McDonald’s offers vegetables items with the selected product. Consumers' tastes and preferences are constantly evolving, and societal and cultural factors can play a role in shaping those preferences. If the current movement towards plant-based diets and decreased consumption of meat continues, the demand for conventional hamburgers created from red meat, for instance, may decrease. This is because plant-based diets and reduced consumption of meat go hand in hand. McDonald's has made efforts to introduce a vegetarian burger to certain markets as a direct result of the movement that has been going on. It is essential to remember that advertising and marketing can influence people's decisions. A new advertising campaign that emphasises the superior taste and quality of McDonald's hamburgers, for instance, could lead to an increase in demand. The same holds true for burgers: a marketing push for a collector's item or a seasonal flavour could increase demand specifically for those products. McDonald's must be aware of and responsive to changing customer preferences in order to continue its success. This will help the company remain competitive in the fast food industry and retain customers over time.
Consumer Expectations of Price
McDonald's hamburger demand is heavily influenced by customers' price expectations. If consumers anticipate a price increase in the near future, they may temporarily increase their purchases of hamburgers in order to stock up before the price increase takes effect. If, on the other hand, people believe that the price of hamburgers will decrease in the near future, this could result in a temporary decline in demand as they delay purchasing the product until the price reduction actually occurs (Gravelle and Rees, 2014). McDonald's must find an optimal price point to satisfy its customers and sustain its business. McDonald's runs the risk of losing customers and business if it raises the price of its signature burger too much. Conversely, if McDonald's reduces prices too drastically, it could harm the company's bottom line. McDonald's must clearly and promptly inform its customers of any price increases or decreases. If McDonald's decides to increase the price of a hamburger, they should explain why (inflation, higher ingredient costs, etc.) and how it will benefit customers (such as by helping local farmers). Thus, the price expectations of consumers are an integral component of McDonald's burger demand analysis. McDonald's can keep customers coming back and still make a profit if it finds a pricing and communication sweet spot.
Demographics
The demand for McDonald's hamburgers can be significantly affected by demographic factors, particularly the number of users or purchasers. If more people are purchasing the product, there may be more interest in it. In contrast, if fewer individuals purchase the product, interest in it may decline. A variety of socioeconomic factors may influence McDonald's hamburger sales. If, for example, the population of a region in which McDonald's operates is growing, this may lead to an increase in demand for the chain's hamburgers. In a similar vein, an increase in tourism to a region could increase spending and, consequently, demand for hamburgers in that region. However, sales volume could be hurt by demographic factors as well (Goldstein and Khan, 2018). McDonald's, for one, tends to appeal to a younger crowd, so a drop in that group's numbers would likely translate to fewer overall customers. Another factor that might lower demand for McDonald's burgers is the trend of people moving to cities, where there are more options for fast food. McDonald's might have to revise its offerings and approach to advertising to accommodate its shifting customer base. If the population is getting older, McDonald's, for illustration, may need to provide healthier options or reduce the size of their meals to keep customers. McDonald's needs to keep an eye on demographic shifts because they may affect the fast food giant's bottom line and its power to stay competitive.
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Price of Substitutes
The price of alternatives may have an effect on how much a McDonald's hamburger costs. The demand for the product from eating establishments like McDonald's could grow increasingly elastic if the cost of alternative solutions like different fast-food eateries and home-cooked meals increases (Bowels, 2013). Those who don't absolutely need the product may decide to look elsewhere for a more affordable one. If a low-income customer spends there own entire weekly food budget on such a McDonald's hamburger, for example, that could increase demand. McDonald's hamburger's popularity may be much more elastic due to the price constituent of substitute products as customers have more possibilities and may be more price sensitive.
Price of Complements 
An additional factor that affects the McDonald's hamburger's price-elasticity of demand is the price of add-ons. Demand for hamburgers could grow more elastic if the cost of a drink or fries went up. Buyers may decide not to buy the burger if the required condiment is too expensive because they may view it as a luxurious lifestyle rather than a necessity. Low-income consumers may have more flexible demand for supplements because their purchase doesn't take as large a bite out of their company's working capital. The cost of extras may point to more malleable demand for the product as a whole. This is because the product is often bought together with a complementary item, and shoppers may be more price-conscious as a result.
Consumer Income 
Burgers' price elasticity varies as a function of consumers' discretionary income. Consumers are more likely to spend money on Hamburger as their income rises, and likewise. The following factors, however, affect the magnitude of this phenomenon. Burgers are seen more as a necessity than a luxury by the average consumer. Burger prices will go up in direct correlation to rising incomes (Cachon and Terwiesch, 2008). A customer's "hamburger budget" is typically quite small relative to the customer's total discretionary spending. As a result, income fluctuations won't significantly affect consumer spending. Burger consumption is thought to be less sensitive to income fluctuations. Other factors, such as the price of substitutes and consumer preferences, have a greater impact on product demand than income. However, it does matter when calculating the price elasticity of demand for the hamburger.
Consumer Tastes and Preferences 
McDonald's needs to keep up with the tastes of its customers, who are always evolving. If people consider that traditional hamburgers are unhealthy, demand for the product can be reduced (Heakal, 2015). Again, cultural aspects, which can be described as consumer preference, can be a measure to change the demand. To explain, of many people believe that they should go for plant based foods because of religious values, it may reduce the demand for the product of McDonald’s. This aspect needs to be considered.
Consumer Expectations of Price
Customers' price expectations can also impact this aspect. If customers think that price of the product will increase, they may consume more in present time. On the opposite hand, if they perceive that its price may reduce, they may wait for price reduction to buy it. This data suggests that the degree of price elasticity of demand for hamburgers is affected by consumer expectations. Furthermore, if consumers consider hamburgers to be a luxury item, an increase in price may prompt them to transfer to a less expensive alternative, making demand more elastic (Tewari, 2013). However, if people consider hamburgers to be a necessity or staple food, they may keep buying them even if the price goes up. The subjective effect on revenue would depend on consumers' attitudes towards the commodity and their ability to pay for it.
Demographics
Hamburger price elasticity can be affected by demographics. A region with such a younger population may have a higher demand for hamburgers than an older population because of the higher birthrate. Young people might have a greater elastic demand for hamburgers than older people do because they have lower incomes and are more price sensitive (Ashayeri and Lemmes, 2016). But if the locals are older and wealthier, they will be less sensitive to price and more willingness to spend for the convenience and satiety of a hamburger, attempting to make demand less elastic. Racial and linguistic factors can also play a role in the fluctuation of hamburger prices. There may be less room for growth in the burger industry in places where plant-based diets are more common. Demand for hamburgers may be elastic or inelastic, based on the age, earnings, and ethnicity of the local population.
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[bookmark: _Toc124705856][bookmark: _Toc126578061][bookmark: _Toc127037395][bookmark: _Toc128867007]The study's findings suggest that McDonald's should adjust its prices to reflect the higher prices that consumers are prepared to pony up for hamburgers. Burgers have a more price-sensitive market because of the greater elasticity of demand for them. McDonald's could increase sales by decreasing the cost of its hamburgers. If McDonald's lowered the price of its hamburgers, more people would indeed be rich enough to buy them, leading to increased sales Whelan et al., 2011). McDonald's could boost sales and attract more customers by offering combo meals at a discount. McDonald's needs to implement a pricing policy that allows the company to respond to fluctuating demand and shifting consumer tastes.
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Various fcators, including the six explained here, affect the extent to which customers would like to buy the selected product of McDonald's. Various aspects impact on the selected product's demand elasticity. Considering these aspects, McDonald's may go for following a new pricing model. As per the model, prices will vary focusing on different aspects including location, time of day, local competition and so on. It will help in market share retention, profit maximization, and customer retention with satisfaction.
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