






MANAGEMENT ECONOMICS

	STUDENT NAME: MARILENA RALUCA BOTANOIU
Module code: LCBB5003



Table of Contents
Introduction	3
Name and details of the chosen product	3
Identification of demand-supply equilibrium and factors of demand	4
Demand-supply equilibrium identification	4
Factors affecting the demand for Coca-Cola's soft drinks	5
Price of the substitutes	5
Availability of complements	6
Consumers’ income	7
Consumers’ tastes and preferences	9
Future price expectation of the consumers	10
Number of consumers	10
Impact of substitution and income effects and pricing policy of the chosen business	11
Substitution effect on the price elasticity of demand	11
Income effect on the price elasticity of demand	12
The pricing policy of Coca-Cola	13
Conclusion	14
Reference list	16



[bookmark: _Toc110686851][bookmark: _Toc110689166]Introduction
The motive of this assessment is to study the details of Coca-Cola's soft drinks and the demand-supply equilibrium of Coca-Cola in the Soft drinks market, the factors that affected the demand for soft drinks the Coca-Cola, and the impact of substitution and income effect on the price elasticities. 
Demand for a product refers to a certain quantity of that product that the consumer is willing to purchase in exchange for a certain price that he is willing to pay. Several factors can affect the demand for a good and the price elasticity of demand. The interaction point of demand and supply curves gives the market equilibrium point. Income and substitution effects too can impact the price elasticity of a product.  
Now all these aspects will be analyzed in this assessment for a certain company's product.    
[bookmark: _Toc110686852][bookmark: _Toc110689167]Name and details of the chosen product 
The chosen product for this assessment is the soft drink Coca-Cola. This is a US-based beverage company that operates on a global basis. This Multinational company is famous for producing quality non-alcoholic soft drinks that can be consumed by teenagers, youth, and 50+ persons as well. The headquarter of the company is located in Atlanta of Georgia, USA. In 2020, the company was said to have earned a net income of around 6430 pounds which was a bit less than in 2019 because of several issues and the number of employees too was reduced by around 6000 to become 79000 approximately (Statista, 2022).  The company is also said to have around 300 brands of products in 200 different countries. Some of these brands include Fanta, Sprite, tab, etc. soft drinks, healthy beverages such as Powerade, Nestea, Fruitopia, etc. The tab is a soft drink made of saccharin rather than sugar. In 2021, the company is said to have released vegan-friendly hard drinks by using Topo Chico, a sparkling mineral water brand from Mexico, in the UK and US. 
In the UK, the company has introduced various sugar and non-sugar soft drinks. Coca-Cola's soft drink of its own named one used to be a sugar drink in earlier days but now there is a non-sugar item as well. diet coke, Glaceau SmartWater, and GLACEAU Vitaminwater are some of the healthy beverages of the company. Fanta, Litt, Appletiser, etc. are some of the fruit beverages. Fuze tea and Costa Coffee are two of the tea and coffee liquors of the Coca-Cola company that can be seen in the UK markets (Coca-Cola, 2022). Some of these items like Fanta, Sprite, DietCoke, etc. are of different flavors that can be availed by the consumers of the UK. Coca-Cola is a multinational brand and has come across several demand-related aspects in the UK and other countries. The reason behind choosing this brand is the multidimensional operations of this company.          
[bookmark: _Toc110686853][bookmark: _Toc110689168]Identification of demand-supply equilibrium and factors of demand
[bookmark: _Toc110686854][bookmark: _Toc110689169]Demand-supply equilibrium identification
The demand curve of a product shows the quantity demanded by a consumer at a given price. While the supply curve shows how much quantity a supplier wants to sell at that particular price. The interaction of these demand and supply curves represents the equilibrium state from which neither the consumer nor the supplier wants to move (Henry et al, 2022). The equilibrium gives an equilibrium price that both parties agree to pay and receive and the exchange of a particular quantity of the product takes place between the two which is said to be the equilibrium quantity.
In this assessment, as the respective data regarding the quantity demanded and quantity supplied at respective prices have not been collected because of a lack of resources, the reporter has taken random values to implement this thesis.
	Market equilibrium of Coca-Cola

	Quantity demanded
	Quantity supplied
	Price

	1750
	500
	0.5

	1500
	750
	1

	1000
	1000
	1.5

	900
	1250
	1.75

	700
	1500
	2

	500
	1750
	2.5


Fig. 1: Demand-supply equilibrium dataset
(Source: Self-prepared report, 2022)
This dataset gives the demand-supply equilibrium diagram below-

Fig. 1: Demand-Supply equilibrium of Coca-Cola
(Source: Self-prepared report, 2022)
From this diagram, one can state that the equilibrium quantity of Coca-Cola is 1000, and the equilibrium price is 1.5 GBP. The red-colored upward sloping line is the supply curve and the demand curve is blue-colored and negatively sloped as usual. 
[bookmark: _Toc110686855][bookmark: _Toc110689170]Factors affecting the demand for Coca-Cola's soft drinks
[bookmark: _Toc110686856][bookmark: _Toc110689171]Price of the substitutes
There are several substitutes in the UK market for Coca-Cola’s soft drinks such as Pepsi Co., Nestle, Red Bull, etc. So, if Coca-Cola's price of soft drinks increases, the households of the UK will shift to Pepsi which is said to be the biggest competitor of Coca-Cola in terms of beverages. So, naturally, the demand for Coca-Cola's soft drinks will drop. 
	Annual revenue of Coca-Cola

	Year
	Revenue in million (£)
	

	2021
	32,005.18
	

	2020
	27,332.29
	

	2019
	30,852.52
	

	2018
	28,396.97
	

	2017
	29,979.91
	


Table 2: Annual Sales of Coca-Cola in the last 5 years 
(Source: Macrotrends, 2022)
Now, this dataset is represented in the following line diagram.

Fig. 2: Negative Trendline in revenue of Coca-Cola
(Source: Self-prepared report, 2022)
The dataset and diagram show that annual sales have fallen in 2019 and 2020 due to environmental and covid issues but in 2021 it has increased a bit. The fall in revenue indicates a fall in demand for soft drinks from Coca-Cola as the company had increased the prices to meet the extra water tax and the rising cost of production. 
[bookmark: _Toc110686857][bookmark: _Toc110689172]Availability of compliments
A complementary good of a particular commodity is a good that is consumed together with the latter. So, if the price of a complementary good increases, it will reduce the demand for the main commodity. Coca-Cola's soft drink is said to have different compliments like Popcorn, Mcdonald's burgers, etc. So, generally, an increase in the price of popcorn will reduce the demand for soft drinks from Coca-Cola (Liu, 2021). 
Here, the prices of McDonald's cheeseburgers for the last 8 years are represented in the following data. This year, for the first time in the last 14 years since 2008, Mcdonald's has increased its price by around 20 pence. 
	Price of Mcdonald's Cheeseburger in the UK

	Year
	Price (Pence)
	
	
	

	2015
	99
	
	
	

	2016
	99
	
	
	

	2017
	99
	
	
	

	2018
	99
	
	
	

	2019
	99
	
	
	

	2020
	99
	
	
	

	2021
	99
	
	
	

	2022
	119
	
	
	


Table 3: Price of McDonald’s cheeseburgers 
(Source: Ft, 2022)
This latest increase in price has been shown in the figure below. This increase in the price of burgers is expected to reduce the demand for Coca-Cola's soft drinks as the two goods are said to be complements of each other. 

Fig. 3: Price pattern column diagram of McDonald
(Source: Self-prepared report, 2022) 
[bookmark: _Toc110686858][bookmark: _Toc110689173]Consumers’ income
A consumer purchases a certain quantity of a product staying on or within his budget line. And budget line depends on the income of a consumer. When the income rises, consumers' budget increases as well and so is the demand for their chosen product. Similarly, if demand falls, the consumer will demand less of that product (Hallak, Onur, and Lee, 2022). This can vary for different nature of goods. Coca-Cola's cold drink is not a high-priced product and for middle, lower income, and high-income households everyone can purchase it. So, a change in income will not affect the demand too much but it is expected to impact at least a bit.  
	Year
	Mean equivalized disposable income
	Median equivalized disposable income

	2016/17
	36621
	30026
	
	
	

	2017/18
	36017
	29308
	
	
	

	2018/19
	36397
	29548
	
	
	

	2019/20
	37839
	30762
	
	
	

	2020/21
	37622
	31385
	
	
	


Table 4: Disposable income of the UK households
(Source: Ons, 2022) 

Fig. 4: Multiple bar diagram of the above dataset
(Source: Self-prepared report, 2022)
The mean income of UK households has fallen in recent years mainly due to the covid-19 outbreak and employment crisis. This scenario has affected the demand for Coca-Cola soft drinks as already shown above.
[bookmark: _Toc110686859][bookmark: _Toc110689174]Consumers’ tastes and preferences
The taste and preference of the consumers are important indicators of the demand for Coca-Cola's soft drinks. If consumers like the taste and flavor of a certain product then the demand will rise gradually but if it's the opposite then demand will fall. Also, the demand will increase if people prefer certain goods to other ones. Here, in the UK, 
	Brands
	Value in million GBP

	Private Label
	1,342.90
	

	Coca-Cola (non-alcoholic beverages)
	896.4
	

	Pepsi (non-alcoholic beverages)
	386.3
	

	Innocent
	247.5
	

	Lucozade
	235.1
	

	Robinsons
	218
	

	Red Bull
	145.9
	

	Fanta
	123.5
	

	Schweppes (non-alcoholic beverages)
	114.7
	

	Fever-Tree (non-alcoholic beverages)
	113.9
	


Table 5: Grocery Sales value of different Brands in the UK in 2018
(Source: Statista, 2022) 

Fig. 5: Pie-chart of grocery sales valuation
(Source: Self-prepared report, 2022)
This figure depicts that after private labelers, Coca-Cola has the largest share of the Pie which indicates the preference of the consumers in the UK. This is the reason why the demand for Coca-Cola's soft drinks and sales increased in 2019 than 2018 and 2017. 
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The demand for a good depends on how the consumers are expecting the price to be in the future. If they assume keeping an eye on certain market behaviors that the price can rise in the future, the demand for the respective good will increase now and the opposite will happen if the perception of people is that the price can fall in the future (Stürner, 2021). 
Here in the UK, as inflation and fuel prices are increasing rapidly, people are very much sure that the price of Coca-Cola's soft drinks will increase in the future. But this is not a high-valued product so the demand will not rise by a high ratio but it will increase to some extent.
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If the number of consumers increases, the demand will increase as well and vice-versa. In the UK, around 13.3 million people consume the original soft drinks of Coca-Cola and around 9.6 million consume Diet Coke. This number has increased than 2020 which was said to be a year of fewer sales and loss of customers. So, the company will also expect to see a rise in demand and sales. The figure has already been shown in the above factors in terms of sales and net income of Coca-Cola. 
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[bookmark: _Toc110686863][bookmark: _Toc110689178]Substitution effect on the price elasticity of demand
The substitution effect shows the impact of substitutability of products on the price elasticity of demand. It shows the nature of the demand curve of a product if a consumer switches from one commodity to another. When the price of a product rises, then people would generally switch to the alternative brand as he is getting almost the same quality and quantity but at a less price (Brækkan et al, 2018).
PepsiCo. is said to be the best substitute for Coca-Cola's soft drinks in the UK. So, generally, if the price of Coca-Cola's soft drinks increases then PepsiCo. will see an increase in the demand for its cold drinks. The price elasticity of demand is a bit different. It shows the response of a consumer when the price of that respective product changes. Coca-Cola is neither an essential commodity nor a high-priced good. In recent times both Coca-Cola and PepsiCo. have increased the prices of their cold drinks to mitigate high inflation challenges.
	Company 
	Price in 2018 (£)
	Price in 2019 (£)

	Coca-Cola (1.5 Litre)
	1.93
	1.99

	Pepsi (1.5 Litre)
	1.36
	1.39

	Coca-Cola (2 Litre)
	1.74
	1.9

	Pepsi (2 Litre)
	1.55
	1.66

	Coca-Cola (0.5 Litre)
	1.45
	1.48

	Pepsi (0.5 Litre)
	1.28
	1.32


Fig. 6: Prices of Coca-Cola soft drinks in 2018 and 2019
(Source: The Sun, 2022)
 
Fig. 6: Trendline of Coca-Cola and Pepsi in 2018 and 2019
(Source: Self-prepared report, 2022)
Here, the differences in each level prices of 2018 and 2019 are said to be higher for Coca-Cola than PepsiCo., that is the Pepsi company has increased the price of its soft drinks in less proportion than Coca-Cola. This will influence the consumers to switch to Pepsi from Coca-Cola and the demand price elasticity of Coca-Cola’s soft drinks will become more elastic. 
[bookmark: _Toc110686864][bookmark: _Toc110689179]Income effect on the price elasticity of demand
Price elasticity of demand is often affected by income effects. The income effect shows the impact of change in income on the demand for a product. If the income increases, the consumer feels that he is rich so the price change of a product will not impact at all. He can even switch to a product of the same category but with better quality. But if the income falls, then price increase can impact a lot. If the product is an essential one, then the price elasticity of demand will remain inelastic but in the case of luxury goods, it will become inelastic if the price increases and income falls or increases at a less ratio than the price (Israel, 2018). 
Coca-Cola’s soft drink is not a luxury good but not a necessary one as well. So, if the income of the UK households falls then the demand will be affected and the price elasticity will be elastic in this case too. As the data shown in table 4, the average income of the UK households has fallen and median disposable income has grown at a mere 2% which is very low. 

Fig. 7: Clustered bar diagram 
(Source: Self-prepared report, 2022)
This diagram has been evaluated using data-table 4 which shows the trends of disposable income of UK households. The income has increased in 2020/21 and the sales of the Coca-Cola soft drinks are also low in these years. So, if the price of Coca-Cola increases now then the demand will fall and the price elasticity of demand will become more elastic. People of the UK will switch to low-price soft drinks as they will feel more burdened to purchase one unit of Coca-Cola's soft drinks. 
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Coca-Cola is mainly using a market penetration pricing strategy in the UK. The objective of the company is to target each consumer of a country. So, they have tried to penetrate the market by offering a price that their competitors can never offer. The beverages market in the UK is perfectly competitive and the competition always offers the lowest price possible. Coca-Cola is said to have set almost the same price as other beverage brands like PepsiCo, Nestle, Red Bull, etc. This penetration pricing policy is also called the meet-the-competition pricing policy (Strimpel et al, 2022). The company has implemented this policy looking at the following factors-
1. Prices of the products according to the demand of the UK citizens.
2. The prices are set to maximize sales and profit.
3. Price is set within a feasible range, neither too low nor too high. 
4. Prices should be activated as per the target market behavior. 
Also, the company undertakes the psychological pricing policy by offering some discounts on the high quantity soft drinks say 2 liters of Coca-Cola or Sprite. This induces the people to purchase more quantities thinking about saving money and Coca-Cola company ends up selling more quantities to cover their net profits. Coca-Cola sells its cold drinks through direct selling and indirect selling channels. The company has its vehicles to supply soft drinks to different stores in the UK. The company indirectly sells its products by providing franchises to several retailers but in this case, their earnings get less. 
	Brands of Coca-Cola
	Price (24*330ml) (£)

	Coca-Cola original
	12.99

	Coca-Cola zero sugar vanilla 
	10.5

	Fanta Lemon 
	10.5

	Coca-Cola cherry 
	12.99

	Zero sugar 
	10.5

	Fanta Zero orange 
	10.5

	Diet Coke Caffeine free
	10.5

	Dr. Pepper
	10.5

	Sprite no sugar 
	10.5

	Fanta zero grape
	10.5

	Diet Coke 
	10.5

	Fanta Fruit Twist
	10.5

	Diet Coke glass bottles
	18.5

	Diet Coke sublime lime
	10.5

	Signature Mixers Smoky (12*200 ml)
	12.5

	Coca-Cola zero sugar (24*250 ml)
	10.5

	What the Fanta (12*500 ml)
	11.5


Table 7: Different soft drinks and respective prices of Coca-ola
(Source: Your Coca-Cola, 2022)  
[bookmark: _Toc110686866][bookmark: _Toc110689181]Conclusion 
Coca-Cola is a Multinational Corporation that operates in various countries of the World. Various factors influence the demand for Coca-Cola's soft drinks in different regions. In the UK, Coca-Cola is the largest beverages and soft drink brand in terms of varieties and revenues. But recently the company has faced some environmental issues. Also, the covid-19 has affected the growth trend of the company adversely. Coca-Cola has been accused of plastic pollution, ethical dilemma, etc. People nowadays are not very optimistic about consuming sugar-made beverages. The sales have dropped as well in recent years. Coca-Coca has to resolve all these issues to remain on track and grow further 
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Price pattern of McDonalds' Cheeseburgers

2015	
Price (Pence)	99	2016	
Price (Pence)	99	2017	
Price (Pence)	99	2018	
Price (Pence)	99	2019	
Price (Pence)	99	2020	
Price (Pence)	99	2021	
Price (Pence)	99	2022	
Price (Pence)	119	


Disposable income of last 5 years 

2016/17	Mean equivalised disposable income	Median equivalised disposable income	36621	30026	2017/18	Mean equivalised disposable income	Median equivalised disposable income	36017	29308	2018/19	Mean equivalised disposable income	Median equivalised disposable income	36397	29548	2019/20	Mean equivalised disposable income	Median equivalised disposable income	37839	30762	2020/21	Mean equivalised disposable income	Median equivalised disposable income	37622	31385	



Grocery Sales Value of different beverages brand in the UK in 2018


Private Label	Coca Cola (non alcoholic beverages)	Pepsi (non alcoholic beverages)	Innocent	Lucozade	Robinsons	Red Bull	Fanta	Schweppes (non alcoholic beverages)	Fever-Tree (non alcoholic beverages)	1342.9	896.4	386.3	247.5	235.1	218	145.9	123.5	114.7	113.9	

Price comparison of Coca-Cola and Pepsi

Price in 2018 (£)	
Coca-Cola (1.5 Litre)	Pepsi (1.5 Litre)	Coca-Cola (2 Litre)	Pepsi (2 Litre)	Coca-Cola (0.5 Litre)	Pespi (0.5 Litre)	1.93	1.36	1.74	1.55	1.45	1.28	Price in 2019 (£)	
Coca-Cola (1.5 Litre)	Pepsi (1.5 Litre)	Coca-Cola (2 Litre)	Pepsi (2 Litre)	Coca-Cola (0.5 Litre)	Pespi (0.5 Litre)	1.99	1.39	1.9	1.66	1.48	1.32	


Disposable income of last 5 years 


Year	2016/17	2017/18	2018/19	2019/20	2020/21	0	36621	36017	36397	37839	37622	Year	2016/17	2017/18	2018/19	2019/20	2020/21	0	30026	29308	29548	30762	31385	Year	2016/17	2017/18	2018/19	2019/20	2020/21	Year	2016/17	2017/18	2018/19	2019/20	2020/21	Year	2016/17	2017/18	2018/19	2019/20	2020/21	



Demand supply equilibrium 

Quantity demanded 	
1750	1500	1000	900	700	500	Quantity supplied	
500	750	1000	1250	1500	1750	Price	
0.5	1	1.5	1.75	2	2.5	



Annual Reveue of Coca-Cola (GBP)

Year	2021	2020	2019	2018	2017	Revenue (£)	32005.18	27332.29	30852.52	28396.97	29979.91	
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