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[bookmark: _Toc110013121]Introduction
The purpose of this assessment is to select one company from the given sectors and discuss the factor of demand and its effect on the market equilibrium and finally analyze whether the market is elastic or inelastic in terms of price elasticity of demand. 
Demand and market equilibrium are the microeconomic pillars of a business that helps the business to know about its market stability and reach the customers. The inelastic or elastic price elasticity of demand shows the response of the customers when the price changes.  
[bookmark: _Toc110013122]Description of the business
[bookmark: _Toc110013123]Name and sector of the chosen business 
In this assessment, the discussion will be based on Domino's company. Domino's is a manufacturer of pizza in particular but there are several other food items that the company prepares and the company belongs to the restaurant sector. Domino's is a world-famous brand that was first set up in the United States but then went on to reach every corner of the world with its innovative and mouth-watering dishes with the price being quite reasonable. As per reports, there are already 1169 stores of the company in the UK in 2021 and this number is the third highest in the world after the United States and India (Statista, 2022). The company manages to secure hefty revenues from selling its products in the whole UK and the group is also planning to open more stores in the UK as they think that the demand for Domino’s products can increase further. 
[bookmark: _Toc110013124]The reason behind choosing Domino's
While several other companies are referred here, there are reasons behind choosing this company. Dominos belongs to the restaurant sector which is one of the most affected sectors during the pandemic. There were several lockdowns and strict covid norms that prevented the company to open the restaurant stores and keep operating. The last two years were quite difficult to deal with, even for the widely-known companies. There was a loss of jobs, fewer sales, etc. challenges that the businesses of this sector and its employees faced. The company did open new years in the UK but the ratio was not according to the expectations of Domino. Several microeconomic factors impacted the demand for domino’s pizza and other dishes as well. 
That's why Domino's has been considered for further analysis as it will give a clear understanding of the microeconomic phenomena like demand and elasticity of demand, market price equilibrium, etc.    
[bookmark: _Toc110013125]Identification of demand and market equilibrium 
[bookmark: _Toc110013126]Factors affecting the demand
1. Price of the substitutes:
There are some other delicious alternatives to pizza such as burgers, fast food, etc. An increase in the price of a substitute good will increase the demand for the actual good because people are getting almost the same qualities but at a less price. In the market of pizza and burgers, Mcdonald's has reportedly increased the price of cheeseburgers from 99p to £1.19 which has happened for the first time in more than 14 years (BBC News, 2022). Mcdonald's company has said to have done this to mitigate rising costs of fuel, ingredients, and rising inflation rates. As McDonald's burger is one of the main substitutes for Domino's pizza, the latter would expect to see an increase in demand for its product. The price of hamburgers has been also increased due to price inflations which most probably will provide an increase in demand for Domino's pizza. Also, the price of the pizza has not been increased yet which gives the company an added advantage. 
2. Price of the complements: 
Pizza of Domino's is said to have cold drinks and cheese as two of the best complementary goods. If the price of a complementary good increase, the actual product's demand gets reduced and vice-versa. People often feel like this because the consumption of the actual good doesn't provide the utility they would consuming the product alongside the complementary good. Domino's pizza in the UK is a bit different from other countries as the company uses cheese as mozzarella. But in recent years, prices of soft drinks have increased in the UK as shown in the figure below.
	Years
	% Change in RPI

	2017
	-1.6

	2018
	4.9

	2019
	5.1

	2020
	2.7

	2021
	0.4


Table 1: % change in RPI of soft drinks
(Source: Ons, 2022) 

Fig. 1: Upward trendline of RPI
(Source: Self-report, 2022)
This price increase will reduce the demand for pizza. Also, the reports say that the cheese of top companies like Tesco, Sainsbury, Waitrose, etc. has been increased by around 50% on average which will reduce the of Domino's pizza as per expectations (Grant, 2022). 
3. Income of the consumer: 
The income of the consumers does affect the demand for products. For normal goods, an increase in income will increase the demand for the product and vice-versa but if the good is an inferior one, the customer will demand less when his/her income rises and vice-versa.
Here is the data on the average disposable income of UK households for 5 consecutive years.
	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 2: Average and median disposable income of the UK households
(Source: Ons, 2022)  
This table resembles the following figure-

Fig. 2: Graphical diagrams of disposable income
(Source: Self-report, 2022)
This fall in income has induced in reducing the demand for Domino's pizza which was shown by the reduction in revenues as well (Barrons, 2022). 
4. Tastes and preferences of the consumers: 
 Taste and preferences of the consumers change because of certain aspects. The change in the price of the products, changes in prices of the other products, change in quantity and supply of the products, etc. changes the preference of a consumer. While the quality, brand, and behavioral approach prompt an individual to change his tastes. When consumers change their tastes and preference, the demand for a certain product changes. Domino's pizza is preferred by the greatest number of individuals in recent times but the same was not the case 10-12 years ago. The product was tasteless, not exciting at all and the company's value was also dropped due to the devaluation of share prices. But in a few years, the company managed to change it completely. Domino's started taking suggestions from the customers and in return reward them as well. This marketing strategy induced a lot of customers to opt for Domino's pizza. The company also embraced transparency. They started considering the negative comments from the customers as well and acted accordingly. The company introduced new machines, and designs, and changed the production pattern and that's how the demand for Domino's pizza started to increase and now Domino is the second-largest pizza chain on a global basis (Euromonitor, 2022). 
5. Consumers' expectations of price:
The demand for a certain good changes looking at how the consumers expect the price of the respective product to be changed. If they think that the price is going to go up in near future then the demand will increase but the forecast about the price is that it will not rise but rather can fall, then the demand for the product will reduce in recent times. 
Domino's Pizza is predicting that the price can increase due to an increase in food costs. The rising rates of inflation and increase in fuel prices will increase the cost of pizzas. The company has already said that the prices are expected to increase because the prices of ingredients like meat, wheat, cheese, and certain grains have increased. the company is forecasting an 8% to 10% jump in its food basket costs. The labor cost is also rising in the restaurant sector which will influence the increase in the price of pizzas in near future. This forecast of price increase will tend people to purchase pizzas from now on. Therefore, the demand will gradually go up as it is expected.  
6. Demographics:   
Demographics mainly refers to the type and number of customers that affect the demand for a commodity. As the number of customers increases, the demand goes up and the opposite happens when the number of customers falls. Over the years a marketing campaign has been created by Domino’s Pizza focusing primarily on the gent's consumers. Sports fans of age range between 18 and 44 from America and Europe are mostly fond of Domino’s pizza, Dominos is also trying to attract more teenagers and female customers (Livemint, 2022).
In the following table, the system sales of Domino's Pizza in the UK and Ireland have been shown.
	Years
	System sales (GBP millions)

	2017
	1079.4

	2018
	1155.4

	2019
	1210.9

	2020
	1348.4

	2021
	1499.1


Table 3: System sales of Domino's Pizza Group based in the United Kingdom (UK) and Ireland for the last 5 years
(Source: Statista, 2022)
This dataset has been represented in the following bar diagram which indicates that the sales have increased over the years. The coronavirus pandemic was not quite effective in stopping this growth of sales in the UK which resembles a simple thing that with the increased number of customers, the demand for Domino's pizza has increased as well it is expected to rise further in coming years. 

Fig. 3: Increasing sales of Domino’s pizza
(Source: Self-prepared report, 2022)      
[bookmark: _Toc110013127]Analysis of the nature of the demand 
[bookmark: _Toc110013128]Impact of substitution effects
Domino's pizza is more a type of luxury good than a necessary one. People don't consume it like daily consumed foods like rice, wheat, oats, vegetables, etc. Also, the price is quite reasonable but for low-income individuals, it is still quite costly. There are some alternatives available to Domino's pizza. So, the demand for Domino's pizza is generally elastic. The demand for domino's pizza increases when there are some offers or discounts on Domino's pizza. This mainly happens because people do not find other alternatives at the same price so they think that availing of Domino's Pizza is better than any other items like burgers etc. While demand falls when the price goes up.
	Years
	Shares (%)

	2017
	75

	2018
	79

	2019
	82

	2020
	94.3

	2021
	96.4


Table 4: Share of domino's pizza group sales ordered online in the UK between 2017-2021
(Source: Statista, 2022) 

Fig. 4: Elastic sales % on online order of Domino’s pizza
(Source: Statista, 2022)
As shown in table 4 and fig. 4, the online sales of Domino's pizza have increased in recent years more than proportionately. In the first year of the covid outbreak that is 2020, the % share jumped up to 94.3% from 82% in 2019 which is a huge jump. The company has said that this has happened due to an increase in the online demand for the product during lockdowns as people could not go outside. At that time, other substitutes like McDonald's burger could not provide accordingly while Domino's pizza was already in the position. This increased demand influenced an increase in prices of Domino's pizza during the end of 2021 while the price slowly started to fall after that. Reduced vat rates in the UK during the pandemic time also helped the company in meeting the increased demand and sales (Finance yahoo, 2022).


[bookmark: _Toc110013129]Impact of Income effects
Income effect refers to how the income of a consumer affects the demand for a certain product. For normal goods, if the income of a consumer increases, the demand will increase respectively as well. For Geffen products, people demand less of these products when their income rises. Because, when income rises, they feel richer and they feel that the value of the product will not suit them. For Veblen goods, the demand increases with an increase in income. For free goods, demand does depend upon income while for daily necessary goods, the demand for a product remains the same ever after changes in income (Brækkan et al, 2018.). 
Domino's pizza is kind of a luxury good for lower-income people while it is quite a type of regularly consumed product for higher-income individuals. So, when a consumer's income rises, they can avail the Domino's pizza more so, demand will increase naturally and vice-versa. Below, the impact of the income effect of the UK consumers on the demand for Domino's Pizza will be shown.  
	Years
	2021
	2020
	2019
	2018
	2017

	Group revenue(£m)
	560.8
	505.1
	508.3
	493.4
	474.6

	Dividends per share (Pence)
	9.8
	9.1
	9.76
	9.5
	9

	Sales growth in the UK (%)
	11.2
	10.9
	3.7
	4.6
	4.8


Table 5: Revenue vs Dividend vs sales growth comparison
(Source: Investors, 2022)
In this table, the group revenues of Domino's pizza in the UK for the last 5 years have been shown. The revenue did fall a bit in 2020 because of lockdowns and several other factors including a drop in people's income levels and rising unemployment but it has increased in 2021. Dividends per share have been fairly inconsistent. In 2020, it did fall but in 2021, it increased again implying an increase in the demand for Domino's pizza in the respective year. Also, the growth of sales was highly elastic indicating that the online demand was high. And, even though Pizza is one type of luxury good for a particular section, it is not that much costly. So, if the income level drops by some little %, the demand will remain the same or go up. The discounts and offers from Dominos are also a factor here. All these scenarios have been shown in the following figures which ultimately impact the demand for Domino's pizza.   

Fig. 5: Increase in group revenue
(Source: Self-report, 2022) 

Fig. 6: Inconsistent dividends per share
(Source: Self-report, 2022) 

Fig. 7: Increase in sales growth
(Source: Self-report, 2022)
[bookmark: _Toc110013130]Pricing strategy of Domino’s Pizza
There are mainly 3 pricing strategies that the company can undertake. They are as follows- neutral, penetration, and skimming. In the case of neutral pricing, the company tries to set a price that can be availed by every type of customer. Penetration pricing mainly focuses on setting a lower price for products than its competitors. Skimming pricing is used to formulate the highest price that can be paid by the customers seeing the value of the product (Rashid, 2019). 
Domino’s is a worldwide company and the pizzas of Domino’s is quite reasonable yet tasty. So, the company can use a mixed strategy of neutral and skimming pricing. The pizzas of Dominos are presented in the following table alongside their prices. There are 3 sizes of pizza- small, medium, and large. From neutral to premium all price ranged pizzas are available in Dominos. 

	Pizza

	Ultimate bacon cheeseburger - Personal
	£8.99

	Original Cheese & Tomato - Personal
	£5.49

	Hawaiian - Personal
	£6.99

	Chicken Feast - Personal
	£6.99

	Texas BBQ - Personal
	£7.99

	Pepperoni Passion - Personal
	£7.99

	Vegi Supreme - Personal
	£7.99

	Hot & Spicy - Personal
	£7.99

	Domino’s Tandoori Hot - Personal
	£8.99

	The Cheeseburger - Personal
	£8.99


Table 6: Personal-sized pizza prices
(Source: Menu price, 2022) 
[bookmark: _Toc110013131]Conclusion 
So here, relevant factors that affect the demand for Domino's pizza have been analyzed and that has been displayed by several figures of the company such as sales, revenue, etc. Domino has managed to turn its fortune in the last 6-7 years with its exceptional marketing strategies and regular hard work. The other factors like substitution and income effects have also played a part in the price elasticity and income elastic of demand. With all these, the company has managed to set up a trusted community of customers who kept on demanding more even during pandemic times. The pricing strategy Domino's pizza should undertake should a mixture of neutral and skimming pricing strategies, something like 'barbell' pricing. This will help the company to grow more and build a stronger base in the restaurant market of the UK as well as all over the world. 
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Mean equivalised disposable income	
2016/17	2017/18	2018/19	2019/20	2020/21	36621	36017	36397	37839	37622	Median equivalised disposable income	
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System sales (GBP millions)

System sales (GBP millions)	
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Shares (%)
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Group revenue(£m)

Group revenue(£m)	560.79999999999995	505.1	508.3	493.4	474.6	


Dividends per share (Pence)

Dividends per share (Pence)	9.8000000000000007	9.1	9.76	9.5	9	


Sales growth in UK (%)

Sales growth in UK (%)	11.2	10.9	3.7	4.5999999999999996	4.8	


% change in RPI

% change in RPI	2017	2018	2019	2020	2021	-1.6	4.9000000000000004	5.0999999999999996	2.7	0.4	
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