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The fast-food industry has been evolving due to the increasing demand for these products. The fast-food market is growing at a 6.05% rate and due to this, the fast-food chains are also growing at a 17% rate (Aigner-Walder, 2015). Due to this growth, this industry has become the topic of demand function and elasticity as the various functions of this industry use economic functions such as demand models, supply models, and so on. However, the report aims to analyze different economic concepts such as supply and demand, price elasticity, cost analysis, and so on. The main product of McDonald’s and its business model will be part of the overall discussion. The effect of demand and supply equilibrium and the price elasticity of demand on the main product of McDonald’s will be delineated in the report.  
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Figure 1: The logo of McDonald’s.
Source: (Mcdonalds.com, 2022).
McDonald’s, one of the largest food chains in the world was established in 1940. This company was founded by Richard and Maurice McDonald but was purchased by Ray Kroc in 1961. The company has its headquarters in Chicago, USA and this company has more than 35,000 outlets in over 100 countries (Mcdonalds.com, 2022). The company belongs to the restaurant industry providing quick services and the company has a variety of food products such as breakfast items, burgers, sandwiches, nuggets, beverages, and so on. The company has adopted the franchising strategy to enter the global market and currently, the company has a 22% market share in the global market (Bagwell, 2005). More than 70 million customers are provided with food and beverage service at McDonald’s. However, the company has its main market in the USA with a 36.92% share and the company has recorded around 7.55 million US dollars as revenue in the global market (Baker, 2003). However, the company is listed on NYSE as MCD and operates in a highly competitive market in which Burger King, Starbucks, KFC, Subway, and so on are major competitors of this company. The business model and its pricing strategy have helped the company in getting a more competitive edge. However, the key product of this company is burgers and having adequate knowledge of the food chain and demand for burgers in the UK market, this product of McDonald’s has been chosen. Besides, determining the demand and market equilibrium the McDonald’s burgers against the competitors will be easy with this product. Besides, this product of McDonald’s has many substitutes available in the market and which will help in assessing the impact of supply and demand equilibrium and price elasticity for this product (Ellickson, 2013). 
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The factors affecting the demand and market equilibrium of McDonald’s are as follows: 
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Figure 2: Factors of demand and market equilibrium.
Source: (Ellickson, 2013).
Price of substitutes
Substitute products are the products that consumers can consume as an alternative to the main products. When the price of substitute products increases, the demand for the main product also increased. The substitute product of Burger is Pizza. The substitute product’s price is decreasing, because of the decrease in the price of ingredients (Ruiz Estrada, 2019). When the price of substitute products decreases, the demand for main products is decrease. For example, people eat burgers when the people like them and the price is also within their budget. When they find that the price of burgers is high than the price of a pizza, they try to consume fast food at a low cost and choose pizza to satisfy their needs. So, the price decrease of pizza will reduce the demand for burgers, because pizza also can satisfy the needs of fast food of customers. 
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Figure 3: Substitute price and demand for main products.
Source: (Choi, 2018).
Price of complements
The compliment product is the product that is needed for the main products. When the price of complementary products is increasing, the demand for the main product decreases and vice versa.    The complementary products of burgers are ketchup and cheese (Ruiz Estrada, 2019).  The price of cheese is increased because of the huge demand in the market. When the price of ketchup and cheese increases the demand for the burger will be decreased. Burgers need cheese and ketchup to make the burger tastier, or without cheese and ketchup burgers cannot be proper. So, if the price of cheese and ketchup increases, ultimately the price of consuming burgers will also increase. A high price means low demand. So, the demand for burgers will be decreased. Thus, the price of complementary products influences the demand for the products. 
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Figure 4: Complement product price and demand of main products.
Source: (Tsai, 2018).
Consumer Income
Consumers’ income has a great influence on the demand for any products and services. When customers’ income increases, their disposable income also increases, so the demand for products also increases. But when the income of the customers decreased the demand for the product also decreased. The consumer’s income is decreased, and because of inflation, the purchasing power of the customer decreases (Choi, 2018). So, it indicates that the income of the customers decreased. When the income of the customers decreased, the purchasing power of the customers also decreased. Customers need to focus on basic needs. When the customer’s income reduces, the customers only buy the necessary products. The customers also focus on buying the basic products, rather than buying frequently. Burgers are not a basic need for customers, so when customers will think to buy a burger, they will think about the product price (Ruiz Estrada, 2019). The consumer will buy a burger when the basic need of the customer will be fulfilled. So, the income decrease reduces the demand for a burger. The income of customers impacts the demand drastically.
Consumer tastes and preferences 
Consumers’ tastes and preferences refer to the customer’s satisfaction from purchasing the products (Andreyeva, Long and Brownell, 2010). Customers make their buying decisions based on their buying experience, the service of the company, the relativity of the products against the quantity, and so on. Besides, the availability of substitutes from competing companies can influence the presence of customers. In the case of McDonald’s burgers, the customers prefer to take burgers of the company than the competitor’s which impacts the business positively. But along with customers’ preferences, the demand for burgers gets increased changes customers’ preferences. Besides, as customers are moving to healthy food habits, it is negatively impacting the demand for burgers despite no changes in the pricing strategy. 

Figure 5: Last six years’ revenue of McDonald’s.
Source: (Foot and Gomez, 2006).
This is quite evident that customers’ preferences are changing due to the increasing competition in the fast-food market through which the revenue of McDonald’s from burgers is fluctuating. 
Customer expectation of price
Customers’ expectation refers to the price of the products anticipated by the consumers and this largely affects their buying decisions (Syrovatka and Lechanova, 2019). As the products in the fast-food industry are perishable, this factor is less dominant. The company offers burgers to lower to middle-class customers at low prices. However, if the customers assume the price of the burgers will increase in the future, the current demand for the product may increase. As the company is intending to launch expensive burgers to be a luxury brand, the demand for burgers is increasing currently. 
Demographics 
Demographics refers to the targeted population of a company that affects the demand for the products (Griffith, 2003). As the target customers of McDonald’s burgers are lower to middle-class people of different ages, they are more likely to take the product than the substitutes which indicates the high demand for the products. 
[image: ]
Figure 6: Demographics of McDonald’s by age.
Source: (Rauch and Schleicher, 2015).
The company has numerous outlets in different regions of the world but the demand depends on the number of target customers. Most of the customers of McDonald's burgers are adolescents to middle age in most countries such as UK, USA, Germany, and so on and so the demand for burgers is increasing in these countries. On the contrary, China has a high population in the world but the number of aged people is high here. And so, the demand for McDonald’s burgers is decreasing in this country due to a healthy lifestyle. 
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Price elasticity of demand refers to the changes in demand and consumption of products according to the changes in price (Cigliano, 1980). In terms of economics, if the price elasticity is higher than 1, it indicates the elasticity of the product. But if the price elasticity of the product is 0, it indicates the inelasticity of the products. However, the availability of substitutes for particular products influences the elasticity of the products. The factors that influence the price elasticity of demand are delineated below: 
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Figure 7: Factors of price elasticity of demand.
Source: (Cigliano, 1980).
Availability of substitutes
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Figure 8: Price elasticity of demand for availability of substitutes.
Source: (Rauch and Schleicher, 2015).
The price elasticity of demand gets influenced by the availability of substitutes to a great extent if the price of the goods rises by a small amount, it influences the customers to move to the substitutes available in the market (Helen and Pompelli, 1989). So, it is evident that the availability of substitutes influences the prices of the products and shows high price elasticity for the product. As there are many substitutes for McDonald’s burgers available in the market, such as pizza and other products of the competitors, consumers can easily switch to the substitutes in case of any changes in the price level. So, there is a high price elasticity of demand for McDonald’s burgers. 
Price levels
The fast-food industry gets influenced by the constant fluctuations in price due to increasing competition in the market. In the food industry, the price elasticity for products is acceptable between 0.7 to 0.8 (Griffith, 2003). As this market is sensitive to price changes, price and demand are elastic. If this market increases its price of products even by 1%, it will result in a decreasing demand for the products and the ratio will remain between 0.7 to 0.7 (Cigliano, 1980). The same applies to McDonald’s also as if the company increases the price of burgers, it will result in decreasing demand for this product and the company may lose many potential customers. But the demand for burgers will remain the same in case of constant price. So, it is evident that the price of burgers has high elasticity with demand in the market. 
Nature of products and services
The nature of the products and services affects the elasticity of demand as different types of products can be necessary goods, comfort goods, or luxury goods for different people (Aigner-Walder, 2015). So, the nature of products has high relativity to the price elasticity of demand. The main product of McDonald’s is neither a product of necessity nor luxury as this product is not highly required for human survival. Rather this product is a comfort good as its consumption can be delayed for a certain period. The demand for the burger is relatively elastic as changes in price due to the company’s decision on tax and other policies can impact the fluctuations in demand for a short time. 
Income levels
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Figure 9: Price elasticity of demand for income level.
Source: (Choi, 2018).
Society includes different social classes based on the lifestyle and incomes of the people. The price elasticity of demand affects the people of higher income groups less but the lower-class people get highly influenced due to the changes in the price of the commodity. The demand and supply curve of McDonald’s burgers follow the market conventions as the price and supply go hand in hand but eh demand remains almost the same (Bagwell, 2005). Consumers increase their consumption of McDonald’s burgers when they have high disposable incomes which indicates the price elasticity of the product. On the other hand, when consumers experience harsh economic conditions and lack of disposable income, their demand for a product gets lessened and they focus to buy only the necessary goods. As burgers are comfort goods, it shows the inelasticity of the product as consumers’ income can increase the consumption of burgers. 
Period 
Price elasticity of demand depends on the times that are taken by the consumers to make adjustments to the changed price of the products (Baker, 2003). If the changed price stays longer, it shows high price elasticity for the demand for the products as the customers get much time to adjust to the increased price. On the other hand, inelasticity of demand is seen if the price changes for a short time. If McDonald’s increases its price level and keeps it the same for a long time, the consumers will adjust their expenses and consumption to buy the products. On the other hand, a decrease in the price of the products can result in increasing demand for the products. So, there exists price elasticity for the demand for burgers at McDonald’s. However, the changes in the pricing strategy, quality assurance, and marketing strategy can lead the company to higher elasticity in the market than the competing companies. 
Addiction or habit 
The price elasticity remains inelastic if people are habitual to buy any product despite price changes. As the burgers of McDonald’s are not a product of necessary goods, people are less habitual to the burgers and it indicates price elasticity for the McDonald’s burgers (Foot and Gomez, 2006). On the other hand, if the targeted customers are more likely to consume burgers or are habituated to buying burgers in their daily life, it will indicate the price inelasticity of the demand for burgers for that particular section of consumers. 
Analysis of pricing strategy and recommendation 
The core concept of pricing elasticity of demand presents that, the elasticity of demand indicates the lower price of the product. Again, the inelasticity of the product results in the high price of the product. From the overall analysis of the pricing elasticity of the demand, most of the factors of pricing elasticity of demand indicate the elasticity of the burgers and so the price of the burgers is low (Baker, 2003). With this low price, the company can sell its product along with ensured profits but can reduce the demand for the individual product in the long run. As the company is operating its business in a competitive oligopoly market, the company should adopt the competitive pricing strategy as it will help the company in attracting more customers (Griffith, 2003). The company should increase the price of burgers a little bit in comparison to the competitors. But to apply this strategy, the company will have to watch the price of the competitors to gain highly competitive advantages with demand and price. 
[bookmark: _Toc121664308]Conclusion 
Demand and supply are interrelated and price changes can influence the demand for the products. Several factors influence the demand for McDonald’s burgers out of many products such as the price of the substitutes, complements, income, and so on. Most of the factors of price elasticity of demand show high elasticity of the demand of the burgers against prices. As the company applies bundle pricing and psychological pricing, it leads the company towards decreasing revenue due to the demand for individual products. So, to gain more competitive advantages, the company should adopt a competitive pricing strategy which will help the company reduce the fluctuation of the company’s revenue. 
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