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[bookmark: _Toc141249967]Introduction 
Managerial Economics is a process of application of economic theories in the business organisation for the achievement of the maximisation of production and profit margin. The study will identify the reasons for the choice of the brand Coca-Cola and its product of soft drinks. Besides that, it will discuss the demand and market equilibrium. Total revenue of the brand in 5 years will also be reflected. The study will include the concept of price elasticity of demand along with the substitution and income effect. The suitable method of pricing for the brand Coca-Cola will be highlighted at the end of the study. 




Coca-Cola will be chosen for the discussion of the study. The organisation has been introduced in 1886 and the manufacturer of the soft drink is known as the Coca-Cola Company. Dr John Pemberton has introduced the perfect syrup for the manufacturing of the first glass of Coca-Cola (coca-cola company, 2023). The headquarters of the organisation is situated in Atlanta. The total net operating revenue of the brand is nearly 43 billion dollars. Brand value of the organisation is 90 Billion dollars in the economy (Statista, 2023).
The reason for the choice of soft drinks is the continuous increase in the market for this product. The total industry of sovereign production is regarded as almost 5.3 billion GBP in the UK in 2022. Besides that, the production industry in the soft drink market has experienced an increase of 11% in 2022. On average, the total growth of the soft drink industry in the UK has been reflected at 1% per year between 2017 and 2022 (ibisworld, 2023). Besides that, the overall increase in the production in the history of soft drinks is more than the overall consumer goods and service sector. Besides that, it has also been reflected that the sovereign Industries growing because of the supermarkets. Customers are purchasing more amounts of soft drinks from supermarkets in larger packs which are the reason for the increase in demand. 



Demand 
Demand is known as the quantity of products and services that are desired by the customers for a particular price during a specific period (Besanko and Braeutigam, 2020). The willingness of the customers for paying the price of the product can be understood with the help of the concept of demand in the market. Law of demand suggests that decreasing the amount of quantity demanded is the result of increasing the price of the product. On the contrary, increasing quantity demanded can be experienced based on the reduced price of the products. For the satisfaction of the law of demand, other factors affecting demand must remain unchanged. These factors can be known as the price of substitutes, complementary products, income and preferences of the consumer, price expectation of the customers and demographics. Net operating revenue of Coca-Cola was 36.21 billion dollars in 2017 and it has reduced to 34.3 billion dollars in 2018. The organisation has again increase its operating revenue to 37.27 billion dollars in 2019 and it has decreased to 33.01 million dollars in 2020. However, the current demand of the products of Coca-Cola is high as in 2021 the total net operating revenue was 38.66 billion dollars and in 2022 it was 43 billion dollars (Statista, 2023). 
Market equilibrium
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Figure 1: Market equilibrium

Market equilibrium is a point that intersects the total quantity demanded and the total quantity supplied graphs (Huntington‐Klein et al., 2021). In this situation, the market experience is an equal amount of demand and supply for soft drinks Coca-Cola. Market equilibrium is also regarded as the market clearing price as it can eradicate the situation of shortage and surplus from the market. Shortage is a situation that arises if the quantity demanded exceeds the amount of quantity supplied. Thereafter, there is desire among the customers for the purchase of the product however there unable to do so due to the low amount of supply. Opposite to the situation is regarded as a surplus in the market. It suggests that the total quantity supplied is higher than the total quantity demanded in the market. Wastage of products can be reflected in the case of surplus in the market. Thereafter, equilibrium quantity can be helpful to match the total amount of demand and supply in the market. Equilibrium prices can be determined with the help of the equilibrium point in the market.
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Figure 2: Shift of demand

Price of substitutes: Changes in the price of substitute products are responsible for the modifications in the demand for soft drinks of Coca-Cola. The closest competitors of Coca-Cola can be regarded as Red Bull, PepsiCo and Tetra Pak (Comparably, 2023). If these brands are reducing the price of the products in the market then customers will be attracted to these goods rather than the soft drinks of Coca-Cola. In this situation, the price of the soft drink Coca-Cola will remain unchanged although the organisation will experience a reduction in the total quantity demanded. However, if the price of the substitute products is increasing then more customers will opt towards Coca-Cola which will lead to the higher demand of the product in the market.
Price of complements: The complementary product of Coca-Cola is regarded as its packaging. The organisation is providing plastic bottles and metal cans with soft drinks. Thereafter, if Coca-Cola is experiencing higher expenses towards the manufacturing of plastic packaging or metal cans for the soft drink then it will be responsible for the changes in the demand. Customers will not be able to purchase such products with respect to the higher price of complementary elements.  However, a reduction in the price of manufacturing these plastic bottles or metal cans will be responsible towards enhancing the demand for the soft drink Coca-Cola in the market. 
Consumer Income: The income of the customers is closely associated with the increase in the demand for the products in the market. Coca-Cola provides normal goods hence improvement in the income of the customers is responsible for the enhancement of the total quantity demanded in the market. However, a slight reduction in the income of the customers will result in a decreasing demand for soft drinks of Coca-Cola. In the UK, the total customer income has reduced by 0.6% in 2022 rather than in 2021 (Ons, 2023). Thereafter, it is clear that the consumer income is reducing hence the total quantity demanded by the products Coca-Cola will deteriorate in accordance with the same.
Consumer tastes & preferences: Modification in the taste of the customer will result in changes in the quantity demanded of the soft drinks Coca-Cola. In case more customers prefer any new brand in the market then Coca-Cola will experience a reduction in the quantity demanded. In this scenario, the price of the products will be unchanged however; preferences of customers differ from each other which will be the actual reason for modification in the overall demand for the product. It is clear that the taste and preferences of the customer are also associated with the changes in the demand for the product in the market.
Consumer expectations of price: Expectation of the customers regarding the future price of the product is liable for the changes in quantity demanded. In case the customers are expecting that the price of soft drinks will get higher in the near future then the customers will start stocking the products. This will result in a surge in the demand for the product. On the other hand, if the customers are expecting that the price of the products of Coca-Cola will reduce in the near future then they will stop purchasing the same at this current moment. It is the reason for the reduction in the quantity demanded of the product at the present situation
Demographics: Increasing population of the country is liable towards the improvement of the quantity demanded of the product. The total population of the UK has reached 67.7 million (Worldometers, 2023). Thereafter, increasing the population of the UK is responsible for the more quantity demanded among customers. However, if the population gets decreased then the reduction in the number of customers will result in low demand for products of Coca-Cola in the market. 



Price elasticity of demand
Price elasticity of demand is regarded as the economic measurement to understand the responsiveness of quantity demanded of a product or service while it is experiencing modifications in the price (Arnold et al., 2022). It is regarded in the manner of the percentage of changes in the quantity demanded divided by the percentage of change in the price of the product or service. Elastic demand is known as the situation when the demand is greater than 1. Thereafter, a small change in the price of Coca-Cola will be responsible for the huge amount of modifications in the demand. A little bit of reduction in the price of the product will result in a huge amount of demand among the customers. Then the situation is known as elastic demand. Consumers are usually very much responsive with respect to elastic demand. On the other hand, inelastic demand is the situation when the changes in the product are unable to modify the overall demand. Inelastic demand reflects the amount of quantity demanded which is less than 1. In this context, if the price is increasing then it will not affect the product and its demand. Quantity demanded for the product will be almost the same although the price has changed. On the other hand, unit elasticity refers to a situation where the price elasticity of demand is equal to 1. In the scenario, changes in the price are equal to modification in the amount of demand for the products or services. 
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Figure 3: Price elasticity of demand

Coca-Cola has reflected that the demand is elastic hence reducing the price of the product will be responsible towards the increase in revenue. Enhancement in the quantity sold of the products and also we experience in this scenario when the demand is elastic. On the contrary, if the demand is inelastic for the products then increasing the price will be responsible for the enhancement of the total amount of revenue. Besides that, the total amount of revenue of the organisation remains and changed in accordance with the unitary elastic demand. Determinants of price elasticity of demand can be noted as the availability of substitutes for the product.  Coca-Cola has reflected that there are different brands of soft drinks available in the market which is the reason for the elastic demand of the product. Time Horizon is another cause for the demand elasticity. It has been experience that the demand elasticity of products can change over time. Thereafter, demand can be less elastic in the short run however it can become more elastic in the long run when customers find alternative products.
Substitution effect
The substitution effect is reflected in the products as it suggests that the quantity demanded of a product can change with respect to the modifications in the price of its substitute products (Kreps, 2019). Coca-Cola has a large number of substitute products in the market in accordance with the availability of soft drinks. Thereafter, the brand can experience the substitution effect. In accordance with the reduction in the price of health drinks in the market, the customers will be attracted towards the same rather than soft drinks of Coca-Cola. This will be the reason for the deduction in the quantity demanded of the product although the price has remained the same. On the other hand, if the price gets increased of substitute products and customers will purchase Coca-Cola instead of that. This will lead to a higher demand for the product in the market.
Income effect
The income effect is the scenario where the quantity demanded of a product increases based on the improvement of the income of the customers (Browning and Zupan, 2020). In case the quantity demanded of the product is increasing with the income of the customer then the product is regarded as normal goods. However, if the product is experience low quantity demanded with respect to the enhancement of the income of the customers then it is known as an inferior good. Thereafter, it can be stated that Coca-Cola is associated with normal goods as improvement in the income of the customers is responsible towards the enhancement of the quantity demanded of the products of the brand. 

Cost plus pricing strategy must be adopted by Coca-Cola for the improvement of the organisation. In this situation, the total price of the product will be determined with the help of the calculation of the cost of the production and adding a mark-up or profit margin to the same. In the scenario, the profit margin is regarded as a percentage of the total selling price (Ampountolas et al., 2019). The major advantage of choosing a cost-plus pricing strategy is its simplicity. Coca-Cola will not be required to focus on the pricing of its competitors. Rather than that, it will be able to fix the price based on the desired goal of the organisation to achieve profit. Production cost is also included in case of the adaptation of this pricing strategy hence, it focuses on the total amount of expenses incurred by the organisation. Another advantage of the adaptation of this pricing strategy is the maintenance of transparency. The customers of the organisation will also be aware of the amount of expenses of the business. Besides that, the mark-up for the profit margin is also clear among the customers as well as the organisation. In addition to that, cost recovery is also possible based on this pricing strategy. All of the expenses are covered in accordance with the selling price decided by Coca-Cola. The total amount of production expenses can be mitigated through the help of the adaptation of this pricing strategy. However, this strategy is related to the issue of ignoring market dynamics. Competitor pricing and customer perceptions are not included when deciding the price of the products. This can be a challenge for the organisation on a long-term basis. 


[bookmark: _Toc141249971]Conclusion 
The study has discussed the concept of demand as well as the market equilibrium. Law demand has been analysed along with the factors of demand that are responsible for the changes of the same. It has identified price elasticity of demand, as well as the products of Coca-Cola, are facing elastic demand. Substitution and income effects have been evaluated in the study. It has also reflected on the pricing strategy of the brand. Cost plus pricing is helpful for the organisation to maintain a mark-up on the product as well as to remain transparent among the customers.
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