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[bookmark: _Toc140948324]Introduction
In 1886, John S. Pemberton founded the Coca-Cola Company, a beverage industry leader. The Atlanta-based company is famous worldwide. Coca-Cola sells bottled water, juices, sports drinks, and other carbonated and non-carbonated liquids. This article examines market equilibrium and Coca-Cola demand. We'll also look at Price Elasticity of Demand and Coca-Cola sales. The purpose is to determine how consumers' tastes, rivals' prices, the economy, marketing, and cultural norms affect Coca-Cola beverage demand. This study uses economic models and relevant data to examine how demand determinants affect beverage consumer behaviour.
This research will review market trends and historical data, analyse consumer surveys, and evaluate the impact of various marketing strategies on customers' purchase decisions. This study will analyse Coca-Cola product demand, price strategies, product differentiation, and sustainability and social responsibility. This research will help Coca-Cola make better business decisions by illuminating the complex interplay between demand factors and price sensitivity. The Coca-Cola Company's global beverage market dominance is due to its commitment to customer and industry research.
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Figure: Coca-Coca Logo
[bookmark: _Toc140948325]Demand and Market Equilibrium
Demand is the quantity of an item or service that market participants are willing and able to buy at a certain price (Garg et al., 2019). In economics, market equilibrium occurs when discerning consumers' demand matches diligent producers' supply. Coca-Cola beverage demand and supply curves are shown below. The demand curve (D) shows how much Coca-Cola consumers are willing to buy at different prices. The supply curve (S) shows how much Coca-Cola the corporation will sell at different prices. The equilibrium price, where demand equals supply, is $2.50. This equilibrium pricing sells 50 million Coca-Cola products (ZXhang et al., 2023).
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Figure: Demand and supply curve for Coca-cola
The equilibrium price has dropped from $2.50 to $2.30 per unit. The equilibrium price dropped due to rising competition from other beverage makers, changing customer preferences towards healthier options, and economic changes affecting consumer purchasing. Thus, Coca-Cola's equilibrium quantity dropped from 50 million to 45 million units (ZXhang et al., 2023). The equilibrium price and quantity show variations in Coca-Cola beverage demand and supply.
[bookmark: _Toc140948326]Price of Substitutes
From an economic point of view, a replacement is something that may be used in lieu of another (Thomas, 2023). The term "substitutes" is widely used to describe this idea. Competition from similar products can have a major impact on Coca-Cola's overall market share. If consumers start favouring cheaper alternatives to Coca-Cola, such Pepsi or other carbonated drinks, then demand for Coca-Cola is likely to fall. Initial interest in Coca-Cola is depicted by the demand curve with the letter "A." When prices of Pepsi are lowered, the demand curve moves to the right (B). This finding suggests that interest in Coca-Cola is on the decline.
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Figure: Demand curve for Coca-Cola, showing the effect of a decrease in the price of Pepsi
The demand for Coca-Cola is quite price inelastic. The impact of price increases on demand is minimal. According to IDC, Coca-Cola has a negative price elasticity of demand coefficient of -0.5. That means a 10% rise in the price of Coca-Cola would only cause a 5% drop in sales (Thomas, 2023). Coca-Cola's inelastic demand stems from a number of interrelated causes. To begin, Coca-Cola is a staple in many people's diets. It's a drink loved by individuals of all ages and social backgrounds. In addition, there aren't many alternatives to Coca-Cola. There are other soft drinks out there, but they just don't compare to Coca-Cola in terms of taste or popularity. Thirdly, Coca-Cola enjoys a devoted following of patrons. Even if the price of Coca-Cola doubles, many people will continue to drink it because of their preference for it. Increasing Coca-Cola's prices won't hurt the company's bottom line much. But if the price goes up too much, people will look elsewhere for what they need. For instance, a 20% price increase for Coca-Cola could lead to a 10% drop in sales.
[bookmark: _Toc140948327]Price of Complements
Economically, a complement is an item or service that enhances the consumption or usage of another (Kadner-Graziano, 2023). Complements play a crucial role in influencing the demand for Coca-Cola products. For instance, certain food items like burgers, pizzas, or snacks can be considered complements to Coca-Cola beverages. When consumers order or consume these food items, they are more likely to also purchase or enjoy a Coca-Cola drink, as they complement each other and enhance the overall experience.
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Figure: Demand curve for Coca-Cola beverages, showing the effect of a decrease in the price of complementary goods
The initial demand for Coca-Cola beverages is represented by curve A. However, if the prices of complementary goods, such as burgers or pizzas, decrease, consumers are more inclined to purchase both the complementary good and a Coca-Cola drink, leading to an increase in demand for Coca-Cola beverages. This shift in demand is illustrated by curve B, which shifts to the right, suggesting that the demand for Coca-Cola products has increased due to the price decrease of complementary goods. Understanding the relationship between Coca-Cola products and complementary goods is essential for the company's marketing and pricing strategies (Nezhada et al., 2023). By identifying popular and frequently paired complementary items, Coca-Cola can develop effective marketing campaigns and promotions to encourage consumers to purchase their beverages together with these complementary goods. Additionally, collaborating with restaurants, fast-food chains, and other food establishments to offer combo deals or meal packages can further drive the demand for Coca-Cola beverages. Adjusting pricing and promotional strategies in response to changes in the prices of complementary goods can help ensure a positive correlation between the demand for Coca-Cola products and the consumption of complementary items, ultimately driving sales and revenue for the company.
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Consumer income refers to the monetary resources at the disposal of individuals, which can be allocated towards the acquisition of various goods and services (Li, 2019). Consumers can buy more Coca-Cola if their income rises. The above will increase Coca-Cola demand. D1, the original Coca-Cola demand curve, is shown below. Consumer income raises the demand curve from D1 to D2. This suggests a Coca-Cola demand increase.
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Figure: demand curve for Coca-Cola, showing the effect of an increase in consumer income
In the context of the United States, it is noteworthy to observe that the median household income experienced a notable growth of 5.2% during the year 2021 (Sun et al., 2021). This implies that households experienced a surplus of $5,000 in disposable income, which could be allocated towards the purchase of various goods and services. It is plausible that a portion of the surplus funds was allocated towards the acquisition of Coca-Cola.
[bookmark: _Toc140948329]Consumer Tastes and Preferences
Consumer tastes and preferences have the propensity to undergo dynamic transformations as time progresses (Liang and Cho, 2023). Coca-Cola demand will rise if consumers' Coca-Cola preferences rise. If consumers' Coca-cola preferences deteriorate, Coca-Cola demand will fall. D1, the original Coca-Cola demand curve, is shown below. D2 shifts when Coca-Cola preferences rise. This suggests a Coca-Cola demand increase.
[image: C:\Users\Ruhul Amin\Downloads\A-Shift-in-the-Demand-Curve-.png]
Figure: demand curve for Coca-Cola, showing the effect of an increase in consumer tastes for Coca-Cola
Coca-Cola released a new drink in 2018 called Coca-Cola Life. This drink used stevia, a natural sweetener, and had fewer calories than standard Coca-Cola. Coca-Cola Life has the same price as conventional Coca-Cola, despite the higher production expenses related with incorporating stevia (Jin, 2022). The corporation took a chance on this price structure in the hopes of attracting health-conscious customers in search of lower-calorie alternatives. Coca-Cola Life was well received by the public because there is a relatively inelastic demand for Coca-Cola products and people are interested in finding healthier options. Coca-Cola was able to protect its market share and even gain new customers thanks to the lower-calorie choice while keeping prices the same.
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Market dynamics suggest Coca-Cola prices may rise. In consumer behaviour, when people expect Coca-Cola prices to rise, they are more likely to buy them now. Coca-Cola demand will rise due to the above factors (Nainggolan and Hidayet, 2020).  Demand, the original Coca-Cola demand curve, is shown below. D2 shifts when people expect Coca-Cola prices to rise. This suggests an Coca-Cola demand increase.
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Figure: demand curve for Coca-Cola, showing the effect of an increase in consumer expectations of price
The number of cases purchased of Coca-Cola jumped from one billion to 1.5 billion. Consumers have been anticipating a price increase for Coca-Cola, so this news comes as no surprise. The observed acceleration is noteworthy because consumers have long expected that Coca-Cola would raise its prices. Coca-Cola announced a price increase of 3% nationwide in 2016 (Armutlu, 2023). Coca-Cola sales skyrocketed after the news. Consumers stocked up on Coca-Cola in anticipation of a price increase. Because of this, there was a 5% rise in sales of Coca-Cola.
Demographics
Demographics encompass various socio-economic characteristics such as age, gender, and income (Roy, 2021). Demographics also play a significant role in influencing the demand for Coca-Cola beverages. Demographic shifts, such as changes in age distribution, gender composition, and income levels, can have implications for consumer preferences and consumption patterns. The initial Coca-Cola demand curve D1 is shown here. As populations age, the demand curve shifts from D1 to D2. 
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Figure: demand curve for Coca-Cola
Due to their pleasurable and refreshing qualities as well as their purported benefits in helping digestion and offering a short energy boost, carbonated soft drinks like Coca-Cola are becoming increasingly popular among seniors as the population ages. More women are entering the labour field, which has increased demand for time-saving goods like Coca-Cola (Johari et al., 2022). This is because working women find the beverage to be both refreshing and practical during their long, hectic days. Coca-Cola can capitalise on the rising demand for beverages by targeting the tastes and lifestyles of baby boomers and working women thanks to these shifting demographics.




[bookmark: _Toc140948331]Factors That Affecting Price Elasticity of Demand for Coca-Cola’s main product.
[bookmark: _Toc140948332]Substitution Effects - Luxury vs. Necessity:
From the consumer's vantage point, Coke products are akin to high-end luxury items. Luxury items are those that aren't required for basic subsistence but are still highly desired because of their perceived social or emotional value. Coca-Cola products are more easily replaced due to the abundance of readily available alternatives, such as other carbonated soft drinks, fruit juices, and iced teas. As a result, if the price of a bottle of Coca-Cola goes up dramatically, consumers can easily transfer to an alternative without suffering a major drop in happiness. From a purely economic perspective, this means that there is greater room for growth in the Coca-Cola beverage market (Gersen and Hemphill, 2022). Consumers are more likely to switch brands if the price of Coca-Cola increases because they view it as a luxury item and the extra cost may not be warranted. Coca-Cola should think long and hard about its pricing plans, as steep price hikes could cause a big drop in demand.
Market share data for Coca-Cola in the United States between 2017 and 2022 lends credence to the idea that rising levels of substitutability are having an effect on demand elasticity. While rival carbonated soft drinks like Pepsi, Mountain Dew, and Dr. Pepper accounted for a combined 40% of the market share in 2017, Coca-Cola retained a commanding 42%. This may indicate that consumers have alternatives to Coca-Cola, which may affect their tastes and sensitivity to price fluctuations (Gersen and Hemphill, 2022). By 2022, alternative carbonated soft drinks had expanded their market share to 43% in the United States, while Coca-Cola's share had declined to 37% (Khan and Raza, 2023). This information shows that alternatives have been more widely available throughout time, raising the level of substitutability of Coca-Cola products. The demand for Coca-Cola beverages has become more elastic as customers have more options to choose from. Competition from other carbonated soft drinks increased despite a decline in Coca-Cola's market share, suggesting that customers are willing to switch brands in response to price, making demand for Coca-Cola more price-sensitive.

[bookmark: _Toc140948333]Income Effects - Percentage of Income:
Consumers spend a relatively tiny fraction of their disposable income on Coca-Cola products. The economic concept of price elasticity of demand is heavily influenced by the proportion of disposable income spent on a product or service (Fan et al., 2022). A product is said to have inelastic demand if it has a low share of the consumer's disposable money.
Coca-Cola goods are accessible and don't put a huge dent in customers' wallets, so they're a popular choice. Coca-Cola demand is less sensitive to price changes because the share of household income spent on soft drinks is very small (Chandra, 2023). Changes in disposable income are unlikely to have a major effect on the demand for Coca-Cola beverages. Because the average consumer spends so little on Coca-Cola each month, they are less likely to notice if the company raises its prices. From a purely economic standpoint, this means that Coca-Cola can safely experiment with more variable price without fear of a major impact on demand. Coca-Cola demand is somewhat inelastic to price adjustments, but the corporation should be wary of imposing drastic price hikes that could drive away customers.
The low percentage of income spent on Coca-Cola beverages is reflected in the market share figures for 2017 and 2022 in the United States, further lending credence to the hypothesis of a more inelastic demand. The average American family spent $400 on soft drinks like Coca-Cola in 2017, or approximately 1% of their annual income. To the tune of $425 annually by 2022, or around 1.1% of the median annual household income, the average family will have spent on soft drinks (Keyser and Neuman, 2023). This information supports the notion that demand is somewhat inelastic, as even a moderate increase in spending on Coca-Cola represents only a small fraction of the average family's income.  


[bookmark: _Toc140948334]Pricing Policy Recommendation for Coca-Cola
Taking into account the unique elements that affect the price elasticity of demand for its products, The Coca-Cola Company's choice to implement penetration pricing policy is a sensible one (Zhang et al., 2023). Consumers view Coca-Cola as a luxury brand, but they have many other beverage options to choose from, as we stated before. Coca-Cola can reach more people and win over buyers who might have been put off by the product's higher price if it were offered at a discount.
Justifications for the Penetration Pricing Recommendation:
Attracting a Large Number of Customers: With the use of penetration pricing, Coca-Cola is able to offer a price that is both competitive and appealing, making the product accessible to a larger customer base (Kraus et al., 2022). This lower price point has the potential to attract a broader clientele. Gaining a solid presence in the market and, hopefully, inspiring client loyalty, begins with attracting a large initial customer base.
Building Brand Awareness: Coca-Cola's inexpensive starting price helped get people talking and interested in the product. Word of mouth and favourable experiences can aid in increasing the company's visibility as more and more customers are attracted by the price (Simbolon et al., 2022). This increased brand awareness can be especially useful when expanding into new markets or releasing new Coca-Cola product variants.
Discouraging Competition: Coca-Cola uses penetration pricing to make it difficult for new entrants to the market to develop a foothold. A price point that's competitive for Coca-Cola can make it difficult for upstarts to enter the market and steal customers away from the established player (Krapivsky et al., 2022). Coca-Cola may gain a strategic edge in the long run as a result of this.
Proven Effectiveness: Coca-Cola has historically used penetration pricing well to increase its market dominance and spread brand recognition (Simbolon et al., 2022). This history demonstrates the success of this pricing strategy in the beverage business and lends credence to its continuation.
In sum, the Coca-Cola Company may benefit from adopting a policy of "penetration pricing." This price strategy is appropriate in light of the product's luxury status and competitive alternatives in the beverage market (Simbolon et al., 2022). Coca-Cola can maintain growth and increase its market share in the highly competitive beverage business by using this pricing approach to draw in more customers, raise brand recognition, deter would-be competitors, and capitalise on its past successes.


[bookmark: _Toc140948335]Conclusion
The demand for Coca-Cola's beverages is subject to the influence of a multitude of factors, encompassing the presence of alternative products, consumer purchasing power, individual taste inclinations, future anticipations, and demographic characteristics. Coca-Cola beverages are commonly regarded as goods of higher economic status, exhibiting characteristics of luxury. Furthermore, these products possess a multitude of alternative options, thereby rendering their demand more elastic in nature. Nevertheless, the relatively modest fraction of a consumer's income allocated towards the purchase of Coca-Cola results in a demand that exhibits a certain degree of inelasticity. In order to sustain its market dominance, Coca-Cola ought to adopt a Penetration pricing strategy that effectively targets diverse customer segments, all the while upholding brand loyalty and competitiveness within the beverage market.
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