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[bookmark: _Toc112947766]Executive Summary


The report has explained some of the concepts of economics such as market equilibrium where demand for a product and supply for that product meets at a particular price level. For this purpose, the hamburger of the reputed food chain McDonald’s has been chosen to illustrate those concepts. The various concepts of consumer behavior this product have been elaborated as well which are complementary goods, change in tastes and preferences for the product as well as the expectation of the price of the customers for the product. Apart from these, the substitution effect and the pricing strategy adopted by McDonald's for its products have been discussed as well.
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[bookmark: _Toc112947767]Introduction


Demand and market equilibrium are the most important part of the market perspectives. Here the following report will critically evaluate the business and its products or services. After that, the report also demonstrates various economic factors with due respect to the managing decision-making process in the organisation and how the products or services will influence the demand and affect the company. Additionally, the report will also analyse the effect of government policies on markets and how it affects the managerial decision of McDonald’s company.


[bookmark: _Toc111755382][bookmark: _Toc112947768]Chosen company and product

McDonald’s has been chosen as the business organisation which delivers an indefinite number of products to its customers. The popular and classic product, Hamburger has been chosen among the number of products that it serves its customers to analyse the different concepts of the report. This famous multinational American-based fast-food company was initially a restaurant operated by two brothers Richard and Maurice McDonald (thesun.co, 2021). This restaurant was founded in San Bernardino in California in the United States of America in 1940 and became the largest fast-food chain in the world by revenue. The need for waiters has been eliminated by this concept of fast food which worked so well that it became a franchise system. Its business was well known for its hamburgers since its inception which attracted a franchise agent named Ray Croc to purchase the restaurant chain from the two brothers in 1955 (mcdonalds, 2022). The first Hamburgers were sold at 15 cents by the restaurant which is well known worldwide now. In 2018, it moved its headquarters from Oak Brook to Chicago in Illinois in June 2018. In that year, it had over 69 million customers daily spreading across 100 countries which is growing year after year over the last decade. Chris Kempinski has been the Chief Executive Officer of this valuable food chain since November 2019. Among its indefinite number of products such as Cheeseburger, French fries, Egg Muffin, Chicken McNuggets or several deserts and shakes, Hamburger has been the most popular since its operation started (inews.co, 2022). McDonald’s Hamburger is a classic product made with 100 per cent pure beef pinched with salt and pepper without any artificial flavour or preservatives that makes it distinct from its competitors in the market. Besides the USA, Japan and China have the most McDonald’s restaurant in the world which account for almost 52 per cent of McDonald’s globally. Teenagers, young children, and parents of young children are considered the main target customers of McDonald's. It was the most valuable quick service restaurant industry globally in 2021.

 
[bookmark: _Toc111755383][bookmark: _Toc112947769]Identifying Demand and Market Equilibrium for the chosen product
[bookmark: _Toc111755384][bookmark: _Toc112947770]Market Equilibrium

The equilibrium state is referred to as where the quantity demanded at a specific price is equal to the quantity supplied at the same price which is known as economic equilibrium in which demand and supply become balanced (learn-economics.co, 2021). It can be derived by a figure in which the quantity of a product and price of the same product can be drawn along the horizontal and vertical axis respectively. The demand curve is always downward sloping which implies that if the price of Hamburger rises, the demand falls and vice-versa. On the other hand, when the price is higher, the company would like to sell more Hamburgers to its customers to earn greater profit. However, buyers are not willing to consume the product at higher prices which will create a gap between the demand and supply of the product. As a result, the price of the product will fall and demand will rise until the equilibrium point is reached which is the intersection point of the demand and supply curve and the market price will be settled at this point as well. 
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Source: (economicsonline.co, 2022)

[bookmark: _Toc111755385][bookmark: _Toc112947771]Price of the product of the Competitor
Burger King, which is also a well-known privately-owned fast-food chain, is the closest competitor of McDonald’s (Obomwan, 2022). The price of the Hamburger at Burger King is 0.99 pounds which is a substitute for the product of McDonald’s whereas the price of the same product of McDonald’s is 0.89 pounds. This difference in prices has increased the demand for McDonald's hamburgers over its competitor's products which made its business spread across the globe by increasing its demand. Thus, the McDonald's hamburger is preferable to its substitutes in the market due to its low price. As a result, it is able to eliminate its competitors by retaining its customers.
[bookmark: _Toc111755386]
[bookmark: _Toc112947772]Complementary Good
Complementary good is referred to as buying an additional product with the main product (ezyeducation.co, 2022). The various kinds of beverages, desserts, and shakes are on the list which is sold with the main food sold by McDonald’s. Coke and fries are preferred by the customers as complementary goods to McDonald's hamburgers. As a result, the rise in the price of coke and fries will affect the demand for the main product. Therefore, it can be derived that a rise in the price of the complementary good will lead to a fall in demand for the main product. 
[bookmark: _Toc111755387]
[bookmark: _Toc112947773]Consumer Income
Consumer income is a crucial factor that affects the demand for a good. As McDonald’s products include mainly fast food, a decrease in consumer income will lead to a decrease in the demand for its products. As fast food or more specifically hamburgers is considered a normal good the rise in income of the consumer will increase the demand for fast food and vice-versa. It shows a positive income elasticity of demand. However, during the poor economic condition, when the income of people decreases and a slowdown in the income is experienced, people purchase only the essential commodities. Fast food is not considered an essential product, people skip consuming fast food or more specifically hamburger. Therefore, a fall in income of the consumer leads to a decrease in consumption or demand for hamburgers. A change in consumer income leads to a change in consumption of burgers showing that this product is income elastic (learn-economics.co, 2022).
[bookmark: _Toc111755388]
[bookmark: _Toc112947774]Tastes and Preferences of the Consumer
Consumer tastes and preferences are other important factors that reflect the consumption of hamburgers at McDonald's. The greater the taste and preference for the hamburger of McDonald's would increase the demand for the good. Therefore, the demand curve for the hamburger of this valuable food chain would lie at a higher level. A change in preferences would lead to a decrease in the demand for a particular product. People are becoming prone to eating fewer non-vegetarian meals to live healthy worldwide, McDonald's launched a plant-based burger which was named 'McPlant’ in 2020 (metro.co, 2021). This change in tastes, as well as preferences, lead to a decrease in the demand for hamburgers.
[bookmark: _Toc111755389][bookmark: _Toc112947775]Expectations of Price
The principle of demand mainly states that all the various factors prevail equally where the higher the prices of goods, the limited people focus on the demand for goods. Another way of explanation, as the prices increase highly, the lower the quantity demands and also as the price goes down the demand for the product increases. That is where the company needs to depend on the customer's needs (Acay et al., 2020).
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Source: (Penkovskii et al., 2018)
Equilibrium is basically the state in which markets balance the supply and demand of each other efficiently by controlling the price levels. Primarily in that process, when the price is set for a product by the seller in the market, this activity is mainly to look after the price expected by the customer. So, this becomes a good interconnection between the customer and the seller.
[bookmark: _Toc111755390][bookmark: _Toc112947776]Demographics
Based on the following report, the product that has been chosen is McDonald’s Hamburger. Being a fast-food industry, they are too comfortable with their success. McDonald’s mainly uses a combination of international marketing and leadership strategies where they focus on the quality of products or services that they could not compromise with it. So as the quality increases imperatively the demand for the product increases. From a price perspective, the company also looks after the increment or decrement of price where the Hamburger is placed in a high demand. So, if the price increases the product gets less in demand and if the price gets less the product releases in high demand. That is where the overall demand creates an effect on the products based on the customer needs and price as well (Penkovskii et al., 2018). As far as the previous information, the hamburger might be in high demand based on the customer needs. So, it all depends upon the number of consumers or the buyers. The consumers are differentiated into two parts including vegan and non-vegan. As the product that was chosen by the company is non-vegan, it became more trouble for the vegan people to buy that product. That is where the demand got down a little bit from the company's point of view. Then the percentage of buying products or the demand decreased for them. Also, in another perspective if the average of non-vegan customers increases rapidly for buying the product it also helps the company efficiently. Thus, the consumer feedback is most important for the growth of the company as well as for improving its products (Schifferstein et al., 2019).
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Price Elasticity of Demand

Price Elasticity of Demand is referred to as the percentage change in the consumption of a product subject to a change in the price of that product (ionos.co, 2021). A good is considered perfectly elastic if a minimal change in the price of the product leads to a change in its demand. In this case, the price elasticity of demand is infinite. A product is considered as good price elastic if the price elasticity is greater than 1 and if it is less than 1, it will be considered as inelastic of price. A good will be called perfectly inelastic if a change in demand will not be seen for a product due to a change in its huge change in prices. 
[bookmark: _Toc111755393][bookmark: _Toc112947779]Luxury and Necessity Products
In this context, luxury and necessity products should be described to explain the concept of price elasticity of demand. Luxury goods are highly elastic as the demand for these goods increases with an increase in consumer income (Dean, 2020). However, it is considered a luxury item from the consumer’s point of view. For instance, laptops or android phones are not luxury items for the persons who work in an IT company. However, for a daily wage earner, these items are considered luxury items. On the other hand, necessary products are those which are necessary for the existence of human beings such as food, water, shelter, electricity and so on. The luxury products for poor people may be necessary products for wealthy people. Therefore, these products are always placed first to be purchased by the consumers, and hence, the elasticity of demand for these products is inelastic as a change in price does not affect the demand for these products. It can be said that necessity goods are a type of normal good. Though hamburger is not considered a necessary good but McDonald's preparation of this product with good nutritional value, without preservatives as well as consisting of only 250 calories made it a type of normal good. Therefore, consumers would prefer to buy it irrespective of the change in income levels. Thus, hamburgers of McDonald’s can be referred to as income inelastic. 
[bookmark: _Toc111755394][bookmark: _Toc112947780]Income Effect
The Income Effect comes under the consumer choice theory which implies the change in the consumption of a particular product subject to a change in their income or purchasing power (Candau et al, 2022 pp.517-534). On the other hand, the substitution effect is referred to as replacing one product with another by a consumer due to the change in its relative prices. Therefore, if the price of hamburgers at McDonald's rises, consumers will tend to replace them with another product. It occurs as a hike in the prices of a product and an increase in consumer income do not happen simultaneously. As a result, consumers must purchase the same kind of product at a cheaper rate. The portion of income spent on a product depends on the total income of the consumer. The wealthy people spend most of their income purchasing luxury items such as TV, refrigerator, washing machine, iPhones, or air conditioners and so on. On the other hand, the marginal workers or daily wage earners who come under the low-income group spend a large portion of their earnings on necessary goods which are food, water, and house rent. It implies that the portion of income spent on a product depends on the earnings of a person. The income of a consumer and the demand for a product is linked to each other irrespective of the price and demand equation. It is known as the income elasticity of demand which can be positive, negative or zero. Positive income elasticity is generally followed by normal goods as demand for this type of commodity rises with the rise in income of the consumer and a decline in the income is followed by a fall in demand for the commodity. As shown in the figure below, the upward slope of the curve implies that a rise in consumer income leads to an increase in the demand for the product and vice-versa which shows a positive income elasticity.
[image: Positive income elasticity of demand]
Source: (CFI, 2022)
In contrast, a negative income elasticity can be seen in the case of inferior goods where a rise in income will lead to a fall in demand for the goods and vice-versa. For example, millets are considered an inferior good as a rise in income of the consumers reflects a fall in demand for millets and they prefer to purchase wheat in place of millets. The third type is known as zero income elasticity which is mainly observed in the case of essential goods. As salt is a universal essential good, a rise, as well as a fall in income, would not affect the demand for salt. 
[bookmark: _Toc111755395][bookmark: _Toc112947781]Pricing Policy

Different pricing policies are adopted by different companies. McDonald’s as the largest food chain also has their own pricing strategies which made it a valuable company across the world. It has always been able to supply food items at a lower cost since its inception. This is popularly known as a low-cost pricing strategy that made it most acceptable among its customers with different income categories spreading throughout the world. It offers a long list of items at a lower price which helped it in building its reputation as the topmost fast-food brand around the world. Another pricing strategy that it has already adopted is known as bundle pricing. This reputed food chain offers complementary goods with the main products such as cokes and French fries with the Hamburger that creates a psychological impact on the consumers to buy its hamburger as it comes with two more food items. It also offers combo meals at discounted prices that attract customers to buy its products worldwide. Therefore, it can be observed that this well-known food chain has adopted a good pricing strategy that made it the largest valuable food company in the world. 
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Conclusion


Demand and market equilibrium are the most important part of the market perspectives. The following report has demonstrated various factors that cause demands for the product or the services and how the products or services have influenced the demand and affected the company. Additionally, the report has also illustrated on how the demand for the products increases or decreases based on the consumer needs.
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