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[bookmark: _Toc110346120]Task 1 – Description of the business
The report in the field of management economics discusses the case of AstraZeneca (AZ). Established in 1992, AZ has succeeded to extend its commercial activity over the world; consequently, it already belongs to the group of the 15 largest global companies in the pharmaceutical industry (Mikulic, 2022). The pharmaceutical giant is headquartered in Cambridge, UK and listed on the FTSE 100 stock exchange (CNN Business, 2022). Moreover, the success of AZ can also be recognised through the amount of its market capitalisation - $202 billion, as of July 2022 (CNN Business, 2022). In addition, AZ has annual revenue and gross profit of $37.4 billion and $27.9 billion, respectively – key signs of commercial success (Reuters, 2022). 
AZ has specialised in many critical and fast developing categories of the global pharmaceutical industry - oncological, respiratory, metabolic and cardiovascular (CNN Business, 2022).   The company is innovative and spent $9.7 billion for research and development activities over the course of year 2021 (Mikulic, 2022). Thus, constant improvement and delivery of new medicines have been in the core of the commercial success of AZ. 
The research attention is placed on FARXIGA – a prescription drug used in controlling blood sugar levels (Farxiga, 2022). FARXIGA can be used along with diet and exercise as a way of coping with type 2 diabetes. The medicine is found to reduce the risk of hospitalisation and cardiovascular disease among patients with type 2 diabetes and metabolic syndrome (Farxiga, 2022).. The revenues from FARXIGA already exceeded $3 billion in 2021; thereby, being the second most profitable product from the portfolio of AZ (AstraZeneca, 2022). This constitutes 67% growth in revenue in comparison to the previous year which is a considerable achievement demonstrating the market success of FARXIGA (Liu, 2022). In some geographic markets, FARXIGA has already achieved a dominant position due to its effectiveness by capturing a market share between 50% and 70% (Liu, 2022). Given the fact that AZ has been additionally competitive in the niche areas of oncology, FARXIGA should be considered as a breakthrough achievement in the fast-growing segments of metabolic and heart disease treatment (Liu, 2022). 
The success of FARXIGA and its status as the second most sold product of AZ motivate the research of the drug. Microeconomic conditions are analysed to assess the performance potential of FARXIGA.
[bookmark: _Toc109603416][bookmark: _Toc110346121]Task 2 – Demand determinants  
By definition, demand expresses the desired quantity from a product or service at a given price (Sloman et al., 2013). The demand curve expresses all combinations of quantities and prices by capturing the demand of all economic agents (Sloman et al., 2013). Thus, the demand curve has a downward slope because higher prices are associated with lower demanded quantity and the vice versa (Sloman and Jones, 2011). The movements along the demand curve also reflect this relationship. Demand expansion takes place when moving in the downward direction – price decline and quantity increases (Toppr, 2022). Respectively, moving in the upward direction leads to lower demand and higher prices (Toppr, 2022). 
Figure 1 – Movement along the demand curve
[image: https://d1whtlypfis84e.cloudfront.net/guides/wp-content/uploads/2019/04/17154114/extension-and-contraction-300x224.jpg]
Source: Toppr (2022)
The market forces of supply and demand determine the equilibrium point (Sloman and Jones, 2011). It is a specific place where the market is balanced and the surplus for consumers and producers is maximised without instances of product surpluses and deficits in the marketplace (Sloman and Jones, 2011). Changes in demand may also affect the equilibrium point, if supply remains fixed. In the general case, increase in demand shifts the curve to the right, whereas declining demand shifts the curve to the left (Sloman and Jones, 2011). As a result, demand increase leads to higher quantities and prices and the vice versa (Sloman et al., 2013). 
Figure 2 – Changes in demand and market equilibrium point (demand increase – left; demand decrease – right)
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Source: Econ Port (2006)
Given the key role of demand, it is important to analyse the influential factors and the specifics implications in the case FARXIGA. 
The starting point is to understand the role of substitutes and complimentary products. This is important, as FARXIGA does not exist in isolation from the other products (Sloman et al., 2013). Substitutes are alternative products available in the marketplace; hence, an increase in their price leads to a higher demand for FARXIGA and the vice versa (Sloman et al., 2013). In contrast, complimentary products are simultaneously used together with FARXIGA (Sloman et al., 2013). In this light, the increase in the price of complimentary products could make the consumption of FARXIGA more expensive; thereby, having a negative impact on demand (Sloman et al., 2013). The case of FARXIGA suggests the lack of supplementary products, as pills can be taken independently of other medicines. In terms of substitute products, there are popular alternatives in the marketplace, such as Jardiance, Glipizide, Metformin, Januvia, and Rybelsus (Shaffer, 2022). Respectively, the demand for FARXIGA may decrease, if comparable alternatives’ become cheaper and the vice versa. AZ should monitor the prices of competitors’ products in order to devise strategies for profit maximisation in the case of FARXIGA. 
The next key determinant refers to income level. There are several key scenarios related to income change. In the majority of cases, where normal products are considered, higher income leads to an increase in consumers’ purchasing power and increased demand, respectively (Sloman et al., 2013). In the case of luxury goods, initial increase in income may not affect demand. The latter starts increasing only when income level grows above a certain level (Sloman et al., 2013). Other products and services experience a seasonal demand. For instance, seaside visits are dependent on weather conditions and appear to have a demand peak in the summer season. Moreover, there is a group of inferior goods, as well. They are known as Giffen goods and the demand for them is negatively correlated to income (Sloman et al., 2013). For example, income increase may lead to a lower demand for sausages (Giffen good) and shifts to beef steaks and other high-quality alternatives. In this report, FARXIGA is assumed to be a normal product. The long-term income trends, as shown below, suggest that the UK is a high-income country with an income level of £33,500 per capita (Smith, 2022). The pandemic caused a recession and declining income in 2020; however, the economic recovery is expected to reach the pre-pandemic income peak in year 2022 (Clark, 2022). Thus, the increasing income is also a main factor for a higher demand for FARXIGA. 




Figure 3 – Income levels per capita in UK (1955-2021)
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Source: Clark (2022) 
Demand patterns are also affected by the prevailing tastes and preferences of consumers (Sloman et al., 2013). Some sectors of the economy, such as fashion, car sales, entertainment and others, appear to be more prone to changes in consumers’ tastes and preferences than others. In the case of FARXIGA, it is important to note that the drug has several superior properties which differentiate it against competitors. In addition to better controlling blood sugar level, FARXIGA also delivers enhanced risk management against specific conditions common among patients with type 2 diabetes – renal and cardiovascular failure (AstraZeneca, 2020). The effective performance of the drug thus stimulates consumers, as the latter demonstrate increased preferences for FARXIGA vis-à-vis the other alternatives in the marketplace. This is also supported by the high revenue growth from FARXIGA (67% on annual basis) which exceeds the growth in the sector (Liu, 2022).  
Since consumers are human beings, they are also affected by certain expectations regarding the future (Sloman et al., 2013). Consumer behaviour thus takes into consideration the expectations for future price changes. As a result, expectations for higher prices or product shortages in the future may fuel the demand and the vice versa – consumers abstain from purchasing when expecting lower prices in the future (Sloman et al., 2013). In the case of FARXIGA, expectations play no role. This is a medicine, which is taken on the basis of a medical necessity and consumed immediately; hence, consumers cannot delay purchases or accumulate extra inventory from the drug depending on the expected price change expectations. 
Demographic trends are also accountable for demand changes over time. Population size and structure explain consumer demand size and patterns of consumption (Sloman et al., 2013). In most cases, demographic trends are slow; however, an influx of migrants and refugees can deliver fast changes affecting demand. The population of the UK reached 67 million in 2021 (ONS, 2021). This is a historic peak and a sign of a large market. The population growth has been recently around 400,000 people per annum; however, the pandemic led to a slower growth in 2020 (ONS, 2021). If the demographic trends remain sustainable, the increase in population size could be considered as a sign for higher demand for FARXIGA. The obesity epidemic and population ageing are other demographic variables supporting the demand for the dug. 
Figure 4 – Population size change in UK
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Source: ONS (2021)
To conclude, the demand analysis of FARXIGA confirms the existence of several key factors supporting the demand for the drug. The lack of complimentary products, as well as population growth, favourable consumers’ tastes and preferences and income growth should be considered as key drivers for growth. While consumer expectations play a marginal role in demand determination, AZ should continue upgrading its drug and prices in order to respond to market-related changes. 
[bookmark: _Toc109603417][bookmark: _Toc110346122]Task 3 – Demand elasticity 
The analysis also explores the role of demand elasticity, as it may also influence the sales of FARXIGA. Demand elasticity is a concept which explores the changes in demanded quantity produced as a result in the change of price (Samuelson and Marks, 2010). Elasticity of 1 is reflected by a demand curve with a 45-degree slope. Under this scenario, a percentage point increase in price leads to a proportional percentage point decrease in demanded quantity and the vice versa (WIX, 2016). Inelastic demand occurs when price increases trigger a disproportionally low response in demanded quantity (Samuelson and Marks, 2010). Thus, consumers are unwilling or unable to easily decrease the demand which typically occurs with basic types of products. In contrast, elastic demand means a disproportionally large decline in the quantity demanded as a result of a price increase (WIX, 2016). Elastic demand means that even small price increases could produce significant declines in demand – a situation usually occurring with non-essential or easy-to-replace types of products (Sloman et al., 2013). The different types of demand elasticity are shown below where the changes in price and corresponding quantity alternations are expressed. 





Figure 5 – Overview of different demand elasticity scenarios  
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Source: WIX (2016) 
Elasticity may depend on different factors. The substitution effect is analysed as a potential determinant of elasticity. Numerous empirical studies have analysed the demand elasticity of medications. Based on the research findings by CCC and BBB, it can be argued that 1% price increase produces an inelastic response, as quantities sold decline between 0.03% and 0.6%, depending on the type of medication. The work by Gatwood et al.. (2014) is also quite indicative in understanding the demand elasticity for medications. As shown below, demand elasticity remains inelastic regardless of the fluctuations across categories (Gatwood et al., 2014). In general, opioids cannot be easily replaced with alternatives; thereby, experiencing the most inelastic demand. In contrast, smoking cessation products occupy the opposite place in the spectrum but also experience a generally inelastic demand (Gatwood et al., 2014). 

Figure 6 – Demand elasticity of various groups of medications: decline in quantities sold as a result of 1% price increase
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Source: Gatwood et al. (2014)
Specific information regarding the demand elasticity of FARXIGA is not available. Assuming that the product aligns with the general trends, as discussed above, it should be seen as having inelastic demand. The favourable consumers’ preferences for the product, as well as the inferior alternative additionally support the inelastic nature of demand. This product is seen as a basic necessity to treat a health condition which cannot be delayed in time. In this light, FARXIGA addresses a basic human need for health and safety. Potential product shortages may jeopardise the health of many patients with severe type 2 diabetes. Therefore, FARXIGA has an inelastic demand curve due to the lack of substitutes with the same properties and the status of the product as being a basic necessity to maintain one’s health.  
In regards to the income effect, few important pieces of information should be analysed. The aggregate healthcare expenditure in the UK, as of year 2020, accounts for £257.6 billion (ONS, 2022). This amount is equal to £3,840 per person or the equivalent of 12% of national GDP (ONS, 2022). The numbers are inflated because of the pandemic outburst in 2020 and the unexpected healthcare expenditures. This is evidenced by the fact that healthcare costs were just 9.9% of national GDP in the pre-pandemic 2019 (ONS, 2022). It is also important to mention that approximately 83% of all healthcare costs in the UK or the equivalent of £3,181 per person are covered by the public budget; hence, private spending per year is just £659 per annum (ONS, 2022). Taking into account all calculations, private healthcare spending, which is directly paid by households from their private budgets, reaches a share of just 2% of national income or GDP. 
By any standards, the direct private healthcare costs remain manageable, as they have a quite limited share of the costs structure of households. The number remains quite low even when considering the extra expenses due to the pandemic in 2020. This number also means that households have remaining 98% of their income spent for other products. This is a significant buffer and individuals can easily relocate additional funds to purchasing FARXIGA, if necessary. As already discussed, the medicine is an essential product which is a necessity to those suffering from type 2 diabetes and its complications. These product features predispose for an inelastic demand curve, as price increases could be easily addressed by consumers due to the essential nature of the product and the relatively low share of direct (paid by households) healthcare expenses. 
The current price of FARXIGA, which is also known as FORXIGA in the UK, is £48.99 (UK Meds, 2022). AZ is not a monopoly firm due to the existence of alternative substitutes, such as Jardiance, Glipizide, Metformin, Januvia, and Rybelsus (Shaffer, 2022). Nevertheless, there is a high level of market concentration, as products are quite differentiated and produced by just several companies. The combination of oligopoly market structure, essential nature of products and income effects explains the existence of high profit margins. Therefore, the price of £48.99 appears to be justified by the above-mentioned factors. AZ may even consider higher prices in the future due to the inelastic demand curve; however, the success of such a price strategy would also depend on competitors’ actions, as well as the actual characteristics of FARXIGA. If eventually consider FARXIGA as the best alternative in the marketplace, the demand curve for it would be even more inelastic; thereby, reflecting the high consumer demand and lack of relevant alternatives. The optimal pricing in such concentrated market is thus a complex process with numerous interfering factors; however, the rapid increase in the revenue from FARXIGA, which is already the second best selling product for AZ, should be seen as evidence for effective pricing maximising market share and profit margins (AstraZeneca, 2022; Liu, 2022). 
In conclusion, according to the findings of the substitution and income elasticity, consumer demand for medicines remains quite inelastic. If the elasticity of demand is the main factor that should be taken into consideration, then the price of FARXIGA should be rather high due to the fact that its demand is relatively inelastic and consumers cannot easily replace the product with plausible alternatives. 
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