[bookmark: _941cjkv0ybwo][image: Text

Description automatically generated with medium confidence]


                              Assessment 2

Programme:BA Business Management 
Module : Management Economics
Module code : LCCB5003
Module Lecturer: Dr. Taye Timothy Osadiya
Student : Zamsa Dan ( 2028094 )
[bookmark: _8gkzwof88tlx][bookmark: _iuars7iu1tlu][bookmark: _v6ygcgaoq6nt][bookmark: _m1ee91bh4a5h]
[bookmark: _17n1igmybxhk]

Table of Content
1. Description of the Business	2
Description of the Product	2
Reason for choosing the Product	2
2. Identification of Demand and Market Equilibrium	2
Price of Substitutes	2
Price of Compliments	3
Consumer Income	4
Consumer Tastes and Preference	5
Consumer expectation of price	5
Demographics	6
3. Identification of elastic and inelastic demand	6
Substitution Effects	6
Difference between Luxury and Necessity	6
Pricing Policy of the Business	8
Cost-based or cost-plus pricing	8
Market-based pricing	9
Value-based pricing	9
Reference List	10

[bookmark: _Toc118716481]1. Description of the Business
[bookmark: _69ub194123uw][bookmark: _Toc118716482]Description of the Product
McDonald’s is a multinational American food giant that operates its business in multiple companies. Ray Kroc in California founded the company in the year 1955 and the company mostly sells hamburgers all over the world. After the burger business, McDonald’s is also the world's largest real estate company whose net worth is $53 billion and counting(Mcdonalds.com, 2021). The company is famous for its “Value Proposition Method” which helps the company maintain its quality across the globe. According to a recent report, company’s 80% of restaurants were franchises based and the company follows the “Three-Legged Stool” business model to operate its business, which helps the company to gain more profit from a single restaurant. McDonald’s dominates the real estate and food chain industry all over the world by providing a huge range of profit margins. Company is also developed different “Foreign Investment Policies” which help the company to increase its economic value abilities. 
[bookmark: _74s6fwkfd86w][bookmark: _Toc118716483]Reason for choosing the Product
McDonald’s is one of the largest fast food and released brands that operate their business in different countries and they have been doing business for more than 60 years, which is the main reason to choose the company for the report.  The company is famous for different types of fast food items like Burgers, French fries, breakfast items, desserts, and many more(Mcdonalds.com, 2021). Active policies and business models are helping the company to become more successful which can help other organizations to do the same. McDonald has maintained their demand and supply through many over which can help to develop better business reports that have all the business factors. These are the primary reasons for choosing the organization for the report. 
[bookmark: _29avlaaxm3y4][bookmark: _Toc118716484]2. Identification of Demand and Market Equilibrium
[bookmark: _93edn0nh45tl][bookmark: _Toc118716485]Price of Substitutes
Substitutes of the product identify the alternative items or brands that can affect McDonald has to reduce overall purchasing. As of now, there are different companies that can be the best substitute for McDonald's and those are Burger King, KFC, Subways, and many more. Burger King is the direct competitor of McDonald’s; both companies’ product ranges are similar which can affect the overall pricing of the company. 
McDonald’s follows the “Offered food with low pricing model” to attract more consumers and it helps the company to become more relatable in the fast food industry.The model mainly relies on the basic ideas of competitive advantage, supply chain, urban economics, and production economics (Luand Reardon, 2018, p. 9). McDonald’s biggest substitute is burger king and their pricing is decreasing over the recent year due to the “Offloading of QIP inventors”.  McDonald’s can be affected by the decrease in substitutes' products and it can increase the demand for McDonald’s. Therefore, McDonald’s can increase their price margin to meet the demand and there are multiple possibilities that McDonald’s can improve their profit margin. 
Burger King, KFC, and Taco Bell are the leading competitors of  McDonald’s, and if their pricing increases, consumers will shift to other companies to get value for money, which is the main key point that can help McDonald’s increase sales percentage. Meeting the demand is important for the company if substitutes increase their product’s pricing, it will reduce their sales margin and McDonald’s get the opportunity to meet the customer’s demand, which automatically increases the yearly revenue of the organization. 
[bookmark: _5nz42nccsglf][bookmark: _Toc118716486]Price of Compliments
There are different sectors where McDonald's is working in recent times, which helps the countries to increase their economic performance. Developing the “business in the different places” is the biggest achievement that McDonald’s has implemented which also helped the company to contribute to the country's overall GDP. “Increasing the employment percentage” can be the biggest compliment that McDonald’s has achieved in recent years.Further, the price of the complimentary products of McDonald’s would interrupt the supply chain of their business due to having higher and lower prices of the products (Mohsenzadehet al.2022, p. 1). The population is increasing and the company's target customers are also changing with time this is the major reason that McDonald’s is developing different business models to meet the demand. 
McDonald’s menu price has increased by 8% in the last financial year. Furthermore, compliments are helping the company to increase its menu price and it is helping the company to meet demand and supply. McDonald’s compliment product is hamburgers, which have increased its pricing, and it has improved its sales percentage the organization. 
Developing different products and selling them together is the primary policy or strategy that McDonald’s follows to increase the profit margin. High demand is the primary coliseum of high price rates, which helps the organization, attract more customers to the business. The complaint can help the company to meet the mind and supply by selling two products together. 
[bookmark: _lwldo3jinjbo][bookmark: _Toc118716487]Consumer Income
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Figure 1: Consumer’s Satisfaction Graph
(Source: Statista.com, 2021)
Most of the time consumers buy the product because of the high valuation of the product or the brand reputation, which suggests that consumers' incomes of McDonald’s are indeed over the year and it is the primary reason to increase the demand for the product. The income of the customers affects the demand for the product; low income can reduce the demand for the product. On the other hand, high-income ranges of consumers lead to high demand for the product According to the “American Customer Satisfaction Index (ACSI)”, the average consumer's income has increased and McDonald’s ACSI score is 70 out of 100, which shows the significance of consumer income(Statista.com, 2021).
Consumers' income effect can identify the change in consumers' demand for the product based on their income. Low-income people will buy low margin products, on the other hand, when income increases, people will begin to demand more products and services. 
[bookmark: _ehu6liqdgjgm][bookmark: _Toc118716488]Consumer Tastes and Preference
There are different psychological factors that can be worked to identify the changes in consumers' tastes and preferences. The motivation level to buy the product is the major element that can change the consumer's preference. Consumer income categories also differentiate the consumer’s taste, which may affect the demand for tube products. After analyzing McDonald’s product segment, it can be determined that McDonald's food does not come under the necessary margin, it is more like a luxury.Moreover, in the rapid changing world the effort towards the identification of preference and control of product for customers is the key, which can improve the demand of McDonald’s products by reducing the variances (Meagheret al.2020, p. 5). However, many consumers eat McDonald’s food on a daily basis. Economic factors are also working to change tastes and preferences. Expensive product ranges can demotivate consumers to buy less and, in this case, Genetics, Location preference, Cultural difference, and type of item can change consumers’ tastes and preferences. 
Favorable changes can increase the demand for the product, on the other side, unfavorable changes lead to a reduction in demand. For example, if people become health conscious, they will avoid junk food or fast food which will reduce the demand for McDonald’s products and automatically reduce the sales and revenue percentage of the organization. 
[bookmark: _s7nhhh6u7y0z][bookmark: _Toc118716489]Consumer expectation of price
Inflation rates are increasing with time and it is affecting the income margin of the consumers due to this reason, customers of McDonald's are expecting to reduce their product price (UK, 2022). On the other hand, most of the burger chains have also increased their prices, which is affecting the demand for the product. McDonald’s product price rises 10% every year. However, companies have increased their customer base in recent years which suggests that consumers ' income margin is also increasing over time. Other than that, McDonald’s gives different types of offers and discounts to cater to low-incomecustomers, which helps the organization, increase its sales margin and annual revenue.Further, it can be said that by creating business value McDonald’s can maintain the consumer expectation as it meets the needs of the consumers without compromising the business value (Trivediet al.2018, p. 2). Moreover, McDonald’s has a different price range of products, which increases the target audience of the organization and it helps the company to increase its competitive advantage. 
A high range price of products can change the preference of the customers and it can directly affect the sales percentage of the company. However, low-pricing products can attract more consumers to the restaurant, which can increase the revenue margin of the organization. Low pricing increases demand and high pricing can reduce demand, which shows that demand for McDonald’s products is elastic. 
[bookmark: _136vdu20x9lg][bookmark: _Toc118716490]Demographics
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Figure 2: Net Income of McDonald’s in 2021
(Source: Statista.com, 2021)
According to the annual report of McDonald’s, the company's consumer margin is increasing over the year, and its current company serves 69 million consumers on a daily basis through its 40,031 restaurants worldwide. The company is located in 118 countries and serves 1% of the world's population on a daily basis, which increased the net income of the company to $7.54 billion in 2021(Statista.com, 2021). A high margin of consumers increases the demand for the product and increases the revenue percentage of the organization. Raising the consumer base increases the demand for the product and supplies increase automatically, which helps the company to improve its financial and nonfinancial performance. 
[bookmark: _h8czp9guha9z][bookmark: _Toc118716491]3. Identification of elastic and inelastic demand
[bookmark: _7erv2cf7vokf][bookmark: _Toc118716492]Substitution Effects
[bookmark: _4xo301rz7k0w][bookmark: _Toc118716493]Difference between Luxury and Necessity
Luxury and necessity depend on location and economicfactors, which may help to decide whether McDonald’s is a luxury or a necessity. There are different countries that can put McDonald's foods in the necessity category. Developed countries like America, Europe, and Australia can put McDonald's as a necessary food item. On the other hand, developing and underdeveloped countries like Afghanistan, India, Vietnam, Pakistan, and Turkey can put McDonald's products under the luxury category. The income factoris one of the perspectives of necessary and luxury products that deters the demand and supply of the products in the long-run in both developing and developed countries (Espoirand Ngepah, 2021, p. 1). also defines the luxury and necessary perspective, which also affects the demand and supply of the company. Capitalization can be the major factor that can define the difference between luxury and necessity. There are different product ranges that can also predict or accomplish the luxury and necessary categories. For example, in Japan, MMcDonal’'shas started a burger range or category called “Premium High-class burger” for high society people and it is the most expensive burger range of McDonald’s in japan. The premium high-class burger’s price range is 1,000 yen ($9.93 USD), which suggests that this burger comes under the luxury category. 
On the contrary, in India, McDonald’s has a burger range fromRest 69 ($0.84 USD), which shows the economic factor of a product and how it can change its elasticity with the geographical trend. Most of the time a company's financial preference also defines the product’s credibility by developing a conceptual framework. Many times a brand wants to change its preference and they make changes in the product's price segment to become relevant for the particular region, which shows the potential credibility and dynamic properties of the company. After analyzing the business algorithm and business preference, it is clear that McDonald’s is one type of luxury brand for underdeveloped and developed countries. However, most companies in developed countries think that McDonald’s is necessary for them. 
After developing the conceptual framework and analyzing the business perspective, it can be determined that the demand for McDonald’s products is elastic. After analyzing McDonald’s product segment, it can be determined that McDonald's food does not come under the necessary margin, it is more like a luxury. McDonald’s wants to become relevant for Indian customers, which took the brand to reduce the pricing and become necessary. Therefore, McDonald’s wants to become a luxury brand in Japan and other developed countries to gain social status (Stocklight.com, 2021).After developing the business, McDonald’s has started to implement several diversified tools and methods to evaluate the business environments. However, companies have increased their customer base in recent years which suggests that consumers ' income margin is also increasing over time. 
The income of the customers affects the demand for the product; low income can reduce the demand for the product. However, many consumers eat McDonald’s food on a daily basis.  McDonald’s has a different price range of products, which increases the target audience of the organization and it helps the company to increase its competitive advantage. During harsh economic conditions, when most people have trouble with jobs, financial issues, and low income, they only purchase the necessary items or they can skip some pouches. However, the “Income elasticity of the product sold by McDonald’s is elastic”. Most consumers are income from work or investment and their purchasing can display the income of the consumers. McDonald's food category comes under the necessary food category, whereas the company is also trying to serve luxury menu items in developed countries and their luxury items include “Big mac, Pounder, Filet-O-Fish, McNuggets, McFlurry, and premium beverages” (Stocklight.com, 2021). Purchase capacity can show the income statement of a person and in this case, most of the consumers come under the average income margin and their demand percentage is increasing over time. 
[bookmark: _zbn1eab9gfmf][bookmark: _Toc118716494]Pricing Policy of the Business
[bookmark: _215w224ha5kt][bookmark: _Toc118716495]Cost-based or cost-plus pricing
There are different pricing policies that can help McDonald's maintain its pricing system that remains profitable and gives the organization flexibility to price separate goods differently. Cost based on cost plus pricing policy is the most effective pricing policy that  McDonald's can apply to theory business operations to get maximum profit margin. Other than that, pricing adjustment quality can also be improved after implementing the cost-plus pricing policy of the internal organization of the company. Cost-based pricing policy associates the cost plus pricing methods for the products and services of McDonald’s, which will attract higher customers in their business (Risvanti, 2018, p. 2). McDonald's pricing policy can reduce the overall expense of the organization, which they had faced in vitamin. The standard margin of the cost needs to be analyzed before calculating the cost, which is the main aspect of the policy. It can reduce the financial burden on the organization and it can increase the profit margin of the company.  McDonald's increases their average price by 10% on a yearly basis, which can be modified by the cost-based pricing policy to develop better pricing analysis, and it, can also increase the annual revenue of the organization. 
[bookmark: _1tm0eaks1fd8][bookmark: _Toc118716496]Market-based pricing
Market position is the biggest factor that can be worked on while developing the pricing model for the organization. The market’s current capacity and living standards can determine the pricing of the product, which may reduce the extra production cost of the organization. However, high living costs can increase the production cost of the organization. Walkthrough, most of the time companies increase their profit margin by developing a market-based pricing model. Raw materials like agriculture and mining can also influence the pricing model. Furthermore, the market-based pricing model needs to follow the “fast flowers-based method” to cater to the average consumer. Therefore, following the market-based pricing strategy allows the company to measure the specific net exposure position of the business efficiently (Hayoun, 2019, p. 11). High-profit margin and low production cost is the primary reason for choosing the market-based pricing model. 
[bookmark: _sfjunpxkva5a][bookmark: _Toc118716497]Value-based pricing
The value-based approach is the final pricing model approach that McDonald's can implement in theory business model to estimate the determined “value” of a product based on the customer’s point of view, after that, the price will be applied on the perceived value of the product. Developing a property and making it a restaurant is the key factor that McDonald’s follows which helps the company to improve its overall financial performance. This is the most common and most used method or strategy that McDonald's can implement in their business model. Low pricing can cater to low income customers.Further, the value-based pricing can be implemented in business by the utilization of sales approach such as “communication, quantification, identification, and verification” for providing the customers value (Rajaet al.2020, p. 3). On the contrary, expensive products can cater to the high-class consumers. These are the most profitable model that can help the company to increase its target audience and it can increase the reputation.
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