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Analyzing Demand and Price Elasticity for McDonald's Big Mac
Introduction
It is essential to comprehend the complex interactions between market dynamics and customer behavior in the dynamic world of business and management. This project thoroughly examines these elements concerning McDonald's enduring product, the Big Mac. This essay prepares the ground for a thorough study by looking at the background, the product description, and the industry climate. The demand factors are then broken down, and the impact of shifting alternatives, complements, consumer income, preferences, expectations, and demography is assessed. Finally, it examines how these variables affect demand's price elasticity of supply and suggests an intelligent pricing strategy that uses the Big Mac's distinctive qualities while maximizing sales and client pleasure.
Business Description and Chosen Product
Richard and Maurice McDonald founded the McDonald's Corporation in 1940, which has since developed into a dominant force in the global fast food market (Kee et al., 2021). McDonald's has changed how the world views dining-out culture with its recognizable golden arches and distinctive offerings. The company, which operates in more than 100 countries and provides millions of consumers with meals daily, is successful because it constantly offers quick, economical, and comforting meals that cut through cultural boundaries. The "Big Mac," introduced in 1968 by franchisee Jim Delligatti, is the centerpiece of McDonald's menu options and has come to symbolize fast food. The Big Mac embodies convenience and indulgence with its two beef patties, special sauce, lettuce, cheese, pickles, and sesame seed bun. Its distinctive flavor and ageless appeal have cemented its status as a global culinary icon.
The Big Mac was chosen for this analysis due to its notable cultural significance, broad familiarity, and dual function as a culinary treat and an economic gauge. The Big Mac's distinction as the "Big Mac Index"'s representation of global purchasing power parity furthers its allure. The Big Mac makes a perfect topic for studying demand and price elasticity in the fast food sector because it is a fundamental component of the world's culinary landscape.
How external influences affect consumer behavior and purchase patterns will be analyzed by analyzing the Big Mac's demand dynamics and price elasticity. Additionally, it will shed light on the complex interplay between market dynamics, customers, and preferences. By thoroughly examining these aspects, we aim to advance knowledge of the fast food industry and the tactics that support McDonald's lasting success.
Factors Influencing Demand and Market Equilibrium
Numerous variables that combined affect customer behavior and market equilibrium affect the demand for McDonald's Big Mac, a mainstay of the fast food sector. The dynamics of demand and how they affect the company's pricing plans must be understood, and how these aspects interact.
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Price of Substitutes
As it does for every competitive product in a competitive market, the cost of substitutes take part in a critical role in controlling the demand landscape for the Big Mac. The existence of fast-food restaurants like Burger King and Wendy's presents legitimate options that customers can choose from for McDonald's signature dish, the Big Mac. The perceptions of value, taste preferences, and overall experience of consumers all have a role in the relationship between the cost of alternatives and the demand for the Big Mac.
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Consumers may be more likely to select the Big Mac over competing options if the price of substitutes rises, driving up demand, as shown in graph (b) above. This phenomenon occurs as the Big Mac's perceived relative value increases compared to more expensive alternatives (Clemons et al., 2022). In such circumstances, the Big Mac is a good option, especially for consumers on a tight budget looking for a filling lunch. As people look for alternatives that offer better value for their money, the attraction of the Big Mac may decline if substitutes become less expensive. This might temporarily reduce the demand for the Big Mac, especially if rival fast-food restaurants provide comparable or superior goods for less money.
To keep the Big Mac competitively positioned, McDonald's must strategically keep a close eye on the pricing tactics of its rivals. McDonald's may successfully control demand fluctuations brought on by changes in the price of replacements by maintaining a balance between price, quality, and consumer perception. Additionally, the company's emphasis on dependable quality and distinctive flavor might act as a differentiator for the Big Mac compared to rivals, influencing consumer choices despite fluctuating prices.
Price of Complements
Regarding demand dynamics, the cost of complements exerts a pronounced influence on consumer preferences, specifically influencing the demand for the Big Mac (Greenway and Guenthner, 2022). Products like beverages and French fries are considered complements because they are consumed with the Big Mac to create a complete meal. A complex interplay reflecting consumer preferences and perceived value exists between the cost of complements and the demand for the Big Mac.
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There is a chance that the demand for the Big Mac will decline as the cost of complements rises. Consumers may become price sensitive as the total price of the meal increases and choose alternatives with better value propositions. Price-sensitive customers who consider the overall cost of the meal before buying may be particularly affected by this circumstance. On the other hand, if complements become less expensive, it might lead to a rise in Big Mac demand. A more affordable full dinner might attract a wider customer base, particularly those looking for a cheap yet enjoyable eating experience. This relationship is especially pertinent in a market where consumers appreciate both taste and value for money.
Consumer Income
Consumers' financial health significantly impacts their capacity to pay for goods and services and speedy food options like the Big Mac. There is a chance that demand for the Big Mac will decline during economic gloom when consumer income declines, as shown in graph (c) above. Consumers may prioritize necessities above frivolous purchases, which could decrease demand (KHAN, 2020). On the other side, during economic expansion and rising consumer income, demand for the Big Mac may increase as people have more money to spend on eating out.
Consumer Tastes and Preferences
The demand for the Big Mac can be considerably impacted by shifting consumer tastes and changing nutritional trends. People may choose healthier alternatives as consumers' perceptions of health continue to influence their purchasing decisions. This could result in a decline in demand for goods like the Big Mac that are seen as having a poorer nutritional profile, as shown in graph c above. McDonald's has added menu novelties, including salads and grilled chicken alternatives, to counterbalance this trend and keep up with consumer demand.
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Consumer Expectations of Pricing, particularly pricing expectations, are crucial in determining demand dynamics. Consumer predictions of future price adjustments can affect demand for the Big Mac. If buyers expect the Big Mac's price to rise soon, they're more inclined to buy it at its present price, boosting demand immediately, as shown in Graph D above. On the other hand, if customers anticipate a price drop, they can put off their purchases to benefit from the anticipated reduced price (Featherman et al., 2021). The demand for the Big Mac may momentarily fall due to this delay in sales. Consumer expectations and the company's actual price plan must be in line to reduce potential demand volatility.
Dealing with customer price expectations in the Big Mac scenario necessitates a careful balance. The ebb and flow of demand can be influenced by the company's capacity to foresee and react to changes in consumer sentiment. Companies may successfully manage their market positioning and maintain continuous success in constantly shifting consumer preferences by comprehending the delicate interplay between consumer expectations, pricing choices, and demand changes.
Demographics - Number of Consumers (Buyers)
The demographic makeup and the amount of potential customers significantly influence demand for the Big Mac. Age groupings, gender, economic levels, and preferences for certain lifestyles are just a few elements that make up demographics. For McDonald's to adapt its strategies and services to the changing consumer landscape, it is essential to comprehend how demographic changes affect demand.
Demographic changes may increase the number of potential customers, which may raise the demand for the Big Mac (Aigner-Walder, 2023). For instance, McDonald's can predict a boost in demand for its signature product if there is a boom in the working-age population looking for quick and accessible meal options. With more consumers, more opportunities exist to target particular demographics with customized marketing initiatives and product iterations. On the other hand, a loss in the population of possible customers within a certain demographic can cause a drop in demand. For example, the demand for the Big Mac may be impacted if consumer preferences among a certain age group favor healthier choices. McDonald's can react by adding more nutritious menu items or modifying its marketing tactics to suit shifting consumer tastes.
McDonald's may anticipate demographic shifts and adjust its products by strategically leveraging market research and consumer data (Tan, Zhang, and Zhao, 2023). The business's market resilience is increased by its capacity to modify its menu, pricing, and promotional initiatives to appeal to various demographics. McDonald's can lessen the impact of the demographic shift on the wants of the Big Mac by providing a variety of choices that cater to various consumer groups.


Price Elasticity of Demand Analysis
Understanding how vital customer need is to changes in a product's price is made possible through the content of price elasticity of demand. The variables affecting price elasticity for the Big Mac, a mainstay of the fast-food sector, provide complex insights into its status as a customer favorite and its susceptibility to price changes. A thorough understanding of the Big Mac's demand elasticity is provided by examining the substitution impacts, luxury versus necessity perception, and income implications and recommending a strategic pricing approach.
Substitution Effects - Luxury vs. Necessity
The classification of the Big Mac within the range of luxury and necessity is crucial in understanding its price elasticity of demand. Substitution Effects - Luxury vs. Necessity. Consumers' readiness to change their purchasing habits in reaction to price fluctuations is heavily influenced by their opinions of the Big Mac as either a luxury or a necessity.
The Big Mac holds a special place in the eyes of the consumer. It is not a daily must like buying groceries, but it is also not an exorbitant pleasure. This placement results from a slightly less elastic demand profile (Cigliano, 2019). In economics, products regarded as needs typically have more inelastic demand, but luxury goods are more elastic because they are considered discretionary.
The Big Mac's inelastic demand is influenced by its designation as a "moderate luxury." Customers might still find the Big Mac within their price range and keep buying it even if it goes up. The natural satisfaction and familiarity linked to the Big Mac facilitates a certain degree of brand loyalty and customer attachment. The distinct flavor and experience that the Big Mac delivers are frequently preferred by customers, which further inhibits their inclination to move to alternatives in the event of price increases.
It's vital to remember that this posture only partially makes the demand inelastic. Extremely high price rises may eventually cause some buyers to look for less expensive alternatives, but this change will probably be less pronounced than it would be for more clearly luxury goods. Due to its strategic advantage, McDonald's has some pricing latitude and can make minor adjustments without significantly affecting demand.
Income Effects - Percentage of Income
Based on the percentage of customers' income that the purchase represents, the income effects on the demand for the Big Mac provide a lens into its price elasticity (Vo and Vo, 2022). This element sheds light on the product's affordability and adaptability to variations in consumer income. According to the percentage of income it represents, the Big Mac's demand is relatively inelastic, mostly due to its affordability. The Big Mac is often a cheap fast-food item that only makes up a modest portion of a consumer's total revenue. Due to its accessibility, it is a practical choice even for people with various income levels, such as working professionals and college students.
With such a small portion of income set aside for Big Mac purchases, consumers are less likely to change their consumption habits in response to changes in income. The Big Mac's cost ensures it continues to be a popular choice even when consumer income fluctuates. Consumers need to significantly adjust their purchase behavior for a good that only makes up a small portion of their overall expenses, which causes inelastic demand (Yi et al., 2021). A further factor in the Big Mac's consistent demand is its placement as an infrequent treat rather than a daily need. Consumers frequently set aside a specific amount for indulgent purchases like the Big Mac. This budgeting behavior reinforces that the demand for the product is inelastic and that fluctuations in income are unlikely to have a large impact on it.
The Big Mac's low-income ratio further emphasizes its value promise. Customers are frequently eager to spend their budget to indulge in a product they believe would provide a gratifying taste. The Big Mac is more resistant to changes in consumer spending because of its inherent value and sense of fulfillment.
Proposed Pricing Policy
A sensible pricing plan for McDonald's—the "Premium Value" strategy—emerges from the thorough analysis of the variables impacting the price elasticity of demand for the Big Mac. This method seeks to reconcile affordability and perceived value by utilizing the inelastic demand for the product while improving the overall customer experience. The "Premium Value" pricing strategy involves making small modifications while providing freebies or temporary discounts (Dawit, 2019). McDonald's can generate more money by marginally raising the price of the Big Mac without dramatically alienating devoted customers. Adding complementary things like drinks, sides, or dessert options simultaneously enhances the dining experience and gives customers an additional reason to select the full meal.
This tactic fits the Big Mac's status as a well-known treat that provides taste delight and good value. It recognizes consumers' willingness to shell out more for a good they link to a special experience. The additional services improve the total value proposition, which could encourage upselling and raise transaction values. Additionally, the "Premium Value" technique reduces the potential negative effects of significant price rises, which can cause more elastic shifts in demand. Instead, it uses consumers' ingrained commitment to and allegiance to the Big Mac. It serves a wide spectrum of consumer groups, from frugal people who like the main product to people looking for a better dining experience with supplemental offerings.

Conclusion
Analysis of demand and pricing dynamics in the context of business and management reveals a profound comprehension of consumer behavior and market equilibrium. We have uncovered the complex network of variables affecting the demand elasticity of McDonald's Big Mac through a thorough analysis. The product's positioning has highlighted its inelastic demand characteristics as a modest luxury, its affordability in relation to income, and its distinctive value offer. This information can create a "Premium Value" pricing policy that balances affordability with improved client experiences. This project emphasizes the mutually beneficial relationship between consumer preferences and strategic pricing and provides firms with a strategic roadmap for navigating changing market environments.
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Appendices
Appendix A: McDonald's Revenue 2019-2023 | MCD
	Year
	Millions (U.S. $)

	2022
	$23,183

	2021
	$23,223

	2020
	$19,208

	2019
	$21,364

	2028
	$21,258



Source: https://www.macrotrends.net/stocks/charts/MCD/mcdonalds/revenue
Appendix B: Mcdonalds Market Share (Global)
[image: C:\Users\pc\Downloads\mcdonalds_corp_market_share_global.png]

Source: https://www.wallstreetzen.com/stocks/us/nyse/mcd/statistics
Appendix B: Historical Profit Margin (Quarterly) Data
	Year
	Value (%)

	2023
	35.56

	2022
	32.12

	2021
	27.27

	2020
	25.92

	2019
	28.96



Source: https://ycharts.com/companies/MCD/profit_margin
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