Alina-Valeria Buzuloiu
2029963







Assessment 1








LCBB5008
Management Economics

Lecturer
Taye Osadyia




June 2023


CONTENTS
Introduction ………………………………………………………………………………………… 3
A brief description of The Body Shop …………………………………………………………… 4
Demand and market equilibrium ………………………………………………………………… 6
Price elasticity of demand ………………………………………………………………………… 8
Conclusions ………………………………………………………………………………………… 10
References …………………………………………………………………………………………. 11





















INTRODUCTION

Management economics is a branch of economics that applies economic theory to the decision-making of businesses and other organizations. It uses economic concepts such as supply and demand, elasticity, and market equilibrium to help managers to make better business decisions regarding pricing, production, marketing, and other factors. 
The price elasticity of demand measures how sensitively demand is to price changes for a product or service. It determines the degree to which a change in price impacts the quantity of a desired good or service. Depending on how much the price is changed, the quantity requested for a good or service will change dramatically. The amount spent will only vary somewhat when the cost of a commodity or service fluctuates dramatically. (Sloman J. et al., 2019).
Market equilibrium represents the point where the amount of a product or service demanded is equal to the quantity provided. This is the point where the market price is set. The price elasticity of demand plays a role in market equilibrium. If the demand for a product or service is elastic, then a minimum change in price will determine a large change in the quantity supplied, because producers will be more willing to alter their production levels in response to changes in price when demand is elastic. Conversely, if the demand for a good or service is inelastic, then a large change in price will lead to a small change in the quantity supplied. This is because producers will be less willing to change their production levels in response to changes in price when demand is inelastic. (Barucci E. and Fontana C., 2017)
Managerial economists use the concepts of price elasticity and market equilibrium to help businesses make better decisions about pricing, production, marketing strategies, and other key indicators of their businesses. By understanding how these concepts work, managers can make more informed decisions that will help them achieve their business goals.
In this essay we will focus on analysing the impact of analysing economic concepts such as market equilibrium, price and demand on the Body Butter range from The Body Shop company and how these are impacting the product’s performance in the market and overall performance of the company in the industry it operates.








A BRIEF DESCRITPION OF THE BODY SHOP
In the last few years, the beauty industry has developed to be a multi-billion pounds industry. The industry has shown a 5% growth on average in spite of the current status of the economy. Some 30 years ago, the "green" beauty products market was launched. People began to realise how dangerous chemicals in products were harmful not only for their own skin and hair but also their environment. Demand for organic and eco-friendly products is increasing, as environmental awareness rises. (Berg A. at al., 2023)
I chose to write about The Body Shop because I am a fan of its products and its commitment to social and environmental responsibility. I have been using The Body Shop's products for many years, and I have always been impressed with the quality of the products and the way they make me feel. I also appreciate The Body Shop's commitment to using natural ingredients and not testing its products on animals.
The Body Shop is a multinational cosmetics, skin care, and personal care retail company that is headquartered in London, England. It was founded in 1976 by Anita Roddick, who was inspired by her travels in Brazil to create a company that sold natural and ethically sourced products. The Body Shop is known for its commitment to social and environmental responsibility, and it has been praised for its work with fair trade and sustainable sourcing. (The Body Shop).
The Body Shop's main product is body care products, such as lotions, soaps, and shower gels. It also retails a variety of other products, including facial care products, hair care products, fragrances, and makeup, as well as accessories. The Body Shop's products are all made with natural ingredients, and they are not tested on animals.
The purpose of The Body Shop is to establish itself as a company with a strong dedication to the welfare of people everywhere and the preservation of the environment. The business is targeting a market that is aware of environmental issues and has a demand for organic products. Its customers are expecting to receive both high-quality goods and services. The Body Shop will keep customers as long as the product quality is high, and the prices are reasonable. The Body Shop is using both online and physical venues to make it easier for customers to purchase their products.
The Body Shop aspires to be the best, most thrilling business that reinvents how business is conducted. In order to achieve this, it works with organizations like Green Peace to raise public awareness of environmental issues..
The Body Shop's "we will operate our business with a strong commitment to the well-being of our fellow humans and the preservation of the planet" mission statement demonstrates their deep devotion to both their consumers and the environment they live in. For the best possible product, they stay up to date on the most recent innovations.
One of my favourites The Body Shop products range is the Body Butter. The products in this range are made using organic fairtrade extracts, from sustainable resources, and are known for calming and soothing properties. The body butters are also enriched with shea butter, coconut oil, avocado extracts, which help to hydrate and nourish the skin. I love how this product is making my skin feel soft and nourished, and I always feel relaxed and refreshed after using it.
The Body Shop is a great company with a great mission. I am glad to purchase products form a company that is pledged to protect the environment and create a better world.
Below are some of the reasons why The Body Shop is a successful company:
· It has a strong brand identity. The Body Shop is known for its commitment to natural ingredients and social responsibility, and this has helped to build a loyal customer base.
· It has a wide range of products. The Body Shop offers a wide range of products for different skin types and concerns, which appeals to a wide range of customers.
· It is a global brand. The Body Shop has stores in over 60 countries, which gives it a strong presence in the global market.
· It is a sustainable company. The Body Shop is committed to using sustainable ingredients and practices, which appeals to consumers who are concerned about the environment.
The Body Shop is a great example of a company that has achieved success by combining its business goals with its social and environmental mission.

















DEMAND AND MARKET EQUILIBRIUM
From a cultural perspective, the "green" movement has immensely helped The Body Shop. The market expands because of an increasing environmental consciousness. That idea serves as the company's cornerstone, and without it, the products would not be as popular. Customers are gravitating towards purchasing ecologically friendly products as they become more conscious of the harm they are causing to both themselves and the environment. Publics like Greenpeace's Save the Whale campaign and community commerce, which produced jobs in developing nations, are those that represent specific potential for the corporation.
Demand is the quantity of a good or service that consumers are willing and able to buy at a given price. Market equilibrium is the point where the quantity demanded of a good or service is equal to the quantity supplied. (Barucci E. and Fontana C., 2017)
The factors that influence demand include:
· Price of the good or service: As the price of a good or service increases, the quantity demanded of that good or service decreases, ceteris paribus. This is known as the law of demand. If the price of The Body Shop Body Butter increases, the demand for it will decrease.
· Price of substitutes: Substitutes are goods or services that can be used in place of each other. For example, The Body Shop Body Butter is a substitute for other body butters, such as those made by L'Occitane or Nivea. If the price of The Body Shop Body Butter increases, the demand for it will decrease, as consumers switch to other, cheaper substitutes.
· Price of complements: Complements are goods or services that are used together. For example, The Body Shop Body Butter is a complement to The Body Shop Shower Gel. If the price of The Body Shop Shower Gel increases, the demand for The Body Shop Body Butter will decrease, as consumers are less likely to buy the body butter if they cannot afford the shower gel.
· Consumer income: As consumer income increases, the demand for most goods and services increases. This is because consumers have more money to spend. However, for some goods and services, such as luxury goods, the demand may decrease as consumer income increases. This is because consumers may choose to save their money instead of spending it on luxury goods.
· Tastes and preferences: Tastes and preferences can change over time, which can affect the demand for a good or service. For example, if there is a growing trend towards using natural products, the demand for The Body Shop Body Butter may increase.
· Expectations of future prices: If consumers expect the price of a good or service to increase in the future, they may buy more of that good or service now, in order to avoid paying a higher price later. This is known as the "buying ahead" effect. If consumers expect the price of The Body Shop Body Butter to increase in the future, they may buy more of it now, in order to avoid paying a higher price later.
· Demographics: The demographics of a population, such as age, gender, and income level, can affect the demand for a good or service. For example, the demand for The Body Shop Body Butter may be higher among women than men, as women are more likely to use body butters.
Overall, the demand for The Body Shop product Body Butter is likely to increase if the price decreases, the price of substitutes increases, consumer income increases, tastes and preferences for natural products increase, or consumers expect the price to increase in the future. The demand is likely to decrease if the price increases, the price of substitutes decreases, consumer income decreases, tastes and preferences for natural products decrease, or consumers expect the price to decrease in the future.
























PRICE ELASTICITY OF DEMAND
Price elasticity of demand is a measure of how sensitive the demand for a good or service is to changes in its price. A good or service with elastic demand means that a small change in price will cause a large change in demand. A good or service with inelastic demand means that a large change in price will cause a small change in demand.
There are a few factors that contribute to the inelastic demand for body butter. First, body butter is a relatively inexpensive product. A small increase in price is unlikely to make a significant difference to the overall cost of the product. Second, there are few substitutes available for body butter. There are other lotions and creams available, but they may not have the same moisturizing properties as body butter. Third, body butter is a product that is often purchased out of habit or convenience. Consumers who are used to using body butter are unlikely to switch to a different product, even if the price is higher.
The inelastic demand for body butter has implications for The Body Shop. The company can raise the price of body butter without significantly affecting the quantity demanded. This means that The Body Shop can generate more revenue by raising prices. However, the company should be careful not to raise prices too high, as this could alienate consumers and lead to a decrease in demand.
In the case of The Body Shop Body Butter, the following factors are likely to affect the price elasticity of demand:
· Substitution effects: The availability of substitutes for a good or service affects the price elasticity of demand. If there are many substitutes available, the demand for the good or service will be more elastic. This is because consumers can easily switch to another good or service if the price of the original good or service increases. There are many substitutes available for body butter, such as other body butters, lotions, and creams. This means that the demand for The Body Shop body butter is likely to be elastic.
· Luxury vs. necessity: Whether a good or service is considered a luxury or a necessity also affects the price elasticity of demand. Luxuries are goods or services that are not essential, so consumers can easily do without them if the price increases. This makes the demand for luxuries more elastic. Necessities, on the other hand, are goods or services that are essential, so consumers are less likely to change their consumption even if the price increases. This makes the demand for necessities more inelastic. As body butter is not a necessity, consumers can easily do without it if the price increases. This means that the demand for body butter is likely to be elastic.
· Income effects: The percentage of income that a consumer spends on a good or service also affects the price elasticity of demand. If the purchase of a good or service represents a large portion of the consumer's income, the demand for the good or service will be more elastic. This is because the consumer is more likely to change their consumption if the price increases. If the purchase of a good or service represents a small portion of the consumer's income, the demand for the good or service will be more inelastic. The purchase of body butter is likely to represent a small portion of the consumer's income. This means that the demand for body butter is likely to be inelastic.
· The importance of the product: If body butter is an important product for consumers, then the demand for body butter will be less elastic. This is because consumers will be less willing to switch to a different product, even if the price of body butter increases.
· The time horizon: The price elasticity of demand for a product can change over time. In the short run, the demand for a product may be more inelastic, as consumers may not have time to find substitutes or make other adjustments. In the long run, the demand for a product may be more elastic, as consumers have more time to adjust their behaviour.
Overall, the demand for The Body Shop Body Butter is likely to be elastic. This means that a small change in price will cause a large change in demand.
Given this analysis, the business should employ a penetration pricing strategy. This means setting a low price to attract new customers and gain market share. A penetration pricing strategy is often used for new products or services, or when the business is trying to enter a new market.
A penetration pricing strategy can be effective for The Body Shop Body Butter because the demand for the product is likely to be elastic. This means that a low price will attract new customers and help the business gain market share. However, the business should be careful not to set the price too low, as this could lead to losses.
The business should also monitor the demand for the product and adjust the price as needed. If the demand for the product becomes more inelastic, the business may be able to raise the price without losing customers.



















CONCLUSIONS
The Body Shop body butter range is a popular product line that has been on the market for many years. The demand for body butter is relatively inelastic, meaning that a change in price will have a small effect on the quantity demanded. This is due to a number of factors, including the relatively low price of body butter, the lack of substitutes, and the fact that body butter is often purchased out of habit or convenience.
The market equilibrium for The Body Shop body butter range is determined by the interaction of supply and demand. The supply of body butter is determined by the cost of production, the availability of raw materials, and the capacity of The Body Shop's manufacturing facilities. The demand for body butter is determined by the factors mentioned above.
The Body Shop can influence the market equilibrium for its body butter range by changing its pricing, marketing, and distribution strategies. For example, the company could raise prices to increase profits, or it could offer discounts and promotions to attract new customers. The Body Shop could also focus on marketing its body butter range to new target markets, such as men or people with sensitive skin.
The Body Shop needs to carefully consider the effects of demand and market equilibrium when making decisions about its body butter range. By understanding these factors, the company can make more informed decisions that will help it maintain its market share and profitability.
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