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[bookmark: _Toc111926387]Task A: Description of the business and its products
[image: McDonald's Home]Business: McDonald (Fast food) Figure 1: McDonald Logo. Source: (McDonald, 2022).

Richard and Maurice McDonald created McDonald's in 1937 in the state of California, and since that time, the firm has grown to become a significant corporation and a well-known network of fast food restaurants all over the world (Mcdonalds, 2019a). In the field of food retailing, McDonald's Corporation, better known simply as McDonald's, is a significant participant. Around 30,000 McDonald's restaurants can be found in over 199 different countries, and each and every one of them is renowned for offering hot and freshly prepared hamburgers, French fries, and soft beverages. The majority of McDonald's locations in the United Kingdom are independently owned and operated franchises (Mcdonalds, 2019a). McDonald's has been successful in cultivating an image for the corporation that encourages consumers to adopt a fat-food lifestyle, and this has resulted in a consistent stream of customers flocking to its restaurants on a regular basis. McDonald's has been successful in cultivating an image for the corporation that encourages consumers to adopt a lifestyle that is characterised by eating fast food (McDonalds Corporation, 2010).
Product: Big Mac/ Hamburger 
[image: Big Mac - Wikipedia]For my report, I've selected world-famous Big Mac from McDonald's. That is to say, a burger from McDonald's, which is a chain of quick-service restaurants that may be found in countries all over the globe. The Greater Pittsburgh area was the first in the nation to get it in 1967, although the rest of the country did not receive it until 1968 (Mcdonalds, 2019b). Both the product and the dish are regarded as some of the most successful offerings produced by the corporation. The Big Mac is a three-piece sesame seed bun that is loaded with two beef patties, lettuce, cheese, pickles, and onions, in addition to the Big Mac sauce that is served only with the Big Mac (Mcdonalds, 2019b). Because it is considered to be one of McDonald's best trademark goods, I decided to go with that.Figure 2: Big Mac. Source: (McDonald, 2022).

[bookmark: _Toc111926388]Task 2:  Identify Demand and Market Equilibrium
[bookmark: _Toc111926389]Price of Substitutes
Substitute An excellent alternative to McDonald's famous Big Mac is Burger King's Whooper burger. The price of a Big Mac was more than that of a Whooper in each of the years 2014, 2015, and 2016. As a direct consequence of this, they had lower revenue than Burger King. But Burger king upped their pricing from 2016. Now in 2022, the cost of a Big Mac is £4.09, whilst the price of a Whooper from Burger King is £4.99 (Stocklight, 2022). We are aware that as the price of a replacement good goes down, the quantity of that item that is desired goes up, while the demand for the good that the replacement good is being used to replace goes down. This is the case because the price of the replacement good is down. Burger King's rivals in the UK market are quite competitive with regard to pricing structure because of the products and services they provide (Mcdonalds, 2019b). Because of this, Burger King was able to bring in £594 million in revenue in the United Kingdom in the year 2021. On the other hand, McDonald's has a market valuation that is about four times that of Burger King, coming in at a total of 2.068 billion pounds (Stocklight, 2022).
[image: The Burger King? A Look At The Maverick Brand's Sales During Fernando  Machado's CMO Reign | The Drum]
Figure 3: Comparable sales growth of Burger King and McDonald. Source: (The Drum, 2020).
[bookmark: _Toc111926390]Price of Complements
A complement of Big Mac hamburger is the fries and cold beverages. It is well knowledge that the market price (P) and market quantity (Q) are established by equating the demand and supply curves in the market. The DD curve has a downward sloping slope, while the SS curve has an upward sloping slope. The DD curve depicts a number of different relationships between price and quantity requested (QD), while the SS curve depicts a number of different connections between price and quantity provided (QS). The demand curve, also known as DD, varies whenever there is a change in a component other than price (P). Some examples of these elements include things like a consumer's income, their taste, and their preferences, the climate, complementary and replacement items, and so on and so forth. There is merely a change in the quantity requested due to the price change (QD). When both of two different things are eaten at the same time, concurrently, we say that those goods are complimentary to one another. When the price of one complementary product goes up (down), the DD for another complimentary good goes down (up), and vice versa (Griffith, 2013).
[image: Complementary and Substitute Goods - Economics]
Figure 4: Complementary goods prices and the demand of goods curve. Source: (Investopedia, 2017).
Burgers and fries are two types of food that go well together. After that, hamburgers and french fries will be eaten together. The quantity of fries increases. When this occurs, the quantity required for fries will decrease. The DD for burgers is going to go down, as well. The shift in the DD curve of the burger will occur as a result of a non-price impact brought on by the change in P of a complementary commodity (Shaiparo, 1987). The burger will have a lower total DD, and the DD curve will move to the left or the inside. Burgers will continue to have the same supply (SS) on the market, which will result in a decrease in the price offered by suppliers. As a result, when the market is in equilibrium, both the quantity on the market and the price will decrease.
[bookmark: _Toc111926391]Consumer Income
 The Office for National Statistics (2022) says that the median household income in the UK will be £31,400 in the fiscal year ending (FYE) 2021, which includes the first year of the coronavirus (COVID-19) pandemic. This is a 2% increase from last year. Between FYE 2020 and FYE 2021, the median income went up by 2.0%. In the 10 years between FYE 2012 and FYE 2021, the median income went up by 14.2%. The average income fell 0.6% from FYE 2020 to FYE 2021, but it went up 10.1% from FYE 2012 to FYE 2021.
[image: ]
Figure 5: Median and mean real equivalised household disposable income of individuals, UK, 1977 to financial year ending 2021. Source: (Office for National Statistics, 2022).
So, we can conclude that the income of UK population is increasing. 
For those with incomes below the average, fast food restaurants were seen as "normal goods," while for people with incomes above the average, they were regarded as "inferior goods." Full-service restaurants, on the other hand, were seen as "normal" at almost all socioeconomic levels (Andreyeva et al., 2010). Due to the different levels of demand, the increase in income will thus have a wide range of consequences on the demand for Big Macs.
For normal goods, demand and income are tightly correlated, therefore an increase in income will result in increased demand, and a decrease in income would result in decreased demand. Both positive and negative changes in income are compatible with this connection. For instance, most individuals believe that consumer goods, technology devices, and leisure services are examples of typical things (Economics online.co.uk, 2020).
Income and demand are inversely correlated when it comes to inferior items. This suggests that a rise in income causes a decrease in demand, but a decrease in income causes an increase in demand (Economics online.co.uk, 2020). 
[image: ]
Figure 6: Consumer demand and income. Source: (Economics online.co.uk, 2020)


[bookmark: _Toc111926392]Consumer tastes and preferences
In today's world, many people's diets now include items from their local fast food restaurant at least sometimes. Consumer preferences are always shifting, and rising health concerns have contributed to this shift. As a result, consumers are now more conscious of the foods they choose for their own consumption. Consumption of fast food has been associated to an increased risk of being overweight or obese, having high cholesterol, and other health problems. Before making a purchase for personal use, modern customers carefully consider the quality of the food on the market. Consumers are giving second thought to their purchases due to worries about their health and cleanliness. When it comes to food, customers are prepared to spend more money on products of higher quality (Shaiparo, 1987). Consumers are opting for foods with a higher quality because they are more concerned about their health worsening as a result of rising levels of pollution and the presence of harmful chemicals. There is no correlation between the speed of service at an establishment and how customers feel about that establishment. It is also obvious that the assessment has a detrimental effect on the situation. Only persons who are more over 40 years old should be concerned about their nutrition (Griffith, 2013).
Customers who consume a lot of fast food, sugary beverages, and carbonated drinks often consume a greater number of calories overall, including those from fats, carbs, and added sugars (Bowman, 2005). Customers have the impression that even if the meals they consume at fast food restaurants are only somewhat healthy, they still have the impression that these meals are higher in caloric content and include potentially dangerous chemicals. Therefore, the average sales of Big Macs and other fast meals from McDonald's are unaffected by the demand for these products.
[bookmark: _Toc111926393]Consumer expectations of price
Customers anticipate a price reduction at all times. Nonetheless, as a consequence of inflation, the prices of all goods, including a Big Mac, are increasing, indicating that inflation is having an impact. The majority of consumers anticipate a reduction in the price of fast food, which shifts the demand curve to the left. But we know that if a customer anticipates that the price of an item will decline in the future, they would delay purchasing it now, hence decreasing the demand for that commodity today. Conversely, if a buyer anticipates that the price will grow in the future, current demand for the product increases. However, given it is a fast food product, it will not raise the product's demand (Cranefield, 2020). If prices continue to climb at this rate, there will be a substantial decline in Big Mac demand.
[image: Demand curve - Wikipedia]
Figure 7: Price and Demand Curve. Source: (Khan academy, 2021).
[bookmark: _Toc111926394]Demographics
 It is estimated that 900 million Big Macs are sold throughout the world every single year, which equates to an average of more than 2.4 million Big Macs being sold each and every single day. More than 1.5 million Big Macs are bought and consumed every single day in the UK (McDonalds, 2019a). The number of customers is continuously growing day after day. It has a beneficial impact on people's desire for Big Macs.


[bookmark: _Toc111926395]Task 3: Big Mac’s Demand- Elastic or Inelastic
[bookmark: _Toc111926396]Substitution effects 
The fundamental idea of the elasticity of demand in relation to price is replaced here. As the price of a commodity increases, it is straightforward to track down a suitable alternative product, which means that consumer demand for goods would be more adaptable. When there are few to no replacements for a good, the demand for that good will be less elastic. A requirement is something that you have no choice but to get, regardless of how much it costs. A luxury is defined as anything that is desirable to possess but is not required in everyday life (Griffith, 2013).
In general, the greater the necessity for the product, the less elastic or more inelastic it is, and the greater the demand for it since there are fewer alternatives. The market is more elastic and responsive when the product in question is more luxury (Andreyeva et al., 2010).
[image: microeconomics - Measuring income effect before knowing substitution effect  - Economics Stack Exchange]
Figure 8: Substitution effect. Source:(Economics Stack Exchange, 2017).
Inelastic demand is associated with products that can only be created by a single manufacturer, while elastic market pressure is associated with products that operate in an environment that is conducive to business innovation. Price elasticity of supply is often lower in the near term until consumers have more time to react than it is in the longer term when customers have a greater possibility of discovering alternative goods (Aigner-Walder, 2015). This is because customers have more time to respond to price changes in the longer run. Alterations in prices do not always result in a shift in output that is nearly equivalent to the change. When an individual spends a smaller percentage of their total budget on a particular item, price inelastic growth might be predicted to increase. This is due to the fact that a vigorous level of competition offers the customer an increased number of options.
When it comes to our situation, Big Mac is a luxury product and also operating in markets that are very competitive, and if they were to raise their prices too much, it would result in a decrease in demand that would be bigger than the gain in revenue. If demand is inelastic, companies will raise prices as high as they can go until it reaches a point where it becomes elastic. On the other hand, pricing for elastic items should be dropped to obtain higher profits as a result of a rise in demand. As a result, we may claim that the demand for Big Mac is more elastic overall.
[bookmark: _Toc111926397]Income effect 
When it comes to any service, the elasticity of demand tends to be lower for people with higher earnings. This is because wealthy individuals are impervious to the impacts of fluctuations in the pricing of different items. However, swings in commodity prices have a significant impact on individuals who are most sensitive to their impacts. As a direct result of this, the demand from individuals with lower earnings is very elastic. Imagine that the British economy is facing a slump and that a huge number of jobs have been cut at the same time (Cranefield, 2020). The majority of people's annual incomes are decreasing, resulting in a significant decline in demand for Big Macs.
The size of prices also influences price elasticity. The demand for things such as the Big Mac and others marketed at fast food restaurants is exceptionally elastic since it is highly responsive to market circumstances. In spite of this, the demand for cheap commodities such as needles, match boxes, and other such products is inelastic since price changes have little effect on the amount of demand for these items. If a considerable portion of money is spent on a service, then the product or service in issue will have an elastic demand. Periods of time are often related with price changes. Thus, it might take a year, a month, a week, a day, or even a couple of years before the elasticity changes. In the short-term, demand is often inelastic (Griffith, 2013). It occurs when consumers are unable to amend their preferences in a timely manner to reflect a change in the price of a particular product. Long-term supply is more dynamic, making it easier to move to other choices when the price of a specific item increases.
[bookmark: _Toc111926398]Recommended pricing policy
Because it reflects the marketer's impression of how much money clients are willing to spend on a product or service, pricing is given a high priority by marketing professionals. Price levels that are either unnecessarily high or low may also have a constraining effect on economic development. If you price items incorrectly, you might expect a decrease in sales as well as a reduction in your available cash flow (Aigner-Walder, 2015).
If it so chooses, McDonald's, the company that makes the Big Mac, may base its pricing on how much it really spends. A pricing strategy known as cost-plus should be used by a corporation. The framework of cost-based purchasing allows for the calculation of both the variable and the fixed costs that are connected with a product (Heien, 1989). The gross expenditures of the items and services, in addition to a markup of five or ten percent, are computed by managers, and the total is then increased by the desired gross profit per unit. If you use a cost-oriented strategy, your goal is to generate enough revenue to cover all of your production and distribution expenses while still achieving some level of financial success. After managers have analysed business price objectives such as increasing long-term and short-term profitability, stabilising expenditures, growing working capital, and fighting off the pressure, they may continue with the process of formulating pricing strategies. When designing pricing plans, managers should consider the realities of the market and agree on rates that make sense in the context of the current environment (Griffith, 2013). A solid pricing plan considers not just the market but also the product, the competition, and the various sorts of customers. Pricing, on the other hand, often includes identifying the sort of price premium that buyers are ready to pay for a product before deciding how much of that product to create. McDonald's may be able to determine whether they should thrive in the high-end market, where customers are primarily concerned with quality and service, or the low-end market, where consumers are primarily concerned with cost, by weighing the rates they can pay against the prices they can afford to spend (Cranefield, 2020). This can help McDonald's decide which market they should target. This approach is straightforward and straightforward, and it does not need any guessing on the part of managers in order to assess expenditures; rather, all that is required is a review of accounting and financial data. This form of pricing does not take into consideration the level of demand, the level of competition, or any of the other variables that may influence prices (Andreyeva et al., 2010). Cost-based pricing is also extensively used since it is a tried-and-true strategy that managers may use to their advantage by making use of readily accessible internal data. This is one reason why it is so popular. A company should also protect the integrity of its inflation-based pricing by demonstrating that the amounts it charges are adequate to cover all of the costs associated with the product or service and still generate a gross profit that is satisfactory (Aigner-Walder, 2015).
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