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[bookmark: _Toc133011095]Introduction 
Management Economics is important for companies and businesses to understand Consumer Economics. Several aspects of consumer demands could be studied and similar changes could be done in the management of the company. The following study will include the analysis of the Zara company and the product chosen for the analysis is the Handbags of the company. The study will deal with the understanding of the demand factors that affect the company. The study will try to analyze consumer tastes and preferences and demographics as well. The study will deal with the understanding of the income effects and the strategies could the company use in the future. 



[bookmark: _Toc133011096]Pick a business that you know something about or can find information on. Describe the business and its main product or service 
Amancio Ortega and Rosala Mera launched the clothing and accessory store Zara in Spain in 1975. It is one of the biggest fast-fashion retailers in the world, providing fashionable and reasonably priced apparel, footwear, and accessories for adults, adolescents, and children. Because it uses a vertically integrated structure, Zara's business model is exceptional in the fashion sector. The business is in charge of all aspects of production, including designing, manufacturing, distribution, and selling. This makes it possible for Zara to react to shifting fashion trends swiftly and introduce new goods to the market considerably more quickly than traditional fashion stores (martinroll.com, 2023).
Fashion clothing, comprising dresses, blouses, jackets, jeans, skirts, and trousers, is Zara's core line of goods. The firm offers a wide selection of patterns and styles that appeal to various consumer groups and fashion preferences. Additionally, Zara sells shoes, handbags, and accessories including jewelry, scarves, caps, and sunglasses. Products from Zara are renowned for their low costs, high standards, and cutting-edge styles. Customers constantly have fresh options to pick from because the firm regularly produces new collections (Kedia et al., 2019). One of the world's most well-known and prosperous apparel businesses, Zara, has benefited from this fast-fashion strategy.
The success of Zara is a result of both its distinctive selling technique and its reasonably priced, stylish apparel. The business has over 2,000 locations throughout 96 nations, with flagship locations in well-known cities like London, Paris, and New York. With modern interiors, well-organized displays, and a product selection that is always changing, Zara stores are intended to provide customers with a distinctive shopping experience. The chosen product from the company is a handbag from Zara. The product is chosen because handbags have a very competitive market and thus, it could be analyzed further. The demand and consumer tastes could be understood with the study of handbags. As it is noticed that with the establishment of jeans with long and comfortable pockets the sales might have been affected for the handbags. This could be studied with the approach. 


[bookmark: _Toc133011097]Identify Demand and Market Equilibrium. For each factor that influences Demand, describe how your main product or service is affected. Does the factor indicate that demand is increasing or decreasing? 
[bookmark: _Toc133011098]Price of Substitute 
Bags from other fashion shops like H&M, Forever 21, or ASOS might be used as an alternative to the handbags supplied by Zara (businessinsider. in, 2023). The cost of raw materials, market demand, and other variables can all affect the price of replacements. The demand for handbags from Zara's rivals may decline if their prices drop because shoppers may opt to purchase the less expensive alternatives. However, if the cost of alternatives rises, consumers may view Zara's handbags as a more cost-effective alternative, thus increasing demand for the retailer's products. It's vital to remember that handbags are frequently seen as fashion items, and demand may be greatly affected by fashion trends. To keep up with the most recent fashion trends, Zara is renowned for its fast-fashion strategy. Even if the costs of replacements change, Zara may benefit from this tactic to keep its customers loyal. While the cost of alternatives to Zara's handbags might affect demand, Zara's fast-fashion strategy and emphasis on current trends can help it preserve customer loyalty and lessen the effects of price fluctuations on alternatives (Shabir and AlBishri, 2021).
[bookmark: _Toc133011099]Price of complements 
Clothing goods like skirts, blouses, or jackets may be a complement to the handbags that Zara offers (Huoh, 2017). The cost of raw materials, consumer demand, and fashion trends are just a few of the variables that might affect the price of accessories. The demand for Zara's handbags may decline if the cost of coordinating apparel items rises since consumers may decide to spend their money on clothing instead of handbags. On the other side, if the cost of complementary clothes drops, it can raise demand for Zara handbags since consumers might be more inclined to buy both things as they become more reasonably priced. As was previously said, fashion trends have a significant impact on the demand for fashion accessories like handbags, and thus, the desire for coordinating apparel items can also have an impact on the demand for handbags. Even if the cost of accessories changes, Zara's fast-fashion strategy enables the firm to often introduce new collections, which can help them remain on top of current fashion trends and keep customers loyal. 
[bookmark: _Toc133011100]Consumer Income 
It could be understood that the incomes of consumers in the UK are decreasing. Consumer confidence was reported to fall by 5% in quarter 1 of the year 2022. The expenditure of consumers in the country has increased and thus, caused reduced disposable income (deloitte.com, 2023). Consumer income is the total of money accessible to consumers for purchases of products and services. If household income rises, consumers may have more money available to spend on clothing and accessories, which might lead to an increase in demand for Zara's handbags. In contrast, a decline in consumer income can result in a decline in demand for Zara handbags as consumers may need to focus their spending on necessities. The handbags from Zara are recognized for being reasonably priced, which may make them more accessible to a larger variety of customers, regardless of fluctuations in consumer income. This is an essential point to remember. The demand for Zara's handbags may be impacted by changes in consumer spending, although the company's low prices and fast-fashion philosophy may serve to lessen the effects of such shifts. In addition, despite fluctuations in their income, shoppers who prioritize fashion above other purchasing categories might still be drawn to Zara because of its emphasis on providing elegant and fashionable handbags (Clegg et al., 2019).
[bookmark: _Toc133011101]Consumer Tastes & preferences 
Demand for Zara's handbags may be significantly impacted by the ongoing changes in consumer tastes and preferences. Because of its fast-fashion philosophy, Zara is well recognized for often releasing new collections to keep up with the most recent fashion trends and cater to customers' shifting tastes. The market for Zara's handbags may be impacted if customer preferences for handbags change in favor of other models, materials, or colors. However, Zara's fast-fashion strategy may help the firm stay current and preserve client loyalty by enabling it to swiftly react to shifting consumer demands. Demand for Zara's handbags may be significantly impacted by the ongoing changes in consumer tastes and preferences (Sanders, 2020). Because of its fast-fashion philosophy, Zara is well recognized for often releasing new collections to keep up with the most recent fashion trends and cater to customers' shifting tastes. The market for Zara's handbags may be impacted if customer preferences for handbags change in favor of other models, materials, or colors. However, Zara's fast-fashion strategy may help the firm stay current and preserve client loyalty by enabling it to swiftly react to shifting consumer demands. The fashion business has recently placed a greater emphasis on ethical behavior and sustainability. Consumers are becoming more aware of the effects that their purchases have on society and the environment. If Zara does not adjust to these shifting tastes, the demand for their handbags may be impacted by the customer preference movement towards environmentally friendly and ethically made goods.
[bookmark: _Toc133011102]Consumer Expectations of Price 
Consumer expectations of price change from time to time. Referring to the product that is selected, it is a luxurious good. The brand is also considered while deciding upon the status of the handbags. Expensive handbags as well have demand because of the status they create. Thus, the higher the price of the product higher would be the demand for expensive handbags. This could be the case, further for regular use and for all the classes Zara has produced handbags. As was discussed earlier the handbags of Zara are affordable. Thus, consumers of the company might expect the prices to remain the same or at certain times, if the quality of the product is great, then higher prices could be given. Customers could decide to buy handbags from other businesses that provide identical items for less money if Zara were to raise the price of their handbags, which might result in a decline in demand (Haukka, 2019). On the other side, if Zara dropped the cost of their handbags, people may buy more since they would feel like they were getting more for their money. 
[bookmark: _Toc133011103]Demographics 
Demographic factors like age, gender, wealth, and geography can have a big impact on how many people buy Zara's handbags. Although it might be challenging to generalize, certain tendencies can be seen about how demographics affect demand for handbags. For instance, younger shoppers could be more inclined to buy handbags from Zara as a result of the retailer's reputation for providing stylish and reasonably priced goods. Older shoppers, however, can have different tastes and be more inclined to buy designer handbags. As the firm would have a wider consumer base to target with its products, an increase in the number of customers purchasing Zara's handbags might potentially increase demand (Gielens and Steenkamp, 2019). In contrast, if there are fewer customers of Zara's handbags, there may be less demand since there will be fewer people for the brand to market to. Demographics can influence how many people buy Zara's handbags, but the company's fast-fashion philosophy and emphasis on sustainability can assist to lessen the effect that fluctuations in the number of customers have on demand.


[bookmark: _Toc133011104]For each factor that influences the Price Elasticity of Demand, describe how your main product or service (described in 2 above) is affected. Does the factor indicate demand is more elastic or more inelastic? 
[bookmark: _Toc133011105]Substitution Effects 
Handbags can be viewed from the consumer's perspective as both a luxury and a necessity. While handbags are useful for transporting personal goods, they may also be viewed as fashion accessories that enhance an outfit and reflect a person's sense of style. The perception of handbags as a luxury or a necessity may affect the elasticity of demand. If customers see handbags as a luxury good, demand may be more elastic, which means they may be more inclined to move to another product or refrain from buying at all if the price of Zara's handbags rises. On the other hand, if people perceive handbags as essentials, demand would be less elastic, which would suggest that people might be prepared to pay more for Zara's handbags even if the price goes up. The perception of handbags as a luxury or a need item can be influenced by elements such as economic level, social standing, and cultural standards. For instance, customers with higher incomes may be less likely to be impacted by price adjustments since they are more likely to regard handbags as a luxury items. Contrarily, customers with lower incomes could consider handbags as necessities and would be more inclined to transfer to a less expensive alternative if Zara's handbag prices go up (Sharma, 2019). The elasticity of demand for Zara's handbags might vary depending on whether people consider them a luxury or a necessity. This view, as well as factors like income level, social standing, and cultural norms, can have an impact on consumers' propensity to buy Zara's handbags at various price points. The luxury sector is termed as the high-earning sector which could be understood with the help of the following diagram. It is said that the fashion market will face difficulties in growth in the year 2023 (mckinsey.com, 2023). 
[image: ]
[bookmark: _Toc133011106]Income effects 
Depending on the consumer's income level and spending preferences, the cost of a handbag from Zara may represent a bigger or less percentage of that person's income. A handbag from Zara might only account for a tiny portion of a consumer's overall income for those with higher incomes, but a handbag might account for a bigger portion of a consumer's overall income for those with lower incomes. Demand for an item or service may be more elastic when a consumer spends a bigger percentage of their income on that commodity or service. This is due to the possibility that customers with limited resources will be more price-sensitive and more inclined to switch to a cheaper alternative if the price of Zara's handbags rises (liverpoolecho.co.uk, 2023). On the other hand, demand can be more rigid if it makes up a lower proportion of a consumer's income. In this case, customers might be prepared to pay more for Zara's handbags even if the cost rises. The amount of revenue that customers are ready to spend on Zara handbags might also vary depending on their pricing. For instance, if a Zara handbag is priced at a level that is only a tiny portion of its income, a customer with lesser income may be prepared to buy it. However, if the cost of the handbag rises, it can account for a higher proportion of their income, making it unaffordable and forcing them to choose a cheaper option. The elasticity of demand may be impacted by the percentage of income that a Zara handbag purchase represents. If the price of the handbag rises, customers with lower incomes could be more price sensitive and more inclined to move to a cheaper alternative. Higher-income shoppers, however, could be less price-sensitive and more likely to pay more for Zara handbags. Affordability is a crucial consideration when deciding whether to buy handbags from Zara since the price of the handbags may also affect the proportion of income that customers are ready to spend.
[bookmark: _Toc133011107]Given your analysis, what pricing policy should the business employ? Why? 
Based on the aforementioned study, Zara ought to use a pricing strategy that considers all the variables that can affect demand for their handbags. These elements include replacement and complementary product prices, customer income, preferences, and pricing expectations, as well as demography.
First, Zara should monitor the costs of handbag alternatives, such as those offered by rival fast-fashion or luxury companies. To maintain its position as a viable alternative, Zara may need to lower its pricing. In contrast, if alternatives' costs rise, Zara could have greater pricing freedom and might think about raising its prices (Chunling, 2020). Second, Zara should take into account the cost of accessories like apparel and shoes that go with their purses. The demand for handbags may decline if the cost of these accessories rises since buyers may decide to spend their money on other fashion accessories instead of handbags. On the other side, if the cost of accessories drops, the demand for handbags can rise as people might have more money to spend on accessories. Thirdly, Zara ought to consider shifts in customer income. The demand for handbags may decline if consumer income falls because fewer people may have the spare cash to buy luxury goods. On the other side, if household income rises, there may be greater demand for handbags since people may have more money to spend on luxuries.
Fourth, Zara has to be cognizant of shifting customer tastes, such as a move towards a more ethical or ecological fashion. The market for quick fashion products like Zara's handbags may decline if such a transition takes place, and Zara may have to raise its pricing to remain competitive. Fifthly, Zara needs to take into account what customers expect to pay. Demand may rise temporarily if consumers are more willing to buy now rather than later if they anticipate price increases. In contrast, if customers anticipate lower costs, they could put off making purchases, which might reduce demand shortly. Last but not least, Zara needs to think about demography, including shifts in the number of prospective customers (Vella Bonanno et al., 2017). As more people purchase handbags, the market may become more competitive and Zara may be able to hike pricing. The demand for handbags may also decline if there are fewer purchasers, and Zara might then need to drop its pricing to remain competitive.
Worth-based pricing, which includes establishing prices based on the perceived worth of the product to the client, is another pricing technique that Zara may use. To set itself apart from other brands and defend a higher price tag, Zara might highlight the distinctive qualities and aesthetic of its handbags. The demand for Zara's handbags should be taken into account by the company when developing a flexible pricing plan. By doing this, Zara may increase sales and profitability while maintaining its competitiveness in the quick-paced fashion business.



[bookmark: _Toc133011108]Conclusion 
The above assignment dealt with the analysis of the Zara company. The study dealt with the analysis of the handbag as a product. It is understood that Zara’s Handbags are termed to be affordable by everyone and are of great quality. The above study dealt with the analysis of the Price of the substitute goods of Zara, complements, and consumer income was also analyzed above. Based on these demand factors that affect the product’s prices were studied. It was understood that the Handbags of Zara are luxurious goods as it is consumed for status and as the style in fashion. It was suggested that worth-based pricing would help Zara to develop a more consumer base for the product. 
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Beyond the differences between the luxury sector and other fashion segments,
regional differences will be pronounced in 2023.
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