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[bookmark: _Toc140264301]Introduction
Management Economics is a vital aspect that explains the application of economic principles in decision-making using different theories (Keller, 2022). Thus, this report will focus on management economics by analyzing Starbucks. It will primarily focus on demand and market equilibrium of Starbucks, factors influencing the price elasticity of demand of Starbucks and it will recommend a pricing strategy accordingly.
[bookmark: _Toc140264302]About Starbucks 
In the coffee industry, Starbucks has created itself as a strong coffeehouse chain with a global presence since it's starting in 1971. Their brand became synonymous with coffee as a result of their quality and customer focus. The primary product of Starbucks is a wide range of coffee products including blends, single-origin coffees, and seasonal offerings. To ensure and maintain high quality, they source high-quality coffee beans which bring the uniqueness of this brand (StarBucks, 2020).
This product has been chosen for this report as coffee is an identical product that creates a competitive edge for the company with its uniqueness and high quality. Additionally, their commitment to delivering the best coffee experience has given them the leading position till now. Furthermore, this product has also been chosen as Statista mentioned in one report that Starbucks' 74% global net revenue comes from only coffee beverages which explains the importance of this topic (Eira, 2023). Also, this product has chosen to understand the influence of the price elasticity of demand by analyzing factors like the demand for their coffees globally. As a result, the findings will help to reach the understanding of their pricing strategy and how it impacts (Starbucks, 2020). 
Thus, this product has chosen to understand the influence of price, income, and substitutes in the Starbucks brand and the impacts of these factors on their business operations. 
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Figure 1: Starbuck's majority of sales come from their coffee beverages.
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Figure 2: Starbucks revenue by product type
[bookmark: _Toc140264303]Demand and Market Equilibrium of Starbucks
Understanding the role of demand and market equilibrium is vital as it provides information related to the products and their demands to make effective decision-making and strategic planning (Munro et al., 2021). Thus, understanding Starbucks' product demand and market equilibrium is important. Thus, this section will explore this topic by analyzing the price of substitutes, price of complements, consumer income, consumer tastes & preferences, consumers' expectations of pricing, and the demographic of Starbucks.
[bookmark: _Toc140264304]Price of Substitutes
To understand the demand for a product, the price of substitutes is vital as it explains the influence of substitutes. In terms of Starbucks, the demand will decrease if the price of substitutes is cheaper than Starbucks as consumers have the tendency to find cheaper alternatives. However, Starbucks' coffee demand will increase if the substitute's pricing is higher than Starbucks (Gupta wt al., 2021). 
A report conducted by Statista mentioned that the average price of a regular cappuccino was $4.16 in the USA (Statista, 2021). When compared to the previous years, it showed a 6% increase. As a result, the demand for Starbucks' offerings increased as the price was higher in other substitutes. Additionally, it is important to understand the quality and availability of products in terms of understanding demand. As Starbucks never compromised its quality and taste to enhance customer experience, the demand for this company is always high as a unique brand. Furthermore, in the highly competitive coffee industry, Starbucks' focus on customer loyalty programs, sustainability, and quality is another factor that is influencing their demands beyond the price of substitutes. As a result of their focus on such important factors, consumers created a loyal customer base where the consumers will choose Starbucks over any other substitutes even if their prices are low.
[bookmark: _Toc140264305]Price of Complements
The complements are the products that come with the primary products. In the case of Starbucks, the complements are different snacks or bakery items that consumers choose with Starbucks coffee. As a result, understanding the price of complements plays a great role in influencing consumer demand. If the compliments are lower in price, customers tend to purchase them with their coffee. Offering compliments at a higher price may impact the demand for Starbucks as people will only think about coffee then. To explain this concept more elaborately, it can be said that suppose Starbucks is providing their sandwiches at a more affordable price. As a result, the customer behavior patterns will show interest in those compliments along with coffee. Thus, Starbucks has focused on their complements also to raise the demands. On the other hand, if the same sandwich's price increases, then customers will only focus on their coffee which will impact sales. Thus, it can be said the interdependency between compliment price and sales impacts customer behavior patterns and Starbucks highlights this factor. While explaining this factor, it should include that according to a report, Starbucks has demand for their compliments as well along with their coffee. The report highlighted that 22% of their revenues come from their food sales which shows the consumer demand for their complements (Tatevosian, 2022). 
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Figure 3: Starbucks Revenue by Products 
[bookmark: _Toc140264306]Consumer Income
In terms of analyzing demand and market equilibrium, analyzing consumer income is vital. Because consumers have a tendency to purchase more when their income increases and it impacts the sales of Starbucks as people will purchase Starbucks products like it's their necessity. On the other hand, the scenario will be different if the income decreases. At that time, it will be tough for people to purchase a Starbucks coffee by spending so much money. This will have a huge negative impact on Starbucks' sales. A World Bank report showed that from 2010-2020, the income increased by 1.9% which highlighted the increase in income (World Bank Group, 2020). Thus, it can have a positive impact on Starbucks as when income increases, people think less about high prices and prioritize quality over price. But it should also mention that income can be unpredictable as economic conditions are not constant. Thus, apart from income, consumers may prioritize their lifestyle. For example, if a person can not stay a day without Starbucks coffee, it is their necessity and they will prioritize their necessity as basic needs no matter the economic conditions. However, the impact of the economic downturn on Starbucks has been seen in 2008-2009 when the demand for Starbucks decreased.
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Figure 4: Economic downturns in 2008-2009
[bookmark: _Toc140264307]Consumer Tastes & Preferences
To understand demand, consumer tastes and preferences are important to consider as these two factors are not constant. Nowadays, consumers are focused on a more healthy life which is a change where Starbucks needs to focus. To elaborate on this change, it should add a report where it mentioned that 38% of people now prefer plant-based milk over natural milk in the USA which is a great change to adapt. As a result of this trend, Starbucks added almond milk, soy milk, and oat milk to meet customer demand (Adamczyk et al., 2022). As a result, the customer base of Starbucks increased as they now have their vegan options.
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Figure 5: Transition in non-dairy milk
In another report, it showed the rise of low sugar demand and Starbucks brought customization options to follow this requirement of customers. Apart from vegan options and low-sugar customization, Starbucks also focuses on the cultural preferences of consumers by adding different regional flavors to their coffees. As a result, Starbucks was able to adapt to changes which increased their demands.
[bookmark: _Toc140264308]Consumer Expectations of Price
In the case of consumer expectations of price, it highly influenced the demands. In the context of Starbucks, the demand will be high if consumers can predict the price will increase in the future. Thus, they will purchase more in the present situation. On the other hand, the demand will get low if the consumer predicts a decrease in price. As a result, they will wait for the drop in price (Bańkowska et al., 2021). This concept can be elaborate in detail by explaining the promotional periods or limited-time offers of Starbucks. At that time, people predict that the price will increase highly so they grab the promotional offer which increases the demand to a higher level. On the other hand, Starbucks follows market trends and changes its pricing strategy accordingly which might give customers a sense of decrease in product price. As a result, it will negatively impact the demand. 
In other words, demand will increase when the price are low. As a result the demand curve will slopes to left. On the other hand, the demand curve will slopes right when the demand will decrease as a result of high price.In case of supply, the curve will slopes to right indicating high demand and to indicate low deman, the supply curves will move to left. Finally, the balance of supply and demand will indicate the point of equilibrium.
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Figure: Equilibrium point
[bookmark: _Toc140264309]Demographics
As customers are the center of a business, their purchasing behavior influences demand highly. In that case, a huge customer base of Starbucks can lead to higher demand. 
Starbucks had over 33,000 stores globally according to Statista's data which showed their global presence. Thus, it can be said that it had a huge customer base with high demand for its products as the larger the demographic, the more demand. Additionally, in terms of coffee purchasing, it has been found out that 23% of Starbucks consumers are in the age range of 25 to 34. Also, Starbucks has a tendency to target GenZ which is why they collaborate with different influencers to attract this group (Liu, 2022). Apart from this, Starbucks prioritizes diversity and thus they are focusing on different cultural touches in their product to have different consumers in different cultures. 
[bookmark: _Toc140264310]Factors Influencing the Price Elasticity of Demand of Starbucks
The term "Price Elasticity of Demand" explains the measuring of the impact of pricing changes in consumer demand (Anderson et al., 2020). Thus it is vital to understand the price of elasticity for Starbucks. Below, it will focus on the areas like substitution effects, and income effects. Additionally, it will address the pricing policy accordingly. 
[bookmark: _Toc140264311]Substitution Effects: Luxury vs. Necessity
In terms of product purchasing, consumers focus on categorizing products on the basis of luxury and necessity. While explaining luxury products, it should mention that luxury products are those which are not important and people can survive without them. However, necessity products explain a product that is vital in everyday living as basic needs. These two categories are vital to measuring substitution effects (Dhaliwal et al., 2020). 
In the context of Starbucks, the luxury and necessity concept is applicable as they have both consumers who find Starbucks coffee a luxury and necessity. As a result, the substitution effects may vary. Starting with those who think Starbucks coffee is luxurious, these types of customers have the pattern to be more price sensitive which is why they might prefer lower-priced coffee to Starbucks. In some cases, they can even prefer homemade coffee. 
On the other hand, another category of consumers of Starbucks find coffee a necessity. They find it a necessity as coffee might be their regular need and they prioritize the quality of coffee over price. Thus, these customer bases are more price inelastic and don't want to compromise their coffee quality by switching to a low-priced substitute. Thus, the effect is less here for Starbucks. 
[bookmark: _Toc140264312]Income Effects
Income effects are important to understand the price elasticity of demand. It is important because when consumers are more price sensitive, it creates elasticity in demand by limiting the consumption behavior as Starbucks coffees can be a premium product for them. As a result, they might focus on lower-priced alternatives when their income is limited or the price is increasing. 
This concept can be explained by focusing on those people who have a tight income to survive. As a result, they might choose lower-priced coffee rather than purchasing from Starbucks as a result of price sensitivity. Thus, it lowers the demand for Starbucks coffee. Again, people who have a higher income will focus on quality rather than pricing. Thus, their purchasing pattern won't be changed even if Starbucks increases the price of their coffee. As a result, the demand will be high then.
From this explanation, it can be said that Starbucks should highlight the impact of income effects on its strategies which is vital. To reduce this effect, Starbucks can focus on its pricing policies for both high and tight-income individuals. 
[bookmark: _Toc140264313]Pricing Policy 
As understanding the effects of substitutes and income, it is vital to make pricing policy accordingly. Thus, below it has given some recommendations for the pricing policy of Starbucks:
· Starbucks should adopt a flexible pricing policy by understanding customer patterns and income effects. As a result, they can maintain high demand by focusing on price elasticity (Chen et al., 2021).
· Additionally, Starbucks should provide different seasonal promotions, discounts, and loyalty programs to those customers who consider Starbucks coffee as a luxury item. As a result, consumers who are price sensitive can be attracted to such promotional activities and return to Starbucks. With such a pricing policy, Starbucks can easily increase its demands to those price-sensitive consumers. 
· Also, Starbucks should maintain quality and consumer experience for the customer who considers Starbucks coffee as their basic need. Thus, Starbucks will be able to continue its higher demand among these consumers. 
· Furthermore, pricing strategy includes the understanding of the transition in consumer preferences which is connected to pricing policy. This factor is connected with pricing policy as they can generate more revenue for premium products by adding vegan options or organic offerings. As a result, the health concern people will be attracted to such products and won't hesitate to pay more as Starbucks product line aligns with their lifestyle. 
Apart from all these pricing policies, Starbucks should focus on market research to understand factors like price sensitivity and consumer preferences which will help them to set prices accordingly. Additionally, they should focus on customer feedback to understand their purchasing pattern which will help Starbucks to make promotional strategies. 
[bookmark: _Toc140264314]Conclusion 
To sum up it can be said that understanding management economics is vital for decision making. Thus, the aim of this report was to analyze management economics evaluating different areas like demand and market equilibrium practice as well as the influential factors in price elasticity of demand. To conduct this report, it has used Starbucks where it has analyzed those factors of management economics. 
After analysis, the findings highlighted the importance of substitutes and complements in terms of their pricing which resulted in impacting the demand. Additionally, consumer income and their expectations of prices were also analyzed, and explained their impact. In terms of consumer tastes and preferences, the findings showed that it can impact highly which can shape demands. Thus, it is vital to focus on such areas to satisfy their customers. On the other hand, the findings of consumer expectations of price showed how it can impact drastically by just predicting the prices. Thus, Starbucks needs to focus on this area as well. 
With this understanding, the report highlighted the importance of a flexible pricing strategy for Starbucks by focusing on customer segments and economic conditions. It has been recommended to focus on different discounts and promotional activities as well as maintaining high quality to maintain and increase customer demand. 
Finally, it can be said that this report gave important findings on the demand and market equilibrium of Starbucks which might be a great help for companies like Starbucks to increase demand. 
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