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Report on Economic Analysis of British Airways
1. Description of the Business
British Airlines is one of the largest airlines in the world. The company was founded in 1974 and has its headquarters in Waterside, London, in the United Kingdom. British Airways provides flight services through its fleet of over two hundred and fifty aircraft. The airline's services are classified: first class, business class, premium economy class, and economy class (Faulkner, 2022). In addition to offering transportation of passengers services, British Airways also provides cargo transportation services. Collectively, British Airways operates across two hundred destinations worldwide in at least eighty countries around the globe. British Airways operates in the airline industry, a significant subsequent to the larger transportation industry. This particular industry is concerned with the provision of transportation services to both individuals and cargo. The airline industry is very competitive, attracting a wide range of companies in the United Kingdom (Albers et al., 2020). Even with all the competition, the industry is heavily regulated, especially by the Civil Aviation Authority (CAA) in the United Kingdom and other agencies like the European Aviation Safety Agency (EASA).
British Airways operates in a dynamic and comprehensive business environment impacted by a range of internal and external factors. One of these is severe competition from major airlines like Emirates and Delta and other airlines like Ryanair. Another major factor is technological advancements. Due to the rampant improvement in the digital world, technology is heavily impacted (Mrázová and Kazda, 2021). The reliance of British Airways on technology means that innovations affect heavily as the airline has to keep up with the technology. Further, British Airways operates in an international market. As mentioned, the airline serves consumers in over two hundred destinations in different countries worldwide. These markets include Europe, North America, the Middle East, Africa, and Asia-Pacific. 
2. Identification of Market and Demand Equilibrium
Various factors impact the demand for airline services offered by British Airways. One of them is the price of substitutes in the market. One of the primary substitutes for British Airways' service of transporting people includes any other airline that offers flights to the same destinations. This consists of the services provided by the major competitors of British Airlines, including Emirates. Other forms of transportation, such as trains or buses, could also be considered substitutes for flight transportation services, even though they may not be as convenient for long-distance travel (Lange et al., 2015). The price of the substitute will depend on the specific airline, say Delta, or the mode of transportation chosen, as well as factors such as the time of year and availability of seats. Essentially, in a competitive market, the price of substitutes will be similar to that of the service being substituted, in this case, the cost of flight services offered by British Airways (Nicolini and Salini, 2006). If the price of a substitute increases, this could lead to a rise in demand for British Airways' service if customers perceive it as a better value. Additionally, if many substitutes offer lower airline fees, customers may choose them, decreasing demand for British Airways service. 
In a market, complements to a product or service influence the demand for the said good or service. The same case applies to British Airways. The complements include any product or service typically used in conjunction with air travel. These include; hotels, rental cars, or travel insurance. Collectively, these complements are most likely purchased together with the airfare to create a complete travel package for the customer (Kuljanin et al., 2021). Notably, the price of any complement has the capacity to vary depending on the specific product or service. For example, the cost of hotels or rental cars may increase during peak travel seasons, while travel insurance premiums may remain relatively stable throughout the year. Several outcomes could result from the price of a complement rising regarding British Airways. For example, some customers could be discouraged by the higher overall cost of the travel package and choose not to fly at all. On the other hand, customers who have already decided to travel will continue with British Airways for consistency. The opposite happens when the price of a compliment service decreases. 
Another major factor affecting the demand for airline services from British Airways is the overall consumer income trend. For instance, if consumer income increases, customers may be more likely to travel because they have more disposable income to spend on airfare and other travel-related expenses. This could increase demand for British Airways' service, especially for more expensive tickets, such as business or first-class. On the other hand, if consumer income is decreasing due to various factors in an economy, customers may be more price-sensitive and choose lower-cost options or opt not to travel at all (Duffy, 1999). As a result of this, they could be a decrease in demand for British Airways' services, particularly for premium tickets. This is most likely to result in customers choosing lower-priced economy tickets or flying with budget airlines like Ryanair. Due to different prevailing economic and market conditions globally, British Airways could adjust its pricing strategy and marketing approach to cater to customers with varying income levels.
Further, consumer preferences also have a role to play in the level of demand of consumers for a service or product. Consumer preferences are known to vary over time depending on certain variables. The same applies to British Airways services. Therefore, airlines like British Airways must adapt to these changes in consumer preferences to remain competitive in the market. An example of a trend in recent years has been a growing interest in sustainable travel, with many consumers looking to minimize their carbon footprint when traveling. This has led to an increased demand for more environmentally friendly travel options, like biofuels, or others like electric aircraft (Colling, 1995). British Airways invests in sustainable aviation fuels alongside other initiatives like introducing more fuel-efficient aircraft to its fleet to catch up with the trend. Another significant element affecting customers' preferences is the demand for personalization and convenience. Customers today want more control over their travel experience while flying with airlines like British Airways. Examples include choosing where they sit, to choosing their meal options.
Demand is also affected by the customer's expectations of the prices of goods and services. Customers are probably more inclined to reserve their flights earlier if they anticipate an increased cost of British Airways' services. In the short run, this can cause demand to rise. On the other hand, if customers expect a substantial price hike for British Airways' service, they can become more cost-conscious and opt for less expensive options for traveling or postpone flying entirely. This might result in fewer people using British Airways' services, especially for costly tickets, thereby decreasing demand. In order for it to remain highly competitive in a market that is constantly changing quickly, British Airways needs to closely track consumer expectations about price and modify its pricing strategy as necessary (Jackson and Tozer 2020). To retain or boost an increased demand level for its service during difficult economic times, the airline may consider introducing more economical ticket options or presenting unique promotion options to attract more consumers. Hence, what consumers expect of future prices significantly impacts the demand for a service.
Demographics is an additional variable impacting the demand for goods and services. The term refers to the number of consumers or buyers purchasing a particular service or good. It's important to note that over the past ten years, the airline industry has experienced a tremendous increase in passengers due to factors such as growing globalization, increasing wealth in emerging nations, and the expansion of low-cost airlines. This also includes British Airways. However, other elements, such as the COVID-19 pandemic, have significantly impacted the sector, causing a decline in the demand for air travel and a brief drop in the number of customers choosing to travel using British Airways' service (Shen, 2022). Demographic changes might also impact the demand for the airline's services. For instance, as people grow old, there might be a shift in demand toward travel to places that cater to older folks, like retirement communities or accommodations, rather than places where younger adults would go for work. Hence, British Airways need to make adjustments with regards to pricing and marketing strategies constantly. 
3. Elasticity or Inelasticity of Demand
The price elasticity of demand for a good or service is affected by various factors. It is essential when setting the prices of goods and services for a business. By definition, price elasticity is a way to gauge how quickly changes in pricing will affect how much of an item or service is demanded. On the other hand, price inelasticity is where the demand for services and products is insensitive to price changes (Renold et al., 2019). When a good or service's price elasticity of demand is strong, a slight change in its price causes a proportionately more significant change in the amount sought after. This shows an elastic demand for the commodity or service, which means that consumers are very sensitive to price changes. An increase or decrease in the price of the product or service results in a comparatively more minor change in the quantity required when the price elasticity of demand is low. This shows that there is an inelastic demand for the commodity or service, which means that customers are less sensitive to price changes. Just like with demand, the price elasticity of demand is also influenced by various factors. In the case of British Airways services, the variables are explained in the following section.
The substitution effect is among the essential components impacting the price elasticity of demand. The substitution effect is the way in which the accessibility of substitute goods or services may influence the price elasticity of demand. The substitution impact is potentially indicative of a more elastic demand in the instance of British Airways. In terms of luxury versus necessity, British Airways provides a service that may be viewed as a luxury by some customers, such as those who go abroad for business or pleasure (Faulkner, 2022). Other customers, like those who travel for work or family obligations like medical reasons, might view air travel as essential. Therefore, whether or not consumers view British Airways' service as a luxury or a necessity may have an impact on the demand for it. In terms of price elasticity and inelasticity of demand, customers may be more likely to look for alternative airlines or means of travel if the cost rises if they perceive British Airways to be a luxury, showing a more elastic demand (Duffy, 1999). Customers may be less likely to move to alternatives, showing a more inelastic demand, if they perceive British Airways as necessary. Demand is likely to be more elastic overall due to the availability of other airlines and transportation choices.
Income effects are another major factor affecting the price elasticity of demand. It explains how the price elasticity of demand can be impacted by variations in the customer's income. The income effect could demonstrate that demand is less elastic in the instance of British Airways. Regarding the income percentage, most people spend a sizeable amount of cash on flights booked through British Airways. As a result, consumers may be more inclined to use British Airways' service at the current price when their salaries are higher and, conversely, when their incomes are lower. This implies a more inelastic demand for British Airways' service, which may be less susceptible to price fluctuations (Mrázová and Kazda, 2021). Given that variations in the income of consumers could have minimal influence on their demand for air travel, the income effect is expected to show that the price elasticity of demand for British Airways' service is more inelastic.
Generally, before a business like British Airways implements a pricing policy, several factors are put under consideration to come up with unique prices that will ensure the business attracts consumers while remaining competitive in the market. Dynamic pricing is one possible pricing strategy that British Airways may take into account. This entails making real-time pricing adjustments in response to variations in demand, competition, and other factors. British Airways may enhance sales and profit margins by deploying advanced technological algorithms and machine intelligence (Albers et al., 2020). Value-based pricing is an additional pricing strategy that British Airways may take into account. This entails setting prices according to the value customers believe the airline's goods and services are worth. For instance, British Airways might charge more for trips that include extra space for legs, faster Wi-Fi, or better food options.
Another pricing approach that British Airways can take into account using is one that focuses on market segmentation. Different pricing is set for various client segments based on variables like age, income, and travel intent. For instance, British Airways might give discounts to pensioners or students while charging corporate travelers more for last-minute reservations. British Airways will have to carefully consider each of these aspects and decide on a pricing strategy that would allow it to maintain its competitiveness while also optimizing revenue and profitability. I believe the British Airways business should incorporate the dynamic pricing mechanism because it involves adjusting the prices based on real-life changes; hence it is more accurate and effective (Shen, 2022). The primary objective of British Airways is to offer efficient and fair prices to consumers. This has necessitated the company to put in place a pricing strategy to allow the affordability of tickets. The categories of the airline are subdivided as follows; economy, business, and premium economy. As expected, the ticket rates for British Airways differ depending on the location or destination a consumer seeks to travel. In most cases, advance tickets are usually cheaper, reflecting a pricing differentiation mechanism the airline uses. Additionally, British Airways offers occasional discounts to its loyal customers as well as to travelers on occasions like the Christmas holidays. Due to the changing times, especially the hard economic times, British Airways is also under pressure to double ticket prices. Nevertheless, the airline has to ensure this is done effectively to retain customers while also making large profits.
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