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[bookmark: _Toc111289517]Introduction
This assessment report will cover critical evaluation of economic data related to a product of a company and making policy within this context. This study will collect data related to the beauty product of Unilever and will describe different economic concepts such as supply and demand, cost analysis and price elasticity with respect to managerial decision making within the organization. 
[bookmark: _Toc111289518]Describe the business
This context will consider the company BAT (British American Tobacco) and in this study several data related to tobacco products will be considered in this context. This company manufactures and sells tobacco products and it is the largest tobacco company in the world based on net sales of this company. For conducting this study the tobacco products of BAT will be considered because it is a very popular product of BAT and gathering data related to this product can be easily available on the internet (bat.com, 2022). So, it's easier to describe the demand and supply and other economic aspects of this product. This company can make high-quality tobacco products and deliver these products all over the world. Additionally, BAT can manufacture high quality tobacco products to meet the preference of their customers this company mainly produces tobacco products and their products are very popular all over the world.    
[bookmark: _Toc111289519]Identify Demand and Market Equilibrium
In this context the discussion about different economic aspects which are related to the demand and market equilibrium of the chosen product Tobacco of BAT.
Price of Substitution
The substitution effect of a product can reflect decreasing sales for that particular product which can be attributed to the consumers switching from one product to the cheaper alternative products when the price rises. When the price of a product rises but the income of the consumers stays the same then the substitute effect can take place in the economy (Gupta, Ivanov and Choi, 2021).  In the economy when the price of a substitute product decreases then the quantity demanded for this substitute product will increase but the demand for the main good continuously decreases.
The substitute price will effect the demand for the chosen product and it will describe in the following context,
In the present days, nicotine chewing gums are very popular and these products are getting a quick response from tobacco consumers. Because everybody gets health conscious after the covid 19 pandemic and these substitute products of tobacco can deliver non-nicotine when the consumer feels craving it (Jawadet al., 2018). It's not as harmful as tobacco products and also helps to reduce smoking habits throughout the day. If the price of tobacco products will increase by BAT then consumers can switch to the cheaper option such as nicotine chewing gum. The price of substitute products can affect the demand for tobacco products and this can be illustrated with the help of the following diagram,  

[image: ]
(source: self-made)
From the above figure, it can be illustrated that when the price of tobacco products increases then the demand for substitute products has increased and the demand curve has shifted from D to D1. The new demand curve of the substitute product has been depicted with the help of the green demand curve. 
In the following section, the effect of substitute prices on the demand for tobacco products will  describe with the help of the following figure,
(source: self-made)  [image: ]

From the above figure, it can be seen that when the demand for substitute products increased then the demand for tobacco products decreased from X1 to X2 and the demand curve shifted from D to D1. 
[bookmark: _Toc111289520]Price of Complements
A complement good refers to those products which add more value to another product. This means that a consumer can use two goods together to enhance their satisfaction level (Liu, Wang and Ren, 2020). If the price of complementary goods can increase then it also affects the demand for main goods and the demand for these two goods can be related directly to each other. Based on this context, the complementary good of tobacco is alcohol and if the price of tobacco can increase then it reduces the demand for alcohol and vice versa (Heien and Pompelli, 1989). This will illustrate in the following section with the help of a figure,
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(source: self-made)
In the above figure, the impact of complementary prices on the demand for the main good can be demonstrated. When the price of complementary goods that as alcohol has increased from P1 to P2 then the demanded quantity of tobacco has decreased from Q1 to Q2.when the price of complementary goods has increased than its negative impact on the demand amount of tobacco quality.
[bookmark: _Toc111289521]Consumer income
 Consumer income refers to the amount which is available to the consumer after the tax deduction. It's also described as with and this is the net income of the consumers. If the consumer income increases then people have more money to spend on their desirable products and if it decreases then consumers have less money to spend. The consumer's income is directly related to the demand for the products. 
When the consumer income increases then its impacts positively on the demand for tobacco and when it decreases when it reduces the demand for tobacco. This will be demonstrated in the following,  
[image: ]
(source: self-made)
The above diagram has been illustrated that when the income of the consumer has increased then the demand curve has shifted from D to D1 and the demanded quantity of tobacco products has increased from Q* to Q1. similarly, when the consumer income has decreased then the demand curve is downward sloping and it shifted from D to D2 and the demanded quantity is also reduced from Q* to Q2. the price of tobacco products has fixed at the level of P*. so, it can be depicted that the quantity demanded of tobacco products and consumer income are related directly to each other. 
[bookmark: _Toc111289522]Consumer taste and preference
Consumer preference and taste can change and it needs several economical aspects. If the price of the product increases then its effect negatively affects the taste of the consumer as well as when it decreases then its effects positively the preference of the consumers (Arango and Cardona-Sosa, 2022). Generally, it is reflected that when the price of a product falls then consumers can purchase more of this product. The changing preference of consumers can have an impact on the demand for tobacco goods. This can be described with the help of the following figure,  
[image: ]
(source: self-made)
The above figure has illustrated the impact of changing customers' tastes and preferences on the quantity demands of Tobacco. There were some different factors that influenced the preference of the consumers but the price of the product played the main role in changing the taste and preference of the customers. When the price of tobacco products has reduced from P* to P1 then the demanded quantity of tobacco products has increased from Q* to Q1 and the demand curve also upward rising and it has shifted from D* to D1. 
[bookmark: _Toc111289523]Consumers' expectations of price
Generally, consumers can obtain and observe the price from different sources and they can develop their decision according to the price of the product. When the price of a product tends to be low then consumers expect that its price will fall in the future and the demand will increase but in the case of tobacco products. The profit margin of BAT by selling its tobacco products is shown in the following table,
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(source: Bat Annual Report, 2022)
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(Source: self-made)
In the above table, the profit of selling tobacco products has been illustrated and in the figure, the downward sloping curve has depicted that the profit has fallen from the year 2016 to 2020. Point 5 on the horizontal axis denoted 2016 and point 4 denoted 2017 and so on. It can be found that the price of tobacco products decreased but the sale has not increased because everyone is getting more health conscious these days. so, it's reflected negatively on the profit margin of BAT. 
[bookmark: _Toc111289524]Demographics
The number of buyers decreased from the year 2016 to 2020 and the sales of tobacco products of BAT decreased from 2016 to 2020 (Bat Annual Report 2022). Generally, the buyer's level of normal goods increases on a day to day basis but tobacco is a harmful product for health and it injures human body parts so the consumption of tobacco has decreased. It has a negative impact on the sales of BAT tobacco (Aigner-Walder, 2015).
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(source: self-made)
In the above figure, it can be shown that the supply of tobacco products has been fixed and it has been reflected through the S curve but the demand falls from D1 to D2 and it has been denoted by the downward sloping demand curve. The price of tobacco products went from P2 to P1 but the demanded quality also decreased from Q2 to Q1. it reflects that if the price falls, demand has not increased all the time. 
[bookmark: _Toc111289525]Indicate demand is more elastic or more inelastic
This context will cover each economic factor that influences the price elasticity of demand and also describe the demand for the chosen product on the basis of these economic factors. 
[bookmark: _Toc111289526]Substitution effects
The substitution effect in the economy implies that if the price of a product increases then consumers can switch to another cheaper option for minimizing their expenditure cost. The substitution effect of luxury goods or necessary goods differs from each other. In this study the chosen product is tobacco products from BAT company and according to the consumer point of view, it is a luxury product (González‐Roz et al., 2019). There are various economic factors that indicate that the demand for luxury products is more elastic or more inelastic. 
The elasticity of demand for the luxury goods like tobacco products is greater than one and it reflects that the demanded quality of the luxury products is changing proportionately and it's more than compared to the proportionate change in the price of the luxury goods (Dogan-Sudas, Kara and Cabuk, 2019). There are four types of factors that can affect the elasticity of demand availability of the substitute goods, the nature of goods, the amount of income spent on these goods and the time of the price change. Here the elastic demand can be demonstrated with the help of the following figure,
[image: ]
(source: self-made)
In the above figure, the elasticity of the demand curve for the luxury goods like tobacco has been depicted with the green line. The price of luxury goods is high and it reflects the high elasticity of demand because luxury goods are very much sensitive to the price change of these products.  Therefore, the demand for tobacco products is highly elastic because if the price of tobacco products of BAT increases then the quantity demanded will not be the same. The change in quantity demanded is more than the price in price of this product and vice versa. 
[bookmark: _Toc111289527]Income effects
The income effect implies the change in the consumption of products on the basis of income. This means that the consumers will spend more if they experience an increase in their income level and there are trends to minimize their expenditure if their income falls. On the basis of several economic factors, the purchase amount of goods will represent a portion of the consumer income (Jovanovicet al., 2018). This context considers luxury goods so the consumers spend more if they are expensive more on their income. Generally, a large portion of income is spent on luxury products and several economic factors influence the demand for luxury goods.
[bookmark: _Toc111289528]Pricing policy
It reflects a process in which a company determines the price level and this level of price offers the products or services to the market.  There are several pricing policies that help the business of a company. The right pricing policy helps to determine the price of the products and this helps to increase the profit level of the company (Rashid, 2019). For this, the company needs to consider a wide range of factors when the company sets the product price. There are five objectives that can help to reach the maximum profit for the firm. These are
· Set and reach a target return on the investment of the company
· Make the price stable throughout the timeline
· Expand the market share
· Prevention the competition
· Focuses on maximizing the profit level of the company
The right approach of the price policy has enabled the companies to either fit the cost of production to the price or reduce those goods or services which cannot minimize the cost of production and do not cost efficient. By using the particular price strategy a company can maximize its profit level and minimize the cost of production and also expand the targeted market share. A good pricing policy provides help to the company to make sure they maintain the profit level throughout the timeline and also develop the profit level in an increasing way. Also, the price policy gives flexibility to the company to separate each and every product differently. The pricing strategy is very important for the business of the company and it reflects the value of the products that the company makes for their customers and also defines the benefits of the product to the consumers. Generally, a company can set its pricing policy depending on several factors such as the cost of the products, the value of the products, the competition in the industry and most importantly the demand for the product.  
[bookmark: _Toc111289529]

Conclusion
In the above context different economic factors have been discussed on the basis of tobacco products sold by the company BAT. It can be concluded that each and every factor has a positive or negative impact on the sales of tobacco products. The demand and market equilibrium has been illustrated with the help of the price of substitutes, price of complementary products, income of consumer, taste and preference of the consumers, the exp[ecation of price and the number of buyers in the above context. Several graphs and tables have demonstrated the effect of economic factors on the demand of tobacco products in the above study. Additionally, the demand elatsurcy has also been covered through this assessment report.  
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