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Section 2: Coca-Cola’s Demand & Supply Conditions
a. Trends in demand over time and their impact on the industry and the firm
According to Grand View Research, (2017) the size of the world non-alcoholic market had a value of $967.3 billion, with such a market size expected to grow by approximately 5.8% by the year 2025, as it is shown in figure 1 below. Besides, it is expected that the market will be valued at $1.60 by the year 2025, with such an expansion depending on various demand and supply aspects like changes in price, health issues, and changing consumer preferences, among other aspects. For more than 130 years in the soft-drinks industry, Coca-Cola firm had expanded into the globe’s biggest beverage firm, with Interbrand ranking the company’s product as the third most valued brand in the world, having a market value of $73.1 billion in the year 2016 (World of Coca-Cola. (n.d.). Over the last decade, however, Coca-Cola’s soda sales had declined with the firm experiencing a decrease of 5% in its revenue, followed by a decrease of 11% in its accounting profits (Figure 2) due to various demand aspects. 

Figure 1: The Non-alcoholic Beverage Market Revenue in US by Product from 2014-2025 in USD Billions
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Source: http://www.grandviewresearch.com/industry-analysis/nonalcoholic-beverage-market?utm_source=pressrelease&utm_medium=referral&utm_campaign=Prnewswire_Oct24&utm_content=Content
Figure 2: Coca-Cola’s Total Revenue


Source: http://www.coca-colacompany.com/investors/annual-other-reports

As it is with most goods and services, soft drinks’ demand has been shifting based on the price since the lower the price, the higher the demand and vice versa. If soft-drink companies like Coca-Cola experience more prices for their raw materials like sugar, flavoring agents, and high-fructose corn syrup, they can decide reducing the demanded amount of soft drinks to control the profit margins (Hubbard & O’Brien, 2015).  Therefore, such increased prices had been forcing consumers to minimize their demanded amounts of soft drinks. Assuming that the Coca-Cola company decides holding steady on its prices, it must then sell more amounts of soft drinks to have similar profit margins as before. 

Also, consumer preferences had been changing because of various significant aspects, like consumer population’s average age, societal trends’ changes, economical fluctuations, and seasonal changes (Hubbard & O’Brien, 2015). However, the success of the Coca-Cola company is hinged on the firm’s ability to anticipating such consumer behaviors and planning effectively. By failing to adopt such changes, the non-alcoholic market had been experiencing reduced profits, little market share, and more likelihood of a crippling failure in business. 

Notably, the increasing health-related issues’ awareness like diabetes, obesity, and high blood pressure had been a concern among the consumers regarding the ingredients in most of the soft drinks. Therefore, soft drinks companies like the Coca-Cola company had been adopting such changes by implementing healthier alternatives, like the sugar-free drinks, sports drinks, bottled water, fruit-juice-based beverages, and the caffeine-free beverages to facilitate both market share’s maintenance and increase, whereas portraying a reputation of beyond just manufacturing “fizzy sugar water” to the consumers (Hubbard & O’Brien, 2015). 

b. Information & Data Analysis
Figure 3: Coca-Cola’s 2020-unit production



As we can see from figure 3, Coca-Cola’s supply of soft-drinks depends on the quantity demanded in the market. The law of demand recommends considering the demand curve since it depicts the number of units to be supplied in the market. Therefore, graph 1 below shows that demand is inversely related to the price of a good in the sense that the lower the price, the higher the quantity demanded by the consumer (Hubbard & O’Brien, 2015). 
Graph 1: The Law of Demand
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As we can see from graph 1, there will be an upward shift of the demand curve if the demanded Coca-Cola drinks increase, while the price remains constant because of changes from other aspects like the income increase. Therefore, consumer income’s increase in the future will indicate that there is a likelihood that the consumers will be shifting from the local drinks to Coca-Cola drinks. On the other hand, there would be a downward shift of the demand curve if the demand of the soft drinks declines at a similar price such as when Coca-Cola’s demand decreases after the consumers finding that most of the ingredients are not healthy (Hubbard & O’Brien, 2015). 

Graph 2: The Law of Supply
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According to the law of supply, the supply quantity will increase following an increase if the product’s price since the supplier becomes willing to increase supplies to get more revenue (Hubbard & O’Brien, 2015). Therefore, price and the supplied quantity hold a positive relationship. Supply is determined by price, technology, number of consumers, and inputs’ price. As a result, graph 2 above shows that the supply curve shifts upwards wherever the supplier can supply little at a similar price. For example, a decrease in the sugar supply because of increased prices and more sugar exports will lead in a decreased production of soda. On the contrary, a downward shift in the supply curve will be seen whenever the supplier is willing to supply at a common price. For example, technology improvement in this case decreases the production costs leaving the suppliers willing to distribute more at a similar price. 

Section 3: Coca-Cola’s Price Elasticity of Demand
a. Available Data & Information Analysis
The demand elasticity for a product refers to the rate whereby there is a change of quantity as the price changes and it is calculated by the following formula:
Price Elasticity = % Change in the demanded quantity/ the % price change
A little price change could imply that there is a large demanded quantity change. Coca-Cola’s demand is elastic (graph 3) since there are many available substitute goods in the market. Therefore, an increase in price leads to a decrease in demand. Again, Coca-Cola offers coupon and is also in a price war with its competitors like Pepsi and is providing sales that reflect an elastic demand. For instance, a 2 Liter Coke Soda costs the same price as a 2 Liter bottle of Pepsi (Coca-Cola, 2017).

Graph 3: Price Elasticity of Demand
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b. Factors affecting consumer responsiveness
Given that Coca-Cola’s products remain to be relatively price elastic, consumers remain so sensitive to such prices. Assuming that Coca-Cola reduces the prices, it can anticipate gaining more consumers who will cover for the revenue lost. On the contrary, price increase will decrease the revenue since the quantity demanded decrease remains to be proportionally greater to the price increase (Hubbard & O’Brien, 2015). As a result, consumers are going to chose a drink from a competitor, following a change in price. Also, consumers could respond negatively or positively based on the budget share such that the response becomes negative if product exceeds the budget. 
c. Price elasticity of demand’s impact on pricing decisions & revenue growth
A firm’s pricing decision can be hugely impacted by the price elasticity of demand, especially whereby the sold products are very elastic like in our case with Coca-Cola, since this could be the significant reason why the firm decides not to increase its prices. On the contrary, the firm’s revenue is on a continuous downward shift despite the firm’s revamping its size of the containers of their products while deciding keeping the same price level. Despite the fact that the firm is doing this to cut or reduce the sugar level, such a strategy might be having a negative effect o n the company’s demand & revenue. Therefore, the firm could just reduce the prices to acquire more customers and raise the revenues (Hubbard & O’Brien, 2015).
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