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Elasticity, Cost, and Consumer Choice Microeconomics
Topic 1: Elasticity and Pricing
a) What is the price elasticity of demand? And factors causing demand
Price elasticity of demand refers to the measure used in economic indicating responsiveness, the flexibility of the demanded product quantity of goods, and services. Additionally, elasticity facilitates the increase in price trends in consideration of the pricing aspect only. There is a positive elasticity whose examples include caviar (Safdar, 2019). Price elasticity can be divided into five different parts, which include perfect elasticity demand, perfectly inelastic demand, relative elastic demand, relative inelasticity demand as well as unitary demand.
The primary factors that determine the elasticity demand of a good include the presence of substitutes for the initially available goods, the time variation or time frame, sharing of profits, as well as the nature of the good. All the above mention factors use the demand for a good or service to be elastic or variably inelastic, and consequently, these influences the market. The determination of price elasticity is achieved by determining the rate at which the quantity changes and divided by percentage price change (Safdar, 2019). These calculations help to identify different factors affecting elasticity demand and thus distinguishing from each other. 
 b) How would you characterize the price elasticity of demand for Nike products? Is demand relatively elastic or inelastic? Be sure to consider your answer in a).
Price elasticity for Nike products can be characterized based on the ratio between the change in the rate of quantity demand by customers and the percentage variation in price by the Nike products (Safdar, 2019).  The customers of the Nike product have a tenancy to be keen on the prices where they indicate high responsiveness in a price change. Based on the answers above, the demands of goods are relatively elastic.
c) Does price elasticity of demand vary across Nike products? Why? Feel free to provide some examples and take a look at Nike’s website.
Price elasticity varies across the Nike products across the globe. The reason why these price elasticities vary is that some customers are high responsiveness to the change in the price of the Nikes products while others tend low reactivity. Examples that show variation in elasticity demand include the Nike shoe demand. While the cost of shoes made by Nike increases, the quantity demand does not decrease. The quantity demand either remains constant or increases.
The explanation of the example showing the variation is the fact that there are very few goods which can match the quality of Nike products. In the market, there are very few substitutes for the goods manufactured by Nike Company, including the shoes. Many customers of the Nike products, are distributed globally and are willing to purchase the goods at the very high prices set by the company (Safdar, 2019). However, some customers opt to divert their attention to other companies offering the same products, and these provide a clear indication of variation in elasticity demand.
d) How much control does Nike have over the price that they charge to consumers? What strategies does Nike use to identify customers who are willing and able to pay higher rates?
 Nike has substantial control over the prices they charge on their products. The uniqueness of Nike is the fact that they charge high rates for their products. Additionally, the company enjoys a vast market for its goods globally. Nike can dominate the market with the high price they charge, where market trends do not determine the costs of their products. Nike Company has dominated the market regardless of the firm competitive force they experience from other companies in the same industry environment.
 Nike employs different strategies to identify their potential customers. The 4ps is mot basic strategy used by Nike Company which refers to product strategy, place of distribution, promotion of their goods as well as price. In these strategies capturing customers using their high-quality product employs their first marketing strategy (Safdar, 2019). The lace of distribution also determines their success in selling goods, and also carrying out promotion activities in these places makes their product more known. The final strategy used by Nike is their unique pricing a procedure which effectively distinguishes them from other companies in the same market 
Topic 2: Costs
a) What is the difference between fixed costs and variable costs?
The fixed cost can be defined as the cost of an institution incurs even when there is no recommendable unit production. Consequently, variable cost is the cost that remains constant in a given unit area. The significant differences between fixed cost and variable cost are fixed cost is generally set and does not vary due to external influences such as diseases a well as a climate. At the same time, variable cost varies due to specific external influences example, the variation in price by the airlines due to the coronavirus issue (Alison, 2020). Other differences include that fixed cost is related to time while variable expenses are volume related. Additionally, fixed costs change with units, whereas variable cost remains the same per unit area.
b) What are the primarily fixed costs for airlines?
In airlines, fixed costs are characterized by overhead production, overhead administration as well as the overhead of selling and distribution of production. Consequently, some of the fixed expenses of airlines include salaries of employees, insurance covers, the tax they pay, as well as repair materials cost, rental of the hangar (Alison, 2020).  These costs of the airplanes are incurred regardless of the current issue of the coronavirus affecting the whole globe. These fixed costs are experienced though the number of travelers by the airline is minimal, where there is a lockdown in many countries. 
c) What are the primary variable costs for airlines?
Variable costs in the airplanes are, in most cases, characterized by the value of the consumed materials, wages of temporary contractors, commission offered on different services as well as expenses of the parking lots. The significant primary variable cost of the airlines includes fuel and oil costs, landing fees charged, costs o the crew as well as the maintenance cost of the airlines (Alison, 2020). All these variable costs can be avoided or reduced by the aircraft in severe cases as the current case of the COVI-19 virus, which has seen these industries incur a reduced number of clients. 
d) How are airlines currently trying to manage costs given the impact of the coronavirus on travel? Can you think of any ideas to help the airlines reduce costs, given the current challenges?
The airline industry is one of the sectors which has been majorly affected by the issue of coronavirus. These transport sector has continually experienced a reduced number of travelers as a result of lockdown in many countries which are destinations of these airlines. To cope up with the cost problems as a result of coronavirus, many airlines have suspended their activities, which has directly enabled the cutting down of maintenance costs. Consequently, some of the workers with minor taskforce have been offered short-term leave based on suspended airline activities. However, the airlines have continually worked with the health providers to ensure the health safety of their workers. 
Based on the current challenges encountered by many airline s as a result of coronavirus endemic, several efficient measures can be put in place to enhance the smooth running of the airlines in current days. Some of the steps that can be taken are using reduced manpower and requesting others to be on short time leave with a certain amount of bonus offered to those on leave (Alison, 2020). This will enhance cutting down of salary costs since there are few flights carried out by the airlines and can be handled by a few manpower. 
Topic 3: Consumer choice
a) Explain how our people make decisions regarding how to spend their money based on our standard model of consumer choice. You will want to focus on the concepts of utility and budgets.
	Based on the standard model of consumer choice and preference, the way people spend can be related to consumer theory. In consumer theory, the study of how people choices on spending are based on their individual preferences and budget capabilities. Individuals have the personal freedom to choose between a variety of goods and services. Human behavior can be categorized into three different assumptions (Kornelis, 2019). These assumptions are, utility application a maximization, decrease in marginal utility, and none-national.
 	Utility maximization is one of the human behaviors which refers to, which relates to individuals making a calculated and planned decision when shopping. These initial planning bring them a sense of responsibility as well as benefit and, in most cases, considered as a maximum utility. Non-national, on the other hand, refers to when people are rarely satisfied with only onetime shopping, and a person always has the urge to spend more. The final behavior of humans is the decreasing margin in utility, which refers to consumers losing satisfaction in the same product they continually purchase over time.
b) According to behavioral economics, why might people make decisions that appear “irrational”? In other words, why might people deviate from the traditional consumer choice theory discussed in part a)?
 	People deviate from consumer theory, which explains the behaviors of why people make a different choice in spending incomes. Some of the factors include an increase in the price of goods, quality reduction of the products, and change in the wealth status of an individual. Changing in price may break the preferability of the customer from his/her initial goods preference. Quality is the main objective that drives a customer to a specific good or service. When quality reduces, the customer loses interest in the products changing from the traditional theory (Kornelis, 2019). Change in the wealth status of an individual changes his perception of consumption choices changing his initial preferences.
c) What are some of the primary ways that people “waste” money according to the Kornelis (2019) article above? What suggestions do you have for people who want to avoid this type of spending and increase their savings?
 	According to Korneli's article, some of the significant ways in which people waste money is through purchasing very many small things, which are not of importance to the person's current need. Examples of these things are like a cafe which people buy frequently and for friends. Another way in which people waste money is by purchasing a recommendable one bog thing that it was not a necessity (Kornelis, 2019). An example is buying one big house which one does not necessarily need. Prior planning of what people want to spend on and the reason for buying that equipment is an efficient strategy. These strategies can help in reducing the unexpected and unplanned spending on finances. 
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