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Consumer choice theory
Consumer choice theory is developed on the assumption that various factors within the business environment and individual factors affecting the consumer have a significant impact on the preferences of the consumers. The Starbucks’s marketing department needs to analyze the factors that influence the choices of the consumers thus developing effective marketing campaigns based on the understanding of the factors that influence economic decisions of the consumers. The paper will analyze the relationship between the consumer choice theory and the demand curve, higher wages, higher interest rates, asymmetric information irrationality of behavior as well as the Condorcet Paradox and Arrows Impossibility theorem within the political economy.

Consumer choice theory on demand curves

The demand curve in behavior economics identifies that a significant change in the price of products will result in a simultaneous change in the demand for the identified product. According to Altman (2015), an inverse relationship exists between the price and the quantity demanded. The law of demand as argued by Hursh and Roma (2016) highlights that the consumption rate of a given product drops when the process increases unless a critical monetary compensation is provided.  Consumer theory thus identifies that price increase has a negative influence on the quantity of demand.  Consumers faced with increasing prices yet products offered by Starbucks can be substituted or provided by other companies in the market will limit consumer demand. Consumers in an undifferentiated market are likely to Lowe their demand for the products as compared to industries that provide highly differentiated products as noted by Hursh and Roma (2016). This identifies that increase in prices for Starbucks products would reduce the number of customers.

Higher wages

Behavior economics as argued by Hursh and Roma (2016) note that there is a strong correlation between wages and consumption changes.  The change in income directly affect the consumption choices based on the budget constraint principle. The budget constraints principle identifies that consumers make purchasing decisions based on the extent of their disposable income.  Consumer is limited to purchase products that fall within their income. Consumers are only capable of spending as much as they earn. The situation that describes the consumption of product where wages increases are defined as normal goods. Consumers operate on a budget that is tied in with what they earn this identifies that a substantial change in wages would have a parallel influence on consumption behaviors. 

The budget constraint model identifies that an increase in income has a subsequent increase in the purchasing actions of the consumers (Hursh & Roma, 2016). Wage increase increases the amount of disposable income the consumers have enabling them to purchase more products due to the surplus of money. Families that earn more spend more while factors that influence the amount of income earned such as demotions tend to promote a conservative approach to money spending while higher wage earners tend to spend more due to the limitations of budgetary constraints. Gillespie (2013) noted that the increase in wages does not automatically result in the consumption of all products in that the extra wages can be used to purchase one product over another.

Higher interests rates

Higher interest rates have a significant impact on consumer theory. The consumer choice theory identifies that the changes in the interest rate can enhance or increase consumption of products (Kapoor and Ravi, 2009). An increase in the interest rates encourages consumers to save rather than to spend. When the interest rates on loans are increased consumer borrow less, and this translates to less supply of money which results in lowered demand and purchase of products (Gillespie, 2013). The demand curve for products is affected by changes in the interest rate. A higher rate of interests will encourage household savings while reducing demand.

Role of asymmetric information

Asymmetric information as noted by Brandão and Pinho (2015) is the situation in which one of the transacting parties has considerable more information as compared to the other. The mismatch between the level of information the consumer and the seller have creates asymmetric information. Consumers are limited by the amount of information they have while the businesses have more information about the product which can have an adverse influence on consumption.  Consumers may have limited insights into how the products have been developed and the impact those products are likely to have as compared to the business. Asymmetrical information can limit consumers from purchasing a given product when they feel that the business has more informational power than them (Brandão & Pinho, 2015). Consumers in the technological age prefer to have access to all information that pertains to the product that they seek to purchase. The mismatch of information can drive business away from one company to another that offers more information about their products and services. The concept of asymmetrical information identifies that it can be leveraged to increase demand for business while it can also negatively affect consumer confidence in the business.

Condorcet Paradox and Arrow’s Impossibility Theorem

The Condorcet Paradox is based on the assumption that collective preferences of the consumers can be cyclic or irrational even when the preference of the individual is rational and not cyclic (Swaminathan, 2013).  Arrow’s impossibility theorem, on the other hand, identifies that clear set order of preparedness does not necessarily determine the outcomes when faced with more than two scenarios.  This theorem identified that selection of the ideal preference does not achieve Pareto efficiency (Swaminathan, 2013). The existence of different coffee shops in addition to Starbucks in the market identifies that the Condorcet Paradox can explain consumers and Arrow’s impossibility theorem thus defining that consumers are likely to find a middle ground rather than seek what the best based on their preference (Swaminathan, 2013) is. This identifies that rational thoughts do not always guide consumer behavior. How Starbucks positions itself in the market based on its product offerings will thus determine its ability to influence consumers in the market based on this concept.

Irrationality of consumer

Consumer preferences are not statistic or linear as sometimes the behavior of the consumers can be irrational. Consumer preferences are not always influenced by factors such as price or higher wages. Rational behavior is behavior economics identifies the extent to which purchasing activities are geared towards adding value to the consumer. According to Gerasimou (2010), the traditional view of consumer behavior was that the consumers were rational and thus spent money to maximize pleasure and benefits yet this is not the case. Consumers are driven by innate needs and therefore not always confined to making rational decisions. For instance, consumers can continue to buy Starbucks coffee even when it is more expensive than what the consumers can make at home. The general thought in logical behavior economics is that an increase in price may affect consumer demand yet that is not always the case (Gerasimou, 2010). The consumer is not always ruled by rationale but base decisions on multiple factors that do not always conform to known economic theories and laws.

Conclusion

Consumer choice theory identifies that the purchasing behaviors of the consumers are influenced by a variety of factors. Consumer choice theory affect the demand curve of products in that a higher increase in the cost of the product will have a consequent decrease in quantity demanded. Higher wages increase disposable income thus increasing demand for products. Additionally higher interests rates on loans and deposits increase savings lowering disposable income which negatively affects the demand for products. Asymmetric information can increase or decrease consumption as consumers can prefer companies that provide more information about their products while they can also be influenced to purchase products that they have limited information on. Condorcet Paradox and Arrow’s Impossibility Theorem identify that when conflicts with more than two choices consumers tend to select products as a collective rather than as individuals. Insights into this information can provide Starbucks marketing department wot necessary knowledge to influence consumer perceptions and behavior.
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