
Management Economics LCBB5008                             Assessment 1
Student ID: 2111701


Table of Contents
Task 1 Michelin Group	2
Task 2 Demand and Market Equilibrium	3
Price of substitutes	3
Price of complements	4
Consumer Income	5
Consumer tastes & preferences	5
Consumer expectations of price	6
Demographics	7
Task 3 Indicate demand is more elastic or more inelastic	8
Substitution Effects. Luxury vs. Necessity	8
Income Effects. Percentage of income	9
Value-Based Pricing	9
References	11









[bookmark: _Toc134560596]Task 1 Michelin Group
Michelin Group for the product: Tyres
The Michelin Group has a worldwide reputation for producing and marketing tyres suitable for automobiles, lorries, and other types of vehicles, and this reputation is difficult to surpass  (hashtagpaid.com, 2023). One of the three major tyre producers in the world, Michelin is, together with Bridgestone and Goodyear, one of the companies that make Michelin tyres. Since it first opened its doors in 1889, the firm has been the undisputed leader in the industry worldwide in terms of innovation, quality, and performance (Michelin Corporate, 2019).
Michelin manufactures tyres for a wide variety of vehicles, including automobiles, bicycles, motorcycles, semi-trucks, agricultural equipment, and aeroplanes, amongst others. In addition to that, the corporation is well-known for the significant contributions it has made to the world of racing as well as the publication of the Michelin Guide series of travel publications (Michelin Corporate, 2018).
For the sake of my investigation, I will be concentrating on automotive tyres produced by the Michelin brand. Because they provide such a broad selection of tyre sizes, Michelin is able to cater to the requirements of drivers in a wide range of conditions as well as their own preferences about style. Tyres are available from Michelin in a wide variety, ranging from high-performance variants designed for sports cars to all-season iterations developed for automobiles used on a daily basis (Steiner, 2023).
In the tyre sector, the name Michelin is almost interchangeable with the concepts of quality and longevity. Their goods have a strong reputation among customers as a result of their high quality as well as their long-lasting nature, two characteristics that have contributed to the establishment of this reputation. To this day, the Michelin Group has a commercial presence in 170 markets, employs 124,000 people over 117 manufacturing sites spread across 26 nations, and operates 9 research and development centres in diverse places throughout the globe. After the market-leading Bridgestone brand, the second-largest tyre manufacturer in the world is Bridgestone's rival, Michelin, which has a market share of 14.6%. It has 117 factories in 26 countries and has an annual production capacity of more than 200 million tyres (Michelin, 2023). Michelin has consistently been the industry leader in terms of both innovation and technical progression.  Michelin is dedicated to sustainability and has established the goal of producing 100% sustainable tyres by the year 2050, taking into account concerns about the environment. Following the completion of this product study, the tyre industry may then describe the various environmentally friendly actions that it has taken (Bagwell,, 2005).
The large distribution network that Michelin maintains helps the firm maintain its dominant position in the industry and maintain its visibility on a global scale. Examining the marketing, distribution, and sales strategies that Michelin employs for the tyre industry on a worldwide scale may be facilitated by looking at the manufacturer's passenger vehicle tyres.
[bookmark: _Toc134560597]Task 2 Demand and Market Equilibrium
[bookmark: _Toc134560598]Price of substitutes 
Tyres created by Michelin are not the only game in town; there are many of other high-quality choices available from companies such as Bridgestone, Goodyear, Continental, and Pirelli. It's possible that a number of factors, such as the model, the kind of tyre (all-season, performance, winter, etc.), and the technical requirements, might have an impact on the cost of these numerous possibilities.

If the price of these other choices goes down while the price of Michelin's tyres stays the same or goes up, then customers may decide to go with the option that costs less money. Because of this, there would be a decrease in demand for Michelin tyres. If, on the other hand, the price of tyres manufactured by Michelin's rivals rises up or if Michelin comes out with a product that is less expensive than the alternatives but has the same or better features, then there may be an increase in demand for Michelin tyres.

It is crucial to bear in mind that the price of a set of tyres is not the only aspect that decides whether or not a customer will make a purchase. This is one of the most important things to keep in mind. During this stage, you will get familiar with the brand, gather some information about the product's quality, and make previous use of it. For instance, Michelin has a well-deserved reputation for quality and longevity, and this reputation may help the firm maintain demand in spite of the advent of cheaper alternatives that are just as effective as the ones they now provide.
[bookmark: _Toc134560599]Price of complements  
Products that may be bought together since they enhance one another's use are called synergistic. Automobiles, on their own, would make a natural and direct partner to the Michelin tyres that were created specifically for passenger vehicles. Other available add-ons include services for maintaining automobiles, services for installing tyres, and a variety of accessories for automobiles. According to Tirebuyer, the price of a set of Michelin tyres may range anywhere from $145 to $875. According to Jalopnik (2023), the price of a set of Michelin tyres should not go higher than $875 unless the customer is investing in ultra-high-performance tyres.
For the time being, let's make automobiles the major contribution to this conversation's topic of debate. In the case that the price of vehicles drops, a higher number of consumers are likely to acquire automobiles. This might lead to an increase in the demand for tyres in general and those manufactured by Michelin in particular. On the other side, if the price of cars were to significantly increase, this may lead to a reduction in the number of individuals purchasing brand-new automobiles, which could lead to a reduction in the need for new tyres. The growing popularity of electric vehicles can have further repercussions for the need for tyres. Electric vehicles have a tendency to be heavier than traditional automobiles and have greater levels of torque, whereas traditional automobiles have a tendency to be heavier than electric vehicles and have higher levels of both of these characteristics. Because of this, the tread on your tyres may wear down faster. This might result in a larger requirement for tyre replacement on a more frequent basis, which in turn could contribute to an increase in the demand for tyres.
[bookmark: _Toc134560600]Consumer Income 
One of the most important considerations is how much discretionary cash individuals have available to spend on various products and services, such as the passenger vehicle tyres produced by Michelin. It is common for the demand for "normal" items, which are defined as those whose demand grows in parallel with increasing consumer income, to rise at the same time as such income. The fact that consumers now have more discretionary cash enables them to purchase a greater quantity of these goods.

Tyres are an example of a product that may be called typical since buyers often switch to name-brand versions as soon as they have sufficient discretionary cash. They may also opt to stick to a more comprehensive schedule for maintaining their vehicles, which may involve activities performed at more regular intervals, such as changing the oil and rotating the tyres.
There is a possibility that the market for Michelin tyres may decrease if consumers put off changing their tyres for a longer period of time than normal or switch to brands that are less costly as a result of their deteriorating family finances. The specific effect that these variables will have on the demand for Michelin tyres will be determined by the unique demographics of Michelin's client base, in addition to these considerations.
[bookmark: _Toc134560601]Consumer tastes & preferences
Environmental friendliness and durability: an increasing number of consumers are searching for environmentally friendly goods to put in their shopping baskets. This new discovery is in keeping with the company's attempts to make more ecologically friendly tyres since Michelin's goal is to produce 100% of its tyres from renewable or recycled materials by the year 2050. This has the ability to raise more people's awareness of environmentally friendly tyres.
When buying vehicle components, particularly tyres, customers are putting a larger focus on the product's quality as well as its level of safety. As a result of a change in consumer preferences, there is a possibility that demand may increase for Michelin tyres, which are known for their great quality, longer lifespan, and high level of safety.
New requirements for tyres are emerging in response to the growing market share of electric cars and autonomous vehicles, including a lower rolling resistance to improve fuel economy and mileage, as well as the capacity to tolerate greater levels of torque. If Michelin produces goods that are tailored exclusively for these cars, there is a good chance that the company's tyre output will increase (Ellickson, 2013).
Because shopping online is so convenient, an increasing number of individuals are doing their tyre shopping from the comfort of their own homes. It is possible that Michelin's ability to offer a straightforward and problem-free method of online shopping will have an effect on the company's revenue. In view of the present state of the economy, a significant number of customers are actively searching for items that provide the most value for their money. Michelin tyres may have a higher initial cost, but since they have a longer lifetime, it's possible that owning a set of Michelins may wind up costing less altogether. In this specific scenario, Michelin may stand to gain from this.
[bookmark: _Toc134560602]Consumer expectations of price
It is possible that consumers' expectations about future prices will have a significant influence on the present level of demand. Customers who believe that prices will go up in the not-too-distant future may choose to purchase a product or service right now rather than postponing their purchase and accepting the possibility of having to pay a higher total cost. On the other hand, the likelihood of such a situation occurring increases when customers put off their purchases in the anticipation of a decrease in cost.
There are a variety of aspects that might influence the expectations that customers have about the passenger vehicle tyres that Michelin manufactures. There are a wide variety of possible materials that may be used to make tyres, including rubber, steel, and synthetic materials. There is a possibility that the prices of these inputs will shift. Consumers should prepare themselves for an increase in the cost of tyres in the event that the costs of the raw materials used in their production go up (Baker, 2003).
Price changes may occur as a consequence of larger economic circumstances, such as inflation or adjustments in import/export tariffs. These factors may also cause price shifts directly. Once customers are aware of these tendencies, it's possible that their future spending on tyres may change.
The declaration by Michelin or one of the other major tyre manufacturers that they will raise or lower their prices might cause a shift in the expectations that customers have for the company. It is generally known that the price of tyres may change depending on the season. For instance, in the autumn, both the price of winter tyres and the amount of demand for them tend to go up.
[bookmark: _Toc134560603]Demographics
The demand for a product is heavily influenced by the total number of people who may potentially purchase it in a certain market. This aspect of the population's composition may be influenced by a variety of variables, including but not limited to population growth, changes in the age structure, rates of urbanisation, rates of automobile ownership, and economic development. In addition, the urbanisation process is a significant contributor to this demographic pattern. There have been a lot of shifts in social norms recently that might have an effect on the market for passenger vehicle tyres manufactured by Michelin. At Michelin, the majority of workers are of the male gender. At Michelin, there are a total of 74% males working there, however there are only 26% women working there. There are individuals of a variety of colours and ethnicities working at Michelin, although the bulk of them are white. The majority of employees at Michelin are between the ages of 20 and 30, making this age range the most common one. According to www.zippia.com (2022), 44 percent of Michelin's workforce consists of employees who are between the ages of 20 and 30.
 The age group of less than 18 years old is the one that constitutes the smallest percentage of Michelin employees. According to www.zippia.com (2022), just one percent of Michelin's workforce comprises of individuals who have not yet reached their 18th birthday.
There is reason to believe that there will soon be an increase in the number of purchasers in the market for vehicles and, by extension, tyres as a result of increases in both the global population and the number of people living in urban areas. There are a number of feasible alternatives to private vehicle ownership, including public transportation, ridesharing, and carsharing, all of which have the potential to lower the demand for automobiles and tyres in highly populated regions (Aigner-Walder, 2015).
There is a correlation between younger populations having greater rates of automobile ownership, which might lead to a rise in demand for tyres. However, tastes change with age, and younger customers may be less dedicated to a certain mode of transportation than older consumers are (Severen, 2023). In developing nations, rising per capita income and improvements in transportation infrastructure may lead to higher rates of car ownership, which in turn drives up demand for tyres. Developing countries also tend to have lower rates of car ownership than developed ones do (Klein and Smart, 2017). However, as people in industrialised countries move away from vehicles and towards alternative kinds of transportation, the number of cars on the road will drop, and with it, the need for tyres. The transition to electric autos may have an impact on the market for tyres due to the fact that electric vehicles often need specialised kinds of tyres.
[bookmark: _Toc134560604]Task 3 Indicate demand is more elastic or more inelastic
[bookmark: _Toc134560605]Substitution Effects. Luxury vs. Necessity
For a good reason, Michelin's passenger vehicle tyres are among the most well-known brands in the business. Keeping you and your passengers safe while driving is one of the primary responsibilities that these tyres fulfil. The degree to which one considers them to be a luxury as opposed to a necessity may differ from person to person.
Because of their excellent quality, superior performance, or specialised design, tyres created specifically for electric or luxury cars, for example, have the potential to become even more of a status symbol than they currently are. This is particularly true if there are alternative solutions available that are less expensive but yet ensure the same degree of safety and performance as the original choice. In the event that Michelin decides to raise prices, there is a greater chance that customers may migrate to a competitor brand that offers cheaper rates. Customers that place a higher priority on the quality, lifespan, and safety of their tyres will probably consider purchasing Michelin tyres to be more of a must than a desire in their tyre purchases. Demand may be less elastic than usual because consumers are less inclined to switch brands in reaction to a change in price.
[bookmark: _Toc134560606]Income Effects. Percentage of income
Even while the initial investment in a set of new tyres may seem substantial, the cost of this purchase is often amortised over the course of the tire's useful life. The majority of customers, even those with incomes in the middle-class to the upper-class range, spend just a tiny fraction of their total disposable income on tyres, which suggests that the level of income has little influence on the demand for tyres.

On the other hand, if a client has a salary that is much lower than the average or if they find themselves in a scenario where they urgently need to replace their tyres, the price may be a greater proportion of their total income. In light of the fact that customers may be more sensitive to changes in price and more willing to investigate other choices, demand may be more elastic than is normal under these circumstances.
It is also important to note that Michelin provides a variety of tyres at varying price points. This helps the company attract customers who have varying amounts of discretionary money as well as customers who are price conscious. The elasticity of demand for passenger vehicle tyres manufactured by Michelin may vary based on a number of circumstances. These factors include the income of the consumer, the customer's evaluation of Michelin's tyres in comparison to alternatives, and the particular kind of tyre that is in question. On the other hand, the fact that tyres are an absolute need and Michelin has a well-established reputation both imply that demand will be somewhat inelastic as a whole.
[bookmark: _Toc134560607]Value-Based Pricing
Value-Based Pricing is a pricing strategy that puts more of an emphasis on the customer's perception of the value of a product or service rather than the actual cost of production or the rates paid by other businesses operating in the same industry. This is in contrast to Cost-Based price, which bases price decisions on the rates charged by other companies operating in the same industry. In the case of Michelin, determining prices for tyres would include basing those prices on the perceived value that the Michelin brand and reputation bring to the company's products in order to attract customers.
When people think of the value of Michelin tyres, they think of its high-quality design, extended lifetime, and many built-in safety features. These are the things that customers think of when they think of the value. People who are enthusiastic about cars, have high-performance vehicles, and place a high priority on safety often make the decision to buy Michelin tyres. These tyres are highly coveted for the performance and safety advantages they bring; thus Michelin is in a position to profit on this value offer.
Because they are basing their prices on the perceived value of their products or services, companies like Michelin are able to maintain better profit margins and price points even in very competitive marketplaces. This strategy is based on the idea that consumers are willing to pay a greater price for a product if they perceive that the product is of good quality and if it meets both their criteria and their expectations. Because Michelin focuses on the perceived value of its tyres rather than aiming to compete only on the basis of price, the company is able to charge prices that properly reflect the value that its brand delivers to the consumer market. This allows Michelin to charge prices that accurately represent the value that its brand offers to the consumer market. To ensure that the quality of Michelin's products continues to meet the requirements of its customers and to provide the sort of value that justifies the choice of the firm to offer those products at a higher price, the company will need to implement a number of preventative measures. It is possible that Michelin may implement a premium pricing structure for its most environmentally friendly tyres, which are ones that are mostly made of renewable or recycled materials.(Michelin, 2023) This would be a direct consequence of the increasing demand for products that are beneficial to the environment. This would make Michelin's commitment to taking responsibility for its impact on the environment even stronger, and it might perhaps help offset some of the costs involved with manufacturing these goods in a more sustainable manner (Michelin, 2023).
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