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[bookmark: _Toc80549893]Introduction 
Rolls Royce is a luxury multinational company working in aerospace and defence. The company was established in 1904 and since then it has introduced numerous luxurious products in the market including cars, planes, rockets, engines, and such. The company’s product has huge demand in the eyes of elite people who has trillions of dollars or pounds to spend on owning luxury edition. This report is focused on describing Rolls-Royce as a demanding company, its product: Rolls-Royce Ghost demand in the market, and price elasticity of the product. 


[bookmark: _Toc80549894]About Rolls-Royce
Rolls-Royce is a British Luxury car and aero-manufacturing business established in 1904 in Manchester, the UK by Charles Rolls and Henry Royce. The company built its reputation as superior engineering by manufacturing the best cars in the world. The company has built its reputation so strong that it has eventually become an unstoppable company in the world which is rather infective to the price elasticity in the market by selling luxury cars and limited editions for ultimate rich people. The selling price of the products of the company starts at the rate of above £300,000 (Rolls-Royce, 2021). The motor company is now under another luxury car seller company BMW in 1980 due to economic loss. 
Rolls-Royce started to manufacture electrical and mechanical cars in 1884. And the first car introduced in the market was a two-cylinder Royce 10. The cars instantly caught the attraction of many and in 1904 Henry Rolls agreed to take all the cars Royce can make. The first model of the 10HP 2-cylinder model sold at an amount of £395 which is worth £45,000 now (Rolls Royce Magazine, 2019). The company made 20HP4-cylinder, 15HP 3-cylinder, and 30HP 6-cylinder models that are now worth above £100,000. The company has introduced products such as Phantom, Wraith, Silver Cloud, Corniche, Silver Shadow Monocoque, Bently, HP, Twenty, and Silver Ghost. 
The paper will specifically focus on the recent introduction of the Rolls-Royce Ghost edition which was first introduced in the market during 1906-1925. Due to the pandemic, the sales of Rolls-Royce were down in 2020 and yearly sales decreased to 3,047 cars which was again increased by 67% and delivered 1,380 cars in the first quarter of 2021. The company’s new Ghost model started its sales price at £330,000 (Dorian, 2021). As the rich people couldn’t spend money during lockdown and quarantine, so they are ready to spend a lot to increase their car collection. The car has an exclusive optional LED interior roof to simulate a starry sky. 


[bookmark: _Toc80549895]Identification of demand and market equilibrium 
[bookmark: _Toc80549896]Price of substitute
Based on the price competition Rolls-Royce is indeed a price cut car selling company. Rolls-Royce has recently introduced the Ghost edition in the market which grabbed the attention of the rich people. But due to covid-19, many aristocrats are unable to pay the price. This has reduced the affordability of purchasing Rolls-Royce in 2020 and this opportunity was highly taken by substitute companies such as Range Rover, Mercedes M-class, Volvo XC90, Porche Cayenne, and DS 7 Cross back. Starting price of Rolls-Royce Ghost cars at £330,000 which is very high than the substitute company price (Frank, 2021). It influences the affordability of many customers. 
The closest substitute for Rolls-Royce is Range Rover and its price starts at £100,000. It is much affordable for the customers. This can be the second option for luxury lovers. Even the early models start at £50,000. The second substitute can be Mercedes M-class which is named GLE and sold at above £50,000. Even the cars provide enjoyable rides and quality. The 3rd substitute for Rolls-Royce can be Porche Cayenne which deals from £35,000. The company’s products are less than 15% of Rolls-Royce. Then comes the final substitute Volvo XC90 which starts at £16,490 that offers a family car experience. Still, the cars are not at the level of Rolls-Royce. 
[bookmark: _Toc80549897]Price of complements 
As much as the completed Rolls-Royce looks, manufacturing one Rolls-Royce can take more than 6 months to make as every part of the car is crafted by hand. The company puts extra care and special attention into each component of the car. This is the reason why the price of the cars such as Ghost is so inflated that may range from £300,000 up to £1,110,000 (Rolls-Royce Motors, 2021). Even the most priced car of Rolls-Royce is sold in 4 to 5 billion. Rolls-Royce Ghost manufacturing requires exterior crafting, décor and lighting, interior crafting, leather, wooden craves for panelling, and painting and polishing. Therefore, complementary parts of Ghost are leather, wood, interior lighting to resemble a starry sky, car wax, radiator Grille. 
These complementary products are purchased from high-quality suppliers. Most of the time Rolls-Royce company supplies their products that complement their car. The leathers used in the car are the finest leather that is also named Corinova leather crafted by Bespoke Crafts and the farms that supply the leather for the cars can be worth over thousands of pounds. The wood is taken from India’s Malabar teak woods which are exported to Rolls Royce and is used in the Ghost and Phantom series. Each wooden piece for shelling the car may be worth £2000 to £2500 (Krishna, 2021). The demand for teak woods is at an all-time high for luxurious car interior design. 
[bookmark: _Toc80549898]Consumer income
As Rolls-Royce company deals with cars that are sold to people who own trillions of pounds or dollars of money, so the company sets the price of each car at a rate which only the richest of the rich can afford. But currently, the pandemic has hit hard in the UK. The company had to temporarily stop their manufacturing and production of cars. Moreover, the national income dropped by 20% and even the hourly payment decreased by £10-£20 (ONS, 2021). Therefore, the demand for such luxurious cars also dropped and affected the business of Rolls-Royce. Still, the rich had their money saved for the time being to spend in 2021.
During the first quarter of 2021, the income of consumers has increased a little bit which is not appreciating. But the consumer income in the case of Rolls-Royce customer segment has increased as they didn’t get the opportunity to spend. This positively influenced the demand for Rolls-Royce Ghost and Phantom edition. The demand of consumers increased by 62% compared to the demand in 2020 (Dorian, 2021). Even the company was able to sell 1380 cars in the first quarter as it annually produced 4,000 cars on average. 
[bookmark: _Toc80549899]Consumer taste and preferences
The taste and preference of consumers have changed dramatically due to the pandemic. Most of the consumers of Rolls-Royce are looking for aesthetic outlooks and designs in their cars that will be unique from others. Rolls-Royce provides an opportunity for the customers to customise their products as the dealing is done in millions of pounds and so much freedom is considered as a right to customers (Rolls Royce Magazine, 2019). Although, the pandemic has also changed the preferences of purchase decisions which has partially affected the demand and price of the products of Rolls-Royce. The pandemic has forced the company to sell their cars for £200,000 which is the lowest range for sale. 
But the low price may show that the quality and the standard of the Rolls-Royce brand dropped being part of a luxury brand. Hence, the price has been pushed back to a higher range by introducing a remodelled version of the Rolls-Royce Ghost Series 2021 at £330,000 to higher based on customisation (Skwarczek, 2021). To meet with the aesthetic demand Ghost edition included a LED lighting on the ceiling to resemble a starry night. Not only the car is more expensive but also it has a wider and longer seating area than previous-gen cars, all-aluminium chassis that has granted Ghost some new features.  
[bookmark: _Toc80549900]Consumer expectations of price 
Consumer expectation is highly influenced by macro-environmental changes. Any negative change can change their expectation on price (Aigner-Walder, 2015). But it is not the same in the case of luxurious items as it is not a necessity or needs to lead life, it only makes it comfortable or glamorous. Looking ahead, customers of Rolls Royce expect the price of the cars in this case Ghost edition to increase instead of decrease. Because a luxurious brand holds its position by offering greater standard and quality products along with service that will not become worthless just by introducing a new version or modified one. Hence, it is seen that the demand for Rolls-Royce Ghost will be positively influenced. 
The expected price of Rolls-Royce Ghost is to be above £300,000 (Skwarczek, 2021). During the pandemic, the price was lowered to £200,000 due to loss of income, unemployment, low purchase of luxury cars, and such. This has affected the reputation of the company to sell below the expected price range only to meet the expenses. Therefore, the company introduced a new item in their collection with new features and designs to be sold as a limited edition. The price has been set higher which caught the attention of many rich customers and the company expects the rise of demand during the 2nd and 3rd quarters of 2021 than the demand was during 2020. 
[bookmark: _Toc80549901]Demographics
The customer segment of Rolls-Royce includes government and world-leading corporations, even the royals are also part of the core customer segment of Rolls-Royce. The company maintains the relationship based on trust, expertise, world-class service and partnership. The company manufactures only 4,000 cars each year which may vary depending on demand as each car is crafted by hand that may require up to 6 months to manufacture completely (Rolls-Royce Motors, 2021). With the support of capitalism, the number of rich people is slowly growing but only 3% of the global population are considered to be the wealthiest. This number is rising as the income of higher-class people is increasing too who hold 20-25% of global wealth. 
It is by far positively influencing the demand of the cars of Rolls-Royce and Ghost series. Hence, the car has offered exclusive features of an environment purification system, 18 speakers, 152 LED lights connected to 90,000 laser-etched dots to create a galaxy of stars and a Ghost logo, an aluminium shell, Malabar teak wood, etc. (Dorian, 2021) The company has tried to represent its 116 years of history in the product only to meet the demand of the customer segment. During the 1st quarter, the demand increased by 62% which is extending to rise well into the second half of 2021 expected by the CEO of Rolls-Royce. 
[bookmark: _Toc80549902]Indication of price elasticity of demand 
[bookmark: _Toc80549903]Substitution effect- Luxury vs. necessity 
From the price and features explained above of the product of Rolls-Royce: Ghost car, the product is indeed a luxury product. 
Necessity is a term that is used for stating a situation or fact which is unavoidable. Necessity is those products or services that are indispensable and required to live (Krugman et al., 2021). Food, clothing, shelter, income, etc. are a necessity. Some products are of a different price range but offer similar service can be distinguished between necessity and luxury. Luxury is a term used to define the state of great comfort and extravagant living. Necessity is the stage of being in need but luxury is a state of being in demand. To transport from one place to another 
need’s transportation. Transportation facilities can be provided via walking and riding. In this case, riding is considered for long-haul transportation. There are cheap means and expensive means. Cars can be used for transport from one place to another which can be rented or bought. The buying pattern differs in terms of necessity and luxury. For transportation purposes, a normal bought car can fulfil the need. But people who have more money will use luxurious means for transportation. And here is the difference. 
Rolls-Royce Ghost entry-level sells for £330,000 where a Geely GE sells for £30,000 (Chauhan, 2018). But both serve the purpose of transport. Here, Rolls-Royce is luxury as it represents the means of luxury and Geely GE is a substitute of necessity. Therefore, necessity is affected by price as people with less income aim for necessity and people with wealth aims for luxury and they are not affected by the price as much as the necessity customer people are affected. Hence, a luxury product indicates that the demand will be inelastic compared to necessity products. People aim at luxury from the point of adding extra comfort to their lives. 
[bookmark: _Toc80549904]Income effect- the percentage of Income 
Being a luxurious brand, Rolls-Royce Ghost purchases represent a small portion of the consumer’s income. Although, the price is high as one can buy a copy of 10 similar cars using the money to purchase a single car from Rolls-Royce. Therefore, it is indeed a brand loved by royals, governments, aristocrats, celebrities, businessmen, corporates, and such who have lots of money idle in their bank accounts. People whose income is above millions of pounds or dollars purchase such luxurious items only to show off. Therefore, the purchase of the car represents a small portion of their income. As a result, the consumers may have the opportunity to demand it even during inflation or economic depression if it is not highly effective. 
In short, this factor indicates that the income of such customers doesn’t influence their demand for such products resulting to be more inelastic (Lascu & Clow, 2012). The demand is not highly affected by the income of the customers. This is the outcome which was shared by the CEO of Rolls-Royce that the demand for cars increased by 62% at the first quarter of 2021 and is expected to rise more during the 2nd quarter of 2020 as the orders for cars are extending. The pandemic has influenced the income of people greatly as layoff and shutdown drastically took place. Products and services of necessity are influenced by income. For example, people will not purchase cars who has recently lost the job because it will take a large percentage of their income. But people who have idle money to spend on luxury products will eventually purchase them when they feel the desire to purchase.  
[bookmark: _Toc80549905]Suggested pricing policy
From the analysis, it can be said that Rolls-Royce uses a cost-based pricing policy based on the materials and the time required to manufacture the Rolls-Royce Ghost. A cost-based pricing strategy is based on the cost of manufacturing, distributing, and selling the product plus the rate of return of the product. The price then is determined by the unit cost of the product that also includes the profit the company wishes to be earned by selling the product (OECD, 2015). Hence, the value is not considered and the cost of the product along with the price is focused on. Such a method doesn’t offer much profit to the company. This is the reason why Rolls-Royce was sold to many other corporates in the past. 
To avoid such a situation, the company can customer a value-based pricing method. This is a pricing strategy that concentrates on the customer’s value of the product. Rolls-Royce can use this strategy to price its new edition Ghost. In this method, the price is set based on the effort customer values the benefit of the product (Loureiro & Kaufmann, 2016). Using this strategy, the price is determined at the time of establishing the marketing mix rather than the product is designed and sold. Based on demand and trends the price may vary. Hence, the product can be sold at a higher price than the expected amount of cost occurred. This way the price can be determined at any range as the customer will pay any price to receive the value satisfaction. This way Rolls-Royce can retrieve the money lost in 2020 and earn higher profit based on demand. 


[bookmark: _Toc80549906]Conclusion 
A product’s lifetime in the market can be defined by the demand and need. The higher demand represents the popularity of the product vice versa. The product can also be influenced by the price and income condition which shows whether the product is elastic or inelastic. Rolls-Royce is a luxury brand that is highly appreciated by higher-class people. The demand for the product is inelastic as the customers of the cars it sells have a higher income range. As a result, price change doesn’t influence the desire to purchase. By following a value-based pricing strategy the company can earn more profit.  
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