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[bookmark: _Toc139656468]Introduction
Virgin is famous in the airline industry which is created by Sir Richard Branson in 1984, offers holiday packages, air travel, and membership perks. Business and leisure travellers are served by the company. Virgin's customer service has propelled them to the top of the airline business. This report will analyze how customer income, tastes, and expectations, as well as the cost of alternatives and complementary commodities, affect Virgin's international flight market equilibrium. The purpose of this report is to analyze how these variables affect Virgin's flight demand and recommend a pricing plan.
[bookmark: _Toc139656469]Task 2.1: Factors Affecting Demand
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Figure 01: Price Elasticity of Demand (Cigliano, 1980)
[bookmark: _Toc139656470]Price of substitutes
The price of competing services is a major factor in how popular Virgin's overseas flights are. A substitute is a suitable alternative to the original that can fulfill the same functions. Alternatives to Virgin's international flights include those offered by other airlines that operate on similar routes and provide comparable services (Hortaçsu et al., 2021). Availability of less expensive options could hurt demand for Virgin flights. When there are other airlines offering similar flights at lower prices, customers are less likely to choose Virgin. Customers who prioritize cost savings over all else fall into this category. Demand for Virgin could therefore decrease if customers shift to less expensive options. However, if the cost of competing services increases, it may boost demand for Virgin Atlantic's flights (Wei et al., 2017). Since competitors sometimes charge more expensive rates, customers may see Virgin as a better deal. As a result of passengers' willingness to pay a higher average rate, demand for Virgin Atlantic flights may increase under these conditions.
[image: Effects of price changes on substitute goods. An increase in demand for pencils (a shift to the right in the demand curve) results in a decrease in demand for pens (a shift to the left of the pen’s demand curve). Thus, the change in total resources going towards the pencil meme comes at some expense in the total resources going towards pens (as indicated by price fluctuations)]
Figure 02: Effects of price changes on substitutes (Castillo-Manzano et al., 2015)
[bookmark: _Toc139656471]Price of complements
The number of individuals who book international flights with Virgin is significantly affected by the price of add-ons. When added to a Virgin flight, these extras elevate the travel experience. Travel-related extras include things like hotel stays, shuttle service to and from the airport, trip cancellation insurance, and more (Brueckner and Flores-Fillol, 2020). Demand for Virgin Atlantic flights could rise if oil prices were to fall. Travel bookings increase when consumers are able to save money on hotel, transportation, and other services. An uptick in interest from passengers may raise the demand for flights operated by Virgin. However, if Virgin increases its fees for optional services, fewer passengers may choose to fly with the company. Consumers may spend more on their trips as a whole if the cost of lodging and other incidentals rises. Potential passengers may be put off from booking flights with Virgin and may look for other, less expensive options or even cancel their trips as a result. Virgin can work with partners in the travel sector to offer bundled packages or discounted rates to offset the negative effects of rising supplement pricing. Virgin may offer its consumers a more convenient and affordable vacation package by forming relationships with hotels, car rental agencies, and other service providers (Ma et al., 2020). This strategy has the potential to keep and perhaps raise demand for Virgin's flights by reassuring customers that they are getting a good deal when they book with Virgin.
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Figure 03: Complementary goods vs Substitute goods (Brueckner and Flores-Fillol, 2020)
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The demand for Virgin Atlantic's overseas flights is highly sensitive to consumers' disposable income. Income fluctuations have a direct impact on people's ability and inclination to spend money on aeroplane tickets. Demand for Virgin Atlantic flights tends to rise as personal disposable income rises. When people have more money coming in, they may put more of that money towards travel, whether for pleasure or work (Krämer et al., 2018). Therefore, individuals are more inclined to view flying as a practical means of transportation. Demand for Virgin Atlantic flights may increase as a result of this rise in disposable income, especially among those customers who place a premium on Virgin's high standards of service, amenities, and reputation. 
The demand for Virgin's flights may fall if consumers' disposable income drops. It is common for people to reduce their discretionary expenditure, which includes vacations, during economic downturns and times of financial insecurity. A drop in demand for flights is possible if people start viewing air travel as a luxury they can't afford. Virgin can mitigate the effects of fluctuating consumer income through the use of price discrimination and other pricing practises (Fu et al., 2014). During periods of economic growth, the company can target customers with increased spending power by emphasising the safety, luxury, and originality of their flights. In addition, they can provide incentives for repeat business or leisure travellers with special rates and loyalty programmes.
[bookmark: _Toc139656473]Consumer tastes & preferences
Demand for Virgin's overseas flights is heavily influenced by consumers' whims and preferences. Virgin must recognise and respond to shifting consumer tastes if it is to keep seeing robust demand for its products and services. Travel patterns, technological developments, and societal shifts can all have an impact on consumer choices. For instance, eco-friendly vacations are becoming increasingly popular (Choi and Park, 2020). More and more customers are looking for airlines that are committed to sustainability because they want to minimise their own influence on the environment. Virgin, well-known for its dedication to sustainability, can use this pattern to its advantage by attracting eco-conscious customers. 
Demand for Virgin Atlantic flights is also affected by customers' desires for particular types of vacations, services, and amenities while in flight. Virgin may appeal to the preferences of discriminating travellers who place a premium on a superior travel experience by providing amenities like spacious seats, in-flight entertainment, Wi-Fi, and friendly service. Demand may rise if passengers see advantages in flying Virgin compared to competing airlines. The demand for Virgin's flights is also susceptible to shifts in consumer preferences for locations (Lucchesi et al., 2015). There may be higher demand for flights to some places if they become more well-known or enjoy an uptick in tourism. By keeping an eye on and reacting to changing consumer preferences in air travel, Virgin can increase its share of the market as new patterns of travel emerge.
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The demand for Virgin's overseas flights can be considerably affected by consumers' price expectations. Demand for flights and other purchases can be affected by consumers' anticipation of future price changes. There may be an increase in demand in the short run if consumers believe that the price of a Virgin flight will rise in the future (Ahmetoglu et al., 2014). Consumers may book their flights quickly at the current rate in anticipation of a price increase. Because of this, there may be an increase in demand just before the price increase. On the other hand, demand can increase if customers believe that future Virgin flight prices would be lower than current ones. Customers might put off purchases until they find a more favourable rate or promotion. As a result, demand in the short term may be dampened as customers put off purchases in the hope of finding a better deal elsewhere.
Using strategic pricing methods and channels of communication, Virgin may better manage customer price expectations. They can launch time-limited promotions to encourage early booking and capitalise on the peak booking season. Customers can rest easy and adjust their spending as needed in the event of fare increases or decreases if more versatile payment choices are made available to them, such as refundable or transferable tickets (Sihite et al., 2016). In addition, proactive and open communication about price changes can aid in taming customer expectations. Virgin can alert clients in advance of a planned price increase, giving them time to make other plans or book flights at the current rate before the price goes up.
[bookmark: _Toc139656475]Demographics
The number of potential customers can have a major bearing on the interest in Virgin's transatlantic flights. The size and make-up of the target market might be affected by demographic fluctuations like population increase or changes in the make-up of the age groups. Demand for Virgin Atlantic flights can rise if the number of people who are likely to purchase airline tickets increases. This includes frequent flyers and people of a certain age range (Shiwakoti et al., 2022). New business possibilities may arise as a result of an increase in population or the development of a new demographic of air passengers. Virgin can take advantage of this by adapting their marketing techniques and adding new flight routes to meet the needs of a changing customer base.
If fewer people are interested in taking Virgin Atlantic flights, demand for the airline's services could decrease. Population reduction, economic downturns, and demographic shifts are all factors that might impact the size of a market (Aigner-Walder, 2015). Virgin may need to reevaluate its advertising strategy and explore potential new markets in order to meet rising demand. Socioeconomic factors, such as household income, personal travel preferences, and motives to take a vacation, can also impact the demand for flights. The necessity for flexible flight itineraries is exacerbated by the rise of digital nomads and the number of businesses who must travel regularly. With this information, Virgin can target specific demographics with its products and services.
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The elasticity of demand for Virgin Atlantic's international flights is extremely sensitive to substitution effects.
Luxury vs. Necessity: Depending on the circumstances, consumers may classify air travel as either a luxury or an essential. In some cases, including medical emergencies or business visits, air travel is the only option. If a customer had a positive experience with Virgin, they are more likely to buy a more expensive ticket from Virgin than to look for a cheaper alternative (Dominique-Ferreira et al., 2016). Some people only fly on vacation or for other non-essential journeys because they view it as a luxury. It's possible that customers will be more price-conscious in these situations due to the abundance of available transportation alternatives.
Demand price elasticity depends on substitute availability and appeal. The demand for Virgin's flights may be more elastic if there are many other airlines offering similar routes and services at reasonable costs (Dominique-Ferreira et al., 2016). If Virgin can set itself apart from the competition by providing superior service or unique amenities, it will be able to lower demand elasticity and increase its market share. Virgin can control for price elasticity of demand and substitution effects by focusing on service differentiation and improvement. Virgin may decrease the perceived alternatives to their flights and increase demand for them by continually enhancing passenger experience, providing unique perks, and investing in service quality (Labandeira et al., 2017). Customers are less likely to transfer brands for cheaper alternatives if they are familiar with and committed to the company's products and services through focused marketing and loyalty programmes.
[bookmark: _Toc139656478]Income Effects
The price elasticity of demand for Virgin's international flights is also affected by income effects. Consumers' price sensitivity and the elasticity of demand are both affected by the proportion of income that goes towards paying for flights.
Percentage of income: Spending on airfare as a percentage of income varies widely between individuals and organisations. The expense of air travel may constitute a bigger portion of disposable income for some consumers, especially those with lower salaries. When this occurs, there is typically more wiggle room in the market for Virgin Atlantic flights. Changes in cost, however slight, can have a profound effect on the purchasing power and preferences of these customers (Rosenthal, 2014). Because of this, individuals can react more negatively to ticket hikes and seek for less expensive options or perhaps stop flying entirely. Conversely, those with more disposable income may be able to put less of their money on airfare. The demand for Virgin Atlantic flights in this market is relatively inelastic. Customers in this demographic have a lower sensitivity to price changes and are more likely to pay a premium for the comfort, safety, and luxury provided by Virgin. Since airfare still accounts for a lesser share of their total budget, price rises may have less of an influence on their vacation plans (Schiller and Gebhardt, 2016).
Virgin has a number of options at its disposal for dealing with the ripple effects of income and the price elasticity of demand. Virgin can increase affordability for price-conscious passengers by offering discounted flights, incentives, or adaptable payment alternatives. Virgin may win over price-conscious customers who might otherwise choose a less expensive alternative or put off their trip altogether by offering attractive value-for-money options like off-peak discounts and advance purchase packages (Zhang et al., 2017). Virgin can highlight the value proposition and special characteristics of its flights to customers with greater incomes. For Virgin, this means setting themselves apart from low-cost carriers and other competitors by emphasising their superior service, comfort, facilities, and overall travel experience. Virgin is able to keep the loyalty of clients ready to pay a premium for its services because of the company's unwavering commitment to quality and elegance.
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The examination of demand and price elasticity led to the recommendation of a strategic and adaptable pricing policy for Virgin's foreign flights, one that takes into account different market dynamics and different types of customers.
Dynamic Pricing: To maximise profits and customer interest, Virgin should implement dynamic pricing schemes. This entails modifying rates according to variables such as time of year, changes in demand, booking patterns, and individual tastes (Baker, 2003).
Market Segmentation: Business travellers, vacationers, and frequent fliers are just a few examples of market segments that Virgin can target with different price tactics. Some examples of this kind of pricing strategy include loyalty programmes that provide special perks to frequent flyers or reduced fares for frequent business travellers (Shiwakoti et al., 2022).
Promotional Campaigns: Virgin should deliberately use promotional programmes to boost demand in slow seasons or when the company is experiencing low activity. Virgin may attract budget-conscious passengers and get them to book flights during off-peak times by offering special bargains, such as discounted fares or bundles (Castillo-Manzano et al., 2015).
Value-added Services: Virgin needs to differentiate itself from rivals by providing high-quality, distinctive services. Virgin can charge higher fares and yet find clients willing to pay for the premium experience it provides by emphasising comfort, convenience, and entertainment on its flights (Dou et al., 2016).
Strategic Partnerships: Hotels, vehicle rental agencies, and travel insurance firms are all good examples of complementary service providers with which Virgin should form strategic alliances. Virgin can attract more passengers by providing more value to its consumers through the bundling of services and the giving of discounted rates or special packages (Brouthers et al., 2015).


[bookmark: _Toc139656480]Conclusion
In conclusion, knowing what drives and what keeps Virgin's foreign flights in equilibrium is possible only through a thorough examination of demand. Demand for Virgin's flights is heavily influenced by factors like the pricing of replacements and complements, consumer income, tastes, expectations, and demography. By taking these into account, Virgin will be able to design a pricing strategy that is in step with the dynamics of the market and consumer preferences. Virgin can attract and maintain customers while maximising income by implementing strategic pricing techniques include monitoring competition pricing, offering bundled products, and considering price elasticity. Virgin is able to succeed in the highly competitive airline industry because of its willingness to change with the times and the tastes of its customers.
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