1

1

Management Economics



Written Report: Rolls Royce
Nikolay Uchkunov

2030588













Business Description
Rolls-Royce is world-renowned for its unparalleled extravagance and craftsmanship, advertising top-tier vehicles for clients worldwide. Founded in 1906 by Charles Rolls and Henry Royce, the company has maintained its position as a benchmark of excellence for over a century, resulting in cars with bold designs, stunning interiors, and extraordinary performance. Rolls-Royce utilizes different progressed innovations within the design and building of its vehicles, always striving to create the most prosperous and luxurious cars in the world. The company prides itself on its commitment to quality, precision, and innovation, delivering vehicles that give an ultra-luxurious and exclusive experience (Royce, 2018, p. 2018). Rolls Royce’s flagship automobile is the Phantom, a statement car with power, style, and elegance. Featuring a powerful 6.75-litre V12 engine, the Phantom can accelerate from 0-60 mph in 4.7 seconds, yet still giving the refinement and comfort one expects from a Rolls Royce.  The signature grille and imposing hull are complemented by the all-new Spirit of Ecstasy hood ornament, while the vehicle’s rear features a luxurious, opulent interior. The Phantom is also packed with the latest technology, such as digital screens, multi-zone climate control, hands-free parallel parking, and more. Combined with the finest materials and craftsmanship, the Phantom offers an unmatched driving experience. The Rolls Royce Phantom is an ultimate symbol of luxury, providing customers with a car that exudes style and exclusivity. It is a status symbol that will ensure you stand out from the crowd and offer an unmatched driving experience.
I chose Rolls Royce as my chosen product because they have been crafting quality vehicles and aero engines for over a century and have solidified themselves as a leader in luxury and style. I have always admired their dedication to innovation and quality craftsmanship while recognizing the importance of having an aesthetically pleasing vehicle. I also like that they are a top choice amongst celebrities, royalty, and other discerning customers looking for luxury and style. Their cars are meticulously crafted, with the most luxurious materials available, to create an attractive interior and exterior (Royce, 2018, p. 2018). Moreover, Rolls-Royce makes vehicles with the most recent modern technologies and features, guaranteeing that customers get the most out of their Rolls-Royce experience. Ultimately, their vehicles represent the apex of extravagance and modernity, making them the perfect choice for someone looking for extreme sophistication and luxury.
Demand and Market Equilibrium.
Price of substitutes
Rolls-Royce produces high-end luxury vehicles. Automobiles are undoubtedly their main product, with high-end cars like the Wraith and Ghost being their flagship models. A substitute for Rolls Royce automobiles would be other luxury cars. Many auto manufacturers worldwide create luxury cars that compete directly with Rolls Royce vehicles, such as those made by Bentley, Porsche, Mercedes, BMW, and Audi (Bondarenko and Feoktistova, 2021). These vehicles offer comparative capacities and features but are often more affordable than their Rolls-Royce counterparts. The price of the substitutes provided by other automakers is predominantly lower than those of Rolls Royce. The cost of substitutes highly influences the demand for Rolls-Royce vehicles. The lower substitute prices lead to more customers opting for those vehicles over the expensive Rolls Royce offerings. When the costs of substitutes come down, it pressures Rolls-Royce to lower its fees to remain competitive. Thus, when the price of substitutes decreases, it directly affects the demand for Rolls Royce vehicles. Another factor affecting the demand for Rolls Royce vehicles is the quality the substitutes offer (Köseoğlu and Almeany, 2020, p. 10). Suppose the substitutes offer a rate comparable to that provided by Rolls Royce. In that case, more customers may opt for the reserves over the more expensive Rolls Royce offerings. This means the substitutes’ quality must be constantly monitored to remain competitive with Rolls-Royce vehicles.
Price of complements
A complement to Rolls Royce cars would be their associated services and products. These services include prestige auto detailing and maintenance, luxury chauffeur services, and aftermarket parts and accessories. Rolls Royce offers all these services along with their cars to give customers the whole experience of owning and driving a luxurious Rolls Royce. The demand for these services largely determines the price of the complements associated with Rolls Royce automobiles. As the demand for luxury services increases, the prices also increase. For example, if more people are willing to pay for a chauffeur service, the cost of these services can be anticipated to increase. Therefore, the prices of Rolls Royce complements tend to increase depending on the demand for luxury services and goods. The cost of complements associated with Rolls Royce automobiles can significantly impact their market. As these complements grow, customers may be less likely to purchase a Rolls Royce vehicle, as they will be paying more for their desired level of luxury.
Consumer Income
Rolls-Royce consumers come from very affluent backgrounds and can afford luxury vehicles like the Wraith or Ghost. As such, their income is increasing as the global economy improves. Many of these customers come from nations such as the United States, the United Kingdom, China, and Germany, all experiencing economic development, which suggests that their incomes are rising in tandem (van Hoek and Loseby, 2021, p. 1580) The increasing revenue of Rolls Royce consumers has a direct effect on the demand for their vehicles. The higher disposable income of these individuals allows them to invest in luxury items, such as a Rolls Royce vehicle.
Moreover, with more expendable income, these people are more likely to buy a more costly vehicle, such as the Ghost or Wraith, instead of a more affordable model. Additionally, with higher expendable wages, these buyers are more likely to invest in more advanced features and customizations, expanding the demand for Rolls-Royce vehicles. Overall, the increasing income of Rolls Royce consumers can help drive their demand for luxury vehicles.
Consumer tastes & preferences
Customers increasingly focus on luxury and comfort, wanting the most luxurious vehicles that money can buy. Younger customers also look for cars with innovative technology and a modern design aesthetic. As a result, Rolls Royce has to keep up with their customer’s changing needs and tastes, frequently introducing new features and designs to match the evolving demands of their customers. Rolls Royce’s customers’ changing consumer preferences directly affect the demand for their vehicles. Customers increasingly focus on luxury and comfort so that they may purchase an expensive Rolls Royce vehicle instead of a cheaper substitute.
Additionally, as younger customers seek more technologically advanced and modern vehicles, Rolls Royce must stay ahead of the competition to attract new customers. Finally, as sustainability becomes essential for many, Rolls Royce strives to provide environmentally friendly options for their customers. All these factors can help keep the demand for Rolls Royce vehicles high, allowing the company to proceed with its strong position in the extravagance car market.
Consumer expectations of the price of Rolls Royce
Looking ahead, it is difficult to say with certainty whether or not the cost of Rolls-Royce vehicles will increase or decrease. Ultimately, this will be decided by the market conditions, such as supply and demand, as well as the cost and quality of substitutes. If demand for luxury vehicles increases, or if the price and quality of substitutions decline, then it is likely that the cost of Rolls-Royce vehicles will increase as well (Kreutzer, 2023, p. 190). On the other hand, if demand for luxury vehicles decreases, or if the price and quality of substitutes increase, then it is likely that the cost of Rolls Royce vehicles will diminish. Additionally, the company’s ongoing innovation and cost-saving efforts could also affect the price of its cars.
Consumers’ expectations regarding the future price of Rolls Royce vehicles can significantly impact the demand for these vehicles. If customers anticipate that the cost of Rolls Royce vehicles will increase, then this may lead to an increase in demand, as clients try to buy these vehicles before the prices rise. On the other hand, if customers anticipate the cost of Rolls-Royce vehicles to diminish, they may choose to hold up and see if the prices are lower before acquiring one. This might lead to a decrease in demand for the cars. 
Demographics - Number of Consumers (Buyers)
The number of buyers of Rolls Royce vehicles is increasing, albeit slowly. The company reported global sales growth of 4% in the first six months of 2020 (Tonini, 2022). While this growth is not enormous, demand for Rolls-Royce vehicles is steadily increasing. The primary driver of this sales increase is the wealthier customer segment, who can access luxury models such as the Ghost and Wraith. In addition, the company’s reputation for excellence and its relentless commitment to providing unique and innovative solutions have helped to raise the brand’s profile. This has translated into increased demand from affluent consumers, who are looking for a luxury car that is both stylish and powerful (Buchholz et al., 2023, p. 1890). The expanding number of buyers of Rolls Royce vehicles may be a positive sign for the company. The expanded demand for their cars will help the company to grow its market share and stay competitive within the luxury auto market. In addition, the increasing demand for their vehicles will empower Rolls Royce to increase their costs, as they can now charge a premium for their cars due to the expanded market. This will allow Rolls Royce to capitalize on the increased intrigue in their vehicles and ensure that their items stay productive. 
Price Elasticity of Demand
Substitution Effects. Luxury vs. Necessity
Rolls Royce is a luxury car manufacturer known worldwide for its unique designs, opulent styling, and expert engineering. The company has built a reputation on the highest quality standards, creating the most luxurious and expensive cars. Rolls Royce’s products are highly inelastic in terms of price elasticity of demand. This means that the price is not affected by changes in demand. Rolls-Royce is a well-established brand, and its patrons are typically among the wealthiest individuals in the world (Jamali, 2022, p. 235). As a luxury item, Rolls Royce’s products are not exactly a necessity but more of an impulse purchasable item. Rolls Royce’s cars provide the ultimate experience of luxury and comfort, something that would not be easily replaced by a regular vehicle. They offer the highest exclusivity and the possibility for a signature style of individualized customization, from personalized paint jobs to interiors made from the best and rarest materials. The experience gained from owning a Rolls Royce goes beyond mere transportation and is considered a status symbol expressing wealth, taste, and sophistication. Due to the symbolic nature of Rolls Royce products and the fact that they are not regarded as necessary, substitution effects play a significant role in the demand for these cars. Although these cars are trendy in some countries, other countries may have an aversion to publicly displaying their wealth or have an abundance of alternative brands with equivalent financial value. As Rolls Royce is considered a high-ticket item, any changes in a country’s financial status and economic climate can affect its demand.
This factor indicates that the demand for Rolls-Royce cars is more inelastic. The fact that Rolls Royce’s cars are highly priced and are considered a high-ticket item implies that consumers are not likely to switch to other brands just because of minor price changes. Furthermore, high-quality and luxury products suggest that price changes will not significantly alter demand. Moreover, the potential for substitution with cheaper alternatives does not necessarily mean that demand is elastic. This is because Rolls-Royce cars are associated with a certain level of wealth, sophistication, and exclusivity that luxury alternatives may be unable to replicate.
Income effects. Percentage of income
Rolls Royce produces many cars, from the Phantom luxury sedan to the Cullinan luxury SUV to the Wraith Coupe. The cars can range in price from $200,000 to over $400,000. Rolls-Royce cars are considered luxury items and can represent a large portion of a consumer’s income. Purchasing one of these cars is usually a significant investment, and it makes sense that the price elasticity of demand is more critical than other products (Czinkota et al., 2021, p. 452). Generally, the higher the price, the less elastic it is, which means customers are less sensitive to changes in price. This is especially true for luxury items, like Rolls Royce cars. The income effects on the purchase of Rolls-Royce cars are also significant. These cars are typically considered for the upper-income levels, and customers would have to be able to afford the higher prices. As income levels go up, demand for cars such as the Rolls Royce will most likely increase, and those with the ability to make a large purchase may do so. Purchasing a Rolls Royce car represents much of the consumer’s income. The income effects and price elasticity of demand associated with these cars show that it is an expensive investment, and those who can afford it will likely do so. Inelasticity of request means consumers are less sensitive to pricing changes, especially with luxury items. The higher the price, the less elastic it is. This factor plays into the purchase of Rolls Royce cars, as they are typically considered luxury cars priced much higher than similar cars. Another factor that shows that demand for Rolls Royce is more inelastic is that customers are willing to invest a large portion of their income into purchasing these cars. These luxury vehicles are not always affordable and represent a considerable investment due to their cost.
Suitable Pricing Policy for Rolls Royce
Rolls Royce should employ a high-premium pricing strategy. This strategy is an ideal fit for the company because of its unique combination of luxury, quality, and customer service, an offering that competitors cannot replicate. This pricing strategy requires Rolls Royce to charge a premium for its services and products to the point where its price point is out of reach for most customers. However, this approach is well-suited to Rolls Royce’s target audience, as it allows only those who can afford it to benefit from the car’s luxury and prestige. This exclusive appeal ensures that customers will be willing to pay a high price for a Rolls Royce and helps maintain long-term demand (Kong, 2022). The high-premium pricing strategy considers the unique factors that make Rolls-Royce stand out. For example, the company is known for using only the highest quality materials in its cars and offering unparalleled customer service—from designing and constructing the vehicle according to individual specifications to giving buyers exclusive access to private showrooms and service centres. This combination makes Rolls Royce the go-to car for customers looking for a luxurious and exclusive vehicle and willing to pay a premium. In addition, a high-premium pricing strategy helps build long-term brand loyalty. Customers that purchase a Rolls Royce are making a significant investment and expect to receive a product and service that exceeds their expectations. Charging a premium price makes customers more likely to return and continue to purchase Rolls Royce cars (Hemzo, 2023). This loyalty helps to preserve a consistent and solid customer base and can lead to word-of-mouth referrals, which will help to increase demand for the item. Finally, a high-premium pricing strategy can help to prevent competitors from entering the market. By charging a premium price, Rolls Royce can ensure that its services and products remain exclusive and out of reach for competitors who cannot sell their vehicles at a competitive rate. This pricing approach helps limit competition and maintain the company’s position as the leading car manufacturer. Overall, a high-premium pricing strategy is the best approach for Rolls Royce. By setting a premium price point, the company can ensure its targeted audience can afford its cars while limiting competition and incentivizing long-term customer loyalty. By combining the advantages of this pricing strategy with the company’s unique offering, Rolls Royce can continue to grow and maintain its dominance in the market.
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