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Executive Summary
All businesses require having a comprehension of the micro and macro environments which would enable them to understand the risks associated and contribute to the smooth operation. It is essential for the organisation to have a clear conception of the equilibrium point, market prices and quantities. This would guide them in operating their businesses and would help them in understanding the demand. It assists in the process of policymaking and contributes to the growth and improvement of businesses. They require having knowledge of the elasticity to have a better comprehension of the nature of the commodities and consumers' behavior regarding the same.
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[bookmark: _Toc109048515]Introduction
Policymaking is a part of the organisational activities in the national and international arena however, the basic microeconomic conceptions are necessary for successfully implementing policies. There are a few conceptions inclusive of the demand, elasticity and supply that affects the policymaking of the businesses within the economy. Government policies largely affect the market and the decisions of the business owners operating within the market. In this study, the demand, market equilibrium, price elasticity of demand and the income and substitution effect of the products will be discussed in the context of motorcars manufacturer Rolls Royce. 


[bookmark: _Toc109048516]Describe the business 
The motorcar manufacturer Rolls Royce started its journey in the mechanical and electrical business that has been set up in the year 1884. They started producing their first motor car in the year 1904 when the founder of the mechanical business Henry Royce came across Charles Rolls. There is an agreement that has been signed between both the owners which states that Royce limited would be producing a variety of range of cars. All those would be sold by CS Rolls and Co. under the name of Rolls-Royce. The car production and success lead to the official formation of the company in 1906 (Rolls Royce, 2022c). At the time of World War-I, in the year 1914, the company started producing the aero engine due to the emergency requirement of the UK government. The British car manufacturer generates revenue amounting to10.9 billion GBP FY2021 and is headquartered at Kings Place, London, UK. They employ 50,000 people in 40 countries across the world and have a large proportion of the workforce based out of the UK (Rolls Royce, 2022a, Statista, 2022 and Rolls Royce, 2022b).   
The current study concentrates on the aerospace engines as the product of the leading engine manufacturer in the UK market. Rolls Royce provides its products to 160 customers across 103 countries in the world with 16000 military engines (Rolls Royce, 2022e). The business considers itself as one of the 4 leading power in the UK defence aerospace engine market. Their business has been spread from transportation to helicopters and defence engines as well. They provide with the quality service solutions to their products which enable their customers to have the access to world–class technology in their aerospace engines. Rolls Royce believes in the efficiency in their production and for this purpose they value the innovation to bring about advancement in the technology. The brand has improved in the civil aviation as well. Rolls Royce family of turbofan aircrafts is putting their efforts on improving their products and setting standards within the market.  
[bookmark: _Toc109048517]

Identify Demand and Market Equilibrium 
Demand is the desire of individuals or countries to make purchase of the excellent aircraft engines or aerospace by the manufacturer Rolls Royce (Arshed and Kalim, 2021). However, this desire of the individuals needs to be backed by their spending power of them to make a purchase of the cars. The conception of demand is a microeconomic perception and is related to a proposition that it is negatively related to the price of the products. As per the proposition, if the prices of the products go up, the demand for the same gets down and with the fall in the price level, the demand gets a rise in the market. The demand level and the rise or fall in it largely depends on several determiners that affect this quantity in the market. These include income of the people, prices of substitutes and complements, price expectation, product prices and individuals’ preferences and many more. 
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Figure 1: The theory of demand 
(Source: Created by the learner)
Market equilibrium indicates the point at which the demand and price level within a competitive setup get determined (Llull, 2018). This is the intersection point of all the supply and demand curves in the market and the price level corresponsive to this point is the market price level. On the other hand, the corresponding amount of the products referred to the market quantity that is to be demanded by consumers and manufactured and supplied by the respective individuals. This market level of prices and quantities gets altered with the change in the forces of demand and supply with the consumers’ and producers’ behavior.  Changes in any of the microeconomic conceptions of supply and demand might result in changes in the equilibrium points and the corresponding aspects. 
Price of substitutes 
Substitute items are the products which are to be used as a replacement for the chosen commodity in the market. There are several numbers of manufacturers who produce quality aerospace engines in the UK market. These include Bombardier, Pratt Whitney and Honeywell; the engines produced by these brands are considered the substitutes for the Rolls Royce engines (Craft, 2022). The increase in the prices of these engines would result in the rise of the demand for the chosen item as the buyers find it cheaper than those. Hence, the demand would rise without any change in the actual price of the product. Similarly, if the prices of the substitutes get down the demand for the chosen commodity would automatically fall without any change in the prices. This would happen as the consumers would find the substitutes cheaper in comparison to the aircraft engines of Rolls Royce.     
Price of complements
Complements are the items that are to be used along with the chosen commodity and these products make no use. The complements of the Rolls Royce cars in the market would be the fuel which is essential for the cars to operate. However, as both aircraft engines and fuels are used together an increase in the price of one would lead to a fall in the demand for the one in the market. In the UK market, the prices of petrol have climbed up by 2.23 pence per litre in a day and it is considered the large one–day increase in the decade (Wittels, 2022). This rise in the prices of fuels would lead to a fall in the demand for the Rolls Royce cars even if the prices themselves remain unaltered.
Consumer Income 
Consumer earnings or income is an essential part of the demand level in the market as it largely affects the spending capability of the individuals. This determines the national income and would enable the nation to spend on the premium quality of aircraft engines. The aircraft engine manufacturer Rolls Royce is a premium brand and delivers excellent quality products for which they charge premium prices. A decrease in the income of the consumers would lead to a fall in the spending power which would reduce the demand for the aircraft engines of Rolls Royce. The real wages of the people living there in the UK falls due to the rapid rise in the inflation rate over the record 40 year (Bloomberg, 2022). It would lead to a fall in the spending capacity of the people and the economic condition of UK. As the prices of all the commodities in the market rise; however, the nominal wage is not increasing.
Consumers’ tastes and preferences 
The consumers’ tastes and preferences are the essential determiners of the market demand as they would be purchasing the items which they prefer. With an increase in concern regarding sustainability and its impact on the environment; consumers have started preferring businesses that engage in sustainable production. The brand is focused on becoming a leading sustainable business and reducing the impact of the production on the planet and the individuals as well (Rolls Royce, 2022d). They are focusing on reducing the rate of carbon emission and the environmental impact of their products. This would result in increasing the preference of the countries towards purchasing the aircraft engines by Rolls Royce. 
Consumers’ price expectation 
Price expectation refers to the views of the people regarding the prices of the commodities in the market (Curtis Jr, 2018). If the country expects the price of aircraft engines produced by Rolls Royce in the market would get further high they would change their purchasing decision. The consumers would make the purchase now even if the price remains higher than usual if they expect it to rise further. It would result in the rise of the demand for the Rolls Royce engines in the market even if the prices are high. Similarly, if the prices of aircraft engines tend to fall and the customers expect it to get reduced further they would wait for the future. As a result, the demand would not get change with the reduction in the price level. 
Demographics
It refers to the number population within a region, changes in the population growth, sex ratio and income level of the population there. There has been a growth in the population rate of the UK economy with a rise of 0.4% in the year 2021 (The World Bank, 2022). The growth rate shows a sharp decline in comparison with the previous years. However, a positive growth rate results in the rise of the number of potential customers for the aircraft engine producers Rolls Royce. Rolls Royce provides its products to 160 customers across 103 countries in the world (Rolls Royce, 2022e). 

[bookmark: _Toc109048518]Indicate demand is more elastic or more inelastic 
Elasticity commonly termed the elasticity of demand is the responsiveness of the consumers; the desire to make a purchase of any items with the alteration in the level of the determiners (Holmes, 2019). The conception of elasticity is categorized into several parts on the basis of the determiners of demand, which are as follows – 
Price elasticity of demand
Price elasticity is the responsiveness of the consumers and alteration in their purchasing decision based on the change in the price level. It is defined as the ratio between the proportionate changes in the demand level with respect to the same in the price level.
Price Elasticity of Demand = (Percentage change in the consumers’ demand) / (Percentage change in the price level in the market)
Income elasticity of demand
Income elasticity is determined by the responsiveness of the consumers and changes in the purchasing decision with respect to the alteration in the income of the individuals. This is the ratio between the percentage change in the demand level of the consumers and the income level as well. 
Income Elasticity of Demand = (Percentage change in the consumers’ demand) / (Percentage change in the income level of the consumer)
The cross-price elasticity of demand 
Cross price elasticity is the responsiveness of the consumers and changes in the purchasing decision of the consumer with respect to the change in the price level of another commodity. It is the ratio between the proportionate change in the quantity demanded and the price of another good.
Cross-price Elasticity of Demand = (Percentage change in the consumers’ demand for the good X) / (Percentage change in the price level of the good Y in the market)
The responsiveness of the customers and the change in the quantity demanded of the products guide the comprehension of the nature of elasticity. For the commodities in which the consumers' demand gets changed largely with a minimal change in the price, the level is known as the elastic demand. The product for which the consumers’ demand does not change much even if the price gets altered is known as the inelastic demand (Besanko and Braeutigam, 2020).
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Figure 2: Inelastic and elastic demand curve 
(Source: Created by the learner)
It can be seen in the case of necessary products including lifesaving drugs and medicines. For these items, even if the price gets changed there would not be many alterations in the demand and purchasing decision of the consumers. The value of elasticity for the elastic and inelastic demand would remain greater than 1 and less than 1 respectively. 
Substitution Effects 
The substitution effect refers to a macroeconomic conception that stands over the fact of changing the demand of any items due to the substitution of the usages with other products. In the case of elastic demand, with a small change in the prices, the demand gets largely affected. This shows that the consumers shift to other products and substitute the current ones with minimal alteration in the price level (Besanko and Braeutigam, 2020). However, the substitution effect is higher for the elastic demand. On the other hand, for the inelastic demand, there is very less chance of the demand with a change in the price level. It shows that the consumers have fewer tendencies to shift to the other commodities in this case and the substitution effect is less for inelastic demand. 
From the consumers’ point of view, the engines produced by the manufacturer Rolls Royce is a luxury product as they charge premium prices for providing excellent design and technology. Hence, a rise in the price of the engines would result in a huge change in the purchasing decisions of the consumers as in the countries and the demand would be elastic as it gets greatly influenced.  
Income Effects 
The income effect is the microeconomic aspect that states the change in the demand for the commodities with an alteration in the earnings of the consumers. Change in the income results in alteration of the nature of the products as if the income of an individual gets higher they might consider a luxury good as normal. In the case of income elasticity, the portion of the income requires to make a purchase represents the nature of the items that have been purchased (Besanko and Braeutigam, 2020). If a larger portion of the income gets spent on the purchase of the commodity, then there would be a large change in the demand with an alteration in the income level. Hence, the income effect would be larger if a large proportion of income gets spent and the demand would be elastic. The income would be less if a small proportion of the income gets spent on the purchase of the commodity and the demand would be inelastic.
The aircraft engines produced by Rolls Royce require a larger proportion of the income of the individuals to spend. It shows that the demand for these engines is elastic; consumers are spending a larger income and they would be refusing to spend if the price level gets further high.  
Recommendations
The aircraft engine manufacturing company requires introducing a competitive pricing policy to some of their engines and as it would enable them to facilitate their sales growth further. It would result in bringing change to the demand pattern, elasticity and the purchasing decision of the consumers. The introduction of competitive pricing to a range of engines of Rolls Royce would enable a large proportion of the population to make a purchase of the same. They could do this by entering into new markets and introducing products by using technologies which would cut down the cost. 

[bookmark: _Toc109048519]Conclusion
In this study, it has been found that the microeconomic conception affects the purchasing decision and business decisions of the owners in the market as well. Market price and demand quantity get determined by the free movement of the market forces under a competitive structure. These market prices and quantities get determined at the equilibrium point. The nature of the commodities gets known through the elasticity or the responsiveness of the demand. An item is either luxury or necessity which can be comprehended through the responsiveness of change in the demand for any certain commodity in the market.  
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