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[bookmark: _Toc90684898][bookmark: _Toc112381971]1. Introduction
There are additional elements besides price that might influence the demand for a product. Without considering all of these variables, the company risks making inaccurate product demand predictions. Ferrari sports cars have been selected for this task (Maran and Parker, 2021). Their reputation for producing high-quality sports cars has made their name associated with quality and performance. Therefore, we will be focusing on Ferrari's high-performance sports cars. The first section of this task requires a concise summary of the company. The article continues with a discussion of the factors that affect the demand for Ferrari sports cars, followed by an examination of the elasticity of that demand.




















[bookmark: _Toc90684899][bookmark: _Toc112381972]2. Description of the organization
The Italian sports automobile company Ferrari, which was established in 1939 by Enzo Ferrari, has been selected for this task. Ferrari was named after its founder. The company's headquarters are in the Italian city of Maranello. The firm started making cars in 1940, and by 1947 it was making vehicles with its emblem. Fiat S.p.A. initially acquired a 50% stake in Ferrari in 1969 and then an additional 90% in 1988 (Maran and Parker, 2021). Ferrari, having previously worked with Alfa Romeo, made for a great test driver. Wilfredo Ricart was the Alfa Romeo team's engineer, but their relationship was so poisonous that it ultimately led to him leaving the firm. While separating from Alfa Romeo, he signed a deal that prevented him from competing in auto races for the following four years and prohibited him from using the Scuderia Ferrari brand. Since its founding, the brand has become a household name thanks to its success in Formula One vehicle racing. Among racing enthusiasts, this manufacturer is universally held in the highest esteem as the finest of all time (Yates, 2019). It sells a variety of things under the Ferrari brand name. Some of these products include eyeglasses, perfume, apparel, bicycles, electrical goods, watches, computers, and other such items. In order to better comprehend the situation of the company's finances, a yearly income statement has been provided below. It demonstrates Ferrari's growth rate over the previous five years as well as the trajectory of its revenue. As a result, the subject of this project is a high-performance Ferrari sports automobile.
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Figure 1: Ferrari statement of earnings (Ferrari Revenue 2015-2022 | RACE, 2022).
The revenue of the firm dropped by 6.32% in 2020 compared to 2019, as can be seen in the income statement. Before the epidemic, the company's financials showed favorable growth through 2020. However, like other businesses, it has since seen declining revenues.
Because of their reputation for speed, quality, and performance, sports cars of Ferrari have been selected for this project. This is because Ferrari sports cars have become synonymous with the term "sports car (Drumond, 2022)." By consistently manufacturing high-quality racing vehicles over the course of the company's existence, the business was able to establish a strong reputation within the automotive industry.
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The level of interest shown by customers toward a certain good or service over a predetermined amount of time is referred to as "product demand (Macieira, 2019)." How much demand there is for a certain product may be determined in part by the number of people who desire the product, how much money they are willing to spend on it, and how much of the product is available for purchase. Seasonal shifts or unanticipated events, such as economic downturns or natural disasters, can have a significant impact on a product's long-term demand. When more people want something, retailers have to meet the increased demand. Since more people are willing to pay for a product if demand rises, prices might go up as a result. Because of the decrease in demand, the price usually follows suit.
While other factors stay the same, shifts in pricing have a direct impact on consumers' demand for a product or service. To put it another way, if one of these non-price components changes, the curve as a whole will either move to the right or the left, based on the situation. In the lines that follow, we will have a more in-depth discussion of the various factors that affect Ferrari sports cars’ market demand.
Substitute products: Substitute goods serve a useful purpose by giving customers options that are almost as good as the original. However, the availability of cheaper alternatives raises the stakes for established brands (Fridstrøm and Østli, 2021). To maintain or increase their market share, some businesses may need to make additional investments in advertising and promotion, cutting into their profit margins. Some firms might be destroyed by the introduction of cheaper substitute items. For instance, there are a small but notable number of sports vehicle manufacturers who have released affordable competitors to Ferraris. Without a question, the Testarossa of Ferrari was one of the best cars ever made.
This 12-cylinder automobile, which debuted in 1984 and was in production till 1986, boasted top speeds of up to 180 miles per hour. One of the most costly Ferraris, the best specimens may fetch between $110,000 and $125,000 (Drumond, 2022). As a result, other automakers such as Cadillac, Dodge, Ford, BMW, etc., saw an opening and began selling sports vehicles with comparable amenities at far cheaper prices. The Ford Mustang of 2017, for instance, transforms into a sports car better than any other model year. For as low as $18,000, customers may take advantage of some of the best handlings in the sports car industry and a strong 526-horsepower engine (Maran and Parker, 2021). While the BMW M5 is an amazing vehicle, some may find it dull for a variety of reasons, but this does not affect that it is a top choice. Customers are putting this on their wish lists because it can be purchased for less than $15,000 in pristine condition. Other popular sports cars still on sale are the 2009 Cadillac CTS-V and the Dodge Charger SRT Hellcat. Even if there are other options, many people who value quality and sophistication still go for Ferrari sports cars (Drumond, 2022). This indicates that substitute products are having less impact on Ferrari's bottom line. The market for Ferrari sports cars remains healthy.
               Price of complement: When two products are utilized together in a way that benefits both consumers and producers, it can be said that they are complementary goods (Poormoaied and Atan, 2020). A product or service is considered to be complementary if it adds value to other products by enhancing the functioning of that other product or service. To put it another way, they are two goods that the customer uses together to get their desired effect. 
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Figure 2: Complementary product’s impact on demand (Poormoaied and Atan, 2020).
Steel, for instance, is necessary for the production of automobiles since it is utilized in a variety of components of automobiles. The door panels, support beams, and chassis of automobiles frequently make use of stainless steel construction. In addition to that, it is present in the exhaust pipes and mufflers of automobiles. The demand for Ferrari sports cars rises as their price drops near $150,000. Since steel is a primary component of sports vehicles, the rising demand for Ferrari sports cars will push up the price of steel to $800 per ton. In contrast, sales of sports cars typically fall when their prices rise (Poormoaied and Atan, 2020). In turn, this will lead to a drop in the cost of automobiles and steel.
          Consumer income: A person's purchasing power is a relevant consideration in determining the demand for a product. Generally speaking, the more money a person has, the greater their need for material goods (Cramer, 2019). When calculating a product's demand, it can be assumed that consumers have stable earnings. The entire demand curve moves upward when demand increases due to increasing incomes and downward when incomes fall. If one's income increases, one's purchasing power also grows. An increase in wages results in increased purchasing power. The demand for consumer products tends to rise in line with average income levels. Ferrari, which manufactures high-end sports cars, transports them all over the world, with the United Kingdom, Italy, and Germany being its primary markets (Cramer, 2019). The rising disposable income of the middle class in recent years has led to a rise in the number of Ferraris purchased. An increase in disposable income doubles the market for luxury items. Selling more expensive sports cars like Ferrari is one way to boost their revenue. Following is an explanation of this pattern using the United Kingdom as an example, which is one of Ferrari's most important markets.
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Figure 3: Impact of income on demand (Average household income, UK - ONS, 2022).
According to the above graph, the peak demand for Ferraris in the United Kingdom occurred at a time when the average income there was $30,378 and the unit sold was 486 at this income level. Sales in the UK increased to 574 units at a price of $200,000 when the average household income rose to $314,87 (Average household income, UK - ONS, 2022). A positive slope is reflected here. This demonstrates that as incomes rise in the UK, so does the demand for Ferrari sports vehicles. Indeed, this is also the case in other Ferrari markets.
            Customers’ tastes and preferences: The demand for a product is heavily reliant on the preferences and tastes of the target market (Shepherd, Bonsall and Harrison, G., 2021). Therefore, a more nuanced product's demand curve might be expected to reflect a more selective customer. Demand shifts for many goods because consumers' tastes evolve over time. Both shifts in consumer taste and the persuasive power of advertisers play a role in the ups and downs of product demand. When products go out of favor due to a shift in fashion or consumer taste, demand naturally decreases. The green movement, for instance, has had an impact on the car industry, as it has on every other sector of the economy. In light of mounting evidence, today's youth are becoming increasingly aware of the dangers posed by climate change and pollution. As a result, automakers are increasingly moving their attention to vehicles capable of using nontraditional fuels (Chung Leng and Abdul Hamid, 2018). The production and advancement of electric cars is currently popular option. However, Ferrari has not changed its entire marketing approach in response to the low acceptance of electric cars in racing. Ferrari's expansion is helped by the company's careful consideration and careful responsiveness to shifting public opinion, especially about the consequences on the environment.
           Demographics: The entire market demand for a product may be estimated by factoring in the demands of both existing and future buyers across a range of price points. It is a well-known fact that as consumer numbers increase, so does the market's need for goods and services (Shepherd, Bonsall and Harrison, 2021). The Ferrari sports’ demand, for instance, is unaffected by the demographics of the target market. It is unique in comparison to other items. The quantity of Ferrari sports cars that are produced is restricted to limited editions. Even having a lot of money isn't enough to get someone into Ferrari's price range. Even just getting your application reviewed for a Ferrari purchase is a time-consuming procedure. It is believed that men in their forties and fifties who do not have any record of criminal activity and have a good reputation are desired. One might make the argument that Ferrari chooses its consumers rather than letting the people pick them.
         Consumer expectation: Demand is also affected by consumers' projections of the product's price. It seems to reason that if consumers anticipate price hikes in the not-too-distant future, they will want to stock up on those commodities now to avoid forking over more cash later (Zhou et al., 2020). Demand for Ferraris, for instance, is not much affected by changes in consumers' expectations because their prices seldom change.
Market equilibrium: 
When supply and demand are in harmony, the market price is said to be in equilibrium. When supply and demand are equal, as in a free market, the price at which a good or service is being offered is called the equilibrium price (Ruiz Estrada, 2019). The price and number of Ferrari sports cars that are considered to be in market equilibrium have been presented graphically here.
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Figure 4: Market equilibrium for Ferrari (Ruiz Estrada, 2019).
In the accompanying graph, point E represents the point when supply and demand for Ferrari sports cars coincide. Therefore, the Ferrari sports car's equilibrium price is $200,000, and the demand is 10,000 units.
Consequently, if we take into account all of the factors that have been covered in the previous section, it can be said that the demand for Ferrari sports cars in the market is growing (Maran and Parker, 2021). Even if there is considerable competition from other brands of sports cars, there is still growing demand in the market for Ferrari cars.
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Demand elasticity refers to the extent to which the demand for a good or service is impacted by variations in other parameters or factors (Ghoddusi and Roy, 2018). The elasticity of demand for a particular good or service can be affected by a number of factors, including the current market price, the nature of the good or service being offered, the availability of a suitable alternative, and the average income of consumers.
Sports cars of Ferrari, from the perspective of the consumer, are high-end items that need a big portion of the buyer's disposable income. Ferrari has a very high and unchanging demand. Reason being-
It is said that the product in question has a high elasticity of the sales curve if the price at which it may be purchased fluctuates quite a bit. It is said to be inelastic if there is not a substantial change in the volume sold regardless of whether the price goes up or down; the sales slope is said to be inelastic (Ghoddusi and Roy, 2018). From a theoretical perspective, there is no such thing as an inelastic demand, simply varying degrees of elasticity.
When it comes to making large purchases, such as buying a Ferrari, the majority of individuals don't put a lot of importance on knowing the precise cost. They are willing to do whatever is necessary to get one for them as long as they have sufficient funds to do it. Even if Ferrari decides to add a few thousand to the price, no one will worry about it. They may also reduce the price by a few thousand, but it is unlikely that this strategy would bring in a significant number of new customers. This is because consumers who are unwilling to purchase a Ferrari for $250,000 are equally unlikely to be willing to purchase a car for $240,000. Because of this, there is an inelasticity in the demand when it comes to Ferrari (Díaz and Medlock, 2021).
Contrarily, there is not much of a degree of flexibility in the demand for Ferraris which is why it is considered inelastic (Roos and von Szeliski, 2021). It is a fact that if Ferrari begins to behave aggressively toward its customers, those customers may decide to purchase a Lamborghini or a Mercedes-Benz instead of a Ferrari, or they may put off the purchase of a luxury car until they have amassed sufficient funds in their savings accounts.
When compared to that, something like the Toyota Corolla, which is quite popular, is a stark contrast. Consumers who buy this company's products typically have a far stronger focus on cost than customers who buy other types of items (Fridstrøm and Østli, 2021). As a consequence of this, Toyota faces competition from a far larger number of companies than Ferrari does, the latter of which caters to a significantly smaller segment of consumers with discretionary means. In the case that Toyota decides to raise the prices of its autos, consumers would quickly abandon the brand in favor of competitors such as Chevrolet, Honda, and Hyundai. As a direct consequence of this, demand is quite elastic, as the amount of sales is extremely sensitive to changes in price.
In conclusion, even though Ferrari is a luxury good, there is inelastic demand for the product as a result of the fact that variations in price do not affect the amount that is desired (Roos and von Szeliski, 2021). Because the majority of customers who are considering purchasing a Ferrari will ultimately go ahead and get one regardless of how much it costs.
The pricing policy should employ Ferrari and the Reason:
The following is a concise summary of Ferrari's pricing policy:
Cars manufactured by Ferrari are aimed primarily at a segment of the market that is considered to be highly specialized and is willing to pay a higher price for Ferrari products owing to the great quality and the brand's excellent reputation (Jedidi and Heil, 2019). Therefore, Ferrari needs to follow suit and implement a policy of premium pricing. The reason being –
· The strategy of setting prices for a company's goods that are higher than those of its direct rivals is referred to as "premium pricing." Customers will believe that Ferrari items are of higher quality than those offered by other companies because of the hefty price tag associated with these goods.
· If Ferrari is successful with its premium pricing approach, it will lead to increased profit margins for the company (Jedidi and Heil, 2019).
· The worth of the brand as well as the reputation of the firm may be increased by charging a premium price (Dash and Sharma, 2019). The presence of a product with a premium price not only gives the idea that the other items in the line are of higher quality, but it also helps develop a reputation for the product's high level of excellence and quality.
· By utilizing a good premium pricing strategy, it is able to establish entry barriers in the market. This may be done to differentiate one company from another. Competitors won't be able to keep up with Ferrari if they don't have the same high-quality products and reasonable prices (Dash and Sharma, 2019). Ferrari can rapidly develop a competitive advantage in the market by employing a premium pricing strategy that is very effectively executed.
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The demand for a product may be affected by a wide range of factors, some of which include similar products, the average income of the population, interests, and preferences, demographics, and the expectations of customers. Following an investigation into these many aspects, it has been discovered that there is a growing desire for Ferrari cars. The demand, however, is inelastic due to the fact that fluctuations in price have little effect on the desire for luxury goods such as Ferrari. To gain the most benefit from this opportunity, Ferrari may choose to implement a premium pricing plan, which will enable the company to differentiate itself from its direct competitors.
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