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1. [bookmark: _si00sl9wsnrz][bookmark: _Toc111020617][bookmark: _Toc111020790]Describe the business
“Description of the business and its main product or service”
The report is based on demand equilibrium and demand elasticity of any product and services offered by any organization. The report has chosen Ferrari which is a popular luxury sports car retailer brand situated in Maranello, Italy. The company was founded in the year 1939 and launched its first car brand in the year 1940. The company manufactured its first “Ferrari badged” car in 1947 which enhances the popularity of the brand throughout the world. The headquarter of the brand is situated in Maranello, Italy and it operates in more than 70 markets throughout the world. The revenue of the brand is approx 346 crores according to a report of 2020. The CEO of the company is John Elkann who focuses to provide better comfort to customers and maintain an appropriate working environment throughout the organization. The brand has launched a large variety of products that provide the best quality comfort to customers at an affordable price range. The models launched by the brand are as follows: Ferrari Portofino M 1:43 scale model, 1:43 scale Ferrari F8 Tributo model, Ferrari 812 superfast model, LaFerrari and 1:43 scale F8 Spider model. The report has chosen Ferrari 812 Superfast as the product for conducting the overall project. It is the superfast, fastest and most selling model of the brand. The price suggested by the manufacturer is approx $ 363,730. The highest speed of the car is 340 Kmph and the mileage is 6.2 Kmpl, which is the most important reason for the high demand for this product.
 The maximum power of the model is 789 bhp @ 8500 rpm which also attracts customers and enhances the revenue of the brand. I have selected the Ferrari 812 Superfast model as it is now in demand in the market. It will be easy to identify and evaluate demand equilibrium and demand elasticity for the product.       
2. [bookmark: _pt1svle7hwnp][bookmark: _Toc111020618][bookmark: _Toc111020791] Identify Demand and Market Equilibrium
“Identify Demand and Market Equilibrium”
Demand refers to the number of customers who want to buy any product and have the ability to buy the product for various pricing levels during a specific period of time (Zhao et al., 2019). Demand for any commodity relies on customers' willingness to acquire any product or service and the ability to pay for it. Demand for any product includes several essential components such as quality, ability, willingness, prices and specific period. 
Market equilibrium refers to the situation when the demand and supply of any commodity get equal. When a business reaches the equilibrium point then the production and demand for a commodity gets balanced and without the impact of any external influences, the economic variables will not change over a specific period of time (Chen et al., 2018). Equilibrium brings stability to the pricing level of any commodity.  Normally when the supply of goods and services crosses over a specific period, it will reduce the price of goods that will increase the quantity of demand. Market equilibrium is based on several characteristics such as consistent behaviour of agents, no incentives provided to agents for affecting their behaviour, and the overall equilibrium outcomes is determined through a dynamic process. When operating a firm, it is crucial to understand the product's market equilibrium pricing. In order to lower costs and maximize profits, it is crucial to managing market forces. Market equilibrium typically occurs organically.     
The demand for a commodity is hugely affected by several factors that can enhance the increase and decrease of demand for any product. If any of the factors change then the demand of the product will also change.   
“Price of substitutes - What is a substitute for the product or service? Is the substitute's price 
increasing or decreasing? How does this affect demand for your product or service?”
The price of substitutes refers to the price of goods that are used in place of any specific product. Substitute products are used for the same purpose and changes in the price of any product will influence the demand of another product (Weinrich and Gassler, 2021). According to the concept of Substitute products if the price of a product increases then customers will prefer to buy the other product by the previous rate so the demand for the product will be increased.
The report is based on the model “Ferrari 812 Superfast'' it is a popular product of its manufacturing brand. The product has several close substitute products that can affect the demand of this product. It can be replaced by increasing due to several factors and quality. The speed of the model Lamborghini Aventor is higher than the speed of the Ferrari 812 Superfast. The highest speed for a Ferrari 812 Superfast is 211 mph whereas the highest speed of a Lamborghini Aventor is 217 mph. Additionally Lamborghini Aventor will complete 62 miles in just 2.8 seconds per hour while Ferrari will take 2.9 seconds to complete the same. Furthermore, the maximum speed of the Aventador is higher than 6 miles per hour in comparison with the speed of the Ferrari 812 Superfast (Zhang et al., 2022). So by evaluating the above factors it can be said that “Ferrari 812 Superfast'' will be replaced by the Lamborghini Aventor. The price of the Lamborghini Aventor has been increasing in recent times, which will increase the preference of people to buy the model and increase the demand of “Ferrari 812 Superfast ''. On the other hand, if the price of a Lamborghini Aventor decreases then the demand for “Ferrari 812 Superfast '' will decrease.         
“Price of complements - What is a complement for the product or service? Is the complement's price increasing or decreasing? How does this affect demand for your product or service?”
Complementary goods refer to products or services that will use one another. Complementary goods are known as necessary goods so if the price of a good decreases demand other goods will also increase. On the other hand, if the price of a product increases, then the demand for other products will decline. The complementary goods of “Ferrari 812 Superfast” is petrol as they are necessary products with each other. In recent times the price of petrol is increasing day by day then the demand for the car will decrease and if the price of petrol will reduce then the demand for “Ferrari 812 Superfast” will increase. In current times the price of petrol is increasing by an excessive rate so the car has been lacking in demand recently.         
“Consumer Income - Is consumer income increasing or decreasing? How does this affect demand for your product or service?”
Consumer income refers to the amount available to a person after deducting the amount required for taxation.  Consumer income is known as the personal income received by one person for his contribution. In the UK consumer income got increased by 2.0%  so consumers will want to spend more to buy products that will increase the demand for products (Sun et al., 2019). During the past 10 years, the median income of people in the UK increased by 14.2% which will influence the high demand for “Ferrari 812 Superfast” among people. So the selling quantity of “Ferrari 812 Superfast” will increase over several years. 
“Consumer tastes & preferences - How are consumer preferences changing? How does this affect demand for your product or service?”
Consumer tastes and preferences refer to the tastes of individuals as determined by product utility for varieties of goods or services. Consumer preferences can be changed over a specific period of time. Consumer preferences are based on the utility and quality of products that can be changed due to changes in the income of customers or the prices of goods (Moreau et al., 2020). There are several factors that can influence consumer tastes and preferences such as habit, food quality, availability of goods or services, customers' tendency to provide support to local products and availability of viable information about the company and its products or services.  There are several principles that can affect customers' preferences and choices about any product or service and it also affects the demand of the product or service. Customers' preferences can be affected by changes in commitment, authorisation of brand, attraction to new products and scarcity or unavailability of products. If another brand will launch any new product or if the price of “Ferrari 812 Superfast '' gets too high then it will reduce the demand for the product. If customers can get other products with the same quality and features at an equal or lower rate then they will want to buy the product rather than buying the old product. Decreasing the price of other products will also affect the demand for the product.  Such as Lamborghini Aventor will launch any product at the same pricing range that is much better and highly useful in comparison with “Ferrari 812 Superfast '' then people will buy the new model to get better comfort at an affordable price. It will reduce the demand for “Ferrari 812 Superfast'' in the market so that the company has to face losses.      
“Consumer expectations of price (of your product or service.) - Looking ahead, do consumers expect the price of your product or service to increase or decrease? How does this affect demand for your product or service?”
Consumer expectations about price refer to the expectations of customers about how much they have to pay to acquire any product or service. It has a significant impact on affecting the demand for any products or services. It is most important for the improvement of the economy of any country. If people of a country want to enhance the economy of a country then they will want to spend money to purchase products. If consumers expect that the price of products will fall then they will wait to buy the product at a cheaper rate in future.  On the other hand, if customers expect that the price of any commodity will rise in the near future, then they want to buy the product in more quantity than previously to save money (Loxton et al., 2020). If customers expect that the price of “Ferrari 812 Superfast'' will be raised in future, they will desire to buy the model in recent times will increase the demand for the model. Consequently, if consumers think that the price of the model will decrease in the future then they will wait for a decline in price to buy it at a lower price than declining the demand for the product. 
“Demographics - Number of Consumers (Buyers) - Is the number of buyers increasing or decreasing? How does this affect demand for your product or service?”
The number of consumers refers to the number of people that will be constant even when the demand curve is constructed. The number of consumers can be affected by several factors such as the income of buyers, price of other products, buyers expectations, consumer preferences and so on. When the number of buyers gets high from the previous quantity that shows high demand for the product and when the number of buyers will decrease that represents less demand for products.  When the number of buyers for this car will get high then it will have high demand in the market and over time the number of customers of this car will decrease then the demand for the product will be reduced.

3. [bookmark: _y5dw0yfqtoc0][bookmark: _Toc111020619][bookmark: _Toc111020792]Indicate demand is more elastic or more inelastic
“Substitution Effects. Luxury vs. Necessity - From the consumers point of view is this a luxury or a necessity? Does this factor indicate demand is more elastic or more inelastic?”
The substitution effect refers to the changes in the purchase quantity of goods due to changes in the price of other related goods. 
The substitution effect may vary for different goods such as luxury goods and necessary goods. Luxury goods refer to products that will be bought to improve the social status of any person (Acemoglu and Restrepo, 2019). The substitution effect is the fall in sales of a product that arises from switching costs to less expensive alternatives when the price of the commodity increases. But people will desire to buy luxury goods even if their price rises to get a reputation in society and get better comfort or experience. 
Necessary goods refer to products that are required for being alive and used every day. It is known as the basic needs of people that are required for the survival of human beings. Demand for necessary goods will be changed due to changes in the price of other substitute goods. If the price of any necessary goods rises then people will want to buy the nearest substitute of the product that is cheaper than it. 
According to the concept of substitution effect on luxury vs. necessity goods “Ferrari 812 Superfast'' will represent luxury goods because it is not required under basic human needs. People will buy this product to develop their social class and status which will show their higher affordability of purchasing behaviour. People of the higher class will buy this product though its price will raise the demand for the product can be increased with increasing pricing of the goods.  
The price elasticity of demand is determined by dividing the “percentage change in quantity demanded” by the “percentage change in price”. If the value of the quotient is more than or equal to one, the demand should be considered to be elastic. If the value is less than one, demand will be inelastic.
If the value of “Ferrari 812 Superfast'' increases 1% in its price then the demand for the product will be reduced. The Elasticity can be measured by dividing the percentage changes in demand of product by percentage changes in price of products. When the value of the quotient will equal to or greater than one then the demand of “Ferrari 812 Superfast'' will be more elastic and when the value will be less than one then the demand will be more inelastic.
“Income effects. Percentage of income - Does the purchase of the good or service represent a large or small portion of the consumer's income? Does this factor indicate demand is more elastic or more inelastic? “
The shift in demand for a commodity or service brought on by a fluctuation in a consumer's purchasing power as a consequence of an increase in actual earnings is known as the income effect. 
When the actual earnings of a consumer increase then he wants to spend more to purchase any product or service, which increases demand for any product. On the other consequence, when the income of the consumer will decrease then he wants to buy fewer products than before to save money. 
Purchase of necessary goods requires a small portion of the overall income of consumers but the purchase of luxury or Giffen goods requires a large portion of the consumer's income. “Ferrari 812 Superfast'' is a luxury product so consumers have to spend a large amount of their income to purchase the car. 
If the income of people is reduced, then the number of buyers for a product is affected by reducing the quantity of demand. If the value determined by dividing the percentage of changes in income by the percentage of changes in quantity demanded is higher than or equal to 1 then it will represent more elastic demand (Huntington et al., 2019). On the other hand, if the value calculated by dividing the percentage changes in income by percentage changes in quantity demanded of the product will be less than 1 then it reflects more inelastic demand.
In recent times the income of people in the UK is increasing so the value of dividing the percentage changes in income and percentage changes in quantity will be equal to or more than one so it will show more elastic demand for “Ferrari 812 Superfast''.
“Given your analysis, what pricing policy should the business employ? Why?”
Pricing policy is used by businesses to set appropriate prices for their products or services. Ferrari should acquire a comprehensive pricing strategy that will attract more customers to the brand and it can earn higher profit by increasing the high demand for products (Wu et al., 2020). The brand can employ an Economic Pricing Strategy, by hiring this pricing strategy the brand will provide brand with less value than competitors; but the brand can adjust its profit by the high rate of demand as customers want to buy products at a cheaper rate. So economic pricing strategy will ensure high demand for the product and increase the profitability of the business. 
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