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Introduction
This assignment looks at the demand, market equilibrium, and price elasticity for the Tesla Model 3, an electric car produced by Tesla Inc. With a mission to speed up the world's transition to sustainable energy, Tesla Inc. is a significant participant in the automotive industry. The 2017 Tesla Model 3 has made electric mobility more accessible to a wider audience. By examining factors including replacements, complements, consumer income, tastes and preferences, pricing expectations, and demography, this analysis provides insights into the demand and market equilibrium for the Model 3. Additionally, the price elasticity of demand is assessed while taking into consideration the cost of the car and whether it is a luxury or necessity. Due to its significance to the sector and Tesla Inc.'s commitment to innovation, the Model 3 was chosen for evaluation.

[bookmark: _Toc140609109]Description of Tesla Inc. and the Tesla Model 3
Tesla Inc., a well-known player in the automotive industry with a focus on electric vehicles and renewable energy sources, was founded by Elon Musk in 2003 (Jenčová, Litavcová and Vasanicova, 2019). The Model 3, Tesla's flagship product, is an illustration of this dedication. Tesla wants to expedite the world's transition to renewable energy. Because of its impressive acceleration, state-of-the-art technology, and environmental sustainability, the Model 3 is particularly well-liked. In a highly competitive market, Tesla faces off against both established and emerging manufacturers of electric automobiles. Tesla has become a market leader for electric vehicles thanks to its well-known brand, cutting-edge technology, and extensive charging network. This has fuelled the development of the sector and shaped the direction of mobility (McCain, 2019).
[bookmark: _Toc140609110]Factors Influencing Demand and Market Equilibrium
The evolution of market equilibrium and demand for the Tesla Model 3 are both influenced by a number of significant factors. These elements affect customer behaviour and influence the market dynamics in which the Tesla Model 3 competes. Demand for the Tesla Model 3 is heavily influenced by variables like the cost of alternatives and complements, consumer income, customer tastes and preferences, consumer expectations of price, and demography. Changes in these variables may cause shifts in demand, resulting in an increase or decrease in the quantity demanded and ultimately changing the equilibrium of the market (Henchion et al., 2017).
[bookmark: _Toc140609111]Price of Substitutes
Potential Substitutes: Both the market for electric vehicles and the market for conventional internal combustion engine (ICE) cars include prospective competitors for the Tesla Model 3. The Hyundai Ioniq 5 starts at $41,450, the Ford Mustang Mach-E starts at $42,995, the Kia EV6 starts at $40,990, the Volkswagen ID.4 starts at $41,190, the Nissan Leaf starts at $28,040, the Chevy Bolt EV starts at $26,500, the Polestar 2 starts at $45,900, the BMW i4 starts at $52,200, and the Mercedes-Benz EQE starts at $74,900. These are some notable electric vehicle alternatives. Additionally, the market for ICE cars includes a variety of traditional gasoline-powered automobiles from different producers (Cheong, Song and Hu, 2021).
Impact of Price Changes: The demand for the Tesla Model 3 is substantially impacted by changes in the pricing of alternatives. In search of more inexpensive alternatives, potential buyers may be lured away from the Model 3 if the cost of electric vehicle substitutes lowers. The Model 3 may face competition from less expensive alternatives, which could lower demand for it. On the other hand, if the cost of alternatives rises, the relative affordability and value of the Tesla Model 3 can become more alluring, increasing its demand (Gupta, Ivanov and Choi, 2020). Understanding how changes in the cost of alternatives affect demand for the Tesla Model 3 and its market placement can be gained by analysing these price dynamics.[image: ]
Figure 1Effect of Price of substitute (Author, 2023)
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Identifying Complements: Products or services that complement the Tesla Model 3's functionality or value are called complements. Infrastructure for charging, extras (like Tesla-branded charging cables or personalised floor mats), and software updates that add new features or boost performance are a few examples of complements for the Model 3. Depending on the type of station and the location, charging a Tesla Model 3 at a public charging station can cost different amounts. However, the typical price is close to $0.25 per kWh. Tesla solar panels typically cost around $20,000 (Song, 2022). 
Influence of Price Changes: The demand for the Tesla Model 3 might be significantly impacted by changes in the cost of complementary goods. Electric vehicles like the Model 3 become more appealing as the cost of charging infrastructure declines and users can access convenient charging options at lower costs. Similar to this, the Model 3's appeal and entire ownership experience can be improved if the cost of accessories or software upgrades decreases.
On the other hand, if the related expenses surpass the anticipated benefits, an increase in the price of complements may cause potential purchasers to become less inclined to invest in the Tesla Model 3 (Arnold, 2021). In order to comprehend how these elements, affect the demand for and positioning of the Tesla Model 3 on the market, it is crucial to examine the impact of changes in the price of complements.
[image: ]
Figure 2Effects of price of complements

[bookmark: _Toc140609113]Consumer Income
Relationship between Consumer Income and Demand: The demand for electric automobiles, such as the Tesla Model 3, is greatly influenced by consumer income. Understanding how affordability affects consumer decisions requires an analysis of the link between consumer income and demand. People may have more purchasing power and be more open to considering electric vehicles like the Model 3 as feasible options as consumer income rises (Almeida, 2017).
Impact of Changes in Consumer Income: Consumer income fluctuations may directly impact the Tesla Model 3's affordability and demand. Increased demand for the Model 3 may result from potential purchasers finding it more affordable as consumer income levels grow. On the other hand, a drop in household income might make the Model 3 less accessible, thereby lowering demand (Arnold, 2021).
The graph below illustrates how, when treating the Tesla Model 3 as a typical good, demand for the automobile will rise when consumer income rises and vice versa.  
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Figure 3Effects of income in demand (Author, 2023) 

[bookmark: _Toc140609114]Consumer Tastes and Preferences
Evolving Consumer Preferences: Consumer preferences are constantly changing, especially when it comes to electric cars and environmentally friendly transportation. Investigating these shifting preferences offers information on the variables that affect consumer choices and market trends. With rising knowledge of and concern over climate change and carbon emissions, there has been a growing trend towards ecologically friendly transportation solutions in recent years (David, 2020).
Impact on Demand for the Tesla Model 3: The demand for the Tesla Model 3 is significantly impacted by shifting consumer tastes and preferences. The demand for electric vehicles like the Model 3 is projected to rise as people grow more environmentally conscious and look for sustainable transportation choices (Arnold, 2021). The demand for the Model 3 may be influenced by elements including the desire for greener and cleaner transportation, a decreased reliance on fossil fuels, and the view of electric vehicles as cutting-edge and creative in terms of technology.

[bookmark: _Toc140609115]Consumer Expectations of Price
Investigating Consumer Expectations: Analysing consumer expectations for future electric vehicle costs, especially those for the Tesla Model 3, is crucial. We can learn more about the Model 3's perceived value and cost in the eyes of potential customers by examining consumer expectations. We can correctly gauge consumer expectations by seeing how they react to price fluctuations and market trends for electric vehicles.
Influence on Demand for the Tesla Model 3: Demand for the Tesla Model 3 is significantly influenced by consumer price expectations. Customers may postpone purchasing decisions in order to wait for reduced pricing if they think the price of electric vehicles, particularly the Model 3, would decrease. On the other hand, if customers anticipate price hikes, it may create a sense of urgency and enhance demand since they want to get the car at a fair price (Yang and Tang, 2018).

[bookmark: _Toc140609116]Demographics - Number of Consumers (Buyers)
Analysis of Trends: customer interest in buying electric vehicles, especially the Tesla Model 3, is being examined in order to provide useful insights about market potential and customer demand. Consumer interest in electric vehicles may be tracked over time by looking at demographic variables including age, income, education, and geography.
Impact on Demand: The demand for the Tesla Model 3 is directly impacted by the amount of purchasers interested in electric automobiles. A growth in consumer interest in electric vehicles points to an expanding market and a wider pool of potential Model 3 buyers. As more people consider buying the Tesla Model 3, this could result in higher demand (Yang and Tang, 2018).
On the other hand, a decline in the number of purchasers interested in electric cars may point to a more difficult market situation or changing consumer tastes. As the pool of possible buyers is smaller as a result, the demand for the Tesla Model 3 might decline.
[bookmark: _Toc140609117]Factors Influencing Price Elasticity of Demand
A key notion, price elasticity of demand, gauges how responsively consumer demand responds to price changes. In order to ascertain how responsive consumers are to price changes and how it affects the demand for a product or service, it is crucial to understand the elements that determine price elasticity of demand.
In order to fully comprehend how consumers, react to price changes, it is essential to understand the elements that affect demand's price elasticity for the Tesla Model 3. This section examines these elements and how they affect the demand for the Model 3 vehicles. The Model 3's status as a luxury or necessity is determined by the analysis's examination of substitution effects. Additionally, the income consequences are assessed while taking into account the percentage of revenue devoted to the car's purchase (Beaman, Hegmann and Duwors, 2020).

[bookmark: _Toc140609118]Substitution Effects - Luxury vs. Necessity
Perceived Classification: Understanding consumer perceptions of the Tesla Model 3 as a luxury or a necessity is essential to understanding its market placement. Sales data show that more than 1 million units have been sold internationally as of 2023, proving the Model 3's success. It is the most popular electric vehicle in the US, with over 300,000 deliveries in 2022 and more than 70% of all electric car sales in the country (Acemoglu and Restrepo, 2019). This successful market performance implies that the Model 3 is now acknowledged by consumers as a useful option rather than just a luxury good.
Influence on Price Elasticity of Demand: The Model 3's price elasticity of demand is significantly impacted by whether it is considered a luxury or a necessity. According to the price information, the base price of the Model 3 has gone up over time, reflecting elements like rising battery prices and rising demand. Nevertheless, despite the price rise, the high sales figures imply that many consumers may view the Model 3 as more of a need than a luxury. As a result, compared to strictly luxury products, the Model 3's price elasticity of demand might be significantly lower. Customers can consider the Model 3 to be a necessary and distinctive electric vehicle with few easy alternatives, resulting in a relatively inelastic demand. This implies that changes in price are less likely to significantly affect the quantity demanded (Buda, Özdeser and Saliminezhad, 2020).

[bookmark: _Toc140609119]Income Effects - Percentage of Income
Determining Percentage of Income: The average household income of Tesla Model 3 owners, according to a Hedges & Company survey, is $133,879 annually. The median household income in the United States, which was $67,521 in 2020, is substantially lower than this. On the other hand, the Tesla Model 3's starting price has gone up from $35,000 since its initial introduction in 2017 to $46,990 by 2023. A number of variables, including growing battery costs and greater demand, are probably to blame for this price surge (Gilson and Abbott, 2018).
Impact on Price Elasticity of Demand: The Tesla Model 3's price elasticity of demand is significantly impacted by the percentage of income spent on it. Demand is typically more price elastic when a bigger percentage of income is allotted to the Model 3. This implies that consumers might be more sensitive to price fluctuations and might be more inclined to modify their demand in light of affordability issues.
On the other hand, if the Model 3 receives a substantially smaller share of income, the demand may be more price inelastic. Customers could be less price sensitive in these circumstances because the car is a smaller percentage of their entire income and is seen as a more manageable expense.

[bookmark: _Toc140609120]Pricing Policy Recommendations
Proposed Pricing Policy: It is advised to implement a competitive pricing policy for the Tesla Model 3. The Model 3 is positioned as a desirable and affordable choice within the electric vehicle market using this strategy, which takes into account elements including substitutes, complements, consumer income, preferences, and price elasticity of demand.
Justification of the Recommended Pricing Policy: The impact of these factors on demand and price elasticity supports the competitive pricing strategy. Tesla can successfully compete with other electric vehicles by pricing the Model 3 competitively, luring potential buyers who look at less expensive options. A competitive cost of ownership is ensured by taking into account the costs of accessories like charging infrastructure, home charging stations, Tesla solar panels, and Tesla Powerwall. A competitive pricing also attracts a larger clientele, including those who are more price-sensitive, increasing market share and Model 3 demand all around.
Alignment with Tesla's Goals and Objectives: The suggested price strategy supports Tesla's objectives of accelerating green energy and transportation solutions. By keeping the Model 3 affordable, Tesla encourages the transition to sustainable mobility and lessens dependency on fossil fuels while improving accessibility to electric vehicles for a wider user base.




[bookmark: _Toc140609121]Conclusion
In conclusion, the analysis shows how crucial it is to comprehend the variables affecting the demand for and cost of the Tesla Model 3. The dynamics of the market are heavily influenced by variables including alternatives, complements, consumer income, tastes, expectations, demography, and price elasticity of demand. A competitive pricing strategy is advised based on the data to present the Model 3 as an appealing and affordable option within the electric vehicle industry. The promotion of environmentally friendly transportation and market dominance are goals that are in line with Tesla's strategy. Tesla can increase demand, aid in the shift to sustainable transportation, and keep its throne as the market leader by employing a smart pricing approach.
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