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[bookmark: _Toc110869846]Introduction
This assessment will be focused on selecting a relevant company's product and analyzing the demand and price elasticity of demand phenomena of that product. The factors that affect the demand for that good will be assessed alongside the random demand-supply equilibrium of that product. Then, the impact of substitution and income effects on demand price elasticity will be analyzed.  
When a consumer wants to purchase a particular quantity of a commodity at a price staying within his budget, it is called the demand of the consumer for that company. Various factors can influence the demand for a good. These factors are also influential in deciding the nature of the commodity i.e., the price elasticity of demand.    
[bookmark: _Toc110869847]Name and reason for choosing the product
[bookmark: _Toc110869848]Name and details of the chosen product 
The product on which the assessment will be based is Nike Shoes. Nike is a US-based Multinational sportswear manufacturer that has managed to expand its market in almost every part of the world. The company was first set up in 1964 by Bill Bowerman and Phil Knight and the headquarter of the company is said to be near Beaverton in Oregon, USA.  The company is said to produce and design footwear, equipment, sportswear, apparel, etc. The company is also known to be the largest producer and supplier of sports shoes and apparel all over the world. Out of various sportswear, Nike's shoes are world famous and of the best quality. The company is said to have a brand value of around 27 billion pounds in 2020. Air Max, Nike Golf, Nike Pro, Nike Plus, Nike Dunk, etc. are some of the brand names of the company. At the moment, Mark Parker is the executive chairman and John Donahoe is the CEO of the company (Nike, 2022).  
[bookmark: _Toc110869849]The reason behind choosing a particular product
Nike is a worldwide company that operates in various countries of the world. Nike shoes are used by many people because of their quality of leather and durability. So, it is expected that the company has come across several factors that have influenced the demand for Nike Shoes. These factors have also impacted the price elasticity of demand for this product. So, a good analysis can be done on Nike's shoes. The largest sports shoe manufacturer in the world uses an exclusive marking strategy and unique production technique to produce quality shoes that allow famous athletes to wear them comfortably and give their best performance. Several globally renowned sports stars and sports teams are sponsored by the company to advertise and promote their products. One of the greatest football clubs in the world, FC Barcelona was sponsored to use Nike's logo in the Camp Nou stadium of the company. This kind of popular company is just perfect for analysis. 
[bookmark: _Toc110869850]Equilibrium of demand-supply and demand influencing factors
[bookmark: _Toc110869851]Determination of demand-supply equilibrium 
The demand and supply of a particular product most of the time remain different. But market forces push both demand and supply curves and at a certain point, the two curves intersect each other (Zhao and Xu, 2021). This is the market clearing level of price and quantity. Equilibrium is a state of no change. Neither the buyers nor the sellers tend to move away from this point. An equilibrium gives a quantity and a price that both parties are agreed to deal with (He, 2021). 
In this assessment, a normal demand-supply equilibrium of Nike's shoes has been shown by taking general values from price, quantity demanded, and supplied.
	Price (£)
	Quantity demanded
	Quantity supplied

	75
	5000
	2400

	100
	4500
	3200

	125
	4000
	4000

	150
	3500
	5000

	175
	3000
	5800


Table 1: Demand-supply price-quantity dataset 
(Source: Self-report, 2022)
This dataset has been used to evaluate the following market equilibrium diagram of Nike-

Fig. 1: Demand-supply market equilibrium 
(Source: Self-report, 2022)
From this market equilibrium, the evaluated equilibrium price is £125 and the equilibrium quantity is 4000. 
[bookmark: _Toc110869852]Factors influencing the demand for Nike's shoes
1. Price of the Substitutes: A product's demand is always affected by the availability and price of substitutes. A substitute good is an alternative to a certain product with almost similar quantity and quality. If the price of the substitute commodity increases, the demand for the actual product will be reduced and vice-versa (Ramaswamy, 2018). 
In the UK, there are many substitutes for Nike's shoes. Adidas is said to be the biggest alternative to Nike in the sportswear market. 
	Adidas different types
	Price (£) in 2022
	Price (£) in 2021

	Adidas originals (white)
	39
	36.465

	Adidas originals (black)
	106.12
	99.2222

	Adidas (Blue)
	52.45
	49.04075

	Adidas originals (black)
	66.63
	62.29905

	Adidas plain black
	45
	42.075

	Adidas white blue
	99
	92.565

	Adidas snicker
	75
	70.125

	Adidas (Pink)
	70
	65.45

	Adidas sports shoe
	129
	120.615

	Adidas (plain)
	37.8
	35.343


Table 2: Prices of Adidas shoes in 2021 and 2022
(Source: Stylight, 2022) 

Fig. 2: Multiple column chart of the above dataset
(Source: Self-report, 2022)
Here, the current prices are given but the prices for 2021 have been taken by keeping in mind that the prices have increased at a rate of 6.5% in the current year than the last year. So, as the prices have increased this year, the demand for Nike's shoes is expected to increase in the current year and future.
2. Price of the complements 
A complementary good is a good that is consumed together with a particular product. When the price of a complement increases, people feel that the actual good cannot provide the same utility as before because they will purchase less quantity of that complementary good. So, the demand for the actual product will fall as well (Eddy, 2022). 
Nike’s socks complement the sports shoes of the same company very well. So, if the prices of socks increase in the UK, the purchasers of Nike’s sports shoes will demand less of this product and shift to other best possible alternatives. In recent times, the prices of Nike’s sports wears have increased in the UK due to rising inflation. The company is feeling the heat of rising manufacturing, transport, and other costs so, socks prices have been increased as well. This will surely reduce the demand for Nike's shoes.
3. Income of the consumers 
Consumers' income impacts a lot on the demand for a product. If the good is a normal one, the increase in income will tend to push the demand for a product higher and vice-versa. If the good is a luxurious type, an increase or fall in income of a rich consumer won't matter much but for a middle-income or low-income consumer, it will affect a lot. If income falls, then he will not purchase the product (Kohan, 2022). 
Nike's sports shoes are luxurious goods so people of the high-income range mainly consume these goods. So, a change in income wouldn't affect the demand much.
	Revenue from the footwear segment of Nike

	Years
	Revenue (billion £)
	
	

	2017
	17.41
	
	

	2018
	18.39
	
	

	2019
	20
	
	

	2020
	19.25
	
	

	2021
	23.15
	
	


Table 3: Revenue earning of Nike's footwear
(Source: Statista, 2022) 

Fig. 3: Area chart of the above dataset
(Source: self-report, 2022)
Here, in this figure, the data shows that the sales have fallen in 2020 but have increased the most in 2021 and the figure for sales is the highest in the last 5 years. In 2020, the demand falls as most of the European sports were postponed because of the Covid-19 outbreak, but in 2021 when everything started to get normal, the income of the people increased too, and so is the demand. 
4. Taste and preference of the consumer
The demand for a commodity often resembles the choice and psychological preference of the consumers. When a consumer sees an increase in the prices of his chosen product, the demand will fall as he will to a different brand. 
Nike shoes are mainly preferred by sports stars and athletes. So, their demand for Nike's shoes will fall when the quality of the product will get dropped rather than an increase in the price and vice-versa.  An increase in the revenue of the footwear of the company resembles that people are preferring more increasing the demand. 
5. The expectation of the consumers of price
Consumers of a particular product always purchase it looking at future situations. People can always predict the price of a product in the future to some extent, coming across different behaviors of the market (Brækkan et al, 2018). If they think that price can increase in near future, they will demand more of that product at present. If the opposite happens, the demand will fall. 
Nike's leaders said last year that prices can increase in the future i.e., in 2022, so it will increase the demand for Nike's shoes for now as the sales of the data table 3 are showing. It has reached the highest number in the last 5 years. 
6. Demographics
Demographics mainly refers to the number of customers of a product which's demand is influenced by it. If the number of customers increases, the demand for the product will rise too. If the number of consumers falls, the demand will fall too. 
Nike's shoes are of the best quality. Athletes and sports stars can avail it easily as they don't have a financial barrier. So, if the number of consumers increases, the demand for Nike's shoes will increase too. 
	Number of consumers of Nike's sports shoes in the UK
	

	Years
	Numbers

	2016
	8,094

	2017
	7,920

	2018
	8,425

	2019
	8,790

	2020
	8,592


Table 4: Number of consumers of Nike’s sports shoes in the UK, 2016-20
(Source: Statista, 2022)

Fig. 4: Number of customers of Nike in the UK 
(Source: Self-report, 2022)
Increasing numbers indicate an increase in the demand for Nike's sports shoes in the UK. In 2020, numbers decreased because of a fall in the demand due to a covid outbreak and several lockdowns in the UK.  
[bookmark: _Toc110869853]Influence of income and substitution effect on the price elasticity of demand
[bookmark: _Toc110869854]Influence of income effect on the price elasticity of demand
The income effect is a microeconomic phenomenon that shows how the demand for a product or a service change due to changes in the income of the consumers. In this case, the change in the real income of the consumers is mainly underlined. The price elasticity of demand for a good shows the response of a consumer when the price of that good changes. When income increases, the consumer will have higher purchasing power. So, he will respond accordingly when the price changes. For a necessary good, an increase in the income will allow the consumer to purchase the same as before even after a price increase. So, demand will not be affected much. But, if the product is a luxurious type, then a fall in the income will impact the demand for the good as people would try to move away from that good. The demand will be price elastic in this case. 
Nike's sports shoes are more of a luxurious type. So, if the income of the consumers falls, then they will try to switch to an alternative brand if the price of Nike's shoe increases. The response is said to be high which represents a highly elastic price elasticity of demand. 
	Year
	Mean equivalized disposable income
	Median equivalized disposable income

	2016/17
	36621
	30026

	2017/18
	36017
	29308

	2018/19
	36397
	29548

	2019/20
	37839
	30762

	2020/21
	37622
	31385


Table 5: average and median disposable income of the UK households
(Source: Ons, 2022)

Fig. 5: trends in mean and median disposable income 
(Source: Self-report, 2022)
Here, the average income of UK households is said to have fallen in 2020 and the median income is having a growth rate of 2% only. So, it will impact the price elasticity of demand negatively, the demand will be price elastic and the company will earn less. This has happened as sales numbers have fallen in 2020, staying consistent with this data.
[bookmark: _Toc110869855]Influence of Substitution effect on the price elasticity of demand
The substitution effect implies a change in the demand of a commodity when there occurs a change in the relative price of the alternative or substitute commodity of that product. This theory states that, if the price of a certain product goes up, then it will be tough for a consumer to afford. So, he will switch to a perfect or almost similar product that is available at a less price. Now, the extent of this shift to another product resembles the price elasticity of demand for a product. If the good is price elastic, the consumer will shift immediately to the substitute brand if the price of the product increases by 1%. If the product is inelastic, the quantity demanded will not change much in response to a 1% price change (Corporate Finance Institute, 2022). 
Nike has some competitors in the market of foot wears in the UK. Brands like Adidas, and Puma are close substitutes for Nike's sports shoes. If Nike's prices of sports shoes are increased, people will shift to Adidas or Puma. This represents an elastic price elasticity of demand and the demand for Nike's sports shoes will fall as well. 
	Revenue earning of Nike, Adidas, and Puma in the UK (Billion Pounds)

	Year
	Nike
	Adidas
	Puma

	2021
	23.15
	10.62
	2.96

	2020
	19.25
	11.3
	2.4

	2019
	20
	12.52
	2.36

	2018
	18.39
	12.09
	2.06

	2017
	17.41
	12.32
	1.99


Fig. 6: Comparison of revenue earnings
(Source: Statista, 2022)

Fig. 6: Comparison line chart of 3 sports shoe brands in the UK
(Source: Self-report, 2022)
Here, the upward sloping line of Nike and the Negatively sloped line of Adidas resemble that Nike has managed to maintain its demand, and substitution effects haven't made an impact on the price elasticity of demand. So, in this case, the demand for Nike's sports shoes is not very price elastic
.
[bookmark: _Toc110869856]The pricing policy of Nike
There are mainly four pricing techniques companies undertake in their businesses- Skimming, penetration, Premium, and value-based. Companies can use a penetration strategy if they want to acquire market shares quickly. New firms in the market use it a lot. When a company wants to put a high value on a product based on its skills and qualities, it undertakes a premium pricing strategy. A skimming strategy is used by companies when it launches a new product or service. At this time, the prices are naturally higher than the prices of other times. In the case of a value-based pricing strategy, companies implement prices based on the perceived value, not on the historical values (Vianello, 2019).
Nike uses different strategies accordingly, but it mostly uses premium pricing and value-based pricing strategies. The sports shoes of Nike are priced higher than other brands as this company offers the best quality to the athletes and other sports stars of the world. The company also collects high revenues by selling these high-priced products. Also, the company prices its sports shoes accordingly. There are different ranges of products that Nike's shoes have. Some of them are as follows-
	Varieties
	Price (£)

	Nike Phantom GT2
	7995

	Nike Mercurial Superfly
	21,995

	Nike Tiempo Legend
	6995

	The Nike Premier 3 FG
	9995

	Nike Zoom
	7995

	Nike Air Force
	7495

	Nike Air Max
	14995

	Nike Air Zoom
	15,995

	Nike Infinity Run
	14995

	Nike Waffle
	9,695

	Air Jordan
	18395

	Nike Air Kuakini
	12,795

	Nike Pegasus
	13995

	Nike SB Blazer
	8,495

	Nike Dunk Low
	10995

	KD15 EP
	13,995

	Jordan Delta
	12795


Table 7: Prices of different sports of Nike
(Source: Nike, 2022)
[bookmark: _Toc110869857]Conclusion 
Nike company has done well in terms of maintaining the prices and revenues at an increasing rate even during this pandemic time. The users of Nike's sports shoes are increasing regularly which is an indication of the good managerial work of Nike. The number of employees has remained almost same even in this covid period which is significant. The factors of demand have influenced the demand for sports shoes, Nike, as demand has increased in every sense. The company is said to have increased its prices of sports shoes but the demand for the product hasn't fallen yet. If the company can keep up the good work then the growth and revenue figures will expand more in upcoming years.   
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Revenues earning of Nike's footwears

Revenue (billion £)	
2017	2018	2019	2020	2021	17.41	18.39	20	19.25	23.15	



Number of Customers of Nike's Shoes 

Numbers 	
2016	2017	2018	2019	2020	8094	7920	8425	8790	8592	


Income of the UK hosuholds

Mean equivalised disposable income	
2016/17	2017/18	2018/19	2019/20	2020/21	36621	36017	36397	37839	37622	Median equivalised disposable income	
2016/17	2017/18	2018/19	2019/20	2020/21	30026	29308	29548	30762	31385	



Cmparison of revenue earning in the UK 

Nike 	
2021	2020	2019	2018	2017	23.15	19.25	20	18.39	17.41	Adidas	
2021	2020	2019	2018	2017	10.62	11.3	12.52	12.09	12.32	Puma	
2021	2020	2019	2018	2017	2.96	2.4	2.36	2.06	1.99	



Demand-supply equilibrium of Nike's shoes

Price (£)	
75	100	125	150	175	Quantity demanded	
5000	4500	4000	3500	3000	Quantity supplied	
2400	3200	4000	5000	5800	


Prices of Adidas shoes in 2021 and 2022

Price (£) in 2022	Adidas originals (white)	Adidas originals (black)	Adidas (Blue)	Adidas originals (black)	Adidas plain black	Adidas white blue	Adidas snicker	Adidas (Pink)	Adidas sports shoe	Adidas (plain)	39	106.12	52.45	66.63	45	99	75	70	129	37.799999999999997	Price (£) in 2021	Adidas originals (white)	Adidas originals (black)	Adidas (Blue)	Adidas originals (black)	Adidas plain black	Adidas white blue	Adidas snicker	Adidas (Pink)	Adidas sports shoe	Adidas (plain)	36.465000000000003	99.222200000000015	49.040750000000003	62.299050000000001	42.075000000000003	92.565000000000012	70.125	65.45	120.61500000000001	35.342999999999996	
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