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[bookmark: _Toc139990445]1. Business and Product Description 
IKEA provides various types of products and services to its consumers, and it has been doing so since its establishment in 1943, in Sweden. The products offered by the company are trendy and within the budget of common people. Certain high-selling products are evaluated for this study and it is noted that “Hemnes Daybed Frame with 3 Drawers” is one of the best-selling products of the company (IKEA, 2023). This product is a multifunction drawer cum bed. It can be also used as a sofa set. This multi-functionality of this product makes a greater appeal to the customers of IKEA. This saves a lot of space while providing additional storage. This is also very stylish and can fit into any kind of interior decor. Therefore, customers are focused on this product even more. This product also offers a Scandinavian Design, which provides an aesthetic touch to it. In addition, it is made of durable wood, which also improves the quality of the product (Mallon, 2018). 
This product is selected for the study, as it can provide an understanding that whether the consumers of the company would seek better options when there are price fluctuations or remain loyal to the organisation even when they need to pay more for this product while other similar products are available at a cheaper price. As a testament to IKEA's dedication to delivering practical and aesthetically pleasing furniture options for everyday use, the Hemnes Daybed Frame with 3 Drawers stands out. This particular piece perfectly embodies their commitment by seamlessly integrating both functionality and affordability. By offering a comfortable bed alongside ample storage drawers, it addresses the needs of individuals seeking space-saving solutions without sacrificing style or usability.
[bookmark: _Toc139990446]2. Identification of Demand and Market Equilibrium  
Price of Substitutes
The pricing of various options plays a crucial role in determining the overall demand for the Hemnes Daybed Frame with 3 Drawers. There are other alternatives available, such as a standard bed frame or another type of daybed design that also provides storage capabilities. If the prices of these substitute products decrease, it is expected to result in a decline in demand specifically for the Hemnes Daybed Frame. Consumers may opt for more cost-effective choices as they try to reduce expenses. Conversely, if the prices of alternative options increase, this can have a positive impact on the demand for the Hemnes Daybed Frame (Pereira, 2023). Compared to its higher-priced counterparts, the Hemnes Daybed Frame becomes relatively more attractive both in terms of affordability and functionality. Customers might lean towards choosing this frame as an economical solution that also offers convenient storage drawers. As such, changes in substitute product prices can certainly influence the demand for the Hemnes Daybed Frame. 
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Figure 1: IKEA Global Sales Share by Products Type
(Source: Statista, 2019)
In the above graph, it can be noted that Global sales of IKEA mainly focus on Bed and Bathroom products. This selected product falls under this category, and thus, it can be noted that the demand for this type of product in IKEA is quite high, as the overall sales of this type account for 22% of global sales of IKEA (Statista, 2019). Therefore, even if the prices of the substitute items fall in other companies, they may not affect the sales of the Hemnes Daybed Frame with Three Drawers. Though, it would still be possible for the company to suffer minor losses in this regard if the prices of the alternate products would fall significantly.
Price of Complements
The demand for the Hemnes Daybed Frame is greatly influenced by the price of its complements, such as mattresses, bedding sets, and decorative items. If the cost of these complementary products decreases, it tends to result in an increase in overall demand for the daybed frame. This can be attributed to consumers finding it more affordable to purchase both the daybed frame and all its accompanying items together as a complete set. The decreased pricing of these complementary products makes the entire package featuring the daybed frame and its associated items more appealing to potential buyers.
On the other hand, if complements experience a price increase, it is possible that there will be a decrease in demand for the Hemnes Daybed Frame. This is because when the cost of purchasing additional items to complete the setup becomes higher due to more expensive complements, consumers may choose not to buy the complete set. The increased cost may lead them to consider alternative options or postpone their decision to purchase (WARC, 2023). Therefore, changes in complement prices directly affect the demand for the Hemnes Daybed Frame. A decrease in complement prices can stimulate overall demand, while an increase can hinder it. To visually illustrate this relationship between complement prices and demand for the Hemnes Daybed Frame, including a graph depicting these fluctuations and their impact would be beneficial.
Consumer Income
Fluctuations in consumer earnings directly influence the market demand for the Hemnes Daybed Frame. A rise in consumer income typically corresponds to an upsurge in demand for this particular product (Hainmueller, Hiscox and Sequeira, 2015). As individuals have a greater amount of disposable income at their disposal, they are more inclined to allocate some portion towards acquiring household furnishings, such as the Hemnes Daybed Frame. The elevated level of income empowers them financially and enables them to invest in products that enhance the overall aesthetic appeal and functionality of their living spaces.
Alternatively, a reduction in consumer income has the potential to cause a decline in demand for the Hemnes Daybed Frame. When individuals face a decrease in their income levels, they may prioritise essential purchases and delay buying non-essential products like furniture. As a result, there is likely to be reduced demand for the Hemnes Daybed Frame as consumers tighten their budgets and restrict discretionary spending. Hence, consumer income plays an important role in influencing the demand for the Hemnes Daybed Frame. An increase in disposable income can contribute to higher demand while conversely; a decrease can lead to decreased demand. To visually represent this relationship between consumer income and demand for the daybed frame named 'Hemnes,' it would be beneficial to include graphs depicting fluctuations of consumer income levels alongside corresponding impacts on product desire.
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Figure 2: Average Income of Consumers of IKEA
(Source: Clark, 2022)
As seen in the above graph, the overall average income of the customer base of IKEA is gradually increasing. As seen above, the average income of the consumers in 1999 was only around 17,500 British Pounds. However, over the period of time, in 2022, the average income has risen significantly to 33,000 British Pounds per annum (Clark, 2022). This provides the company to generate better revenue and implement better pricing strategies for their consumers. 
Consumer Tastes and Preferences
The Hemnes Daybed Frame's demand is significantly impacted by consumer tastes and preferences. The ever-changing trends in design, lifestyle choices, and personal preferences shape the level of demand for this product. For example, if consumers prefer minimalist furniture that saves space, the functionality and modern aesthetic appeal of the Hemnes Daybed Frame could drive an increase in its demand (Patrick, 2016). Conversely, a shift towards other furniture styles or features might have a negative impact on the product's popularity. It is crucial for businesses to adapt to evolving consumer preferences and stay up-to-date with emerging trends in order to ensure the continued appeal of the Hemnes Daybed Frame within the market.
Consumer Expectations of Price
If customers anticipate a potential future reduction in the price of the Hemnes Daybed Frame, it could result in a decrease in immediate demand as they may postpone their purchases hoping for a more favourable offer (Priporas, Stylos and Fotiadis, 2017). Conversely, if consumers believe that there will be an increase in price, it might encourage current demand as customers scramble to make purchases before the anticipated price surge.
Demographics- Number of Buyers
The demand for the Hemnes Daybed Frame is directly affected by the number of buyers. This includes individuals living in compact apartments or those seeking furniture that serves multiple purposes. An increase in the population falling into these categories has the potential to drive up demand for this particular daybed frame. Its design, which saves space and offers versatility, makes it an appealing option for buyers looking to optimise their living spaces (Lin et al., 2018). Furthermore, because IKEA products tend to appeal to a diverse range of age groups such as young professionals, students, and individuals embarking on independent lives; these demographics actively contribute to expanding buyer base possibilities.
[bookmark: _Toc139990447]3. Indication of Demand being More Elastic or More Inelastic 
Substitution Effects: Luxury vs. Necessity 
According to the viewpoint of consumers, the Hemnes Daybed Frame is generally perceived as a high-end product rather than something essential. Although it does offer extra benefits in terms of functionality and enhancing the visual appeal of living spaces, its necessity for basic survival or everyday life is not evident (Chitnis and Sorrell, 2015). This categorisation as a luxury item suggests that demand for the Hemnes Daybed Frame tends to be more responsive to changing prices or market conditions.
Consumers have various alternatives at their disposal, such as conventional bed frames or alternative daybed models. In the event that there is a substantial increase in the price of the Hemnes Daybed Frame, consumers are inclined to consider these substitute options or postpone their purchase. The presence of substitutes and the discretionary nature of the daybed frame render demand more sensitive to fluctuations in price.
In the event that the price of the Hemnes Daybed Frame increases due to factors such as higher production expenses or inflation, consumers might be more likely to explore alternative options like conventional bed frames or different daybed models (Meas et al., 2014). These types of substitute products are found at a cheaper price, and with more sleek and stylish designs. Which can make the consumers choose them instead of the product offered by IKEA.
In contrast, if IKEA reduces the price of Hemnes Daybed Frame with three drawers, it can be helpful for retaining customers. It would make the consumers rethink their decisions about buying the alternative product as they will be getting the product at almost the same price. This can improve the demand of this product significantly. Understanding the overall impacts of these available substitutions on the business is necessary for making a well-informed decision for the company. The competition of these substitutes is required to be closely observed in order to develop certain pricing strategies to be able to improve the demands of the product.
Income Effects: Percentage of Income
The overall amount is relatively small which counts up by the purchase of the Hemnes Daybed Frame. There are various aspects that are to be noted when making a pricing strategy. Among them, some of the important ones are materials, brand positioning, construction, and such. These factors make sure that the demand for this product remains less affected by price changes. Consumers tend to allocate only a small fraction of their overall income toward purchasing this daybed frame (Gicheva, Hastings and Villas-Boas, 2010). This means that fluctuations in its price are less likely to have a significant impact on consumer buying behaviour. Even if there are slight variations in price, consumers are more inclined to continue buying the Hemnes Daybed Frame because it remains affordable compared to other options available on the market. The fact that only a low percentage of income is spent on this product contributes further to making its demand less responsive when prices change.
For instance, in the event that there is a marginal increase in the cost of the Hemnes Daybed Frame, individuals are still likely to perceive it as affordable and thus continue to make purchases (Price and Edwards, 2020). The accessible price point of this product empowers consumers to adjust their budgets accordingly without resulting in any substantial change in demand. Conversely, if there is a reduction in the price of the daybed frame, it could be seen as an even more appealing and economical choice by customers. This perception may potentially result in an upsurge in demand for this particular item.
Comprehending the ramifications of income on business operations holds paramount importance in devising efficient pricing tactics. The availability of an affordable option like the Hemnes Daybed Frame empowers enterprises to establish price points that accommodate a broad spectrum of consumers, without drastically affecting demand. By striking a balance between competitive pricing and taking into account the income levels prevalent within their target market, businesses can guarantee a steady and unwavering demand for this product.
Pricing Strategy 
After evaluating the Price Elasticity of Demand, it is advisable for the business to adopt a competitive pricing strategy as part of its prudent pricing policy. Income effects and substitution effects are to be taken into consideration while implementing a pricing strategy such as competitive pricing. The prices of the product should be set at a level where the competitor’s price remains slightly less than the price of IKEA’s product (Baker, 2002). This would show that the quality of the products at IKEA is better than the competitors. The brand value of the company creates this effect on the consumers. Thus, IKEA can use this as its advantage while implementing a competitive pricing strategy.
By gaining insights into the price ranges and positioning of similar products offered by rivals, companies can determine an optimal point at which to set the price for the Hemnes Daybed Frame. In addition to adopting competitive pricing, occasional promotional activities or discounts can be strategically utilised to attract customers during specific periods or events (Grasset, 2015). These promotional initiatives not only create a sense of urgency but also differentiate the Hemnes Daybed Frame from its competitors. However, it is crucial for businesses to strike a balance between maintaining competitiveness through lower prices and ensuring profitability through reasonable profit margins. The chosen pricing strategy should carefully consider all costs associated with production, marketing, and various operational aspects of the business. By actively managing costs and promoting efficiency throughout operations, companies can offer competitive prices while safeguarding their profitability.
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Figure 3: Competitive Pricing
(Source: Grasset, 2015)
The implementation of a competitive pricing strategy recognises the impact of changes in demand due to substitution effects. By offering prices that are either on par with or slightly lower than alternative products, companies can increase their market share and appeal to consumers who are sensitive to price fluctuations. Additionally, a competitive pricing strategy takes into account income effects by providing affordable options for customers. Setting prices within an acceptable range relative to consumers' income levels enables businesses to attract a broader customer base and maintain stable demand (Shapiro, 1987). To ensure the effectiveness of this pricing approach, it is crucial for firms to continuously monitor market dynamics, competitor pricing strategies, and customer preferences. This allows them to make necessary adjustments in response to changes in the business environment while remaining competitive.
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