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1. Introduction
Economic analysis and the models and theories it uses to examine factors, data, and trends enable businesses to make adequate economic decisions. In this essay, using this analysis, we will better understand how global corporations such as IKEA undertake their development and performance strategies (Smith 2022). Founded in 1943 by Ingvar Kamprad, IKEA is one of the world's largest furniture retailers operating in the highly competitive home furnishing industry (Kamprad 1985). The impressive number of 460 company stores in 62 markets and annual sales for 2022 of EUR 44.6 billion (IKEA, 2023), are definitely an indicator of a successful presentation and policy. As we go deeper into the economic analysis of IKEA, we will mention how during its historical development the importance and understanding of the mechanisms and factors that we will mention affect the position and market, profitability and sustainability in the dynamic business environment in which the company operates (Johnson 2019). Among a large number of items - over 9,500 (Szecsei, 2022) in numbers, such as decoration, kitchens, storage and organisation, lighting, outdoor settings, bathroom products and many others, we chose to analyse one of the largest groups - the practical, innovative and affordable living room furniture for everyday life, for which the company is known and is gaining more and more followers.
2. Funding
2.1 Factors affecting Ikea's market equilibrium and demand
The customer's willingness and ability to pay a certain amount for a service or product is known as economic demand. In this situation, we observe the regularity in which an increase in price leads to a decrease in demand. Despite the above statement, there are also several factors that can affect demand, namely the price of complementary goods and substitutes, changes in the preferences and expectations of the buyer, the change in his income, and the demographic factor (Mankiw & Taylor, 2014). All of these factors will be mentioned in the essay along with their impact on demand and reaching market equilibrium. This condition where we have equal supply and demand is known in economics as market equilibrium and the graph that follows shows how it changes according to price.
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                               Source: Online-Tutor2U (Tutor2U, 2021)
The analysis of the financial years, which IKEA published, clearly shows positive results in sales to 44.6 billion Euro for 2022, from 41.9 billion for 2021 and 39.60 billion for 2020 (IKEA, 2023). 
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IKEA Worldwide Retail Sales Revenue (Verma & Bhatt, 2023)
Our selected product group of living room furniture is 19% (Verma & Bhatt, 2023) of the total number of sales, or the third largest group, which undoubtedly shows that there is also a gradual increase in the demand for such products.
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IKEA Worldwide Retail Sales Share  (Verma & Bhatt, 2023)
2.1.1. Price of substitutes
The choice of replacing a product with an alternative to it, with similar functions and qualities, is the right of every buyer. Usually, when the price of a good increases, the customer prefers to buy its substitute, thus the demand for the replaced good decreases. The relatively low price of living room furniture in IKEA stores weakens the substitution effect. This means that consumers are less likely to switch to other brands when IKEA prices rise.
It is clear to everyone that the current financial situation imposes restrictions on our daily expenses, but despite this, IKEA is seeing growth. The company's furniture has competition in the market, regarding the production of similar products, but for example not so cheap, not eco-friendly or not so high quality. They are also designed to be assembled by the buyer at home, which is another difference from the many replacements on offer. This incomplete substitutability shows that IKEA is a representative of monopolistic competition. In this imperfect competition, manufacturers set the prices of their products themselves, and here again, IKEA has an advantage. Companies such as B&Q, Next, and Argos also offer Scandinavian-style furniture, but not at such a competitive price.
The price factor of substitute products is indeed one of the main factors on which IKEA gains an edge. As one of the world's largest furniture manufacturing companies, it can benefit from economies of scale. Increasing returns with relatively limited use of their factors of production is exactly what companies are looking for (John Sloman, 2012). The large volume of sales and financial savings that IKEA realizes are invested in increasing production efficiency, which makes it even stronger among its competitors.
2.1.2. Price of complements
In contrast to substitutes, complementary goods are those that add value to another product and are usually used together with it (StudySmarter, 2023). The compliments that IKEA can offer to the living room furniture are for example various decorative accessories, cushions or candles. Reducing the price of these goods and creating a sense of cosiness that they will create in the customer's home can also influence the decision to purchase new living room furniture.
Along with these benefits, IKEA customers receive a number of additional amenities that the company has taken care of. People can count on the long opening hours of the shops. They can also see how the goods are combined and look in reality, have the opportunity to leave their child in a well-equipped children's playground and eat in a restaurant offering traditional Swedish cuisine.
2.1.3. Consumer Income
The price of substitutes and complements is not the only variable affecting demand. The stability of the market and demand is a response to the change in income (Hagströmer & Salomonsson, 2005). The determinant that has a direct influence on the purchase of furniture is the buyer's income. Since these goods are not necessities, their increased demand also requires an increase or stability of income. The good news is that the company's furniture does not fall into the category of luxury goods, and the dependence on the customer's purchasing power is relatively weak. In order to be more and more accessible to representatives of different social groups of people, IKEA used its method of flat packaging and significantly reduced the cost of delivery to the customer, instead of paying the standard huge sums for delivery of already assembled furniture. The current economic situation, related to inflation and increased costs and interest, is not in favour of the smooth development of this industry.
2.1.4. Tastes and Preferences of Consumer

The consumption and preferences of the customer can be researched in advance, which will benefit the company in creating attractive and meaningful products for the target consumer (Kotler, 2005 & Solomon, 2006). Based on these views, IKEA creates a variety of offers to attract the largest possible number of customers. The large range of items for living room furniture allows everyone to choose a product that suits their taste. Along with modern and new furniture designs, there are also those that are practical and light, easily combined modules from which customers can create their own variations. The increase in population in certain areas and the number of people living in rented accommodation also leads to a high demand for affordable furniture. In addition, a very specific characteristic of IKEA furniture, being eco-friendly, makes it attractive to a certain group of buyers, which is increasingly increasing its followers. These are the consumers who want their furniture to be made from renewable or recycled materials so as not to harm the environment with their consumption.

2.1.5. Consumer expectations of price

According to the laws of economics, when consumers expect a future price increase, an increase in demand is also expected. Due to the nature of our chosen product, even if we have an expected increase, due to rising costs of materials, wages, transportation or other production factors that are possible at the present time, we will not have such a large increase in supply, because the number of products in our group is limited to one household and is illogical overstocking for example.

2.1.6. Demographical changes
The demographic factor, as an external one, significantly impacts the furniture industry's activity. Basic elements such as age, gender, population growth, urbanization of areas, and income levels are extremely important to how the sector we are looking at will develop. For areas where the local population lives in smaller spaces, such as smaller apartments, it is precisely these space-saving and flexible IKEA furniture that are needed. They are also convenient for young people who often change their place of residence for a number of reasons. In addition, the price of most products is relatively low, so they are also sought after by people with lower incomes or young families with children who do not yet have the opportunity to invest in expensive and luxurious furniture. The demand is increasing, considering that the number of representatives from the aforementioned groups is also increasing. Yet IKEA does not insist that it should be flexible in its policy. In order to keep more paying customers, in its product range there are also premium lines such as the STOCKHOLM collection for people with more financial opportunities (IKEA, 2022).




2.2. Coefficient of elasticity of IKEA furniture

Based on mentioned so far about the change in the elasticity of demand, we have many factors. When these conditions do not change, but we consider the price change as the main parameter, then we can conclude that IKEA furniture has a relatively elastic coefficient. Due to the large number of visitors - 822 million for 2022 (Statista, 2023), for whom the price is of essential importance and the large percentage of sales from the total number - 19% (Verma & Bhatt, 2023) for the sector we have chosen, it is clear that the price will be decisive here as well. In other words, when we have promotional discounts, for example with 10%, there will be a relatively greater desire of the user to buy, and this will be relatively more than 10%.
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                        Source: Online – Liberty Media (Liberty Media, 2020) 


Regarding the availability of substitutes and their prices, it can be said that we are again observing elasticity. When the prices of goods competing with IKEA are lower, we have greater elasticity. At a small price increase, the buyer switches to alternative options. In the situation where substitute prices are higher, then the demand for IKEA furniture becomes less elastic and customers remain loyal to the brand.
The price elasticity of demand for IKEA furniture is also affected by income levels. Consumers with lower incomes are more sensitive to price changes and then the elasticity is larger, while for customers with higher incomes, this sensitivity is less and they tend to pay more for a particular design or brand, which makes elasticity less.
Consumer preferences and price expectations along with demographic factors and towards IKEA living room furniture are such that demand is less elastic as we have a strong preference for design, quality, variety and eco-friendly materials used. Statistics show that they would not switch brands, even with a small price increase, due to the fact that the company itself offers its goods at one of the most affordable prices on the market at the moment.

2.2.1. Luxury vs. Necessity
As consumers, in our daily lives, we buy goods of different natures in terms of whether they are necessities or luxuries. But still, there is a regularity that depends on how many luxury goods will be present in our consumer basket and whether we will limit ourselves to using only products and services that satisfy our basic needs. The determining factor is our income.
A regularity applies to both types of goods - with an increase in income, there is an increase in demand, but the percentage increase in demand is much greater in the case of luxury goods. The elasticity coefficient for normal goods is positive and not greater than one, while for luxury goods, this coefficient is greater than one (Pettinger, 2019). An illustrative example is the graphic.

[image: normal-luxury-good]
           Source: Online - Economics Help (Pettinger, 2019)
IKEA furniture for the living room belongs to the group of normal products, which means that with an increase in the income of the consumer, the demand for products from this group will also increase. The coefficient will not be very large, but we will still have a positive change. And in turn, the increased number of sales will lead to a normal profit in the long run.

2.2.2. Effect of the income

IKEA is a company of international importance in the home furniture trade. According to statistics, the annual revenue of the organization on a global scale is constantly increasing, reaching over 40 billion euros in 2022 (Statista, 2022). Naturally, the increased price of the final product due to higher production costs has an effect, but also, without a doubt, the growing number of visitors (Statista, 2023), has a significant impact on the company's results. Their desire for a practical and cosy home furnished with quality furniture at an affordable price is the driving force. The Swedish company is in first place in the furniture trade in Europe for 2020 (Statista, 2022) and one of the eleven most valuable brands in the world (Statista, 2022).
The fans of the brand themselves raise the company to these positions, but it, on the other hand, with the right policy and economic strategies, satisfies their expectations. The elasticity of IKEA furniture particularly of living room furniture, seen from this angle, is low, as consumers would not switch brands for small changes in price or quality, especially considering the fact that this type of furniture is not bought on a daily basis.

2.3.Recommendation

Like any company, IKEA must implement pricing strategies to retain and gain more visitors and buyers. These decisions must be made according to the company's view of its market position and the type of customers it is aiming for.
The approach, in which we must have the same low prices and good quality, is suitable for preserving the image we have already created. Thus, trust and expectations will be met and there will be no churn of customers.
Package prices would also be a good choice, such as when buying armchairs and a sofa, to have a lower overall price. 
Complimentary prices - For every piece of furniture purchased from the living room section, the buyer receives a decorative item at half price. Taking, for example, a discount pillow, he would buy a second one to be a set or another to complement the first one in colour or design. This tactic encourages buying more and gives the customer the impression that they got something at a very good price.
According to the demand and stock of a given product, IKEA can also apply the principle of dynamic demand, such as if a table is from a new collection and is in high demand, it will be sold at a higher price. This will maximize revenue.
Promotional prices are those that customers constantly monitor if they are interested in a certain product. Seasonal or holiday discounts and sales are another step towards increasing the number of visitors and potential customers.

3. Conclusion

In conclusion, we can say that the demand for IKEA living room furniture depends on many economic factors, one of the most important being the price of substitutes and compliments, consumer income, changing tastes and preferences, consumer expectations for price change and demographic factors. For the considered group of furniture, as representatives of normal products, it was found that they have an elastic demand, but the degree of this elasticity depends precisely on the change of the aforementioned parameters. In order to maintain its sales success and the leading name in furniture production worldwide, the company must consider its pricing and strategic policy to keep the interest of both the customer and monitor the proper management of its costs.

















4. References

Chopra, R. (2009). IKEA case study (Unpublished paper), pp.1-16.
Hagströmer, S. & Salomonsson, L., 2005. Price elasticity - A potential pricing tools at IKEA, Lind: KFS i Lund AB.
IKEA, 2022. A gallery of living room ideas. (Online)
Available at: https://www.ikea.com/gb/en/rooms/living-room/
(Accessed 26 08 2023).
IKEA, 2023. About us. (Online) 
Available at: https://about.ikea.com/en/about-us#:~:text=460%20IKEA%20stores%20in%2062%20markets&text=The%20first%20IKEA%20store%20opened%20in%201958%20in%20%C3%84lmhult%2C%20Sweden.
(Accessed 23 08 2023).
IKEA, 2023. How we work. (Online)
Available at: https://www.ikea.com/global/en/our-business/how-we-work/year-in-review/
(Accessed 25 08 2023).
Kotler, P., and Armstrong, G. (2005). Principles of Marketing (10th ed.). Pearson Education Asia LTD.
Liberty Media, 2020. What is the Price Elasticity of Demand? (Online) 
Available at: https://liberty-media.co.uk/2020/08/23/what-is-cross-elasticity-of-demand/
(Accessed 26 08 2023).
Mankiw, N. G. and Taylor, M.P. (2014). Economics. Cengage Learning.
Pettinger, T., 2019. EconomicsHelp. (Online) 
Available at: https://www.economicshelp.org/blog/790/economics/different-types-of-goods-inferior-normal-luxury/
(Accessed 26 08 2023).
Sloman, J. (2012). Economics. (8th ed.). Pearson.
Solomon, M. R. (2006). Consumer Behaviour: Buying, Having, and Being (7th ed.). Pearson Education, US.
Statista, 2022. Annual revenue of the IKEA Group worldwide from 2001 to 2022. (Online) 
Available at: https://www.statista.com/statistics/264433/annual-sales-of-ikea-worldwide/
(Accessed 27 08 2023).
Statista, 2022. Leading furniture retailers in Europe in 2020, based on turnover*. (Online)
Available at: https://www.statista.com/statistics/921390/turnover-of-top-furniture-retailers-europe/
(Accessed 27 08 2023).
Statista, 2023. Number of visits to IKEA stores worldwide from 2010 to 2022. (Online)
Available at: https://www.statista.com/statistics/241828/number-of-visits-to-ikea-stores-worldwide/ 
(Accessed 26 08 2023).
StudySmarter, 2023. StudySmarter. (Online) 
Available at: https://www.studysmarter.co.uk/explanations/microeconomics/consumer-choice/substitutes-vs-complements/
(Accessed 25 08 2023).
Szecsei, S., 2022. ComfyLivig. (Online)
Available at: https://comfyliving.net/ikea-facts/
(Accessed 23 08 2023).
Tutor2U, 2021. Tutor2U. (Online) 
Available at: https://www.tutor2u.net/economics/reference/market-equilibrium-decreasing-demand-and-supply
(Accessed 25 08 2023).
Verma, H. & Bhatt, S., 2023. StartupTalky. (Online)
Available at: https://startuptalky.com/ikea-selling-psychology/
(Accessed 24 08 2023).































































Bottom of Form






























2

image3.jpeg




image4.jpeg
source:Statista

IKEA Worldwide Retail Sales Share

Bed & Bathroom
22%

Living Room
19%

Children's IKEA
5% Kitchen & Dining
15%




image5.png
ELASTICITIC DEMAND

Loss incured
due to price

P2 |- Elastic

Demand

more at a lower price

Price (£)

I
[}
[}
1
[}
[}
: Profit from selling
[}
1
[}
[}
[}
[}
[}

a Q2 Quantity Demanded




image6.jpeg
Average

Income
£ week
Demand for normal good
YED >0

700 fooeeieeie
: Demand for luxury

550 | : YED>1

BO0! forennnnomnsimsmsmminnes g

(Luxury good is
normal good as well)

800 900 Quantity
—_—
wwweconomicshelp.org




image1.png
UWTSD

London




image2.jpeg
Changes in Eq rium Price

Decreasing Demand

EricEof An inward shift of market demand (ceteris paribus) leads to a
Coffee G e ) H
fall in equilibrium price and a contraction of market supply
Market
Supply (1)
¢ Pe
P2
Market Demand (1)

| Market Demand (2)

Q2 Qe Quantity supplied




