							

Management Economics
                                                               LCBB5008



Prepared by: Ludmila Rosu
                                      Student ID: 2114963





                                                             
                                                                                 University of Wales Trinity St David
                                                                                 Date: 09.05.2023




Table of Contents
Introduction	3
Business description	3
Demand and Market Equilibrium	4
Price substitutes	4
Price of complements	4
Consumer Income	5
Consumer tastes and preferences	5
Consumer expectations of price	6
Demographics	6
Price Elasticity of Demand	6
Substitution effects	6
Pricing Policy	8
Conclusion	9
References	9













[bookmark: _Toc130508444]Introduction 
Management economics is essential to every business organisation. It involves the application of economic principles and tools in effectively analysing business decisions and maximising efficiency and profitability in various organisational setting (Wood and Ogbonnaya, 2018). Business organisations effectively produces different products that help to increase the profitability as well as increase business performance within the market it operates in. Businesses ensure that they implement management economics to help in making optimal decisions regarding resource allocation, production and pricing to achieve the business goals. This report aims at discussing about Nike company, which produces athletic footwear and other accessories. The report describes the business and its products and gives a justification on why the product was chosen. The report also identifies and discusses demand and market equilibrium of the business and its products. 
[bookmark: _Toc130508445]Business description 
Nike’s main product are athletic shoes with the company offering a wide range of footwear products for various sports and activities such as running, basketball, football and trainings. The business is also known for its athletic apparel which includes shorts, shirts, pants and jackets produced for both men, women and children. Nike also sells a variety of sports equipment such as balls bags and training aids. The main product that increases the profitability of this business organisation is athletic footwear and apparels. Nike’s main product signature being athletic footwear are sold under the Nike brand and features various styles and designs. The reason for choosing this product is because Nike is a successful company that has a strong global presence and produces athlete’s footwear that are recognised (Masaviru, 2016). 
The product is popular with a wide range of consumers from professional athletes to everyday fitness enthusiasts which effectively makes it an interesting business product to study. The business produces the athlete footwear because of its known innovative and creative marketing campaigns which have helped it build and maintain its brand image over the years across the globe. Another reason for choosing this product is because Nike is a fascinating company that has a significant impact on the Athletic footwear and apparel industry and hence discussing it provides insights into the strategies and tactics that can contribute to the company’s success and increasing the product’s awareness in the market. 
[bookmark: _Toc130508446]Demand and Market Equilibrium 
According to Hu, Lu and Chen (2016), demand refers to the quantity of a product or service that consumers are willing and able to purchase at a given price offered by the business organisation. On the hand market equilibrium refers to the occurrence when a quantity of a product demanded by the consumers equals the quantity supplied by the producers at a given price, thus resulting in balance between supply and demand (Khazeni et al, 2018). Demand and equilibrium will be affected by market factors. 
[bookmark: _Toc130508447]Price substitutes 
A substitute for Nike athletic footwear and apparel includes the competitors within the industry such as Adidas, Under Armour and Puma. If the price of these substitutes increases, it can lead to an increase in demand for Nike’s products as consumers may switch to Nike’s products as a more affordable option. However, if the price of the substitutes decreases, it can lead to a decrease in demand for Nike’s products as consumers may opt for the cheaper alternatives. Nike’s products are often priced at a premium compared to those of its substitutes due to the company’s strong brand image and reputation for quality which helps it to effectively maintain the demand of its customers (Stangl, 2020). 
[bookmark: _Toc130508448]Price of complements 
Complements for Nike’s athletic footwear and apparel are the accessories such as socks, sports bras, sports equipment such as basketballs and soccer balls. Increase in the price of these complements can lead to a decrease in demand for Nike’s products as consumers may opt to purchase the cheaper alternatives or forego the complementary product altogether which negatively affects the demand of the athletic footwear and apparels. However, when the price of the complement’s decreases, it can lead to an increase in demand for Nike’s products as consumers are willing to purchase them alongside the cheaper complementary product. For instance, the demand of basketballs decrease will lead to an increase in demand for Nike’s basketball shoes as consumers become more willing to purchase the shoes alongside the cheaper basketballs.
[bookmark: _Toc130508449]Consumer Income 
Consumer income has a significant impact on Nike’s athletic footwears and apparels since consumer income increasing has effectively led to an increase in willingness in purchasing Nike’s product as they have more disposable income to spend on luxury items such as high-quality athletic footwear and apparel (Jiang, 2019). However, sometimes the consumer income decreases which leads to a decrease in the demand for the products as consumers are less willing to purchase the products as they find the athletic footwear to be non-essential. Nike’s product is priced at a premium price compared to its competitors making them more sensitive to changes in consumer income. As a result, Nike effectively ensures that it monitors the consumer income trends and adjusts its marketing pricing strategies accordingly to ensure that consumers demand remains higher. 
[bookmark: _Toc130508450]Consumer tastes and preferences 
Consumer tastes and preferences has an impact on demand for Nike’s athletic footwear and apparel. Consumer tastes and preferences have kept on changing as consumers keep on demanding for more high-quality products that are more comfortable which has affected the demand of athletics footwear and apparels (Saini et al, 2022). Consumers tastes and preferences keep on changing due to different factors including economic factors and social factors. Consumers have become more interested in sustainable and eco-friendly products which has led to shifting towards brands that focus on sustainability (Saini et al, 2022). Nike has increased the demands for the products thus increasing the product purchase rate thereby making the company to realise its profitability. Nike has ensured that it increases the demand for the products from the consumers by introducing more athleisure-style clothing which has effectively helped to maintain the demand for the products.
[bookmark: _Toc130508451]Consumer expectations of price 
Consumers expect the price of the athletics footwear and apparel to change due to the innovative strategies kept in place to increase the quality of the products. This is likely to affect the price of the product thereby it will increase the demand from consumers as the improved product will be able to satisfy the needs and demands of consumers (Lee, Kim and Won, 2018). Consumer expectations of price will have a significant impact on demands for Nike’s athletics footwear and apparel since the consumers expect the price to increase, the consumers will be expected to purchase more in the shorter terms to avoid paying higher price later (Trivedi, Trivedi and Goswami, 2018). However, if the consumers expect the price of Nike’s products to decrease, they may be more likely to hold off on purchasing until the prices change. The demand of the product will be affected due to various factors including state of economy, trends in the retail industry and the competitive landscape for athletic footwear and apparel. 
[bookmark: _Toc130508452]Demographics 
The number of buyers increase which increases the demand for Nike’s products as more buyers are interested in purchasing them. The number of buyers is increasing as the company has targeted more younger consumers who are interested in sports and fitness thereby increasing the purchase rate of the products (Ellickson, 2013). This has increased the number of buyers thereby the demand for the products has been increased effectively.
[bookmark: _Toc130508453]Price Elasticity of Demand
[bookmark: _Toc130508454]Substitution effects 
Luxury vs Necessity 
Nike’s athletic footwear and apparel consumers may have a viable substitute available such as products from other athletic apparel brands like Adidas and Under Armour. In terms of whether Nike’s products are perceived a luxury, or a necessity keeps on varying depending on the consumer’s individual preferences and circumstances. Some of the consumers view Nike’s products as a luxury item and thus only purchasing them for fashion or style purposes while others view the product as a necessity as they purchase the product for their sports or fitness activities. The perception of Nike’s product as a luxury or necessity impacts the price elasticity of demand (Maksudov et al, 2021). Consumers who view the Nike’s products as a luxury makes the demand for the product to be more elastic as consumers are more likely to switch to lower-prices alternatives if the price of the Nike’s products increases. On the hand, consumers who perceive the products as a necessity impacts the demand to be more inelastic as consumers become more willing to pay a higher price to continue using the products for their sports or fitness activities. 
Income effects 
Purchasing Nike’s product can differ in whether it represents large or small portion as it depends on the individual consumer’s income and spending habits. Nike’s products are typically priced at a premium price compared to some other athletic apparel brands which means that for many consumers, purchasing Nike’s products represents a larger portion of their income compared to purchasing similar products for other brands (Mamangkey, Lapian and Tumbuan, 2018). As a result, for these consumers, demands for Nike’s products becomes more elastic and sensitive to changes in price. However, for some consumers, purchasing Nike’s products represents a relatively small portion of their income while for others it represents a larger portion.
The purchase product is usually at a higher rate as the consumer’s income is higher thus representing a large portion of consumer’s income. Purchase of Nike’s product sometimes vary due to the high demand from the consumers as they effectively want to satisfy their needs and wants. Therefore, if the purchase of Nike’s products represents a small portion of the consumer’s income, demand becomes less sensitive to changes in price as consumer’s may be more willing to pay a higher price to continue using Nike’s product for their sports or fitness activities. This makes the demand to be inelastic. The purchase of Nike’s products represents a large portion of the consumer’s income making the demand to be more sensitive to changes in price as consumers become more effective to switch to lower-priced alternatives as Nike’s products increases thus making the demand to be more elastic. 
[bookmark: _Toc130508455]Pricing Policy 
Basing on the discussion and analysis of various factors that influence demand for Nike’s products as well as the price elasticity of demand for Nike’s athletic footwear and apparel, Nike should consider employing a flexible pricing policy that will effectively consider the different segments of its target market. Nike should consider pricing its basic or entry level products at lower price to effectively attract price sensitive consumers within the market while charging a premium price for its high ends products that appeal to more affluent or brand loyal consumers. In order to also effectively implement flexible pricing policy, Nike should ensure that it implements the use of promotions and discounts that will effectively drive its sales and maintain demand for its produces during periods when consumer income is lower, or competition is higher from the substitutes.  
Nike implementing flexible pricing policy it will help it to effectively adjust its prices to accommodate different levels of price sensitivity among its target market thereby it will make the company to be able to maintain the demand for its products. This is because the price elasticity of demand for Nike’s products is varying depending on factors such as consumer income, the availability of substitutes and consumer preferences thus it will be important to adopt flexible pricing policy (Eyada, 2020).  Nike faces competition from a range of other athletic apparel brands which have produced products and offered to consumers at a lower price point. 
Nike implementing a flexible pricing policy will help to meet consumer income and demand fir athletic apparel products which consumers require then seasonally and cyclically. Through using promotions and discounts, the company will be able to drive sales during periods when demand is lower such as during the off-season or during economic downturn thus increase the company’s profitability (Gregory, 2016). 
[bookmark: _Toc130508456] Conclusion
Nike is a well-known brand in the athletic footwear and apparel market that produces a wide range of products to meet the needs of its diverse target market across the global. The demand for Nike’s product is influenced by various factors including consumer income, substitutes, consumer tastes and preferences, price of complements, consumer expectations of price and demographics. To remain the competitive market, Nike should ejectively adopt the pricing policy to increase the purchase rate and demand for its products by the consumers within the competitive market. 
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