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Abstract
Demand analysis is a vital component of management economics that aids in determining the expected level of demand for a given product or service. The desire of customers to purchase a product or service at a certain price within a specified time frame is represented by the demand for a commodity. In economic theory, the equilibrium price of a good is calculated using the demand and supply model. It is a contract between the company making the product and the people who will be buying it. The price of a good, the income of the end-user, the cost of alternatives, and complementary goods are only a few of the variables that affect demand. The demand for a product is also influenced by advertising and taxation regulations. During a demand analysis, all of the variables that contribute to demand are thoroughly examined. The primary product, Nike sneakers, will be covered in this research, along with its demand, market equilibrium, and price elasticity.
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[bookmark: _Toc130407290]1. Pick a business that you know something about or can find information on. Describe the business and its main product or service.
[bookmark: _Toc130407291]What is your chosen product?
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Figure 1: Nike Shoe
(Source: www.nike.com)
One of the most recognizable brands in the world, Nike is a significant employer. Several people believe that the term “Nike” corresponds most closely to the idea of “attack” across a wide range of languages and dialects (Aigner-Walder, 2015). Nike became so popular so quickly that by its third year, it was able to build its first brick-and-mortar shop. Although having its headquarters in Oregon, Nike’s flagship shop is located in London. Throughout the years, Nike has had a big effect on mainstream culture. Two Emmy awards have been bestowed to Nike during the previous two decades for their iconic television commercials. This report is all about Nike shoes.
[bookmark: _Toc130407292]Why did you choose it?
Nike footwear is famous for its excellent quality construction, which guarantees its durability and longevity (Andreyeva et al. 2010). Customers know they can count on the company for high-quality goods and services, so they keep coming back. The success of the Nike brand may be attributed in large part to the company’s brilliant marketing approach. The company’s distinctive motto, “Just Do It,” and the now-iconic swoosh appear on every pair of Nike shoes. As a result, customers develop emotional attachments to the brand, which in turn improves the latter’s desirability to them. Nike’s primary mission has always been to enhance athletes’ performances via the application of cutting-edge technology and innovation. Nike’s Air technology has been around since 1979, but newer innovations have seen the company add knits and other lightweight fabrics, foam cushioning, and sturdier support. Nike’s social media presence predated those of its rivals, and the company was the first to sell sports shoes with customized designs online. As a result, Nike has invested heavily on sustainability, a metric that is highly valued by the brand’s core consumer base. Nike currently produces footwear for a wide variety of sports and activities, including the following: basketball, baseball, cycling, cheerleading, running, golf, softball, soccer, track & field, tennis, preparing & exercise center, yoga, volleyball, and even skateboarding.
[bookmark: _Toc130407293]2. Identify Demand and Market Equilibrium. For each of the factors that influence Demand, describe how your main product or service is affected. Does the factor indicate that demand is increasing or decreasing?
[bookmark: _Toc130407294]Price of substitutes - What is a substitute for the product or service? Is the substitute’s price increasing or decreasing? How does this affect demand for your product or service?
Substitute goods are those that may be used in replacement of another product or service. Shoe companies like Adidas, Puma, and Reebok are good alternatives to Nike footwear.
The demand for a product or service may change depending on the cost of available alternatives. As the price of a cheaper equivalent rises, more people may choose to buy the more expensive original product (Bagwell, 2005). On the other hand, if the price of a replacement drops, more people may choose to buy it instead of the original product.
Demand for Nike shoes might rise if the price of competitors like Adidas and Puma goes up, as buyers may choose to buy Nike instead. Conversely, if the price of an alternative brand were to drop, people may be enticed to buy that brand instead of Nike, which would reduce demand for Nike shoes.
[bookmark: _Toc130407295]Price of complements - What is a complement for the product or service? Is the complement’s price increasing or decreasing? How does this affect demand for your product or service?
Products like Nike shoes may be found in the footwear market. Socks, insoles, or shoe cleaner are all possible Nike shoe accessories. As the demand for a related item rises, the value of the complementary commodity also rises (Baker, 2003). In the instance of Nike sneakers, an increase in demand for Nike shoes might lead to an increase in demand for accessories like socks. If the cost of the supplement rises, sales of the product itself may suffer. This is because if the price of the supplement increases, buyers may be dissuaded from buying the product, and vice versa.
When the price of a Nike shoe’s accessory, such a pair of socks, rises, it might cause a decline in sales of the shoe itself. According to 650.org, this phenomenon represents a negative cross elasticity of demand. When the degree of similarity between two products grows, so does their cross elasticity of demand. One example is how a rise in the price of Nike socks might affect sales of Nike shoes. This is because if the price of the socks goes up too much, buyers may be put off buying the shoes.
The demand for Nike trainers may be influenced by the cost of accessories. The demand for a product and its complement, such socks or insoles, might fall if the price of the supplement rises. Nike’s bottom line may take a hit as a consequence of this. As the price of the supplement is reduced, however, demand for both the complement and the product might rise. This has the potential to boost sales for Nike. As a result, Nike has to keep an eye on the cost of its accessories and make adjustments as needed to ensure continued consumer interest in the brand.
[bookmark: _Toc130407296]Consumer Income - Is consumer income increasing or decreasing? How does this affect demand for your product or service?
The purchasing power of consumers is a key factor in the economy. There will be increased demand for high-end products and services if consumers’ income rises. If people’s income drops, they will have less of an ability to buy the things they need. When this occurs, companies will likely make plans to curtail production and perhaps lay off employees.
As people’s incomes rise, they may be able to afford to buy the newest and most costly Nike sneakers (Ellickson, 2013). If this happened, more people would want to buy Nike shoes, thus the company would probably crank out more of these styles. Nike may have to add workers in order to meet demand for these shoes. On the other side, if people’s disposable money drops, they can choose to forego Nikes in favor of supermarket house brands or pre-owned pairs. The outcome would be a drop in demand for Nike shoes, which might lead to the company cutting down on manufacturing and ultimately laying off workers.
[bookmark: _Toc130407297]Consumer tastes & preferences - How are consumer preferences changing? How does this affect demand for your product or service?
Customer tastes in the fashion sector are always shifting. In order to meet the ever-evolving needs of their clientele, retailers of fashionable goods constantly update their stock. Being a fashion company, Nike is likewise impacted by shifting customer tastes (Foot and Gomez, 2006).
There is a direct correlation between a product’s popularity and the way its consumers feel about it. There will be a lot of interest in, and the demand for, a product that appeals to customers’ more upmarket tastes and preferences. As a result, the demand for Nike shoes will be affected if customer tastes alter.
Businesses must adapt to shifting consumer preferences over time if they want to expand. Nike must adapt to the ever-shifting tastes of consumers if it is to remain a viable competitor in the athletic and streetwear markets. To better understand customer preferences, Nike must perform market research and evaluate trends. Nike may then utilize this data to create new items that are in line with the shifting tastes of the public. For clients who are environmentally sensitive, Nike may provide eco-friendly footwear, or they can follow the current trend towards minimalism by releasing footwear that is minimalist in design.
[bookmark: _Toc130407298]Consumer expectations of price (of your product or service.) - Looking ahead, do consumers expect the price of your product or service to increase or decrease? How does this affect demand for your product or service?
The demand for a product is significantly influenced by consumer expectations. Consumers are more inclined to wait to purchase a product if they anticipate a price drop, which would reduce demand. On the other hand, if consumers believe prices will rise in the near future, they will buy more of the product while it is still affordable (Griffith, 2003). Customers’ anticipation of a future price hike for Nike footwear might lead to a temporary uptick in demand for the brand’s footwear.
Expectations of future inflation may also have an impact on the amount of a product that consumers are willing to buy. The price of Nike sneakers might go up if firms decide to boost prices in anticipation of higher inflation. This may reduce demand for the goods since customers may be less inclined to pay a greater price for the same product. On the other hand, if customers believe inflation will decrease, demand for the goods may rise since they may be more ready to pay less for it.
[bookmark: _Toc130407299]Demographics - Number of Consumers (Buyers) - Is the number of buyers increasing or decreasing? How does this affect demand for your product or service?
The predicted growth of the UK’s e-commerce market from 59 million in 2021 to 66 million in 2025 is mostly due to the country’s aging population. The percentage of British consumers who make purchases only online is projected to rise from 81.2% in 2021 to 85.3% in 2025. These numbers point to a growing consumer base in the United Kingdom, which may result in a rise in demand for Nike footwear.
The quantity of consumers in the UK may not be the only factor in determining the success of Nike’s footwear (OECD, 2015). Even though there are already plenty of sneakerheads in the UK, demand for Nike’s newest range of highly anticipated kicks might rise. Similarly, despite a rise in the number of purchasers in the UK, demand for Nike shoes may fall if a rival introduces a comparable product at a lower price point.
[bookmark: _Toc130407300]3. For each of the factors that influence the Price Elasticity of Demand, describe how your main product or service (described in 2 above) is affected. Does the factor indicate demand is more elastic or more inelastic?
[bookmark: _Toc130407301]Substitution Effects. Luxury vs. Necessity - From the consumers point of view is this luxury or a necessity? Does this factor indicate demand is more elastic or more inelastic?
Depending on the consumer’s perspective, Nike sneakers may be seen as either a luxury or a necessity. The demand for luxury goods and services is highly sensitive to changes in income because their income elasticity is greater than unity. The demand for needs, on the other hand, is less sensitive to fluctuations in income since their income elasticity is smaller than unity. If the buyer sees Nike sneakers as a status symbol or a fashion statement, their demand might be classified as a luxury good. As Nike sneakers are a luxury item, demand for them would be particularly sensitive to shifts in purchasing power (Rauch and Schleicher, 2015). The demand for Nike shoes, on the other hand, would be less sensitive to fluctuations in income if the customer saw them as essential for participating in sports or exercising.
The substitution effect has a significant influence on consumer identification of Nike sneakers. The substitution effect is the shift in demand for a product brought on by a change in the relative cost of the great compared to the alternative item. For instance, if the price of Nike shoes rises, shoppers may go elsewhere for footwear. Due to the substitution impact, the demand for Nike shoes would fall in this scenario. Conversely, if the cost of Nike shoes drops, shoppers could abandon other brands in favor of Nikes. Due to the substitution effect, the demand for Nike shoes would rise in this scenario.
The degree to which customers react to variations in the price of Nike sneakers may be used to calculate the elasticity of demand for the product. If the demand for Nike shoes is very sensitive to price fluctuations, the items are said to have a high elasticity of demand, and the demand curve is flatter. Conversely, Nike shoes with a low elasticity of demand would have a steeper demand curve since demand is less sensitive to price fluctuations (Cigliano, 1980). Factors including the accessibility of replacements, the consumer’s disposable income, and the consumer’s tastes may all have an impact on the elasticity of demand for Nike sneakers.
[bookmark: _Toc130407302]Income effects. Percentage of income - Does the purchase of the good or service represent a large or small portion of the consumer’s income? Does this factor indicate demand is more elastic or more inelastic?
The income effect is the change in demand for a product or service brought on by an increase or decrease in a consumer’s disposable income. The demand for an item or service will be more affected by the income effect if it accounts for a significant amount of the consumer’s income. For instance, if a consumer’s income drops and they were previously spending a lot of money on Nike shoes, they could now move to a less expensive brand or stop buying Nike shoes entirely (Heien, D. and Pompelli, 1989). This suggests that demand for Nike shoes is more elastic, indicating that a minor change in price or income will have a big effect on the amount desired.
Conversely, the income effect will have less of an influence on demand for Nike shoes if the customer spends a lesser percentage of their income on Nike shoes. For instance, if a consumer’s income drops but they were only spending a tiny amount of their income on Nike shoes, they may still continue to buy Nike shoes at the same pace. This suggests that demand for Nike shoes is more inelastic, indicating that a change in price or income will have less of an effect on the quantity sought after.
When examining the impact of income on demand for Nike shoes, it is also crucial to take into account the price elasticity of demand. Consumers may switch to a less expensive brand if Nike sneakers offer several comparable alternatives. This suggests that demand for Nike sneakers is more elastic than previously thought. Consumers may continue to buy Nike shoes despite a fall in income provided the shoes are distinctive and there are few suitable alternatives (Shapiro, 1987). This shows that there is less room for growth in the demand for Nike sneakers.
[bookmark: _Toc130407303]Given your analysis, what pricing policy should the business employ? Why?
Nike uses a variety of price structures to meet the varying demands of its clientele. The various pricing strategies are as follows:
· Value-Based Pricing Strategy of Nike
Nike has a value-based pricing approach, which bases prices on how much customers value the company’s products (Sun et al. 2022). To provide customers the greatest possible experience, Nike focuses on delivering high-quality products at fair prices. This tactic establishes the highest price at which buyers are ready to pay for the company’s goods, such as athletic apparel, footwear, and equipment. Nike’s value-based pricing approach is successful because it enables the business to comprehend the influence of perceived value and apply a dynamic pricing plan that enables them to increase profits per sale while maintaining a competitive edge. For instance, a consumer who spends $100 on a pair of Nike shoes would feel like they got a good bargain since they are aware that the shoes are worth more than what they spent.
· Nike’s Pricing Leadership Strategy
Nike has a price leadership strategy, which implies it bases its product pricing decisions on those of its rivals. While deciding on a pricing point for its goods, Nike pays careful attention to what other companies are asking for similar items. This tactic enables Nike to maintain its competitive edge and prevents it from being priced out of the market. Nike’s price leadership approach helps the company maintain market share and keep prices low.
· Nike Skimming Pricing Strategy
Nike uses a technique known as “price skimming” to create expensive, limited-edition products. Nike uses this method to establish high section prices for their cutting-edge design products. By providing goods that people want and are prepared to pay a premium for, Nike may be able to generate money. In actuality, Nike reduces the price of recently produced items after they have been on sale for a while.
Nike’s price strategy is successful for the following reasons:
· Maximizes Profits
The goal of Nike’s pricing strategy is to increase the company’s bottom line. They may increase their profit per customer while keeping their prices low if they learn to harness the power of perceived value, use price anchoring, and use a dynamic pricing approach (Van Nguyen et al. 2020).
· Flexible Pricing
Nike’s pricing plan is adaptable enough to meet the needs of a wide range of consumers and the changing times. This is so because the company’s goods are so novel that they completely outperform the competition. Customers who care more about the product’s performance and value than the price tag are Nike’s primary focus. As a result, there is never a need to lower prices in an effort to attract more buyers.
· Stability
Nike’s items are expensive, but the quality is great and the market price is stable. Nike has over 44,000 workers and thousands of stores throughout the globe, but the cost of that success has been stability. When purchasing a Nike product, customers may quickly and confidently make their selection without having to shop around.
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