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Executive Summary
The below-conducted report evaluates the economic data of Nike, utilising it as a base to analyse the pricing policy of the company’s products. In addition, the report also defines the demand and supply curve and combines both to find the equilibrium point. Furthermore, the different factors are analysed to evaluate the influence it has on the demand for Air Force, the best-selling product of Nike. Moreover, the report also outlines how the factors of Price Elasticity of Demand can be analysed to evaluate the elasticity or inelasticity of the demand. 
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[bookmark: _Toc111819262][bookmark: _Toc111821887]Introduction
The following report outlines the evaluation of the economic data that is utilised as a guide to making policy. This is done for the organisational, national, and international context. In addition, the report also consists of different economic concepts like cost analysis, supply and demand, and price elasticity. It is done considering the managerial level decisions that are taken in the organisation. The chosen business for the following report is Nike, that operates in the sportswear industry. Furthermore, the report also identifies the demand and market equilibrium along with which the factors that influence the price elasticity of demand are analysed. 


[bookmark: _Toc111819263][bookmark: _Toc111821888]Company background
Nike Inc is a multinational corporation that is headquartered in Oregon, America. Founded in 1964, the company engages in the design, manufacturing, and development of a wide range of products that include services, footwear, equipment, and accessories. The company that was founded by Phil Knight and Bill Bowerman operates in the sportswear industry that is an athletic apparel company. The company became public in 1980, and in 20 years it had distributors and outlets in more than 170 countries recognised by consumers worldwide. Nike’s total revenue for 2022 was more than US$46.71 billion. Nike owns several world-famous brands that operate in the whole athletic apparel industry. These brands include Nike Golf, Nike CR7, Nike Dunk, Air Force 1, Nike Pro, and Nike+. The company also owns some subsidiaries which include Converse, Hurley International, and Brand Jordan. The sales of Nike are heavily driven by its advertising campaigns. The company has collaborated with several high-profile celebrities and athletes to promote its products which have attracted a huge base of customers (Moon, 2022). A huge aspect of Nike’s success is because of the endorsements done by Roger Federer, Michael Jordan, and Tiger Woods. Nike’s competitors include several companies like Adidas, Puma, and Reebok. Despite these companies, Nike’s market share in its business environment is around 43.7%. 
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[bookmark: _Toc111821737]Figure 1- Market Share Of Nike
Source: (seekingalpha, 2022)
The Net Promoter Score (NPS), which measures consumer satisfaction turned out to be 52 as compared to that of its biggest competitor Adidas standing at 42 (seekingalpha, 2022). In terms of Google trends, which gauges the online search interest, Nike scored around 73 while its competing companies could not cross the score of 30. The best-selling products of Nike include the range of athletics shoes that the company produces. The Air Force range of Nike is its best-selling product range that brings in the maximum profit for the company (nike, 2022). The Air Jordan range of shoes produced by Nike is also among its top-selling products. 


[bookmark: _Toc111819264][bookmark: _Toc111821889]Demand and Market Equilibrium 
Demand: Demand is referred to as the amount or quantity of a product that a person is able and willing to buy at different price ranges during a certain period. Demand for any particular commodity in a market is what determines its value. The relation that is described between the price and quantity of the product being discussed is known as the demand curve. 
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[bookmark: _Toc111821738]Figure 2- Demand Curve
Source: (Gilroy, 2018)
The above graph shows the demand curve, where the x-axis is a measure of the quantity of the product that the customer can buy, and the y-axis is the measure of the price of that product. 
Supply: Supply refers to the number of resources that the company is able and willing to provide and bring out for the marketplace. The value of a product and its demand is a determining factor for supply, if the product is high in demand, the company will supply the marketplace with more products to sell. The graphical representation of the product price and quantity is known as the supply curve. 	
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[bookmark: _Toc111821739]Figure 3- Supply Curve
Source: (commerceachiever, 2022)
Market Equilibrium: When both the demand and supply curve is put together, a particular price can be evaluated at which the quantity of product that the buyers are willing to buy is equivalent to the quantity the company is willing to sell. Till there is a change in the demand or supply curve, the equilibrium price will not change. 
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[bookmark: _Toc111821740]Figure 4- Equilibrium Curve
Source: (lucidchart, 2022)
The above graph displays a specific price p at which the quantity buyers can buy and the sellers can sell intersects. This is the point where demand equals supply. 
[bookmark: _Toc111821890]Demand and Market Equilibrium for Air Force
The Air Force 1 when introduced in the market was priced at around $89.95, which was expensive at that time. The range still was a big hit, as it was adopted by the biggest basketball players at that time. After 25 years, the products in the Air Force range still start from $80, although the quality of the product has improved (nytimes, 2007). The No.1 seller of athletic footwear is a favourite of its consumers because of the different colour ranges it is sold in. The price range of the products sold in the Air Force series starts from $80 and goes up to $8,250, but the demand for the product is so high that the market equilibrium is not constant for a huge span of time. 
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[bookmark: _Toc111821741]Figure 5- Average Price range of Air Force 1
Source: (McLoughlin, 2021)
The above graph displays how the price of Air Force 1 has changed over the years due to the shift in the Market equilibrium curve. 
Several factors influence demand, according to which the main product or service is influenced. These factors can have a positive or a negative impact on the demand for the product. Some of the factors are:
Price of Substitutes: A substitute is referred to as a product that the consumer base looks on as approximately similar enough or the same as another product being produced by a different company. If advertised adequately, a good substitute for any product can pose a threat to the demand for even big multinational companies’ best-selling products. The substitute for Nike’s Air Force is Adidas’s Forum Low shoes which are priced around $80-$90. The average price of this substitute is around $100 (Omell, 2021). Nike’s market and brand presence are so high that the loyal customers of the company do not let the demand for the products down even if the substitute from Adidas is available at a lower price range. 
Price of Complements: The complement of a product is the item that a consumer purchases along with the main product. If the price of the main product falls, the demand for it increases, along with the increase in demand for the complements that are being bought together. The complements of the Air Force 1’s are the tracksuits or t-shirts of Nike that are bought to pair the set. The price of the complements is increasing at a slow pace. Still, the product remains in demand because the customer base already buys these products due to their brand value. Thus, the overall joint demand for the main product and its complements are increasing. 
Consumer income: The recent outbreak of the pandemic has decreased the overall income of the consumer base, as displayed in the below chart:
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[bookmark: _Toc111821742]Figure 6- Income of people in different parts of the world after Covid-19
Source: (McCarthy, 2020)
The decrease in the income of people because of the pandemic has reduced the expenditure on leisure purchases. Because of this, the demand for the Air Force also decreased, but the company is recovering as the overall income of the population is overcoming the downfall. 
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[bookmark: _Toc111821743]Figure 7- Nike’s revenue from 1988-2022 in the United States
Source: (statista, 2022)
Consumer taste and preferences: The younger generation are preferring sneakers over any other footwear. It allows everyone to do multiple activities along with the comfort consumers demand the most. Most of its customer base of Nike primarily belongs between the age group of 15-40. After the pandemic outbreak, people are starting to travel and spend on leisure and fashion activities the most. Thus, the demand for the Air Force sneakers has increased and the company’s sales for the year 2022 have spiked. 
Consumer expectations of price: Air Force shoes are customer-favourite because of the looks, quality, and comfort it provides. In addition, the customer base of Nike particularly belongs to the upper class, who can afford products of higher ranges. However, the customers do not want that the price of the product increases, but they can afford an Air Force if it is desirable. Nike has established a brand value so high, that even if the price of some of the products increases it does not largely affect the demand for that product. 
Demographics: The customer base of Nike is huge and growing exponentially still. The company provides memberships with which it offers various offers to its customers. The company has more than 300 million members. The membership of the company has increased by 30% in the last two years alone. The company is projected to triple its number of customers in the coming years, which means that the number of buyers is increasing. This invariably indicates that the demand for the product Air Force 1 is increasing, since it is one of the best-selling products of the company. In addition, the marketing processes of the company have allowed it to sell the product range of the Air Force now more than ever (edrawmind, 2020). The digital presence of the company has helped to increase its customer base. 
[bookmark: _Toc111819265][bookmark: _Toc111821891]Price Elasticity of Demand
The price elasticity of demand is calculated by the percentage change in the total quantity demanded of the product divided by the percentage of price change. The ratio is a measure of the overall sensitivity of the demand relative to the change in the price of the product. 
Several factors influence the overall Price Elasticity of Demand. These factors include substitution effects, luxury v/s necessity, income effects, and percentage of income. 
Substitution effects: The substitution effect is known as the decrease in the sales of a service or product that is attributed to customers choosing the cheaper alternative of the same product. This switch takes place when the price of the product rises and the customers have access to a cheaper option. The price of the product is increased, but the income status of the buyer does not change because of which they are forced to switch to the alternate option. Considering the substitution effect, the demand is elastic if the product can be substituted easily. Nike’s Air Jordan does have a cheaper substitute like the first-hand products that are being sold. Some of the consumers whose income status is not high, tend to substitute the product. Despite this, the demand for Air Jordan’s is inelastic since the loyal customer base prefers the original piece even if its price changes. 	
Luxury v/s Necessity: Necessity products are considered to be indispensable items, which are demanded by everyone. There are several goods that people need for survival, these fall in the category of necessities. The demand for necessary items is inelastic, it is because people cannot live without utilising them even if the price is increased. Examples of necessary items are gasoline, salt, and food items. Whereas, luxurious items are classified based on income. These items are produced for a particular niche of consumers who are willing to purchase them. Whereas the demand for luxurious items is elastic because people can purchase cheaper substitutes and are not in demand for everyday life. From the customer’s point of view, the product is not a necessity, even though it lies in the footwear category which is a necessity (Beuzekom, 2018). Nike’s footwear is famous for its fashion and athletic purpose, which is not a necessity for everyone. People can purchase cheaper alternatives, which will serve the purpose of footwear. Thus, the demand for Air Force considering luxury v/s necessity is elastic. 
Income effects: Income effect is referred to as the change in demand for a product that is because of the change in the buying power of the customer. This shift in the buying power comes because of the change in the income of the customers. The larger amount of money a customer spends on a product, the more elastic its demand becomes. This is because even if there is a small change in the price of the product, it will impact the budget of the consumer severely. The price of Air Force's ranges from 100 dollars to thousands of dollars; this allows the customers to buy the one that suits their income status the best. Thus, the demand for the product is elastic, if the income effect is considered. 
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[bookmark: _Toc111821744]Figure 8- Average income v/s Demand for luxury graph
Source: (commerceachiever, 2022)
Percentage of Income: The percentage of income that is spent on a product determines its price elasticity of demand. If the consumer is spending a larger percentage of income on buying a sneaker, it will affect their percentage of income by a huge margin. Thus, whenever the income of the consumer changes, it has a direct impact on the demand for a product. If the percentage of income is good, the consumers are more likely to buy a product, even if the company is selling it at a comparatively higher price. Nike targets the customers of this niche, whose income percentage is higher and are more likely to spend a good amount on fashion purchases. For example, sportsmen and athletes mostly use Nike’s sneakers and footwear because their percentage of income is not disrupted by the change in pricing of the product. Thus, the demand for Air Force is inelastic since the customers that are buying this have a comparatively higher percentage of income. 
[bookmark: _Toc111821892]Pricing policy that Nike should employ
It is highly recommended that Nike should bring in alternative options in the lower price range products. The company’s further aim is to expand its customer base in the coming years, and the company will be able to do so by luring more customers to buy its products. The existing customer base of Nike is a higher percentage of income. The pricing strategy for the products should be done in a way that the consumers of a comparatively lower percentage of income can afford it too. The company’s main focus remains on maximising its profits while maintaining the quality of its products (Vianello, 2019). Nike can further focus on comprehending the strength of perceived value, use the processes of anchoring the price, and implement a pricing strategy that is dynamic. This way they can make comparatively more money per sale while also keeping the satisfaction of their customers a priority. The value-based pricing strategy has allowed the company and enhances its brand value. The brand is now established and the company needs to keep pricing rates accordingly so that the customers do not switch to other substitutes due to high prices. 	


[bookmark: _Toc111819266][bookmark: _Toc111821893]Conclusion 
The report has effectively included the company background of Nike, including the history, operating industry, best-selling products, and a vivid description of its marketing campaigns. The report also concludes how different factors affect the demand for Air Force, the best-selling product range of Nike. In addition, the graph which displays the revenue made by the company in 2022 in the United States of America shows how the company saw a downfall during the pandemic outbreak due to the decrease in income of its customers. Finally, the report also highlights how various factors of Price Elasticity of Demand affect the demand for the best-selling product of Nike. 
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