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Section 1: Introduction 
For our analysis, IKEA was chosen as the company to examine. As one of the world's premier home furnishing retailers (Carrai et al. 2023; Jorgensen 2025) they offer superior customer experience innovations that contribute directly to competitive advantage (Jorgensen). Since 1943 when Ingvar Kamprad first established IKEA in Sweden, they have become an internationally acclaimed retailer known for offering stylish yet practical home furnishings (Buhren & Plessner 2023). Operating under the Ingka Group, IKEA's business model centers around offering high-quality products while considering both human and environmental welfare (Ahmad et al., 2020). Operating across 32 countries worldwide with 51 retail stores located within the U.S. alone, its primary market of focus has always been North America.
IKEA offers a broad selection of furniture, home accessories and kitchen appliances designed to meet diverse customer needs (Sin et al., 2021). Ikea U.S.'s commitment to sustainability can be seen through their efforts to address climate change, become climate positive by 2030, and promote circularity via initiatives like Buy Back & Resell service (IKEA U.S. has reported continued growth since 2022 and released their inaugural annual update of equity journey). In this paper, we will investigate various economic factors influencing IKEA products' price elasticity of demand and examine factors like substitutes, complements, consumer income, preferences, expectations and demographics in order to develop insights into which pricing policy IKEA should take in order to maximize market performance while remaining affordable for its wide audience.
Section 2.1: Price of Substitutes
One factor that impacts demand for any product is its availability and price of substitutes (Baxter, 2020). Substitutes can serve to fulfill similar consumer needs; in the context of IKEA this could include products from competing furniture retailers, DIY stores or online marketplaces offering comparable home furnishing solutions; changes in substitute pricing can alter demand for its own offerings as a whole.
If the price of substitutes increases, consumers might find IKEA offerings more appealing due to their affordability and quality reputation; this could cause an upswing in IKEA product demand; conversely if substitute prices decrease, consumers might opt for alternate options and decrease demand for IKEA offerings.
Quarterly reports from IKEA U.S. demonstrate their ongoing growth and efforts to remain affordable despite supply chain challenges and inflation (IKEA U.S. reports continued growth in 2022 and provides first annual update on equity journey). This suggests that pricing of substitutes might play a part in shaping IKEA's demand dynamics, so as part of our analysis we will explore how fluctuations in these substitute prices align with trends observed in demand for IKEA's products, as well as providing evidence through economic diagrams and relevant statistical information to substantiate our assessments of these findings.
Section 2.1: Price of Complements
Complementary products play a pivotal role in shaping consumer behavior and demand patterns for any given product or service, from IKEA furniture offerings to accessories like decor items or lighting fixtures that enhance utility or functionality (Zhang 2022). Pricing changes for these complementary items can have an impactful effect on demand for IKEA offerings.
Increased prices of complements could potentially result in less demand for IKEA furniture, given their effect on total costs. As more complements become expensive, the total costs increase and could deter potential buyers if the combined price exceeds budgets; for instance, if complementary lighting fixtures increase significantly then consumers might postpone or skip buying new furniture altogether to avoid incurring higher overall costs.
On the flipside, reducing complement prices could have an equally dramatic impact on IKEA product demand. A lower price makes the overall package more appealing to consumers and can encourage them to invest in new furniture - this effect can be especially powerful when coupled with promotions or bundles from IKEA which offer discounted or complimentary items as part of a package deal.
Recent quarterly report by IKEA U.S. emphasizes its dedication to affordability and sustainability (IKEA U.S. reports continued growth in 2022 and delivers first annual update on equity journey). Price fluctuations of complements could play a critical role in consumer decisions; IKEA's focus on offering accessible yet functional home solutions aligns perfectly with this mission of offering affordable options that offer maximum benefit to its target customer base.
By studying the pricing dynamics and correlation between IKEA furniture sales and their complement sales, and their correlation with fluctuations in demand for IKEA furnishings, we can gain insights into demand elasticities as well as any strategic considerations they must undertake to maintain market share and profitability.
Section 2.1: Consumer Income
Consumer income is an influential economic factor that significantly shapes consumer demand for products and services, impacting IKEA demand dynamics as well as overall business performance. IKEA U.S.'s quarterly report sheds light on consumer income trends that could impact its operations (IKEA US reports continued growth for 2022 along with first annual update on equity journey).
Consumer income increases often coincides with increased demand for goods and services, including furniture and home furnishings. When people become more financially secure they tend to make discretionary purchases such as updating their living spaces with new furniture - creating more demand for IKEA's affordable yet accessible offerings.
As consumer income decreases, furniture demand may decrease accordingly. When economic uncertainty or downturn occurs, people may prioritize essential expenses over discretionary ones and this could present IKEA with challenges in terms of sales and growth, necessitating strategies to maintain demand despite reduced purchasing power.
IKEA U.S.'s annual report highlights its efforts to enhance the well-being of both employees and communities (IKEA US reported continued growth in 2022 and provided its first update on equity journey), contributing to consumer loyalty during economic difficulties by reinforcing associations between its brand name and its commitments to people and planet.
By studying consumer income trends and the demand for IKEA's products, we can develop pricing strategies that match with various income levels - helping IKEA remain relevant while adapting to changes in economic situations. This will ensure IKEA remains accessible while satisfying its diverse customer base.
Section 2.1: Consumer Tastes & Preferences
Consumer tastes and preferences are dynamic factors, constantly shifting in response to products and services being offered by IKEA. Tracking how these preferences change is critical for understanding demand trends for IKEA offerings; recent academic studies on consumer behavior provide invaluable insight in this aspect, such as Sin et al's (2021) work.
Recently, there has been a noticeable shift in consumer preferences toward environmentally-friendly products (Sin et al. 2021). This shift echoes IKEA's commitment to sustainability by creating affordable products with environmental benefits (IKEA U.S. reports continued growth in 2022 and provides annual update on equity journey). When consumer values align with IKEA products, demand can increase considerably resulting in sales.
Changes in lifestyle and work patterns related to COVID-19 have created a surge in home office and improvement product demand (Carrai et al. 2023). IKEA's focus on ergonomic and stylish furnishings makes it well positioned to meet these preferences as lifestyles shift and work patterns alter.
AI-powered tools, like IKEA Kreativ, which enables customers to customize and visualize their living spaces (IKEA U.S. reports continued growth in 2022 and provides first annual update on equity journey) are consistent with trends of personalized shopping experiences enabled by technology advances.
Examining these changing preferences and their relationship to IKEA products provides valuable insight into demand elasticitiy and market positioning for the company.
Section 2.1: Expectations of Future Price Changes
Consumer expectations regarding future price changes play an integral part in shaping present-day demand for products or services. When consumers expect that prices will increase over time, they are more likely to buy now in order to avoid paying higher costs later; conversely if consumers anticipate prices to decrease instead, they could delay purchasing decisions thus impacting current demand levels.
Expectations regarding IKEA prices may have an impactful influence on their purchasing decisions in the future. With their commitment to affordable products highlighted by recent efforts like their quarterly report (IKEA U.S. reports continued growth in 2022 and provides first annual update on equity journey), consumers might reasonably assume that IKEA will maintain their focus on accessible pricing models in its products.
Price stability or affordability could lead to sustained or increased demand for IKEA's products, and its promotional strategies or communications of their intentions to maintain or lower prices could reinforce positive expectations and drive even higher demand.
Consumer expectations can be affected by various external influences, such as macroeconomic conditions, pricing strategies of competitors and market trends. By taking these into account and considering IKEA's expectations for each consumer segment we can assess potential effects on demand and develop recommendations for effective pricing communication strategies.
Section 2.1: Demographics
Demographic factors can have a dramatic impact on demand for products and services. Changes in demographic composition such as age, income distribution and population growth all play an integral part in shaping who becomes consumers (buyers).
Examining IKEA's target consumer base - buyers - is key to understanding its potential market size. When the number of buyers increases, this usually signals that more potential customers have joined up and contributed to higher demand; on the other hand, an decrease could indicate that demand may have shrunk and may pose challenges in maintaining it.
IKEA's quarterly report highlights its efforts to attract visitors to its physical stores and online platforms, reflecting its ongoing expansion and engagement strategies (IKEA U.S. reports continued growth in 2022 and releases inaugural annual update on equity journey). These strategies align with IKEA's goal of appealing to a broader demographic while increasing potential buyers.
Section 2.2: Price Elasticity of Demand - Luxury or Necessity
Examining the factors affecting IKEA products' price elasticity of demand provides insight into consumer responses to price changes. One such determinant is whether they view them as luxury items or necessities - these distinctions will affect demand elasticity accordingly.
When it comes to IKEA products, their classification as luxury or necessity can depend on which item they are classified. While basic furniture pieces might be considered necessities, other premium or specialty pieces might be perceived more as luxurious items (Roy, 2020).
As soon as a product becomes essential to daily living, its demand tends to be relatively inelastic compared to when its price fluctuates significantly; changes in price have less of an effect on demand for basic furniture items needed in daily life compared to when their cost goes up significantly. Consumers will not significantly decrease consumption even if its cost goes up as its utility remains essential to daily activities.
Luxury items tend to experience more elastic demand. Consumers view luxury goods as discretionary purchases that they may forgoing if the cost becomes prohibitive; furniture pieces with unique designs or features would fall into this category, for instance. As prices increase on these luxury goods, consumers may scale back or switch over to more cost-effective options.
Another element to take into account when purchasing furniture items is their percentage of income spent. If purchasing the product is an enormous financial commitment for consumers, and elastic demand could arise quickly when such an amount of income has been dedicated towards purchasing it. Customers become much more sensitive to price changes if this percentage of income has been allocated towards purchase of that particular item.
Conversely, when the percentage of income spent on products is relatively low, it indicates they are relatively affordable and any changes to price will have less of an effect on demand. IKEA's emphasis on affordability and accessibility aligns perfectly with their goal of catering to a broad consumer base and could possibly reduce the percentage of income spent on their products.
As previously discussed, whether an IKEA product is perceived as luxury or necessity and how much of its revenue was spent on it affect the price elasticity of demand for its products. Understanding these dynamics will enable IKEA to customize its pricing strategies and product offerings according to each consumer segment for maximum demand and profit potential.
Section 2.2: Price Elasticity of Demand - Income Effects
Understanding how income levels impact price elasticity of demand is central to understanding how changes in consumer income affect demand for IKEA's products. Income has an immense effect on affordability and accessibility (Ng, 2019).
Consumer income increases tend to lead to greater purchasing power and consequently an upsurge in demand for products and services, including furniture from companies like IKEA which emphasize affordability and caters to a diverse consumer base. An increase in income allows people to dedicate more of their budget towards discretionary purchases like home furnishings - potentially driving up demand further.
Alternately, lower income levels can result in reduced purchasing power and demand. Consumers in periods of economic downturn or income uncertainty may prioritize essential needs over discretionary spending - impacting demand for items like furniture.
Conversely, when furniture purchases represent only a relatively minor percentage of income, consumers tend to respond less dramatically to price changes than if these represent more of their total spending on such an item. This aligns well with IKEA's goal of offering affordable options - where a relatively smaller share of money goes to purchasing their products.
Task 2.3: Proposed Pricing Policy
Following our thorough evaluation of various factors impacting price elasticity of demand for IKEA's products, a tailored pricing policy must be put in place in order to align with company objectives and market dynamics. Based on insights gained through analysis, we suggest adopting an adaptable pricing approach which prioritizes value, affordability and consumer preference responsiveness.
IKEA's emphasis on accessibility and affordability resonates well with its diverse consumer base, which suggests a value-based pricing policy would be effective. This method entails offering products at prices reflecting perceived consumer value - this ensures IKEA maintains competitive prices that align with quality and functionality of its products to capture a larger share of the market.
Dynamic pricing strategies such as promotional pricing and bundle offers can also capitalize on consumer behaviors observed. Offering discounted complementary items with the purchase of certain furniture sets may encourage larger purchases, boosting overall demand. IKEA U.S. reports continued growth in 2022 while also providing first annual update of equity journey in its quarterly report. Leveraging these efforts to create value-driven bundles may further engage customers.
Acknowledging consumers' growing preferences for eco-conscious options, IKEA can introduce a premium line of eco-conscious products at slightly higher prices aimed at targeting those with environmental responsibilities and values that align with these products while expanding IKEA's product offering.
To balance luxury versus necessity issues, IKEA should tailor its pricing strategies based on the nature of its products. Basic furniture items that consumers perceive as necessities should have stable yet competitive pricing that ensures reliability for consumers; on the other hand, premium or specialized pieces considered luxury items may feature more elasticity in pricing to reflect the fact that consumers may respond more readily to price changes for discretionary purchases.
Conclusion 
Our analysis suggests that IKEA should adopt a value-based pricing strategy with an emphasis on affordability, consumer preferences and sustainability. By employing dynamic pricing approaches and bundling strategies as well as taking into account luxury vs necessity considerations, they can maximize demand, capture broader market shares while staying true to their promise of providing accessible yet well-designed home furnishings.
Overall, our analysis of various economic factors that influence price elasticity of demand for IKEA's products provides insightful analysis into its market positioning and pricing strategies. An evaluation of substitutes, complements, consumer incomes, preferences and expectations as well as demographic factors has demonstrated the necessity for taking an integrated approach to pricing decisions. By catering to consumer preferences and adopting value-based pricing models with dynamic options, IKEA can successfully respond to changing market dynamics while upholding its position as a leader in home furnishing industry. Balancing affordability with innovative offerings, IKEA is well suited to continue its upward growth trajectory and fulfill its promise to help improve lives across its target markets.
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