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1. [bookmark: _Toc143626360][bookmark: _Toc144427244]Introduction

The founder of IKEA Ingvar Kampard established this company IKEA in 1943 with the dream to create a better life and the company was named after the initials of the name of the founder and the firm where he grew up (IKEA, 2023). IKEA operates in the furniture industry and offers a wide range of furniture items at reasonable prices and the affordable pricing strategy of the company is one of the USPs of the company. IKEA has been growing with their sustainable and strategic business strategies in challenging business environments as the FY 22 has been challenging for the company due inflation rate (IKEA, 2022). IKEA has more than 422 stores all around the world in more than 50% marker but 70%  stores of the company are located in Europe (Forbes, 2023). The following study is going to identify the demand for the company in the business market. Furthermore, the price elasticity of the demand for the products of the company will be discussed in this study which will help to recommend a pricing strategy for the company.  
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Figure 1: Logo of IKEA 
(Source: IKEA, 2023) 
[bookmark: _Toc143626361][bookmark: _Toc144427245]2. Analysis and Discussion 

[bookmark: _Toc144427246]Task   2.1:  Identification of Demand and market equilibrium

IKEA is a brand with many companies’ and lots of people are associated with the business. Chains of the company are present all over the world and the company is known for its passion for creating home furnishing items through the shared innovative visions to create better daily life for the people. These combined elements are the business idea of the company which is based on the shared values. The culture of the company is based on the “spirit of togetherness’ which assists the company to achieve its goals in the competitive business industry (IKEA, 2023). To offer a wide range of well-designed and furnished products to customers, the company offers low prices, so that more people can afford these products. Changes in the external factors of the business industry can directly impact the operation process and the products and the providing services of the company.
Price of substitutes 
The price of the substitutes has the ability to directly affect the demands of the products of the commodity. Increasing the prices of the substitutes will enhance the demand for the goods in the market (Comin et al., 2021). Substitutes have the ability to affect the market for a particular product or service in various ways. Substitutes give customers another option that can be used in place of the products or services. IKEA has high competition in the market and these competitors of IKEA have created some challenging situations for the company. The revenue of the furniture market in 2023 can reach almost $23 billion and the expected growth of the market is almost 3.12% (Statista, 2023). The revenue growth and the dynamic nature of this market are the induction of the high competition of this market. 
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Figure 2: Furniture industry trend in the UK 
(Source: Statista, 2023)
B&Q is one of the biggest competitors of IKEA in the UK market which offers a wide range of quality products to customers with a standard pricing strategy (B&Q, 2023). The company offers products which required less DIY-inclined and different types of indoor and outdoor furniture which helps the company to attract potential customers towards the business. This company has been investing in the adoption of the lower-pricing strategy which helps to lower the prices of the products of the company and the clear and transparent strategy of the company helps to attract the attention of the customers (DIY Week, 2018). The other substitute furniture company in the UK and the global market are trying different types of promoting pricing strategies to attract customers' attention through sales and discount strategies. A decrease in the substitute product has created a difficult situation for IKEA but the stable pricing strategy of the company helps to create advantages for the company after the pandemic when most of the company has raised the prices of products (IKEA, 2022).  It has created an increase in elasticity of demands due to the stable pricing strategy of the company IKEA. 
Price of complements
Compliments for IKEA can be the element which helps the company to increase their sale in the market. The real estate industry is directly related to the price of compliments in the furniture industry because the growing trend of the real estate industry increases the tendency to buy new furniture for new houses or properties (PWC, 2022). It means the growth of the real estate industry is a complementary factor of the furniture industry. The real estate industry in the UK plays an important role in the economy of the country and in 2022 the pandemic has mixed effects on the real estate business of the UK including provides services of this industry. The real estate industry has employed more than 545, 000 people which helped with generating turnover of over £65 billion in the year 2022 (Statista, 2023). 
Housing prices have risen by almost 15% which has decreased the tendency to buy new property and lower tendency to buy the property means reduced purchase of the furniture and other home decor items (Siniavskaia, 2022). IKEA has also increased the price of their flat products in the year 2021 by 50% and customers were not able to purchase the products previously which has increased dissatisfaction among the customers and negatively impacted the profit margin of the company (Davies and Osborne, 2021).  It has created a decrease in elasticity of demands due to the rise of the price of complements which reduces tendency of customer buying.
Consumer Income
There has been a significant rise in the average disposable income of the population in the UK which has led to improved value creation in the lifestyle of the business environment. It is essential for the firm in observing a strong increase in the overall understanding and performance of the firm in the market. There has been a nearly 0.6% rise in the average disposable income in 2022 from 2021. It has led to an increase in the overall performance of the firm in the market. In 2022, the average disposable income of households in the UK was recorded to be increased to 39328 GBP in the UK (Clark, 2023). It results in creating improved growth results in creating growth in the overall performance of the firm in the market. It results in creating an improved experience for the business in the market. The growth which results in creating growth results in the effective development of the sales of IKEA in the industry. The high growth of consumer income in the industry results in creating improved opportunity for business in attracting more customers from the market and improves their market share. 
The improved disposable income and rise in consumer income of IKEA results in attracting more customers in the market along with observing a growth in the overall demand for the firm in the industry. IKEA is required to maintain proper accessibility of the products to meet the rise in the overall demand for the products in the market with the increasing consumer income. The improved economic growth of households in the UK encourages customers in developing an improvement in the living standards of families in the industry (Guine et al., 2020). It creates growth in the overall performance of the firm in the market and optimizes a rise in its demand for the products. 
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Figure 3: Mean disposable income of consumers for IKEA
(Source: Clark, 2023)
IKEA is a multinational conglomerate company making furniture products and home accessories for consumers all over the world (IKEA, 2023). The company has taken the effective strategy of IKEA as the cost leadership. By following the strategy of cost leadership, the company is making the price of the products very cheap and affordable for the consumers just to increase brand loyalty and brand recognition in the market. Cost leadership is an effective strategy followed by a business organization to enhance marketing strategy, as it is highly effective to enhance the market share and draw the attention of the consumers.  As opined by Syahchari et al. (2020), cost leadership strategy is a significant strategy followed by business organizations that refers to the strategy of applying low cost to the products for attracting potential consumers to the business. One of the significant strategies IKEA uses is the product development strategy for enhancing its product development market. It has created an increase in elasticity of the demand due to the rise of income effect on consumer income. 
Consumer tastes & preferences
Customer preferences can be used by the business organisation to understand the wants and demands of the products and the services which also helps the company with the strategies development process of the company, and they can use these trends to modify their providing services and the products of the company. 
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Figure 4: Purchasing tendency 
(Source: Statista, 2023)

The expenditure on furniture and furnishing materials has increased in the UK from the years 2005 and 2022. The above data highlighted that the purchased amount of household items in the UK is almost $20.12 billion in the year 2022 and most of the purchasing of furniture has been done through the online method (Statista, 2023). In this modern time, the demands and preferences of customers have been changing with the improvements in technology and environments. After the Covid 19, customers have been giving more priority to the online purchasing method means the pandemic has accelerated the e-commerce business of the furniture market. In order to attract all the potential customers towards the business, companies need to have a strong market presence as the retail market has been shifting its operation process online.  At this present time, customers are more interested oath the eco-friendly furniture as they are giving more priority to green products and sustainability (Arli et al., 2018). At the present time, customers prefer furniture with more flexibility as the workplace design also changed. Flexible designs of the products can be used for multiple purposes and that is the reason it becomes a trending part of the furniture industry.  
IKEA gives priority to sustainable business practices as the company wants to reduce the impacts of its business operations process on the environment. The 2022 year was challenging for the company to maintain their ethical business practices, but the company were guided through its values and morals to meet the new trends in the market (IKEA, 2023). The sustainable business practices of the company help to attract potential customers towards the company and the flexible and low pricing strategy of the company helps the company retain its customers. IKEA needs to maintain their ethical business practices to remain competitive in the business industry. Further, as stated by Shukla et al. (2023), the consumers’ recent shift to minimalism i.e., minimal consumption and owning less items is also continuously affecting the consumers’ behaviour towards buying less furniture and instead opting for the rented furniture which is set to also affect the demand directly or indirectly for IKEA’s products. It has created an increase in elasticity of the demand due to rise in customer preferences for buying flexible and sustainable furniture. 
Consumer expectations of price
A maximum number of customers prefer the products of IKEA due to its flexible design, quality products with a low pricing strategy and ethical business practices. With the rise in the inflation rate, customers prefer products with affordable products. The company needs to maintain their efficient and strategic pricing strategy to maintain the customer expectations of price. It has created an increase in elasticity of the demand with the growing expectations of customers.
Demographic
In 2022, the UK furniture market size was 11447.9 million and the market is expected to grow by less than 1% which indicated the segment growth of the furniture industry (Global Data, 2023). The purchased amount of household items in the UK is almost $20.12 billion in the year 2022 which has a positive impact on the business of IKEA. It has created an increase in elasticity of the demand with the growing market size of furniture in the UK. 
In general words, the demand for luxury goods is a complete process elastic matter. On the other hand, the demand for the necessary items is an inelastic matter. For example, food or household items are necessary elements and the demand for these products will always remain the same even after the price of the products get increased and people will buy them even after that. On the other hand, inferior good refers to products that suggest the demand for the products will fall over time as it is completely related to the necessity of the products. 
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Figure 5: Luxury v. Necessity Graph 
(Source: Economics Help. org, 2023)
The necessity of luxury goods refers to the increase of the income and as a result, it refers to the increase in the demand of the products. A normal wooden sofa or bed is the normal furniture, but the electronically operated products of furniture are the luxury items produced by the company. Only if the income or earning rises people will spend a lot of money buying luxury items. 
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Figure 6: Luxury v. Inferior Items graph
(Source: Economics help. Org, 2023)
The company produces immensely comfortable, well-designed, stylish beds for their consumers and these items are included as the luxurious products of the company (IKEA, 2023). On the other hand, the basic wooden furniture is the basic and inferior items produced by the company. IKEA has now been forced on making substitution products and for that reason, the demand of the products consumers is shifting to basic and inferior products than the luxury elements (IKEA, 2023).  As a result, the demand for inferior and basic goods is more evident in the case of IKEA than the demand for luxurious elements. 
As mentioned earlier, B&Q is the most significant competitor of the company, and the company is making the products for the growth and development of their business in the global market. If the percentage of learning of the consumers increases, then the business organizations making the items or the products and selling them in the market increases a lot. In contrast, if the demand for the products decreases then the sales and manufacturing of the items of the company will decrease a lot. In the case of raising the price of the products, the demand of the consumers is considered to be more elastic. Therefore, IKEA is required to implement innovative and creative strategies of making their products luxurious and well-designed so that consumers can buy them. 

[bookmark: _Toc144427247]Task 2.2: Pricing strategy of IKEA

It is essential for IKEA in having an effective implementation of a competitive pricing strategy in the market. It will enable IKEA in encouraging its customer to have regular purchases of its product in the market which contributes significantly to the growth of the industry (Gupta et al., 2021). Competitive pricing strategy results in creating a growth of the business resulting in observing an increase in demands along with gaining a strong competitive advantage in the industry. 
The use of a competitive pricing strategy by IKEA would enable the firm to successfully maintain its sales and provide proper value to its customers in the market. It enables the firm in developing growth in the overall market strategy of the firm along with observing a rise in the overall plan for improved customer growth (Abrate et al., 2019). It would also enable IKEA in acquiring an improved market share and sustaining its growth in the market resulting in a rise in its operational activity. It is essential for businesses to obtain improved performance of the firm in the industry. 
[bookmark: _Toc143626362][bookmark: _Toc144427248]3. Conclusion 

IKEA operates in the furniture industry and offers a wide range of furniture items at reasonable prices and the affordable pricing strategy of the company is one of the USPs of the company. IKEA is a brand with many companies’ and lots of people are associated with the business. Changes in the external factors of the business industry can directly impact the operation process and the products and the providing services of the company. The expenditure on furniture and the furnishing material has increased in the UK from the year 2005 and 2022. The changes in the external factors directly impacted the business operation process and revenue generation. 
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