






Management Economics Report 
Student's ID: 2112590
Course: LCBB5008
Assessment 1





Table of Contents
Introduction	3
1. Description of the business	4
Product chosen and why	4
2.Demand and Market Equilibrium	5
Price of substitutes	5
Price of complements	6
Consumer Income	7
Consumer tastes and preferences	8
Consumer expectation	9
Demographics	10
3. Indicate demand is more elastic or more inelastic	11
Substitution effects	12
Luxury vs necessity	13
Income effects	14
What pricing policy should the business employ? Why?	15
References	17



[bookmark: _Toc141231038]Introduction 
Management Economics applies economic theories and concepts to organizational decision-making and resource allocation (Zhang, 2023). This report will examine iPhone demand and market equilibrium factors. It will examine the pricing of alternatives and complements, consumer income, evolving consumer preferences, price expectations, and the impact of demography on iPhone demand. Further, it will explore whether iPhone demand price elasticity is more inelastic or elastic. Price sensitivity will be evaluated by assessing whether the iPhone is a luxury or a necessity, substitute, and income effects. The report will provide a reasonable iPhone price policy for Apple Inc based on the research. 
[bookmark: _Toc141231039]Description of the business
Apple Inc. is a multinational technology company that has established itself as a leading player in the consumer electronics and software industry. Steve Jobs, Steve Wozniak, and Ronald Wayne founded Apple in 1976 (Deming, 2018). The headquarters is in Cupertino, California. The iPhone, iPad, Mac desktops, Apple Watch, and AirPods are noted for their revolutionary design and user-friendliness. Apple's software includes iOS, macOS, the App Store, iCloud, and Apple Music. Apple has built a dedicated consumer base by focusing on design, quality, and customer pleasure. The company's innovation shapes technology and industries globally (Rauch and Schleicher, 2015).
[bookmark: _Toc141231040]The product chosen and why 
 The product chosen is iPhone. Apple's iPhone has changed how people work, interact, and consume media. On January 9, 2007, Apple co-founder Steve Jobs unveiled the first iPhone. The iPhone became popular and changed the mobile business. First, Apple's design and user experience set it distinct from competitors. The iPhone has a basic, intuitive touchscreen interface. Its user-friendliness captivated techies and smartphone newbies alike this has made its high demand even as the prices remains high. Apple successfully integrated its hardware and software, creating a consistent user experience across all devices. Apple's focus on design and user experience distinguishes the iPhone (Kim and Davis, 2019). The App Store lets consumers download a wide range of apps for their needs and interests. This app ecosystem gave users and developers more options, boosting the app economy. Apple's dedication to innovation and development has helped the iPhone succeed. Apple added features, performance, and capabilities with each version. Regular upgrades encouraged iPhone users to upgrade and attracted new users. Apple's constant innovation and cutting-edge technology have kept the iPhone at the top of the smartphone market. With each iteration, Apple adds new features and enhancements, motivating customers to upgrade and drawing new users looking for the latest mobile technology (Hong, 2020). Apple's focus on design and user experience distinguishes the iPhone. IPhones' quality and durability generate demand. Apple's quality control and use of premium materials make iPhones durable and high-performing. This trust has led to repeat purchases and word-of-mouth recommendations, increasing demand.
[bookmark: _Toc141231041]Demand and Market Equilibrium
The demand–supply curve below shows Apple's demand and market equilibrium. 
[image: ]
From the figure above, the equilibrium demand for iPhone is about 14 million, while the equilibrium price is $ 550. This means most people are still using iPhone x and below.
[bookmark: _Toc141231042]Price of substitutes
The substitute for the product, the iPhone, is Samsung smartphones. As a major competitor to Apple in the smartphone market, Samsung offers a range of devices that compete directly with the iPhone. The price of the substitute, Samsung phones, is increasing, which can have several implications for the demand for iPhones. First, an increase in the price of a substitute product (Samsung) leads to increased demand for iPhones as people look for other factors rather than prices in purchasing (Hong, 2020). As Samsung devices rise in price, price-sensitive buyers may reconsider. They choose the iPhone owing to brand loyalty, value, or other unique characteristics that justify its higher price, leading to the increased demand for iPhone. Samsung phone prices increase also led to changes n consumer brand preferences. Samsung's higher-priced devices deter some iPhone users from switching to Samsung, leading to increased demand. Apple has also captured premium smartphone buyers, while Samsung's premium products are priced higher. With the pricing gap narrowing, high-end Samsung users prefer the iPhone. The substitute effects can be shown as in the diagram below. 
Figure 2: substitute effects 
[image: ]
From the figure, when the price of Samsung Galaxy S changes to 1050 Euros from 950 euros, the quantity demanded falls to 290 million per annum from 330 million per annum. Consequently, the demand for iPhone, as in the demand curve, shifts outwards, showing an increase in the demand for iPhone. 
[bookmark: _Toc141231043]Price of complements
 The complement for iPhone includes mobile apps, accessories, or other Apple products like AirPods or the Apple Watch. A complement enhances the value or utility of a product or service when utilized alongside it. The decrease in the price of iPhone compliments has led to increased demand for iPhone. As supplement prices drop, buyers may afford an iPhone with these compliments. Customers buy more compliments when prices drop. As the cost-benefit ratio improves, leading to higher demand for iPhones (Horák and Kaisler, 2022). Customers buy iPhones to appreciate the associated items fully. More people buy iPhones as complements grow cheaper. Lower supplement pricing can boost brand loyalty and retention. Consumers are more likely to buy iPhones and other Apple products if they can get good offers on complementary products. Loyal customers increase demand and encourage complementary product investments, creating a positive feedback cycle and demand increase. The compliment for iPhone includes mobile apps, accessories, or other Apple products like AirPods or the Apple Watch prices decrease. Consumers prefer iPhones over other phones, such as Samsung, that lack complements like the Apple watch. This also leads to an increase in demand for iPhones.  
[bookmark: _Toc141231044]Consumer Income 
Recent circumstances have increased consumers' income. Higher-income and work opportunities due to economic growth and recovery have increased people's earning capacity. Tax cuts and direct financial assistance have also raised household incomes. Technology and digitalization have expanded remote job and entrepreneurial opportunities, boosting consumers' earnings. These have increased consumer income, purchasing power, and economic stability.
Increased consumer income has led to an increase in demand for iPhones. Higher consumer income means more discretionary income, which increases demand for luxury goods like the iPhone (D O'Rourke, 2018). Affordability and Purchasing Power: As income rises, consumers can afford pricey things like the iPhone. Luxury goods like iPhones are affordable for higher-income buyers. Thus, more iPhone buyers raise demand. Status and Aspirational Value: The iPhone is a status symbol and utilitarian device. Consumers want to show off their achievements when income rises. With increasing money, owning an iPhone can signal wealth and prestige. Thus, iPhone demand rises as want grows (Keller, 2022). Upgrade Cycle and Replacement: Higher-income consumers may upgrade their smartphones more often. Apple provides new iPhone models with upgraded features to entice consumers to upgrade. Users with greater incomes can upgrade their iPhones more often, leading to increased demand. Higher consumer income means greater disposable income for discretionary purchases like cell phones (Yan et al., 2022). IPhones offer cutting-edge photography, gaming, productivity applications, and communication. Consumers spend more on luxury devices like the iPhone as disposable income rises.
Tech-Savvy Consumers: High-income consumers are more tech-savvy and eager to accept new technology (Moore and Tambini, 2018). They, therefore, look for the iPhone's advanced features, user-friendly interface, and seamless connection with Apple devices. This includes purchasing new models such as iPhone 14 pro- max, thus leading to increased demand for iPhone Apple has been spending more on focused marketing and advertising with increased consumer income. These methods can highlight the iPhone's capabilities and appeal to high-earners. Thus, more buyers select the iPhone over competing products such as Samsung, increasing its demand.
[bookmark: _Toc141231045]Consumer tastes and preferences
IPhone demand is affected by changing smartphone consumer tastes and preferences. 
Smartphones with premium features and cutting-edge technology are becoming more popular. High-resolution displays, powerful cameras and novel software increasingly influence consumers. Thus, high-end smartphones like the iPhone are in demand (Horák and Kaisler, 2022). Apple's concentration on premium features, innovation, and technology in their latest iPhone models maintains and has led to increased demand. Consumers are prioritizing smartphone design and aesthetics over technical specs. Sleek aesthetics and superior build materials appeal to smartphone users who see them as fashion accessories or status symbols. Consumers favor beautiful and well-made products, so the iPhone's elegant design has driven/increased its demand. Consumers increasingly prefer seamless device-service integration (Moore and Tambini, 2018). Apple Watch, AirPods, and iCloud connectivity increase iPhone demand and sales. A compatible iPhone is convenient and desirable for Apple ecosystem users.
Privacy and Security issues: As data privacy and security issues develop, customers are choosing smartphones more carefully. IPhone demand has also increased due to Apple's focus on user privacy and data protection. Consumers are prioritizing sustainability and ethics. Environmentally conscious and ethically sourced brands are gaining popularity (Lordkipanidze, 2019). Apple's attempts to reduce its environmental impact and encourage ethical supply chain procedures appeal to consumers seeking more sustainable options, which has also increased demand for iPhones. Smartphone buyers are considering 5G technology. Apple's 5G iPhone models meet this desire, increasing the demand among users who want future-proof gadgets and the use of 5G.
[bookmark: _Toc141231046] Consumer expectation 
 With the current inflation rates, the prices of the iPhone are expected to increase in the future. Consumer expectations regarding the price of the iPhone have a significant impact on the demand for the product. First, there have been accelerated purchases leading to increased demand. To avoid paying more, some consumers may buy the iPhone early (Horák and Kaisler, 2022). This can increase demand as people race to buy the product before the price increase. The Hoarding Effect has also increased the demand. Retailers anticipating that t a large price increase may buy multiple iPhones or in quantity to take advantage of the current low costs. Hoarding increases demand temporarily. Speculative Demand: Some people buy iPhones as investments to resell later, expecting the price to rise (Van De Vliert, 2021). Speculative demand in the current economic situation has also increased demand. However, the   Shift in Consumer Preferences Expecting a price hike may cause some buyers to seek cheaper smartphones, which could reduce iPhone demand.
[bookmark: _Toc141231047]Demographics
IPhone demand has risen with more consumers, especially in certain demographics. Demographics influence customer choices and behaviours, and as iPhone buyers increase, demand increases.   The increase in world population growth has led to increased demand such as electronics (D O'Rourke, 2018). 
The growing population of Younger/youth Demographic has increased iPhone demand. Younger generations are early tech users and are influenced by peers and social trends. This group sees iPhones as trendy and culturally relevant, increasing purchase and demand. Demand for cell phones, especially the iPhone, rises as consumers become more tech-savvy. Technology-savvy consumers may prefer iPhones for communication, entertainment, and productivity (Athukorala et al., 2017). The population also increase the demand for iPhone in the Emerging Markets. Smartphone adoption by elderly users has potentially affected iPhone demand. As cell phones become more user-friendly, older generations are more likely to utilize them for family communication and beneficial apps. This has also increased the demand for iPhones. IPhone demand has risen as more businesspeople use cell phones for work. Apple's reputation for security, durability, and productivity draws business users who need a trustworthy device for work, increasing corporate iPhone demand.
Figure 3:  iPhone users demographic 
[image: ]
Source (Mercator group, 2020)
[bookmark: _Toc141231048] Indicate demand is more elastic or more inelastic.
Price elasticity of demand is a key economic concept that measures how price affects a product or service's demand. It calculates the demand change from a 1% price adjustment. Elastic demand responds proportionally to price changes (Kim and Davis, 2019). When demand is inelastic, the amount sought remains generally unchanged despite price changes, indicating low price sensitivity. Price elasticity of demand to understand customer behaviour and make informed pricing decisions and market equilibrium.  
 The price of the iPhone is considered relatively inelastic; this means that the changes in price changes do not lead to proportionate changes in demand. A change in the price of an iPhone causes a smaller % change in demand. This can be discussed in terms of the factors as below: 
[bookmark: _Toc141231049]Substitution effects 
 The substitute effect of the iPhone is low. IPhone demand is inelastic due to limited substitutes. While there are there phones in the markets that include Blackberry, Samsung, Huawei, and Oppo, the features of the iPhone are high and can also be matched by limited substitutes such as Samsung (Hong, 2020). Product demand is more elastic if there are several close substitutes. If iPhone prices rise, consumers will migrate to other cell phones. Apple's ecosystem and brand loyalty may make the iPhone less elastic in demand, as some users may pay a premium for iPhones' unique features and user experience. 
There are many different cell phones to choose from, but few are direct substitutes for iPhones in terms of features and recognition (Keller, 2022). The iPhone has a unique character with Apple's commitment to product differentiation and innovation, which helps it stand out from the competition. Due to Apple's distinctive market position, similar products that provide an identical user experience, design, and compatibility with other Apple products and services are hard to be purchased consumers even with the price changes in iPhone, e.g., increase; consumers still prefer to buy iPhone over other products in the markets; therefore it is more inelastic in terms of demand.
 The substitution effects make the demand inelastic. The low substitution effects are due to factors that include Apple's ecosystem: Apple's ecosystem drives iPhones' inelastic demand. IOS, the App Store, iCloud, and other integrated services provide a consistent user experience across Apple devices. Apple's ecosystem lock-in makes consumers less likely to switch brands (Lordkipanidze, 2019). Quality: iPhones are seen as luxury gadgets with great build, performance, and design. This sense of greater quality enhances brand loyalty and reduces the appeal of competing devices with identical features. IPhone demand is inelastic because customers value product experience and reliability over alternatives. Switching costs: Switching smartphones requires time and effort to learn a new operating system and transfer data and apps. These switching costs prevent iPhone users from switching to other cell phones, exacerbating inelastic demand.
[bookmark: _Toc141231050] Luxury vs. necessity 
 IPhone is both considered a luxury and a necessity; however, this is based on the individual consumer's perspective. The iPhone's luxury or necessity status depends on the consumer's situation and choices. Some users may see the iPhone as a status symbol and a luxury device due to its high-end functions and appearance (Moore and Tambini, 2018). For those who can afford it, an iPhone is a luxury product that conveys distinction, social position, and access to the latest technology. Owning an iPhone may be associated with prestige, social status, and the ability to access the latest technology and innovations, making to be a luxury from this perspective.  
Due to its multifunctionality, the iPhone has become an essential (necessity) for many users. Smartphones are vital for communication, productivity, knowledge, and staying connected in the digital age. With its advanced capabilities, user-friendly interface, and vast choice of applications, the iPhone has become an essential component of many people's personal and professional lives. This makes it to be a necessity from many of the consumers (Hong, 2020). The iPhone's price elasticity depends on its perceived luxury or need. If the iPhone is a luxury, demand may be more elastic. As the iPhone's price rises, premium buyers may reconsider their purchase or postpone it. If the iPhone is a necessity, demand may be inelastic. Essential users may be less price sensitive. They may pay more for a reliable, feature-rich smartphone.
However, the perception of the iPhone as a necessity has grown over time, and the demand for the product has become more inelastic. Inelastic demand means that consumers are less responsive to changes in the price of the product. Consumers prefer iPhone due to the iPhone's unique ecosystem and the seamless integration of Apple's hardware and software, creating a cohesive user experience that is difficult to replicate with other smartphones (Tyler, 2020). Habit formation that has made the phone a necessity and preferred over time has also made the brand more demand inelastic. It is necessary for those who want Essential functions and Interconnectedness and the use of other Apple devices such as Macs, iPads, and Apple Watch; this has made the product more inelastic. 
[bookmark: _Toc141231051]Income effects
The purchase of an iPhone represents a significant portion of a consumer's income, depending on their financial situation. An iPhone may be cheaper for some users, especially those with high disposable incomes. For those with lesser incomes, an iPhone can cost a lot of their monthly or annual earnings (Aigner-Walder, 2015). Demand elasticity depends on the percentage of income spent on a good. Demand elasticity measures how pricing affects product demand. Inelastic demand occurs when price changes barely affect the amount demanded. A higher-income iPhone buyer is likelier to spend less of their income. This indicates a less price-sensitive demand. These users can afford the iPhone with an increase or decrease in their income; therefore, a price rise may not affect demand showing the demand for iPhone is inelastic. Most people who can afford the phone have relatively higher or middle income (Deming, 2018). Higher pricing may not cause these consumers to go for cheaper alternatives or postpone their purchase; the price changes are, therefore, not proportionate with the changes in demand. 
As the income of individual’s increases, they prefer to purchase iPhones to match their income status. Income increases iPhone demand. Higher disposable incomes make the iPhone more affordable and desired. Thus, iPhone purchases and upgrades are more likely. Income increases iPhone demand, confirming its luxury status. As salaries rise, people are more likely to buy high-quality devices like iPhones. As consumer incomes rise, iPhone demand increases accordingly. Income elasticity is low for needs or everyday commodities since the demand for these items remains essentially steady regardless of income fluctuations. IPhone not being one of the everyday commodities; its demand increases with the increase in income of individuals. 
[bookmark: _Toc141231052]What pricing policy should the business employ? Why? 
While the prices have continued to hike for iPhone products based on the features as below, people continue to buy based on its value.
Figure 5: iPhone prices 
[image: ] 
Source (Apple Inc.)
Based on the analysis, Value-based pricing would be a suitable pricing strategy for Apple. This besides having   an inelastic demand, it should use Value-based pricing based on reasons that include: 
Premium Brand Perception: Apple is known for its innovation, design, and user experience. Value-based pricing reflects Apple's unique value to customers. This strengthens iPhones' premium reputation and justifies higher pricing, which buyers are prepared to pay for the perceived benefits.
Differentiation and Uniqueness: Apple products, especially iPhones, have distinct features and ecosystem integration (Horák and Kaisler, 2022). Value-based pricing lets Apple highlight its goods' distinct value proposition and advantages over competitors. Apple gains consumer loyalty by differentiating and reducing the price as a buying factor.
Focus on Customer Segments: Value-based pricing lets Apple target certain customer categories that value iPhones' unique features. These sectors are less price-sensitive, making premium pricing more appealing. Apple can adjust marketing messaging to highlight their worth by analyzing these categories' needs and preferences.
 Continual Innovation: Apple's commitment to ongoing innovation pushes new iPhone features and technology. Apple uses value-based pricing to reflect these advancements in newer models. Customers that value the latest technology and user experience are more likely to pay extra.
Brand Equity: Apple's considerable brand equity helps it implement value-based pricing. The brand's products are trusted and exceptional (Aigner-Walder, 2015).
Premium Services and Ecosystem: Premium Services and Ecosystem: iCloud, Apple Music, and the App Store enhance the user experience. Value-based pricing allows Apple to price its products based on their complete value to customers.
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