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[bookmark: _Toc1370275068][bookmark: _Toc101521110]Introduction
Apple Inc was founded in 1976 and had its headquarters in California. It provides many luxury products, out of which research on its smartwatch has been done in this report. The report will be presented in 3 parts. The first part will include the history of Apple Inc and the reason for choosing this company and this product. In the second part, the effect of various factors which can affect demand for the Apple smartwatch will be discussed. And in the last part, whether the demand for the smartwatch is elastic or inelastic will be determined. Also, what pricing policy should the company adopt will be recommended.

[bookmark: _Toc598437448][bookmark: _Toc101521111]Task 1: Description of company and product
History
The chosen company is Apple Inc. It belongs to the industry of technology hardware and equipment. It was earlier known as Apple Computer Company and was founded by Steve Jobs, Ronald Wayne and Steve Wozniak in 1976 (Marrero 2018). The first product launched by Apple Inc was Apple I, which was a computer. Later, Apple Computer Inc was formed without Wayne in 1977 and launched its second computer, Apple II. Due to its high price and struggles among the executive, Apple lost its market share to Microsoft. Under the guidance of Jobs, Apple recovered and became the first US company to trade at a value of over $1 trillion in 2018. 
Products and Services
The company has expanded to a large extent and serves worldwide its products and services. It currently supplies AirPods, watch, TV, mobile phone, iPad, iPod, Homepod and Macintosh and rendering services through the Apple store, apple card, fitness, music, news and many more (Marrero 2018). 
Other details
Apple, Inc. has expanded its business in America, Europe, Japan, Greater China and the remaining areas of Asia Pacific, with its headquarters in California. Its current CEO is Tim Cook, and had employed 1,54,000 employees in 2021. It achieved sales of $365 billion in 2021 (Annual Report, 2021).
Chosen Product
The chosen product is the apple watch. The company has launched a new series of apple watches- Series 7. Apple Watch has many features which attract customers. It is swim-proof and has crack-resistant front glass. The watch can measure blood oxygen and ECG. It provides notification in case of high or low heart rate or irregular heart rhythm. Multiple watches can be paired with a single iPhone. Series 7 is available at $399 with five different aluminium colours and can be charged at a 33% faster rate than the previous model. 
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Demand is an economic term that identifies how many customers are willing to buy a product or service at a given price. Demand depends on the needs and wants of a consumer and their ability to pay. The Law of demand says that the price of a product and its quantity demanded are not directly related, assuming all the other factors remain constant (Pettinger 2019). When there is a rise in a product or service price, consumers will demand less quantity and vice-versa. Due to price changes, there is an upward or downward movement in the demand curve. Many other factors affect demand.
There is always an equilibrium between demand and supply in the real world. Equilibrium means balance. When there is a price increase, supply will also increase, and demand will reduce. So, to prevent excess supply, companies will slow down their manufacturing. As the supply reduces, there will be a price reduction, and the quantity demanded will increase. There will be a point in this process where supply and demand will be equal. This point is called equilibrium (Pettinger 2019).
Some of the factors that will affect the demand for the Apple watch are:
1. Price of substitute products- 
When the price of a substitute product increases, its demand will decrease. Consumers will shift to a substitute product whose price will be lower. So, it can be said that with an increase in the price of a substitute product, demand for the product is expected to increase (Pettinger 2021).
A substitute product for the apple watch series 7 can be the Samsung smartwatch. The latest model launched by Samsung is Galaxy Watch4 Classic, whose current price is approx. $350. If the price of the Samsung smartwatch increases, demand for the Apple watch will also increase. Apple has a higher brand value, and more features are available than Samsung. So, people will shift from Samsung to Apple 
2. Price of complementing products-
Complementary products are those which are used together with the main product. Using complementary products increases the value and compatibility of both the products. So, when the price of a complementary product decreases, its demand increases, increasing the demand for the main product (Amadeo 2022). 
A complementing product to an Apple Watch is Apple mobile phone. These two products, when used together, increase each other's efficiency and provide comfort to the consumers. A recent model of iPhone is valued at approximately $1000. If the price of the iphone reduces, its demand will increase. And to get more efficiency and comfort out of these gadgets, consumers will buy more Apple watches. So, it can be said that with the reduction in the price of the iphone, demand for its complementary product, i.e. apple watch, will increase and vice-versa.
3. Consumer Income-
This is one of the factors that affect demand for services and products. When consumer income decreases, consumers tend to buy only the necessary things to live. They do not want to overspend and buy the things they want. There is a difference in needs and wants. But when there is an increase in income, consumers can buy the products they need and want. They will also spend their income on luxury items (Pettinger 2021). 
Since Apple Inc. provides luxury products, its demand will increase with the increase in the income of consumers. They will be able to afford such expenses. And when there is a decrease in income, people will buy affordable watches provided by fast track or other brands. They will not opt for an Apple watch, or they will not buy watches at all as it is not a necessity.
4. Consumer tastes and preferences-
No one can predict the behaviour, tastes and preferences of a consumer. Some consumers will prefer cost-effective, low budget products, while some will value brands and purchase costly products. So, the demand for products keeps changing according to consumer taste and preferences, leading to shifting in the demand curve (Amadeo 2022).
Consumers who can afford it prefer buying luxury products with higher brand value. As Apple represents a status symbol and has a good reputation in the market, the market share of the Apple watch is almost 30% globally which is the highest market share. No matter how highly they are priced, it provides a good status symbol to the person wearing them.
5. The expectation of price by consumers-
Consumers will always expect a lower price for every product. The cheaper, the better. When consumers expect a lesser price for a product, and supplier charges higher, its demand will decrease. And if a consumer is willing to pay a higher price for a product, its demand will increase (Amadeo 2022). 
The same is with Apple, Inc. Prices of smartwatches keep increasing with every newly launched model, and consumers expect lower prices to buy new watches and fulfil their wants. Consumers who have older models will resist buying a new model because of its price. But if new models have reduced prices, consumers will buy the new ones, even after having the old model. If the price of Apple products were less, it might have led to more increase in demand as it is right now. 
6. Demographics-
These factors can also affect demand and shift the demand curve towards the left or right. Demographic factors include age, income level, changing household size, geography, education etc. For example, consumers with a higher income level will buy luxury products while consumers with a lower level of income will not. Some things seem to attract only teenagers, or some products attract older people. Making the product available in geographical regions where they are most required can also increase demand (Pettinger 2021).
These factors influence even demand Apple Inc. Old age people would not like to spend money on smartwatches compared the teenagers. It is a show-off symbol for them. In case of change in household size, like when a person gets married, they are burdened with the expense of their spouse also, so they will not prefer buying costly products. While if they were living alone, they would have bought.
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Elasticity means flexibility. Price elasticity of demand defines how demand for product flexibility depends on the change in the product's price. It is a measurement that calculates the proportionate change in demand due to price change. A product is elastic when the change in demand and price are almost equal. And a product is inelastic when there is a major change in price but the change in quantity demanded is less (Andruszkiewicz et al. 2020). 
For example, the price of a mobile phone increased from $400 to $550, and the demand decreased from 5,00,000 to 4,80,000 units. The product is inelastic, as the price has increased by 37.5%, but the demand has decreased by only 4%. Another example is that the price of smartwatches decreased from $350 to $275. Its demand increased from 5,00,000 to 6,00,000. The percentage decrease in price is 21%, and the increase in demand is 20%. This means that the smartwatch is very elastic. 
There are many factors on which the price elasticity of demand for a product depends. These are:
1. Product is a luxury or a necessity- If a product is a luxury, it will have high elasticity. But if the product is a necessity, it will have low elasticity as people will have to buy such product even after the increase in its price.
2. Availability of substitutes- If a substitute of the product is available in the market, demand for the product will be highly elastic as people will shift their demand to the substitute product in case of an increase in price  (Andruszkiewicz et al. 2020).
3. Change in income- Price elasticity also depends on the proportion of income a consumer spends to buy that product. If a small portion of income is spent on buying the product, a price increase will not affect the demand. But if a large portion of income is spent, then a price increase will highly affect the demand for that product.
4. Frequency of increase in price- When the price of a product increases frequently, demand will reduce, and if the price increase is after a long time, consumers will accept such an increase and will not affect their demand. 
Based on the following two factors, whether the apple smartwatch is elastic or inelastic will be determined:
1. Substitution Effect-
Elasticity and inelasticity depend on the availability of substitute products (Andruszkiewicz et al., 2020). And there are many substitutes for apple smartwatches available on the market. So, in case of a price increase, people will shift to buying other feasible brands like Fastrack, Samsung, One plus, etc. That will lead to a reduction in the quantity demanded. So, it can be said that Apple smartwatches are highly elastic. Also, the Apple smartwatch is a luxury product and not a necessity. All the products provided by apple are luxury products. People spend a huge amount of their income on buying Apple products. In case of an increase in the price of a luxury product, its demand will reduce by a good amount. And since the Apple Watch is a luxury, its demand will be affected in case of a price change. If the price increases, people will shift to other brands, and if the price reduces, people will be more attracted as it represents a status symbol, and more people will be able to afford it. If it had been a necessity, then a price increase would not have affected demand, and its demand would have been inelastic to its price. 
2. Income Effects-
Even income affects the price elasticity of demand (Rizal 2018). Apple smartwatches are expensive. People need to spend a large proportion of their income to buy this watch. So when its price increases, they will resist buying as they already spent large amounts earlier. But if the price decreases, the proportion of income will be affected, and its demand will increase.
Similarly, when there is an increase in income of consumers, they will like to spend money on luxury items, which will increase the quantity demanded of the Apple watch. And when there is a decrease in income of the consumers, they will only spend their money on necessities which affect the demand for the Apple watch. So, the income also affects demand for Apple watches, and it is highly elastic to change income.
Pricing Policies
There are many pricing policies that a company can adopt. Companies should assess their business needs, evaluate their product, find competitors in the market, and then set the prices according to their research. Some policies are discussed below:
1. Value-based pricing policy- Under this policy, the product's price is decided by focusing on the market segment, researching competitors, and consumer preferences (Kienzler 2018). 
2. Cost-based pricing policy- The product is priced at cost plus profit in this policy. A single unit's production cost is calculated, and the required profit margin is added to the cost to calculate its selling price (Kienzler 2018). 
3. Competition-based pricing policy- This policy involves deciding on price by comparing it to the competitor's policy. Keeping prices equal to or low than the competitors will benefit the company (Kienzler 2018).
4. Demand-based pricing policy- Under this policy, price is fixed based on the elasticity and inelasticity of demand. When the price is based on demand, it helps the company maximise its profit by considering consumer behaviour. When the demand is inelastic, a price change may not affect the demand, and when the demand is elastic, a price change will change the demand (Woodruff 2018). 
Apple Inc should use a value-based pricing policy. Its product stands out in the market, and it provides many features that other brands do not provide. It also represents a status symbol of the consumer using the product and has a high brand value. So, the company should value its products keeping in mind its consumer preferences and competitors. Also, the company keeps launching new products with new features which attract consumers. Apple can launch its product at a high price to earn high profits at the start. Later, when competitors copy its features and launch a similar product, it should reduce its price. 


[bookmark: _Toc1523883264][bookmark: _Toc101521114]Conclusion
To study various aspects of economics, Apple Inc was selected, and one of the products, the Apple smartwatch, was researched. A brief description of the company was given in the report about its history and products. Later, an understanding of how different economic factors affect the demand for its product was obtained. In the next part of the report, the price elasticity of demand was defined. And how elastic is the demand for the Apple smartwatch based on two factors- substitute products and change in income, was identified. The report also identified various pricing policies that a company can adopt. According to the study, Apple Inc should adopt a value-based pricing policy.
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