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[bookmark: _Toc118454381]Introduction
Management economics is the branch of economics that help managers make multifaceted decisions based on some economic factors of a business and those factors can be the price elasticity, market demand, and the equilibrium between supply and demand (Salvatore, 2014). The report will draw an extensive discussion on Apple company from the perspective of managerial economics. The discussion will include the company’s business description, the demand and market equilibrium, and the price elasticity. The demand and market equilibrium part will include the discussion of substitute and complementary products and their impacts on the prices and demand of the main products. 


[bookmark: _Toc118454382]Description of the business and main products
Apple is a technology company based in the USA. It is currently the most valuable company in the world with just over 2.3 trillion dollars in market capitalisation. The company’s profitable run over the years can be attributed to its high-quality products and services. The company has paid back the trust of its stakeholder big time by producing premium products and providing premium services (Apple, 2022). The selected product for this report is Apple’s phone known as the 'iPhone' in the market. iPhone has been one of the most profitable and value-creating products for the company over the years. The company has diversified its products into different categories but iPhone is still responsible for 50% of its revenue.
Apple company was established in 1976 by Steve Jobs, Steve Wozniak, and Ronald Wayne. The company belongs to three industries namely consumer electronics, software, and online service. The company first started as a computer company and launched Apple I personal computer. Only after 1997, the company brought products like iPod, iPhone, iMac, and iPad (Leśniak-Moczuk, 2019). All of these products have enjoyed massive success, especially the iPhone which has become the largest contributor to the company’s revenue. Though the company exists in almost all the countries in the world, the US is its biggest market with 40% of sales coming alone from the US market. In terms of market share, the company enjoys a big portion of the market in the consumer electronics industry. 
The reason for choosing iPhone for this assignment is the wonderful story behind it and the degree of competition it faces. Despite having faced stiff competition from numerous competitors, the brand always comes out as the market leader in terms of sale quantity and revenue. The story of the iPhone is picked here because the company struggled heavily to replace the iPhone 2 and launch the iPhone 3 due to some missteps. But overshadowing everything, iPhone came out as the market leader across the globe. 
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Market equilibrium is a position where the demand and supply of a product are balanced. Demand and supply can be affected by various factors (McKenzie, 2012). In this part, only the factors affecting the demand function will be discussed. Demand for a product can be affected by different economic factors. Such factors are substitute products and their prices, complement products and their prices, income, expectations, taste, preferences, and demographics of consumers. Here is a detailed discussion of how these economic factors affect the demand for iPhones in the market. 
Price of substitutes: Substitute means replacing one which means when consumers replace one product with another product of the same functions (Parkin, 2021). Here, the substitute for iPhone is supposed to be the smartphone of Samsung. Samsung is one of the main competitors of Apple in the smartphone market. For example, iPhone's latest version is the iPhone 14 pro max and Samsung's Samsung Galaxy Z Fold 4 is its latest version. iPhone 14 pro max is priced at $1599 currently in the market whereas the price of Samsung Galaxy Z Fold 4 is $1549. In this case, the demand for iPhone 14 pro max can be affected by the lower price of Samsung Galaxy Z Fold 4 as the quality of both of them are quite similar even though one uses the Android operating system and the other one uses iOS. Here, the lower price of the Samsung Galaxy Z Fold 4 can lower the demand for the iPhone 14 pro max, and the higher price of the Samsung Galaxy Z Fold 4 can augment the demand for iPhone 14 pro max (Alaba, 2022). Hence, there is a clear correlation between the prices of substitutes. Here, one substitute gains from the loss of another. Therefore, it can be determined that the demand for iPhone 14 pro max may fall or increase depending on the price of the Samsung Galaxy Z Fold 4.
Price of complements: Complement in economic terms means the product that needs to be used with another product. The complement alone does not add value without the main products (Sloman et al., 2022). Here, the main product is iPhone whereas the complementary products are the iTunes store which provides music, Book Store which provides books, and App Store which provides an app purchase facility. These services are either billed at the time of purchase or in-app purchase which can be renewed for a certain amount of fee. The fee that iTunes, Book Store, and App Store charge for their services may affect the demand for iPhones in the market. If the charges of these three mentioned complements increase, the cost of buying an iPhone will also increase which may reduce the demand for iPhones. On the other hand, if the charges of these complements decrease, the cost of buying an iPhone will decrease and the demand might increase. Hence, there is also a correlation between the prices of complement and the prices of the main products. 
Consumer income: The price of substitutes and complements may not directly affect the demand for a product, but the income of consumers will directly influence the demand for a certain product, especially a product like the iPhone which is considered a luxury item by some portion of the market. An iPhone 14 costs 1.84% of an average yearly income of an American whereas it costs 3% of the average annual income of a British person (Hildenbrand, 2022). This statistic shows how expensive an iPhone 14 is. The first one on this list is Luxemburg whose average earner needs to spend 1.61% for an iPhone 14 and the last one is Kenya whose average earner needs to spend a whopping 69.12% of annual income just to buy an iPhone 14. Hence, it is clear that if the consumer income goes high, the demand for iPhones may rise and if the income goes down, the demand will fall. So, both of them are directly related. 
Consumer taste & preference: Consumer taste and preference is another matter that directly affects the demand for a certain product. One good thing about Apple is that once people switch to Apple products, it is hard to switch to other products. This is why the company has a huge loyal customer base. Consumer tastes and preferences can change for multiple reasons such as psychological, personal, economic, etc (Arsel & Bean, 2018). The economic reason has already been discussed. For the consumers of the iPhone, the taste and preference change predominantly due to psychological reasons. Psychological reasons can be the intention to taste other companies' products just to get a better understanding of what the competitors offer. So, if the consumer taste and preference change in a positive manner, the demand will rise, and if otherwise happens, the demand is bound to happen and the consumers are more likely to switch brands.
Consumer expectations of price: Consumer expectations of price are another important determinant of the demand for a product even though this may not be plausible in the case of Apple company’s products (C. & Pyatt, 2014). Apple produces high-end products and it expects its customers to pay whatever the company sets the price because of the longevity and quality of the company’s products. With the series of iPhones released, customers expect better quality every time the company releases a new model. And with that expectation, the price of every new model is supposed to be rising due to the demand and hyped created even before the release of the product. Hence, it can be said that there are hardly any expectations of customers in terms of iPhone prices dropping. Therefore, there is hardly any impact on customer expectations of iPhone prices. But when the price of the new and old models does not differ much or remains the same, the demand may rise significantly. Other than that, there is no real impact on customer expectation of price and that can be attributed to the huge loyal customer base of iPhone. 
Demographics: Demographic indicates a particular section of the population. It also means a thorough study of humans. The factors that come into the discussion of demography are gender, age, income, education, socioeconomic position, etc. In this part, the number of consumers of Apple is indicated as the demographic factor. The number of iPhone users grew drastically over the years. In 2021, 52% of Apple's revenue came from the sales of the iPhone. Here is a table that shows the growth in revenue of the iPhone.
	Year
	Revenue (In billion dollars)

	2008
	1.8

	2009
	13

	2010
	25.1

	2011
	45.9

	2012
	78.6

	2013
	91.2

	2014
	101.9

	2015
	155

	2016
	136.8

	2017
	141.2

	2018
	166.2

	2019
	142.3

	2020
	137.7

	2021
	191.9

	2022
	205.4


Table: IPhone's revenue
Source: (Laricchia, 2022)
The table proves that the demand for iPhones only grew over the years. As can be seen, 2022 has not ended yet but has overtaken 2021's revenue. Hence, it is clear that the number of consumers of the iPhone increased over the years, and so did its revenue. 
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Price elasticity of demand means the percentage change in demand due to the change in price or income. Price elasticity of demand can be either elastic or inelastic. Demand is elastic when the percentage change in demand is greater than 1 when divided by the percentage change in price. It is inelastic when it is less than 1 (Besanko et al., 2014). Price elasticity of demand of more than 1 means the change in price irrespective of the degree leads to a huge change in demand. That change can be either upward or downward. On the other hand, an inelastic situation means the change in price does not result in a big change in demand irrespective of the degree of that change. This is the basic concept of price elasticity of demand. 
In the case of the iPhone, the price elasticity of demand is inelastic. In the previous part, the table shows how the revenue of the iPhone increased over the years. It shows the loyal customer base of the company. With every new model, the company increases the price. But that never affected the sales of the company. Every year, the sales keep increasing. Therefore, it is evident that the price elasticity of the iPhone is inelastic and there is hardly any influence on demand whenever there is a price change. The following table shows the number of iPhones sold over the years from 2008 to 2021.
	Year
	Number sold (In million) 

	2008
	11.6

	2009
	20.7

	2010
	39.9

	2011
	72.3

	2012
	125

	2013
	150.2

	2014
	169.2

	2015
	231.2

	2016
	211.8

	2017
	216.7

	2018
	217.7

	2019
	187.2

	2020
	196.9

	2021
	242


Table: Number of iPhones sold from 2018-2021
Source:(Laricchia, 2022)
The price elasticity of demand for iPhone is inelastic and that can be proven by other important data. Here is the data of iPhone users from 2015 to 2021
	Year
	Number of users

	2015
	569 million 

	2016
	710 million 

	2017
	814 million

	2018
	888 million 

	2019
	948 million 

	2020
	1 billion 

	2021
	1.2 billion 


Table: Number of iPhone users
Source: (Sitepu & Sobari, 2022)
The price elasticity of demand for the iPhone is so inelastic that even a pandemic could not hamper the growth of the company. In 2020, the company reached a 2 trillion dollars market value, and the number of iPhones sold also increased as the number of iPhone users crossed the 1 billion mark in 2020. Hence, the product is price inelastic and there is hardly any relationship between the price change and the demand change.
Luxury vs necessity: Apple can be called a luxury brand to some extent. But iPhone cannot be called a luxury item because it is an economic necessity. But that thing also depends on the geographic location of the consumer. For example, for an average-earning US citizen, iPhone is a necessity as it costs him only 1.84% of his annual income (Mbangwa, 2022). On the other hand, iPhone is a luxury for an average-earning Nigerian citizen as the iPhone 14 costs them a whopping 69.12% of their annual income. So, in some places, it is a necessity whereas, in some places, it is a luxury item. 
Income effects: For a high-earning person, the price elasticity of demand for iPhone is inelastic as the change in price does not influence the change in demand as said and discussed earlier. For example, the people of Luxembourg need to spend just 1.61% of their average yearly earnings. So, for them it is inelastic. But the people of Nigeria have to spend 69.12% of their average yearly income which is luxury as well as elastic for them. Here is the list that shows how much an average earner has to spend for an iPhone 14 based in different countries. 
	Countries
	Spending from Annual income 

	Luxemburg 
	1.61%

	Switzerland 
	1.67%

	USA
	1.84%

	Qatar 
	2.75%

	Germany 
	2.89%

	UK
	2.99%

	India 
	42.18%

	Egypt 
	50%

	Nigeria 
	69.12%


Table: spending from annual income for iPhone 14
Source: (Mbangwa, 2022)
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The report has done extensive research on the management economics of Apple company and its product iPhone. Apple company has been one of a kind in terms of growth. After the rejoining of Steve Jobs, the company never had to look back. Currently, the company is the most valuable in terms of market capitalisation. Different factors including consumer income, substitute products, and complementary products affect the demand of a company. That effects have been shown in this report from iPhone's perspective. In addition, the price elasticity of demand has also been discussed. 
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