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Business enterprises strive to  achieve maximum profit margins from the sale of their products and services. To achieve this, managers need to be well-versed in the economic theoretical concepts and analytical tools that are significant in the business decision-making process. The knowledge of managerial economics is therefore relevant to understanding and linking the economic theoretical concepts with real business practices, measuring economic relationships among various factors, creating business policies and recognising the forces impacting the business. This report will explore different economic concepts regarding the decision-making process and evaluate how government policies shape managerial decisions. To complete the report, Apple Inc an American-based organisation that manufactures smartphones is selected. The first part of the report provides the business and product description of Apple Inc. The second part describes Apple's handsets' demand and market equilibrium while the last part demonstrates whether Apple’s handsets have an elastic or inelastic demand. 
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Business: Apple (Handset)

Steve Jobs, Ronald Wayne and Steve Wozniak partnered to found Apple Inc in 1976 in California, US to manufacture and sell a personal computer known as the Apple I. The company has over the years grown to become a crucial large-scale manufacturer of consumer electronics which include personal computers, tablets, software, smartphones and computer peripherals globally. In 2007, the company released the first generation of the iPhone smartphone and sold over 73.5 units by the year 2010. As of 2021, Apple is the leading technology company commanding the biggest market share and annual revenue amounting to $367.8 billion. The company has enjoyed massive success since it began manufacturing mobile devices and it has since released new models of iPhones annually (Apple, 2022). 

Product (iPhone)

The iPhone manufactured by Apple became a revolutionary in the information technology industry. Apple incorporated the multitouch feature which enabled the iPhone’s screen to detect more than one point of contact concurrently. The iPhone runs on iOS a mobile operating system designed and developed by Apple for its devices. The iPhone can send short messages, access the internet via Wi-Fi or cellular network and make calls wirelessly. Users can also stream and play music and also read electronic books which can be purchased from the iTunes store and Amazon store respectively (Ewa et al, 2017). The iPhone is ideal for business owners due to its software which includes big memory storage to keep files, notes, and photos as well as to download and install applications. iPhone is selected for this assignment because of the notable success it brought to Apple Inc. and the exceptional market performance it has maintained over the years. 
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[bookmark: _Toc121039117]Price Of Substitutes

One of the leading product alternatives to Apple’s iPhone is Samsung. Apple has been using a good-better-best pricing strategy whereby the company increases the price with every new and improved iPhone released into the market. Despite their increasing prices and stagnating sales, iPhone has managed to increase the number of active customers yearly. On the other hand, Samsung has proved to be a worthy competitor in the market with its Samsung Galaxy smartphone series. Samsung keeps on adding new features and upgrades to every smartphone they release and which have been proven to make their handsets perform at the same level as the iPhone. Samsung offers its handsets to the market at a reasonable price that is lower than the price of iPhones (Varian, 2014). The latest iPhone 14 Pro Max retails at $1800 while the Samsung Galaxy S22 Ultra retails at $1216. Samsung has over the last few years grown its market share by manufacturing well-performing smartphones and offering them at a market competitive price. Apple generated revenue amounting to $394.33 billion in 2022 which was an increase from the $274.52 billion generated in 2020. Samsung generated revenue amounting to $240.71 billion in 2021 which was an increase from the $203.43 billion generated in 2020 (Statista, 2022). This indicates that despite the existence of the substitute, iPhone’s demand is still high. 
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Figure 1: Smartphone Market Revenue Growth. Source: (Wong, 2022)
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Complementary goods are products that are used or work together. In the case of weak complements when the cost of complementary goods increases, the demand for the main product tends to reduce whereas when the price of a complementary reduces the demand for the main product tends to increase. The demand for strong complements is likely to remain unchanged whether the price of the complementary increases or decreases (Varian, 2014). A good example of such a product is the iPhone and iPhone cases. The iPhone cases not only protect the iPhone against dust particles and scratches but also make the iPhone look more beautiful. iPhone users are always willing to purchase iPhone cases whether their price drops or increases due to the extra protection they provide. The iPhone cases are an example of strong complements and therefore their price change does not affect demand. 
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Figure 2: Complementary goods and demand elasticity. Source: (Economicshelp.org, 2022)
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As per the Office of National Statistics, (2021) the average disposable income of individuals in the UK has been increasing over the years with 2021 recording the highest which equated to $46384.17 million per year. However, the average disposable income is expected to fall due to the high living costs and inflation rates which have depreciated the value of the pound. In 2020 and 2021, the average disposable income of households in the UK decreased by 0.6% due to restrictions and job retrenchment. From 2012 to 2022, the average disposable income increased by 10.1%. From the above data, it is evident enough that individuals in the UK are left with more to spend every year after paying bills and legal obligations. 
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Figure 3: Disposable household income of individuals in the UK from 2011 to 2021: Source (Office of National Statistics, 2021)

Most individuals in the UK have a disposable income above the average and therefore viewed iPhone as a normal product while those with disposable income below the average view it as a superior good. As of 2022, most individuals preferred using either an iPhone or a Samsung mobile device. The percentage of iPhone users was approximated to be over 50% while Samsung users were approximated to be 33%. While the remaining percentage used mobile phones from other brands. It is also established that the demand for normal goods and services such as the iPhone and the average disposable income of households are firmly interrelated which implies that the demand for iPhones increases with an increase in the average disposable income (Croal, 2022). 
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Figure 4: Income and demand. Source: (Google.com)
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Consumer purchasing behaviour in the UK handset market is continuously shifting due to different factors which include the product price, income range, social influence, durability, brand reputation, and product features. Most individuals in the UK opted for the iPhones due to their software features which include big storage of up to 256GB, an expandable ram of up to 12GB and a high-end processor that is capable of multitasking. The iPhone 14 Pro Max has a display size of 6.7 inches and a high resolution of (1290 x 2796) pixels which ensures the user can watch and take high-quality videos and images. Consumers also preferred a handset with a higher battery capacity that can retain power for longer hours and that is also able to charge for a shorter duration (Kaur, 2015).
The income range for most individuals in the UK was above average and therefore opted to purchase the iPhone which is a normal good. Apple has built a strong brand reputation and established itself as a manufacturer of classy and well-designed iPhones while Samsung is known for excellent customer service and product innovation. Compared to Samsung which lasts for 2 to 3 years, iPhone has a longer shelf life of up to 6 years. Further, Apple releases software updates up to 5 years just after the release of the device while Samsung does the same for only 2 years (Kaur, 2015). The iPhone remains the most preferred smartphone due to its high-performance features and superior quality as compared to the competing companies. 
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Majority of the consumers expect the prices of iPhones to decrease however, that will be hardly the case because of the rising costs of production and technological advancements. Since launching the first iPhone in 2007 which retailed at $499, Apple has steadily increased the price of its product with every release. As technology evolves, the company also incorporates new features such as more powerful processors, the 5G network, improved camera quality, and more storage space which is the reason why the prices continue rising. Despite the increasing number of phone companies, Apple is likely to continue charging high prices in 2023 to maintain the consumer’s view of the iPhone. Apple is expected to charge an extra $100 for iPhone 15 which will be released in two variants. Despite the current economic conditions, consumers will strive to get the new iPhone model to be released in the future regardless of the price. Price changes are likely to have a minimal effect on the demand for iPhones (Chulkov and Nizovtsev, 2014). 
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Figure 5: Demand Curve. Source (Inomics.com, 2020)
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Apple commands a smartphone market share equivalent to 27.54% globally and with over 1.2 billion active iPhone users as of 2022. In 2022, Apple sold over 2.2 billion iPhone devices with over 56.7 million being sold in the first quarter of 2022. Apple shipped over 230 million iPhones in 2021 which was an increase from 206.1 million iPhones shipped in 2020. The company has generated revenue amounting to $394.33 billion in 2022 an increase from $378.32 billion generated in the entire 2021. Most iPhone users tend to be women who account for 52% of the users while 48% of the users are men. The number of iPhone users is expected to grow into the future because of its smooth and simple-to-use iOS operating system. Across the UK, majority of the iPhone users are aged 25-35 followed by the age group 18-24 which comprises college students and those who have more disposable income (Statista, 2012).  
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iPhones are no longer luxuries but economic necessities that enable business organisations and consumers to access information and news as well as access financial services. Luxury can be described as a product or service that is greatly desired but not required in daily routine life. A necessity is a product or service that consumers cannot do without and is essential in everyday life (Varian, 2014). From the consumer’s point of view, the iPhone is a product needed in the everyday life and therefore it has an inelastic demand due to its strong brand reputation and recognition which makes it outstanding from other smartphone brands. The demand for iPhones especially on the eve of releasing a new model is remarkably strong because of the lack of substitute smartphones that have similar features. 
iPhones are designed in such a way that they have long-lasting batteries and powerful processors to improve user performance. The strong brand reputation iPhone has built over the years remains one of the reasons why consumers will trust and continuously demand the iPhones even in the face of rising competition from other companies. Necessity Products with fewer or zero alternatives in the market have an inelastic demand while necessity products that have readily available substitutes have an elastic demand (Leamer and Stern, 2017). However, the demand is more elastic if the product or service is luxurious in the market. 
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Figure 6: Substitution effect. Source: (Economics.com, 2020)

Products and services offered by firms that have high brand loyalty such as Apple have an inelastic demand this is because few companies can compete and maintain Apple’s level. Consumers who buy iPhones will therefore queue in a store to get a new iPhone despite the change in price or availability of a substitute mobile phone. Apple operates in a very competitive industry which is continuously changing and improving. Apple has managed to stay ahead of its competitors by implementing new technologies in product development, being innovative and futuristic in the tech industry and most importantly manufacturing high-quality iPhones to exceed consumer expectations. These factors have been vital in ensuring the demand for iPhone remains to be inelastic and the revenues continue increasing (Cahuc et al, 2014).  
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The UK is made up of individuals belonging to different societal classes, namely the upper and lower classes. The upper class comprises individuals with high-income levels who can afford a luxurious life while the lower income class represents individuals with income below the average and can only afford to purchase necessities. The level of income directly affects the elasticity of demand with the rich having an inelastic demand for products while the poor have a high elastic demand for products and services. The elasticity of demand will shift depending on the disposable income that an individual has. Demand elasticity for normal products and services tends to increase with an increase in consumer income and falls with a reduction in consumer income (Christensen, 2014).
The demand elasticity for inferior goods can also reduce due to an increase in consumer income and an increase with a reduction in consumer income. The demand elasticity for essential goods is not affected by the increase or decrease in consumer income, it just relates to the circumstances. Concerning the iPhones, an increase or decrease in consumer income will have a significant impact on their demand elasticity. Individuals from the lower class are likely to purchase an iPhone if their income is increased above the average and they have sufficient disposable income. Individuals from the upper class are likely to stick to buying and using an iPhone whether their income decreases or increases since they already have extra disposable income. Nevertheless, the demand elasticity of iPhones remains to be inelastic despite the changes in income (Dube et al, 2018). 
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Figure 7: Income Effect on Demand. Source: (Economics Online, 2020)
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Pricing is a visible attribute of a company’s marketing strategy alongside promotion, place and people. Therefore, it is important for business organisations to implement the best pricing policies that revolve around delivering customer value and achieving good profit margins. Some of the pricing policies Apple can follow include competition-based pricing, cost-plus pricing policy, value-based pricing, and penetration pricing policies. Under the competition-based pricing policy, Apple can utilise the existing market data to determine a price that is relative to that of the competitors. Apple can analyse all the smartphone manufacturing companies beginning from those in the high-end to those that are reasonably priced and determine where to settle (Nagle and Muller, 2017). This strategy will help Apple to have complete control of the market and gain insights which can be used to build a competitive edge for the company. 
The company can also pursue a cost-plus pricing policy whereby the costs incurred in producing the iPhone and a markup price are added to determine the final price of the smartphone. This pricing policy will help Apple to save time and become more effective. Apple can also follow a penetration pricing policy when venturing into new markets, especially in the Asian continent which has consumers with low incomes. Under this policy, Apple will use lower prices to attract and retain a broad customer base and outdo its competitors efficiently (Nagle and Muller, 2017). The other pricing option that Apple can follow is a value-based pricing policy. Here, Apple can determine iPhone prices according to the worth perceived by consumers in Apple products. 
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Management economics is one of the vital areas that business organisations need to carefully address to become successful in competitive markets. The basic economic concepts help managers to analyse the business environment before making sound business decisions. The report has explored economic various economic concepts and the effect of each on the demand elasticity of the iPhone a smartphone manufactured by Apple. Despite being an industry leader, Apple should continuously review the price of substitute products, complements, consumer income, consumer tastes and preferences and consumer expectations and how each of them affects the demand for their iPhones. The last part of the report has recommended a cost-plus pricing policy, competition-based pricing, value-based pricing, and penetration pricing as the best pricing policies Apple can follow to take full control of the market, become successful and outdo its rising competitors effectively.
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