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1. [bookmark: _Toc112439030]Introduction
The product that has been chosen and recognized for extensive economic research and study for the purpose of this assignment is Apple's iPhone. Apple, as it is popularly known, is an American computer and smartphone manufacturing multinational company with distribution and after-sales services in almost all parts of the world. Apple Inc. manufactures, designs and markets personal computers (macOS), smartphones (iPhones), Tablets (iPad), wearables (iWatch), and uncountable accessories worldwide.  The company is also actively involved and engrossed in selling its after-sales related products services related to repairs and maintenance of the company's products like Apple Care, Cloud services and in-store services. The company is headquartered in Cupertino, California and was incorporated in the year 1977. The present CEO of Apple is Tim Cook. 
The product (iPhone) has been particularly chosen for the purpose of this economics research report because of iPhone’s special and unique propositions which make the product hard to substitute and thus, less price elastic to supply. Some of the features and value propositions offered by Apple’s iPhone are truly unique and could not be replaced by any of the competitors like OnePlus or Samsung, which are also key and elementary players operating in the smartphone market. 
Apart from the above-mentioned reasons to choose Apple’s iPhone as the effective product for study, some other reasons include Apple’s exclusive ecosystem, exceptional customer loyalty, Apple’s presence as a global giant in the global smartphone market with huge piles of revenues and profits than any smartphone manufacturer (AppleInsider, 2021). 

2. [bookmark: _Toc112439031]Demand and Market Equilibrium
[image: ]
[bookmark: _Toc112435414]Figure 1: Share of global smartphone shipments by operating system from 2014 to 2023
(Source: Statista.com, 2019)
The fact that Android OS-running smartphone sales have consistently surged over the years and its demand have risen are due to the fact that there are numerous Android smartphone manufacturing brands like Samsung, One plus, OPPO, Xiaomi, Vivo, Realme and Google Pixel. On the other hand, in the case of Apple’s iOS, its smartphone operating system’s patent and trademarks solely lie in the hands of Apple manufacturing facilities, which implies that no other smartphone manufacturing company cannot manufacture and design smartphones based on Apple’s iOS. However, in the case of Android, Google acquired Android in the year 2005 and completely revolutionized it by offering it to third-party mobile manufacturers for free. Google and the Android team together shared the same vision of providing the mobile operating system as free to other third-party mobile manufacturers and wanted the OS to be open-source and generate profits by offering Google apps and services. 
· [bookmark: _Toc112439032]Price of substitutes
For the purpose of this economics research report, there would be a flagship smartphone price comparison among brands like Apple, which is the primary focal point to research and Samsung & Xiaomi, which are the secondary points of economic research of this research study. 
The following table below shows the price of Apple, Samsung and Xiaomi’s flagship smartphone (high-end or top- specifications comparison only). The comparison drawn for the high-end and top-specification flagship series of smartphones has been conducted due to the fact that this research study would then become regressive, tedious and cumbersome if we were to compare smartphones catering to all economic spheres to demographics. However, on the other hand, it must be noted that Apple tends to specialize and dominate only in the high-end and most premium economic demography of customers. Therefore, it is wide and insightful to compare smartphones of similar nature so that this research report remains consistent in each of the incumbent aspects. Also, as per the requirements of the brief, it was duly mentioned to recognize and conduct extensive research on niche categories or product lines only. Therefore, comparisons are suitably drawn taking into consideration each of the intricate details mentioned in the brief and as highlighted during the discussion of the assignment with the module tutor. 
	Particulars 
	Apple iPhone 13 Pro Max
	Samsung S22 Ultra
	Xiaomi 12 Pro

	Price (128 GB)
	$1,099
	$1,199
	NA

	Price (256 GB)
	$1,199
	$1,199
	NA

	Price (512 GB)
	$1,399
	$1,299
	$839

	Price (1 TB)
	$1,599
	$1,599
	NA



It is quite evident from the table above that iPhone 13 ProMax and Samsung S22 Ultra prices are almost the same for all the storage variants. However, for Xiaomi's flagship smartphone (12 Pro), the price is notably less compared to the other two brands' flagship phones. It is a noteworthy detail, that Xiaomi's pricing strategy for their smartphones operates upon thin profit margins unlike in the case of Apple and Samsung. Xiaomi's smartphones offers similar strong build quality and top-notch features (tech) as in the case of Apple and Samsung smartphones. Despite, these facts, Xiaomi deliberately employs only a 5-8% of markup on its final cost prices of smartphones. Whereas, on the other hand, Samsung and Apple are keen to charge a hefty markup of around 60% on their final smartphone cost prices. This has led Xiaomi to inch up its overall market share by operating upon heavy sales volume rather than hefty premiums or profit margins (SlashGear, 2021). And, maybe this is one of the top most reason why a relatively new entrant like Xiaomi, which is almost non-existent in the US smartphone market, is able to climb up its sales and stand among the top 4 smartphone manufacturing companies in the world after Samsung and Apple. 


· [bookmark: _Toc112439033]Consumer Income
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[bookmark: _Toc112435416]Figure 3: USA Median Household Income and Percent Change by Selected Characteristics
The image above is a snapshot from Figure 1 of "Income and Poverty in the United States: 2020" report (census.gov, 2021). The image attached above depicts the 2020 Median United States Household income and its categorizations into aspects like age, race & Hispanic and types of households. It is evident fact from the image attached above that 'Family Households', 'Asian Households' and households under age 65 are among the richest of all the United States households. The fact that this 'Household Income' data and Apple's necessity products like the iPhone are correlated and of critical importance for determining the product economics constructs like the demand, and market equilibrium. 
The smartphone in today's era is termed as a 'necessity product' without a doubt. Gone are the days of the late 2000s and early 2010s (for some countries) when smartphones were coined as 'luxury' products. Apple launched its first-ever iPhone in the year 2007 and the world termed it as a novelty gadget which could be bought if you are lucky enough to have that much money. However, times have changed now and smartphones have become a lifeblood for upward mobility and social interaction (wired.com, 2017). These two constructs have gained tremendous importance and positive criticism in the last decade, and thus, smartphones have become popular and in demand. 

· [bookmark: _Toc112439034]Consumer expectations of price
Whenever Apple announces the launch of its new iPhone, customers mostly expect the prices of such to- to be newly launched iPhones as higher than the current ones because of the new features and tech that Apple brings to the plate (investing.com, 2022). Maybe, this is one of the reasons why Apple's most loyal customers are able to switch to newest of the iPhones without much delay and agree to pay a premium for such phones as well. Similarly, the older and obsolete technology iPhone versions are slashed exponentially. These aspects contribute a lot to iPhones' prices and demands in the market. 

· [bookmark: _Toc112439035]Demographics
According to Statista.com, 2019, the age demographics of Apple users consist of ages between 16 and 24 mostly. This study survey was conducted during the year 2019 and it was found that around 44% of the population used an iOS smartphone while another 30% of the population used an Android smartphone. The survey was only conducted for the age demographics between 16 and 24 only. Thus, Apple's iOS remained a popular utility for the population of the age group 16 and 24 with a majority of 44% of the total votes. 
The four main target market demographics of Apple's iPhone comprise of 'Executives', 'Teenagers', 'Young children and 'Mass market'. Firstly, executives are approached through both print and online marketing platforms like business newspapers and magazines. While in the case of teenagers and young children, are normally influenced and approached to purchase the iPhone using celebrity endorsements and effective product placements. Lastly, the mass market for Apple's products receives information from billboards and social media that present Apple’s campaigns all over the world.

3. [bookmark: _Toc112439036]Price Elasticity of Demand & Supply
Apple's loyal or mass customer groups mostly perceive Apple's smartphones (iPhones) as superior to any other smartphone in the market. They are usually concrete upon such notions due to the product's exorbitant price and high quality offered. However, when compared with smartphone brands like Samsung and Huawei, Apple's iPhones stand similar in terms of quality, features and tech. 
Customers typically anticipate that the cost of freshly announced iPhones will be higher than those of the existing models due to the additional features and technology that Apple introduces. This may be one of the factors that enable Apple's most devoted consumers to quickly upgrade to the newest iPhone models and accept to pay more for them. Similar price reductions are made for iPhone models with outdated technology. The pricing and market demand for iPhones are significantly influenced by these factors.
Thus, it could be concluded that newer versions of the iPhone are more expensive than the existing ones and yet their demand is intact, making the price highly elastic to supply. On the other hand, prices of the older version of iPhones are also highly elastic to their supply due to the fact that their supply (production) would eventually cease and consumers perceive such products as outdated and obsolete which drives the prices down.



[bookmark: _Toc112439037]Substitution Effect
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Figure 1: Share of global smartphone shipments by operating system from 2014 to 2023
(Source: Statista.com, 2022)
By looking at this discrete stacked column chart above, it is quite evident that Apple's iOS (Apple's smartphone operating system) has been losing a significant chunk of market share if extreme year's data is to be looked upon. Like, for example, if 2014's global smartphone shipments are looked upon then Apple's iOS sales constitute about 15.6%. However, this 15.6% of Apple's iOS sales contribution in the global smartphone market slid down to a mere 12.6%, which is a forecasted 2023 sales contribution proportion. From the facts highlighted above, it could be said that Apple's iPhone continued to lose the charm and attract more and more customers to its authentic operating system (iOS), while the only other competitive smartphone operating system (Android) continued to become more and more popular and demanding as per the data and stacked column chart attached above. The android smartphone operating system is the only relevant market competitor for Apple’s iOS.
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[bookmark: _Toc112435415]Figure 2: Global Smartphone Market Share: By Quarter
(Source: Counterpointresearch.com, 2022)
By looking at the discrete stacked column chart attached above, it is clearly evident that Samsung and Xiaomi remain the only sole competitor for Apple's iPhone. Apple iPhone sales per quarter hover at around 11% minimum to 22% maximum. It is also quite evident that Apple iPhone sales are recorded highest during the Q4 every year. This happens due to the fact that Apple launches a new version of its iPhone series during the September/ October months every year. This is one of the sole reasons why Apple iPhones' sales tend to peak during the Q4 of each year consistently. On the other hand, Samsung launches its flagship smartphone, which is comparable to Apple's iPhone during the Q1 of each year. Therefore, Samsung smartphones' sales tend to peak during the Q1 and Q2 of each year respectively.
Thus, it could be effectively concluded that Apple's iPhone could be easily substituted by cheaper brands like Xiaomi if customers tend to perceive Xiaomi's products as a suitable substitute for Apple's iPhone. 
Executives, Teenagers, Young Children, and Mass Market are Apple's iPhone's four primary target market groups. First, business newspapers and magazines and other print and online marketing channels are used to contact executives. Teenagers and small children, on the other hand, are frequently persuaded to buy the iPhone through celebrity endorsements and clever commercial placement. The mass market for Apple products also obtains information via social media and billboards that display Apple's promotions around the globe.

[bookmark: _Toc112439038]Pricing Policy
The pricing policy employed by Apple is the traditional price skimming strategy. Under this strategy, producers are able to price their products at really high-profit margins for their superior quality and non-existent completion or substitute for the product in the market. Apple has been consistently successful in engaging this pricing strategy for all of this ecosystem of products of the iPhone, iWatch, iPad, MacBook and others. 
[bookmark: _Toc112439039]Pricing Policy suggestions and Conclusion
With due consideration to all the facts, figures and detailed discussion provided in the above part of the report, it would not be wrong to conclude that smartphones like Apple's iPhone have become a necessary product rather than a luxury item. iPhones, when compared with its market's flagship and comparable smartphones like that of Samsung and Xiaomi tend to produce a substitute effect upon the product and thus, make it more price elastic to demand.
Another, insightful piece of conclusion from the study suggests that if consumers tend to view Xiaomi's products as an acceptable alternative to Apple's iPhone, it might be successfully deduced that cheaper brands like Xiaomi may easily replace Apple's iPhone. 
It is possible to draw the conclusion that newer iPhone models are more costly than older ones, but their demand is still strong, making the price extremely elastic to supply. However, because their supply (manufacturing) would ultimately run out and customers would view them as outmoded and unnecessary, the pricing of the previous models of iPhones is similarly very elastic to their supply.
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