


Management Economics by Petyo Marinov
Lector: Taye Osadiya
ID Studend-1917136




Executive Summary
Apple Inc. is a technology company that designs, develops, and sells consumer electronics, computer software, and online services. Its flagship product is the iPhone, which generates the largest portion of its revenue. The demand for the iPhone is influenced by various factors such as the price of substitutes, the price of complements, consumer income, and consumer tastes and preferences. The main substitutes for the iPhone are Android smartphones, and the price of these substitutes can negatively impact the demand for the iPhone. The price of complements such as accessories can impact the perceived value and overall cost of ownership for consumers. Higher consumer income levels tend to increase demand for luxury products like the iPhone, and consumer tastes and preferences are heavily influenced by changing trends and brand loyalty. Therefore, understanding and adapting to changing consumer preferences is critical for maintaining demand and remaining competitive in the smartphone market.
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The business that is chosen Apple Inc., which is a technology company that designs, develops, and sells consumer electronics, computer software, and online services. It was chosen as it is one of the most popular and well-known consumer electronic devices in the world, and has had a significant impact on the technology and telecommunications industries since its introduction in 2007 (Apple Inc., 2023). The iPhone has transformed the way people communicate, work, and interact with technology, and has become a symbol of innovation and quality in the consumer electronics market. Its main products include iPhones, iPads, Mac computers, Apple Watches, AirPods, and various software applications such as iTunes and iCloud (Apple Inc., 2023).
The chosen product is the iPhone, which is Apple's flagship product and generates the largest portion of its revenue. This product is chosen because it has become an iconic and widely used device that has transformed the way people communicate, work, and consume media.
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Price of substitutes: The main substitutes for the iPhone are Android smartphones from companies such as Samsung, Google, and Huawei. As stated by Haselton (2022), the price of substitutes refers to the price of alternative products or services that consumers may choose to purchase instead of the iPhone. In the case of smartphones, there are many substitute products available from competitors such as Samsung, Google, and Huawei, among others. If the price of these substitutes decreases, it may negatively impact the demand for the iPhone, as consumers may switch to these lower-priced alternatives. Conversely, if the price of substitutes increases, it may increase demand for the iPhone as consumers may be more willing to pay a premium for the Apple brand and features offered by the iPhone. Therefore, the price of substitutes is an important factor to consider in determining the pricing strategy for the iPhone. If the price of Android smartphones decreases, it may decrease the demand for iPhones, as consumers may opt for cheaper alternatives (Maresova and Kopecna, 2021).
Price of complements: The main complements for the iPhone are accessories such as cases, screen protectors, and headphones. The price of complements refers to the price of products or services that are used together with the iPhone to enhance its functionality or usage. Examples of complements for the iPhone include accessories such as cases, chargers, and headphones, as well as services such as mobile data plans and cloud storage. As per the view of Kim, Shin and Lee (2021), if the price of complements decreases, it may increase demand for the iPhone, as consumers may be more likely to purchase complementary products and services to enhance their overall experience with the device. Conversely, if the price of complements increases, it may decrease demand for the iPhone as consumers may be less willing to invest in additional products and services. Therefore, the price of complements is also an important factor to consider in determining the pricing strategy for the iPhone, as it can impact the perceived value and overall cost of ownership for consumers. If the price of these accessories increases, it may decrease the demand for iPhones, as consumers may not want to spend additional money on accessories (Chandra and Rattan, 2021). 
Consumer Income: If consumer income increases, it may increase the demand for iPhones, as consumers may have more disposable income to spend on luxury items. Conversely, as identified by (Han, 2021), if consumer income decreases, it may decrease the demand for iPhones, as consumers may prioritise spending on essential items. Higher income levels tend to increase demand for luxury products like the iPhone, as consumers have more disposable income to spend on high-end goods. Conversely, lower income levels may decrease demand for the product. The demand for iPhones is influenced by a complex interplay of factors, including product features, marketing, brand image, and consumer preferences. 
Consumer tastes and preferences: Consumer tastes and preferences refer to the subjective and often changing opinions and desires of consumers with regard to the iPhone (Guo, Guo and Fang, 2022). As a consumer electronic device, the iPhone's popularity and demand are heavily influenced by changing trends and preferences among consumers, such as design preferences, feature priorities, and brand loyalty. For example, if consumers prefer larger screens or longer battery life, Apple may need to adjust the design and features of the iPhone to meet these preferences and maintain demand. Similarly, if consumers become more price-sensitive or prioritise certain features over others, Apple may need to adjust the pricing and features of the iPhone to meet these shifting preferences. Therefore, according to Fan and Wu (2021), understanding and adapting to changing consumer tastes and preferences is critical for maintaining demand and remaining competitive in the smartphone market. Consumer tastes and preferences are constantly evolving, with a shift towards more sustainable and environmentally friendly products. For the iPhone, Apple has been able to maintain a strong demand by continuously updating and improving their product features to meet changing consumer preferences.
Consumer expectations of price: Consumer expectations of price refer to the expectations that consumers have regarding the price of the iPhone. As per the view of Li, Li and Yu (2022), if consumers expect the price of the iPhone to increase, it may lead to increased demand in the short term as consumers may rush to purchase the iPhone before the price increase. However, in the long term, it may lead to decreased demand as consumers may become more price-sensitive and consider lower-priced alternatives. On the other hand, if consumers expect the price of the iPhone to decrease, it may lead to decreased demand in the short term as consumers may delay their purchase in anticipation of lower prices. However, in the long term, it may lead to increased demand as consumers may be more willing to purchase the iPhone at a lower price. Therefore, as stated by Han and Bai (2022), it is important for Apple to carefully manage consumer expectations of price to maintain demand for the iPhone. This may involve periodically adjusting the price of the iPhone to balance market demand and profitability, as well as effectively communicating pricing strategies and promotions to consumers to manage their expectations. Apple has a reputation for producing high-end products, including the iPhone, which tends to come with a premium price tag. Consumer expectations of price may vary depending on economic conditions and market competition, which can impact demand for the iPhone.
Demographics - Number of Consumers (Buyers): Demographics, specifically the number of consumers or buyers, can significantly impact demand for the iPhone. As the number of potential buyers for the iPhone increases, demand may also increase. According to Park (2019), demographic factors that can impact the number of potential buyers for the iPhone include population size, age distribution, income levels, and geographic location. The number of iPhone buyers has increased steadily over the years, with Apple selling over 200 million units in 2020 alone. However, the smartphone market is highly competitive, and Apple faces competition from other manufacturers who offer similar products at lower price points. Changes in demographics, such as aging populations or shifts in purchasing power, can also impact demand for the iPhone. For example, if the global population increases or if there is an increase in the number of individuals in the target age range for the iPhone, such as young adults, there may be an increase in the number of potential buyers for the iPhone (Kim and Park, 2020). Similarly, if there is an increase in income levels in a particular geographic region, it may result in an increase in the number of potential buyers for the iPhone in that region.
Factors that can shift the market equilibrium for the iPhone include changes in consumer preferences, technological advancements, and competition (Ali, Park and Yoon, 2019). For example, if a new competitor enters the market and offers a similar product at a lower price point, this may shift the market equilibrium as consumers switch to the alternative product. 
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Availability of Substitution: The iPhone faces competition from other smartphone manufacturers, which increases the availability of substitutes. The availability of substitutes can significantly impact the demand for the iPhone. As stated by Chung and Lee (2020), a substitute product is a similar product that can be used in place of the iPhone, such as other smartphone brands like Samsung or Google. If there are more substitutes available, consumers may be more likely to switch to those alternatives, leading to a decrease in demand for the iPhone. Additionally, if consumers perceive that a substitute product is a better value for the price, they may also switch to that product, leading to a decrease in demand for the iPhone. Therefore, it is important for Apple to understand the competitive landscape and adjust its marketing and pricing strategies to maintain its market share and appeal to consumers. According to Rao (2020), this may involve investing in research and development to improve the features of the iPhone or adjusting the price of the iPhone to better compete with substitute products. This indicates that demand for the iPhone is relatively elastic, meaning consumers are more likely to switch to alternative products if the price of the iPhone increases.
Income levels: Income levels can have a significant impact on the demand for the iPhone. As the income level of consumers’ increases, they may be more willing and able to purchase high-end products like the iPhone. As per the view of Park (2019), this can lead to an increase in demand for the iPhone. However, as income levels decrease, consumers may become more price-sensitive and opt for lower-priced alternatives. This can lead to a decrease in demand for the iPhone. Additionally, economic downturns or recessions can also impact the demand for the iPhone as consumers may prioritise spending on basic necessities over luxury items like the iPhone. Therefore, it is important for Apple to understand the income levels of its target market and adjust its pricing and marketing strategies accordingly. As stated by Fan and Wu (2021), this may involve offering financing options or instalment plans to make the iPhone more accessible to consumers with lower income levels, or introducing lower-priced iPhone models to appeal to price-sensitive consumers. Additionally, Apple may need to adjust its pricing and marketing strategies during economic downturns to maintain demand for the iPhone. When incomes increase, demand for luxury products like the iPhone tends to rise, while demand may decline during economic downturns when incomes are reduced. This suggests that demand for the iPhone is relatively inelastic.
Time period: Demand for the iPhone may be more inelastic over shorter time periods, as consumers may be less likely to switch to alternative products in the short term. However, over longer periods, consumers may have more time to consider alternatives, indicating that demand for the iPhone may be more elastic. As stated by Kim, Shin and Lee (2021), the time period can also have an impact on the demand for the iPhone. In general, the demand for the iPhone may be higher during certain times of the year, such as around the holiday season or during the release of a new model. This is because consumers may be more likely to purchase gifts for themselves or others during these times, or may want to upgrade to the latest iPhone model. Therefore, it is important for Apple to monitor and anticipate changes in consumer behavior and adjust its marketing and pricing strategies accordingly. This may involve increasing marketing efforts during peak demand periods or introducing special promotions or deals during slower periods to maintain demand for the iPhone (Chandra and Rattan, 2021).
Substitution Effects: From the consumer's point of view, an iPhone can be considered both a luxury and a necessity. For some consumers, an iPhone may be necessary for communication and work purposes, while for others, it may be considered a luxury item that they can live without. According to Maresova and Kopecna (2021), the factor of whether an item is a luxury or necessity can indicate demand elasticity. If the item is deemed a necessity, demand is likely to be more inelastic, meaning consumers will be less responsive to changes in price. If it is considered a luxury, demand will be more elastic, and consumers will be more responsive to changes in price.
Income Effects: The purchase of an iPhone represents a significant portion of a consumer's income, as iPhones are relatively expensive compared to other smartphones on the market. This factor indicates that demand is likely to be more elastic, as consumers will be more sensitive to changes in price when a product represents a larger percentage of their income (Li, Li and Yu, 2022).
Pricing policy: Given this analysis, the pricing policy that the business should employ would depend on the specific market they are targeting. If the target market consists of consumers who view an iPhone as a necessity, the business may be able to charge a higher price as demand is likely to be more inelastic. However, according to Kim and Park (2020), if the target market consists of consumers who view an iPhone as a luxury item, the business may need to be more competitive with pricing to attract customers and increase demand. Additionally, the business may need to consider the income levels of their target market, as a higher price point may be less attractive to consumers with lower incomes. Ultimately, the business should conduct market research to determine the optimal pricing strategy for their target market. One pricing policy that the iPhone could follow is the "value-based pricing" policy. This strategy involves setting prices based on the perceived value that customers place on the product, rather than solely on production costs or competition. As per the view of Ali, Park and Yoon (2019), Apple could use this strategy by emphasising the unique features and benefits of the iPhone, such as its user-friendly interface, high-quality camera, and strong brand reputation. By highlighting the value that customers receive from owning an iPhone, Apple could justify higher prices and increase profit margins. Another aspect of value-based pricing is offering different pricing tiers for different versions of the iPhone, such as the standard model versus the Pro or Max models. By offering these different tiers, Apple can appeal to a wider range of customers and increase the perceived value of the more expensive models. Overall, the value-based pricing policy could be a strong choice for the iPhone, as it allows Apple to focus on delivering value to customers while also maximising profits (Han, 2021).
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Overall, Apple has traditionally marketed the iPhone as a premium product, and as such, it has been priced higher than many other smartphones on the market. This pricing strategy has been successful in positioning the iPhone as a luxury item and appealing to consumers who value high-quality and premium products. However, Apple has also released lower-priced models in recent years, such as the iPhone SE, to appeal to consumers who may not be able to afford the higher-priced models. Therefore, the pricing policy for the iPhone should be flexible and take into account the specific market they are targeting. By adjusting pricing strategies for different market segments, Apple can maximise their profits while still maintaining their brand image as a premium and high-quality smartphone manufacturer.
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