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Practice exam question 
Luke Perry 

Case study 
Free-From Ltd 
The UK market for allergen-free food is growing rapidly, which has been driven by a range of factors:  

• Awareness of gluten free and diary free as a ‘lifestyle choice’ by celebrities. 

• Consumers believing that these foods are healthier. 

• More awareness of health problems and the impact of food allergies. 

• Advice from doctors. 

The market size for allergen-free products has increased by over 25% in the last year with sales 
currently at £385 million. The average price is 250% higher than similar products that contain gluten or 
diary. This is due to the high costs of specialist ingredients, limited competition in the market, and 
price-inelastic demand. In 2009 a local chef called Nick Fivash started to develop a range of free-from 
brands for customers in his restaurants. Having had a range of food allergies throughout his life he 
was keen to develop flavoursome products that were winners with customers. He developed a range 
of breads, snacks and ice cream that tasted better than those sold as allergen free in the shops. 
Initially, he sold to other local restaurants but then he wanted to expand further. He then invested a 
large part of his savings and re-mortgaged the restaurant in order to expand the range. The Free-
From Ltd brand of snacks, ice cream and bread was launched in UK supermarkets in 2010 and 
received favourable coverage in health magazines. By 2014 it was established in the niche market of 
allergen-free foods and quickly became the market leader despite companies such as Wall’s and 
Premier Foods entering the market. 

Free-From Ltd only supplies the niche market of allergen-free food. To what extent do you 
think this is a risky decision?        (16 marks) 

Sample answer 
The fact Free-From Ltd only operates in a niche market is a big risk. Due to the successful growth of 
the gluten-free market it has now attracted the attention of large firms such as Wall’s and Premier 
Foods. This is bad news for Free-From Ltd as these larger firms can utilise economies of scale on a 
massive level, which allows them to offer much cheaper prices, as buying in bulk lowers the average 
cost per unit. These savings can be passed on to customers, which makes the larger companies much 
more competitive in premium-priced markets. This will lead customers away from Free-From Ltd, as 
cheaper alternatives that offer the same benefits would be an attractive proposition for customers. 
This will decrease revenue and pose a major risk to the company. Another issue of solely operating in 
a niche market is that the expected quality is perceived to be higher. This would lead to further costs 
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for the company and this would squeeze margins. All of this poses a risk, as it adds pressure on sales 
to ensure that the costs are covered before cash flow problems begin to exist. 

On the other hand operating in a niche market could be seen as a low-risk strategy. The price of 
allergen-free food is up to 250% higher than similar standard products that contain gluten or diary. 
This leads to better profit margins, which means it may not be risky as they’ll only need to sell a small 
number of products to break even. Moreover, the niche market of allergen-free goods is price inelastic, 
which means as they increase prices then there will be a proportionally smaller fall in sales. This is 
good, as if Free-From Ltd want to increase revenue they know they can increase the prices further. 
This makes it a much lower risk option than competing with the bigger companies in the mass market. 

In conclusion, Free-From Ltd supplying the niche market is a risky decision to a relatively small extent. 
Being in a niche market means they can charge prices up to 250% higher and this coupled with the 
fact that demand is price inelastic is the most important point that puts the business in a strong 
position. However, it depends on how cheap competitors like Wall’s and Warburtons will offer the 
products. If the competition increases then the benefits Free-From Ltd currently receives will surely go 
as prices are squeezed and demand becomes more elastic. 

Examiner commentary 
Mark: 15/16 

Student clearly and continually links the response to the key word of ‘risk’. It is a little repetitive but the 
question is clearly answered with a well-developed argument. The main strength of this response is 
the simplicity of the evaluation. A clear judgement that highlights the extent is only small but a risk 
exists. The students really develops the evaluation to achieve a strong result overall. 

This resource is part of BUSINESS REVIEW, a magazine written for A-level students by subject 
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