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Practice exam question 

Innovation 
Luke Perry 

Sample answer and commentary for the question on p. 25 of the magazine. 

Sample answer 
Innovation is the ability of a business to create new ideas and processes in either the manufacturing of 
products or in the operations of the business in order to separate themselves from competitors and 
gain a competitive edge. 

The degree to which innovation is the most effective strategy in competitive markets largely depends 
on the market the business operates in and how important it is considered by customers. One market 
where innovation is therefore key would be the technology industry in which it is crucial that 
businesses are able to constantly redevelop technology and try to lead in innovation in order to build a 
large customer base. In 2018, Apple control 51% of the smartphone industry, making them clear 
market leaders. This is largely down to innovation, having consistently developed their technology so 
that customers feel the features of the product are a necessity and that they justify paying higher 
premiums for them. This has allowed them to generate huge margins on their products as they are 
largely unique from anything else in the market. The most recent IPhone X for example retails at 
£1,000, with a huge 64% profit margin, but it remains a price customers are prepared to pay as it is 
the best technology in the market and will continue to increase the profits in a competitive market. 

However, where it could be argued that innovation is not in fact the most important part of Apple’s 
success is that a lot of it is down to its accomplished brand. When the company started it was 
definitely a market leader in terms of innovation in the technology industry. This allowed it to create an 
association with its brand of always having the best tech, something that has remained in the 
customers’ minds when they look to purchase Apple products. Many argue that the difference in 
technical advancements between Apple and competitors such as Samsung is actually quite small and 
ordinarily should not warrant such a huge separation in their current price offerings. This could only 
suggest that the significance of the Apple brand and its association with advanced tech leads 
customers to make irrational choices when looking to purchase Apple products and so will pay 
extreme prices for them. Therefore it may well be that even in an industry that centres around 
innovation, brand recognition is still a more important factor to consider when preparing an effective 
strategy to compete in highly competitive markets. 

In other markets, innovation can hold even less importance in creating the most effective strategy. 
One example is the British supermarket industry wherein despite being such a highly competitive 
market, innovation plays much less of a role in determining consumer preference than the likes of 
pricing strategies. Due to the large variety of products sold in supermarkets yet often little 
differentiation between individual products, there is not really much need for innovation, and 
businesses tend to instead compete over who can deliver the most competitive prices, best consumer 
experience, best product variety and best product quality standards. Market leader Tesco, which 
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currently controls 28% of the market, has marketed itself around providing high-quality products and a 
large range of products, making sure to stock numerous notable brands that customers recognise. 
However, given the recent growth of supermarkets such as Aldi and Lidl, which offer lower prices, 
Tesco has felt it is necessary to expand. To react to customer preferences shifting towards cheaper 
products, Tesco has opened a new discount retailer called Jack’s to compete against the likes of Aldi 
and Lidl, while using the parent brand Tesco to compete with Sainsbury’s and Asda. It is therefore 
clear that in different competitive markets, innovation is not necessarily the most effective strategy, as 
in an already well-established or naturally stagnant market in terms of how it changes, there is little to 
innovate. 

On the other hand, it can still be argued that there is always room for innovation in business and that it 
is crucial if a business wants to remain ahead in competitive markets. In the supermarket industry, 
there has been a shift in consumer preference towards online shopping and success in the industry in 
recent years has largely depended on how quick businesses are to react to this shift and innovate 
their own efficient online sales websites. This is clearly shown by the 7.1% drop in Morrisons’ sales in 
2014 which it specifically cited as being down to its lack of an online presence. Morrisons was slow to 
create an online presence as it expected mailing costs, which weren’t added as a surplus charge by 
other supermarkets, to act as a loss leader when consumers made small online purchases. The 
crucial error was that it failed to pre-empt that the majority of consumers would only make large online 
purchases, therefore making the extra mailing costs that Morrisons would have to cover worthwhile. A 
failure to catch onto the trend and a lack of innovation in online websites as a result negatively 
impacted Morrison’s sales and so supports the argument that innovation is not the most effective 
strategy in competitive markets. 

To conclude, innovation is definitely an important strategy to focus on in competitive markets in order 
to improve profits, but is not the most effective in all competitive markets. The lack of innovation 
needed to still be a success in competitive markets such as the supermarket industry shows that it is 
perhaps not the most effective strategy. Coupled with the importance of other marketing strategies 
such as building a strong brand reputation or competing on price, means that it’s impossible to 
determine what’s most effective. This is because different industries demand focus on different 
marketing aspects to be success and so you cannot generalise that all competitive markets need to be 
innovative to be successful. 

Examiner comment 
Mark: 21/25 

This response integrates the context and theory well throughout. The range of examples and the data 
used means the student scores strongly on application marks. The focus remains very much on the 
key words of the question and it comes to a reasoned judgement at the end. 
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