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Practice exam question 

Branding and promotion 

Mark Hage 

Sample answer and examiner comment for the question on p. 29 of the magazine. 

Sample answer 

price elasticity of demand  = percentage change in quantity demanded  

      percentage change in price  

Premium brands 

percentage change in quantity demanded = (330 – 350) × 100 = −5.71% 

             350 

percentage change in price   = (£6 − £5) × 100 = 20% 

             5  

price elasticity of demand    = −5.71 = −0.29  

          20 

Jack’s brands 

percentage change in quantity demanded = (50 – 40) × 100 =  25% 

                   40 

percentage change in price   = (£0.70 − £0.75) × 100 = −6.67% 

              £0.75 

price elasticity of demand    =   25    = −3.75  

       −6.67 

Tesco’s objective is to increase sales, and from the PED forecasts for Jack’s brand a reduction in 

price of 5p on average in 2020 may increase sales by 10 million per year. This isn’t as large an 

increase in sales compared to the forecast sales in 2020 for the Tesco Finest brand, with predicted 

increases of 20 million, or 10 million more sales. 

The Jack’s brand is largely unproven, having only recently been launched with just two discount 

stores. The ability to increase sales may be hampered by Tesco’s ability to open new stores quickly 

compared to its Tesco Finest brand already being sold in Tesco stores throughout the UK. The 

premium brand market also enjoyed healthy profits of £1.2 billion in 2018, clearly showing a proven 

track record compared to competitors such as Waitrose and M&S. With a PED of −0.29 forecast, 

Tesco is able to increase premium prices by 20% with a relatively low reduction in demand of 5.71%. 

Due to the large number of stores at which Tesco Finest is sold, even with the drop in sales as a result 

of the forecast PED, the total number of sales across Tesco stores is still increasing and larger than 
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sales predicted at Jack’s. Not only is the objective of increased sales achieved, but as prices are 

increasing by 20% on a product already described as a premium product, profit margins will increase 

on each dish sold, leading to a significant increase on the £1.2 billion profits achieved in 2018. In the 

longer term Tesco could claim further market share from Waitrose and M&S, leading to increased 

customer loyalty, sales and profits. 

However, predicted sales for the new brand, Jack’s, are increasing due to Tesco understanding that 

the own-brand products are particularly sensitive to price, i.e. a PED of −3.75. Not only has Tesco 

decided to win back shoppers from Aldi by aiming to undercut competitors on prices by up to 15%, but 

also it is able to take advantage of the growth in own-brand sales of 4.7% in 2018. Tesco appears to 

have decided to adopt a strategy of penetration pricing, supported by the predictions of increased 

demand when reducing average product price by £0.05 in 2020. Entering the discount segment of the 

market may tap into potential sales, as currently such customers are unlikely to shop at Tesco and 

focus their spend on Aldi. With only 2,600 products in Jack’s stores compared to the 25,000 in a 

Tesco store, Tesco may be able to adopt a penetration pricing strategy as it can take advantage of 

significant economies of scale available through its current suppliers. As Tesco is the dominant 

supermarket in the UK, this is likely to allow it to gain cost advantages over Aldi and Lidl, thus 

tempting price-conscious consumers to Jack’s. This would tap into a set of customers that are new to 

the overall Tesco brand, unlike Tesco Finest, which is mainly focused on getting current customers to 

indulge in a luxury product instead of a cheaper range at the same store. As a consequence, not only 

could Tesco increase sales, but also it could gain a new demographic of customers who can become 

brand loyal to Jack’s, due to the cheaper own-brand prices. In the longer term this could weaken Lidl 

and Aldi’s market share, particularly if Jack’s was able to sustain near predatory pricing, allowing 

Tesco potentially to dominate this sector of the grocery market.  

Jack’s faces fierce competition from Aldi and Lidl, which already have suppliers that can deliver 

products that are keenly priced and with an established track record. Jack’s is very new to the market 

and will take time to become sufficiently established to challenge other discounters, even with Tesco’s 

ability to undercut on price by up to 15%. Tesco Finest is already a successful brand, generating 

significant sales and gaining in market share. In the short term, I would therefore recommend that a 

market penetration strategy, selling Tesco Finest to its existing market, is continued, which should 

increase market share, sales and profits. 

In the medium to long term, Tesco should expand Jack’s as quickly as possible while maintaining its 

penetration pricing strategy, which would be close to a market development strategy. This would not 

only increase sales but also attempt to gain back market share from discounters and lead to a more 

diversified offering in the grocery market. Tesco could ultimately benefit from boom situations in the 

economic cycle as a result of increased sales of Tesco Finest, and also benefit from periods of 

recession as a result of the own-brand offering at Jack’s, leading to a business model which is much 

more resilient to external factors. 

Sample examiner comment 
Mark: 20/20 (Level 4 — an excellent response fully focused on the question) 

The answer displays excellent knowledge and understanding through a benefit of a decision to 

increase stocks of more ethically sourced produce. 

Application is shown through the use of appropriate context applied to the question. 
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The answer is well-developed, coherent and its logical analysis is linked together, giving cause and 

effect of the positive and negative results of each option in increasing Tesco sales, using context-

based qualitative and quantitative data. 

An evaluation of the most important competing arguments with context is used to support a judgement 

and recommendation as to which option is the likeliest to increase sales for Tesco. 

The conclusion looks at the situation Tesco finds itself in, reflecting a recommendation that takes into 

account the fierce competition in the market from discounters, and suggests a logical course of action 

to assist in achieving a short- to long-term increase in sales through either/both options. 

Note: where a 20-mark question requires a set of calculations as well as an evaluative response, 

there will usually be a specific number of marks allocated to the calculation. This can be between 5 

and 9 marks and is dependent on the difficulty of the calculations required. 
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