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Practice exam question 

Centre Parcs 

Mark Hage 

Check your answer to the question on p. 15 of  the magazine. 

Sample answer 
One impact of  having a product that may be price inelastic is that Apple can raise the price with a 

comparatively small response in demand. This may mean that an Apple product such as the iPhone 

XS Max may be priced higher than an equivalent Samsung phone and there would be a relatively 

small change in the demand for the XS Max. As a consequence, Apple may be able to have relatively 

high prof it margins, meaning its breakeven point, where costs per unit equal sales revenue, will be 

lower than those of  competitors. Profits may therefore be achieved with less sales volume, meaning 

that as long as the XS Max is popular there will be a greater level of  prof it for Apple. Apple may 

ef fectively become the market leader in terms of  price, with other businesses such as Samsung at a 

competitive disadvantage, as they may not be able dictate the price of  their products, regardless of  

costs. 

However, the value of  having a price-inelastic product will depend on how unresponsive demand is to 

price. For example, the nearer the iPhone XS Max PED value is to 0, the less likely it is that any price 

changes will af fect demand. Therefore, a business such as Apple should focus on strategies that 

make the demand for its products more price inelastic, such as enhancing its brand image or 

advertising using so-called internet inf luencers such as Joe Suggs. 

Apple may benef it f rom the product having fewer substitutes, resulting in the business enjoying 

monopolistic power. As a consequence, Apple may be able to use its high prof its on products such as 

the XS Max to invest in high levels of  research and development to create more innovative phones, 

such as early adoption of  the 5G standard in its iPhone 12. As a result, Apple is able to create further 

barriers to entry to other competitors such as Huawei or Samsung due the extra prof its invested into 

faster development of  innovative features that increase its competitive advantage, enhancing its brand 

image and further reducing the elasticity of  PED for Apple phones. Rising levels of  dif ferentiation 

convert to a more inelastic demand closer to 0, allowing Apple to further increase its prices of  the 

iPhone 12 and see a relatively lower reduction in demand, supercharging prof it margins.  

However, if  Apple attempts to apply the same pricing strategy across global markets, based on a 

relatively inelastic product, they risk f ailing to take into account local average income levels. This one-

size-f its-all approach in developing countries, such as India, is likely to backf ire, as regardless of  the 

potential demand for the innovative products f rom local consumers, features such as  5G are likely to 

be of  little use to Indian customers due to a lack of  inf rastructure. As a consequence, the iPhone 12 

may be seen as failing to meet local needs for handsets and therefore potential consumers are likely 

to purchase lower priced and more glocalised products. As a result, Apple may have many unsold 

handsets, leading to poor sales revenue and ultimately low prof its. Price inelasticity alone may lead to 

poor decision-making and prof itability, as it fails to take into account other factors in dif ferent markets.  
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Sample examiner comment 
Mark: 8/8 (Level 3 — an excellent response fully focused on the question) 

A thorough knowledge and understanding are shown of  the benef its of  price elasticity of  demand.  

Application is shown through the use of  appropriate context applied to the question.  

Coherent and logical analysis is linked together, giving cause and ef fect of  the positive and negative 

ef fects of price elasticity of demand for Apple, using context -based quantitative and qualitative data for 

competing arguments. 

An evaluation of  competing arguments with context is gained f rom the balanced arguments and 

counter arguments regarding price elasticity of  demand. 
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