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Practice exam question 

The 5 R store 

Mark Hage 

Check your answer to the question on p. 27 of  the magazine. 

Sample answer 
As Natural Weigh (NW) appears to sell items that are comparatively price inelastic, due to its unique 

selling point (USP) of  being less wasteful, it may be able to increase prices with little drop in demand. 

For example, having put the price of  muesli up by approximately 33% in 2018, to £4 per 500g, 

demand dropped by a comparatively small amount of  5%. If  the other ethically sourced products sold 

by Natural Weigh, e.g. bamboo toothbrushes, have the same level of  PED, then Robin may be 

conf ident that NW’s prof it margins will increase by around 33% with only a small reduction in demand. 

As PED is calculated to be 0.15, demand may be said to be inelastic to changes in price, leading to 

greater overall prof its. Such premium pricing will help maximise prof its , leading to greater funds 

available to f inance growth of  the business without signif icant increases in f ixed costs, such as having 

to increase the size of  the premises.  

However, it may be that other products sold by NW, e.g. fair trade cof fee, are more price elastic than 

muesli and that increases in price cause a large decrease in demand. For example, a majority of  other 

products sold by NW may have a PED greater than 1, meaning that a 5% increase in the price of  

cof fee may actually result in a 30% drop in demand — a highly elastic product. As a consequence, 

prof it margins across all products may reduce signif icantly and may even result in f ixed and variable 

costs not being covered by sales revenue, causing an inability to break even — a loss. This may mean 

that not only would price increases fail to f inance any further growth for NW, but also none of  the 

£40,000 initial set-up costs could be recouped, as the business may fail to make any prof it.  

The market for ethical household goods has grown signif icantly (£1,238 per year in 2017) and it is 

clear f rom NW’s PED for muesli that increasing the price of  its products to fund business growth is 

likely to allow NW to have greater levels of  prof its for this objective. As it is unlikely that NW has any 

current competitors in the ‘small Welsh town’ it operates in, its product range may have f irst-mover 

advantage, increasing prof it margins and allowing for reinvestment to grow the business. 

Sample examiner comment 
Mark: 12/12 (Level 3 — an excellent response fully focused on the question) 

Demonstrates a depth and range of  knowledge and understanding of  issues regarding increasing 

product prices to fund growth of  the business. 

Application is applied ef fectively to the context of  the question.  
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The answer demonstrates well-developed analysis, giving cause and ef fect of  a range of  issues 

impacting Natural Weigh’s decision to raise product prices in order to create increased prof its and fund 

growth. 
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