
TEST FOR PREVIOUS LEARNING MATERIALS UNDERSTANDING

Answer the questions about taxes of the enterprise:

1. Indirect taxes are the payments for which the impact and the 

incidence lies on one and the same person (TRUE/FALSE)

2. Fines are imposed as a penalty for violating the laws  

state(TRUE/FALSE)

3. Income Tax —a percentage of individual earnings filed to the 

federal government (TRUE/FALSE)

In 5 minutes in one message write your name and answer to the 

test in Zoom chat personally to the teacher (NOT IN COMMON 

CHAT!!!), and your attendance would be assessed at 0,5 point
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Plan of the lecture

1. Price: concept, role and function. Price’ 

classifications

2. Supply and demand theory

3. Pricing policy
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1. Price: concept, role and function. Price’ classification
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In classical (costly-based) theory of price:

Price is the monetary value of a good, service or resource 

established during a transaction. It includes all costs of production 

– fixed and working capital, labor and commercial payments such 

as advertising and transportation.

The theory of price states that the price for any specific good or 

service is based on the relationship between its supply and 

demand. The optimal market price, or equilibrium, is the point at 

which the total number of items available can be reasonably 

consumed by potential customers (competition-based pricing).

Price can be set by a seller or producer when they 

possess monopoly power, and are said to be price makers, or set 

through the market itself, when firms are price takers. Price can 

also be set by the buyer when they posses some monopsony 

power.

Price, the amount of money that has to be paid to acquire a 

given product. As the amount people are prepared to pay for a 

product represents its value, price is also a measure of value 

(value-based pricing theory).



1. Price: concept, role and function. Price’ classification
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In a free-enterprise exchange economy 

characterized by private ownership of the means of 

production, prices serve five functions:

•they are a means of transmitting information about 

changes in relative importance 

of goods and factors of production

•they provide an incentive to enterprises to produce 

those products that are valued most highly by 

the market and to use methods of production that 

economize relatively scarce factors of production

•they provide an incentive to owners of resources 

to direct them into the most highly remunerated 

uses

•they distribute output among the owners of 

production

•they ration fixed supplies of goods among 

consumers
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Price control classification:

Free 

The price is a 
result of market 

mechanism 
(meeting of 
demand and 

supply

Govt 
managed

Formed by 
demand and 

supply,
but may be 

regulated by 
the 

government

Fixed 

Prices are totally 
established by the 

state
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2. Supply and demand theory
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Let us understand the following difference:

Consumption is the amount of goods used and is determined by the 

price which in turn is determined by the demand and supply factors.

Demand refers to the amount of goods that will be used at any given 

price level and along with supply determines the price.
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Demand elasticity

Price Elasticity of demand measures the degree of 

responsiveness of the quantity demanded of a 

commodity to change in its price. Thus its measure 

depends upon comparing the percentage change in 

the price with the resultant percentage change in 

the quantity demanded.







Different demand elasticity curves
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Practitioners and researchers largely agree that 

value-based pricing leads to higher profits than 

cost- or competition-based  pricing. Yet, despite the 

fundamental superiority of value-based pricing, 

studies continually show that cost- and competition-

based pricing remain widespread in practice.
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3. Pricing policy
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3. Pricing policy
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1) Premium pricing involves establishing a price higher than your 

competitors to achieve a premium positioning. You can use this kind 

of pricing when your product or service presents some unique 

features or core advantages, or when the company has a unique 

competitive advantage compared to its rivals. For example, Audi and 

Mercedes are premium brands of cars because they are far above 

the rest in their product design as well as in their marketing 

communications.

2) Penetration pricing is a commonly used pricing method amongst 

the various types of pricing designed to capture market share by 

entering the market with a low price. This strategy is used in order to 

attract more customers and to make the customer switch from 

current brands existing in the market. The main target group is price 

sensitive customers. Once a market share is captured, the prices are 

increased by the company. However, this is a sensitive strategy to 

apply as the market might be penetrated by yet another new entrant. 

Or the margins are so low that the company does not survive. And 

finally, this strategy never creates long term brand loyalty in the mind 

of customers. This strategy is used mainly to 

increase brand awareness and start with a small market share.
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3) Economy pricing takes a very low cost approach. Just the bare
minimum to keep prices low and attract a specific segment of the market
that is highly price sensitive. Examples of companies focusing on this type
of pricing include Walmart, Lidl and Aldi.
4) Skimming price is a type of pricing used by companies that have a
significant competitive advantage and which can gain maximum revenue
advantage before other competitors begin offering similar products or
substitutes. It can be the case for innovative electronics entering the
marketing before the products are copied by close competitors or Chinese
manufacturers.
After being copied, the product loses its premium value and hence the
price has to be dropped immediately. Thus, to get maximum margins from
their products, innovative companies keep launching new variants so that
customers are always in the discovery phase and paying the required
premium.
5) Psychological pricing can be translated into a small incentive that
can make a huge impact psychologically on customers. Customers are more
willing to buy the necessary products at $4,99 than products costing $5.
The difference in price is actually completely irrelevant. However, it makes
a great difference in the mind of the customers. This strategy can
frequently be seen in the supermarkets and small shops.



52

6) Neutral strategy focuses on keeping the price at the same level for all
four periods of the product lifecycl. However, with this type of strategy,
there is no opportunity to make higher profits and at the same time, it
doesn’t allow for increasing the market share. Also, when the product
declines in turnover, keeping the same price effects the margins thereby
causing an early demise. This pricing is used very rarely.
7) Captive product pricing is a type of pricing which focuses on
captive products accompanying the core products. For example, the ink for
a printer is a captive product where the core product is the printer. When
employing this strategy companies usually put a higher price on the
captive products resulting in increased revenue margins, than on the core
product.
8) Optional product pricing can be frequently observed in the case of
airline companies. For example, the basic product of KLM Airlines is
offering or providing seats in the airplane for different flights. However,
once the customers start purchasing these seats, they are offered optional
features along with the seats. Examples may be extra seat space, more
drinks etc. Because of this optional product, there is more revenue
generated from the main product. Customers are willing to spend for the
optional product as well.
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10) Promotional pricing strategy is just like Bundling price. But 

here, the products are bundled so as to make the customer use the 

bundled product for the first time. This type of pricing focuses on 

buying one, and getting a new type of product for free. Promotional 

pricing can also serve as a way to move old stock as well as to 

increase brand awareness.

11) Geographical pricing involves variations of prices depending 

on the location where the product and service is being sold and is 

mostly influenced by the changes in the currencies as well as 

inflation. An example of geographic pricing can also be the sales of 

heavy machinery, which are sold after considering the transportation 

cost of different locations. Click here to read more on geographical 

pricing strategy.

Depending on the goals and objectives of your company, and the 

strategies decided by your company, you can use any of the 11 

types of pricing mentioned above. One can identify what strategy 

should be applied by analyzing the market and also the 

product/service lifecycle they are present in.
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Pricing Strategies
Good pricing strategies help in determining the price point at which one 
can maximize profits on the sale of its goods or services. While setting 
prices, one needs to consider various factors like demand and supply of 
goods or services in the market, selling and distribution cost, offerings of 
competitors in the market, target customers, etc.
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1. Cost-plus Pricing
It is the simplest pricing method. The firm calculates the cost of 
producing the good and adds on a percentage (profit) to that price to give 
the selling price.
2. Limit Pricing
A limit price is a price set by a monopolist to discourage economic entry 
into a market. The limit price is often lower than the average cost of 
production.
3. Penetration Pricing
Setting the price lower than what it is offered by other competitors in 
order to attract customers and gain market share. The price can be raised 
later once this market share is gained.
4. Price Discrimination
Price discrimination is setting a different price for the same product in 
different segments to the market. For example, this can be for different 
classes of buyers, such as ages, or for different opening times.
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5. Psychological Pricing
In this pricing designed to have a positive psychological impact on the 
customers. For example, selling goods on profit at ₹ 4.95 or ₹ 4.99, rather 
than ₹ 5.00.
6. Dynamic Pricing

A flexible pricing mechanism made possible by advances in 

information technology and this strategy is mostly employed by 

internet-based companies.

7. Price Leadership

In oligopolistic business market usually, the dominant competitor 

among several leads the way in determining prices, and the others 

soon follow.

8. Target Pricing

Target pricing is a pricing method whereby the selling price of a 

product is calculated to produce a particular rate of return on 

investment for a specific volume of production.

Companies with high capital investment and public utilities like gas 

and electrical companies use this strategy.
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9. Absorption Pricing

It is a method of pricing which recovers all costs. The price of the 

goods or services includes the variable cost of each item plus a 

proportionate amount of the fixed costs and is a form of cost-plus 

pricing.

10. High-low Pricing

High-Low pricing is a method of pricing where the goods or services 

offered by the organization are regularly priced higher than 

competitors, but through promotions, advertisements, and coupons, 

lower prices are offered on key items.

11. Marginal Cost Pricing

This pricing method is a practice of setting the price of products and 

goods to be equal to the additional cost of producing an extra unit of 

output.

Examples of Pricing Strategies
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Examples of Pricing Strategies

Give an example each of psychological pricing, penetration 

pricing, cost-plus pricing, and limit pricing.

Ans.

Selling goods for ₹ 999, rather than ₹ 1000 is psychological pricing.

Selling goods at price ₹ 45 than what its competitors are offering ₹ 

50 or ₹ 55 in the market. This pricing strategy is penetration pricing 

which increases market share.

A produces a good and cost of producing such good is ₹ 100. It then 

adds 20% to the cost of goods (100 + 20% = 120) and sells the good 

in the market at ₹ 120. This is cost-plus pricing.

Suppose, that the average cost of producing a good is ₹ 80, but the 

price of good offered in the market is ₹ 75 which is lower than the 

average cost of the good. This type of pricing is limit pricing and it 

discourages competitors entry into the market.


