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Learning Outcomes
At the end of this unit students should be able 
to:

• explain and discuss the following pricing policies;
 – skimming;
 – penetration; and
 – competitor-based pricing.

• evaluate pricing policies for given circumstances;
• analyse the factors that affect price.

Setting the Scene
Sony – PS4 pro
The PS4 pro1TB console is the latest version to 
go on sale in 2016 priced at £349.99. This latest 
console is over £100 more expensive than the 
PS4. However, it offers superior features: including 
spectacular graphics, super-charged performance, 
incredible entertainment features, greater 
connectivity and it is compatible with PS4 games. 

Price
The term price simply refers to the amount of 
money a firm requires in return for providing its 
goods or services.

There are a number of different issues that firms 
need to consider when deciding on the best price 
for its product. These factors include:

• The type of product being sold: Sony have 
a range of products at different stages of the 
product life cycle, these will have different prices. 
They will try to set a price that consumers are 
willing to pay. Sony will consider prices set by 
competitors and the additional features their 
product offers before setting a price. 

• The level of competition the firm faces: As a 
rule of thumb the lower the level of competition 
faced by a firm the higher the price that firm is 
likely to charge. If on the other hand a firm faces 
a lot of competition it is more likely to charge a 
lower price. 

• The cost of producing the product: Generally 
speaking, the greater the cost producing the 
product the higher the selling price. For example, 
PlayStation consoles with higher specifications 
will generally have a higher price since the cost of 
producing these consoles is generally higher.
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• The price consumers would be willing to pay 
for the product: In some cases firms will charge 
a higher price for one product even though that 
product costs less to produce. With advances in 
technology the cost of producing PlayStation 
consoles has fallen yet many firms still charge 
more for the newer models because they believe 
that consumers are willing to pay the higher 
price.

• Seasonality: certain products may not be 
available at certain times of the year and for 
some products there will be seasonal peaks and 
troughs in production and sales. For example, 
demand for plants at garden centres is linked to 
the planting season and so the price of plants 
may be higher at this time of the year.

• Quantity of inventory in hand: The higher the 
volume of stock available usually corresponds 
to the price set. For example, if there are huge 
amounts of stock available then the price set will 
tend to be lower.

Pricing policies
The following are the most common pricing 
strategies used by firms:

Competitor – based pricing

Competitor – based pricing occurs whenever a firm 
sets its price at a level which is at or just below the 
price charged by its main competitors. The price 
is set at a rate which makes the goods appear 
competitive but at the same time does not have a 
detrimental impact on the image of the product.

Penetration pricing
Penetration pricing occurs whenever a firm sets 
a low initial entry price to attract consumers to 
the product. The price is then increased towards 
the market price as consumer loyalty is built up. 
Penetration pricing is often used in the market for 
magazines, and confectionary.

Skimming
Price skimming occurs whenever a firm sets a 
high initial entry price for a product or service and 
reduces the price overtime. The aim is to obtain 
maximum profits before competitors enter the 
market. 

Activity
Are products getting smaller?
Which? Found that some products such as Andrex, 
McVitie’s and Tropicana have shrunk their products 
in size but the price has stayed the same! Which? 
discovered that Andrex toilet paper had cut the 
number of sheets per roll from 240 to 221 (8%) fall.

McVitie’s dark chocolate digestive biscuit packet 
decreased in size by more than 10%. Tropicana 
juice decreased from 1 litre to 850ml, a reduction of 
15%. 

Which? Said ‘the latest cuts were only the latest 
in a series.’ Since the credit crisis hit wages hard, 
retailers and manufacturers have increasingly 
turned to shrinking products as a way of pushing 
through a price increase in the hope that 
consumers will not notice.’

Which? Editor Richard Headland said: “Shrinking 
products can be a sneaky way of increasing prices. 
We want manufacturers and supermarkets to be 
upfront so consumers aren’t misled.”

1. Why did Richard Headland say that ‘Shrinking 
products can be a sneaky way of increasing 
prices?’ [2]
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Key Terms
• Penetration pricing occurs whenever a firm sets 

a low initial entry price to attract the consumer to 
the product. The price is then increased towards 
the market price as consumer loyalty is built up.

• Skimming occurs when a firm sets a high price 
initially and then reduces the price over time.

• Competitive pricing is when a firm sets its price 
the same or slightly lower than its competitors.

 

Revision questions
1. What is meant by competitive pricing? [2]

2. Explain why penetration pricing might not be an 
effective strategy for selling cars. [3]

3. Explain how the level of competition a firm faces 
is likely to impact on the price it charges for its 
products. [4]

 4.  Explain how seasonality of a product may affect 
its price. [2]

5.  What factors would Sony need to consider when 
setting the price for its new PS4 pro? [4] 

6. Why do you think Sony decided to price its new  
console at £349.99 rather than £350? [2]


