
PRICING 

Pricing refers to the process of determining the value of a product or service and setting a 

specific monetary amount or range that customers are expected to pay in exchange for that 

product or service. Pricing is a critical aspect of business strategy as it directly impacts revenue 

generation, profitability, and market positioning. 

 

TYPE OF PRICING 

1. Cost-Plus Pricing: This involves calculating the total cost of producing a product or 

service and then adding a markup to determine the selling price. The markup is typically 

a percentage of the cost. 

 

2. Competitive Pricing: With this strategy, businesses set prices based on what their 

competitors are charging for similar products or services. The aim is to stay competitive 

within the market. 

 

3. Skimming Pricing: This strategy involves setting a high initial price for a new product or 

service and then gradually lowering it over time as competition increases or as market 

demand changes. 

 

4. Penetration Pricing: In contrast to skimming, penetration pricing involves setting a low 

initial price to quickly gain market share. The aim is to attract customers and build a 

customer base, with the possibility of raising prices later. 

 

5. Value-Based Pricing: This strategy focuses on the perceived value of a product or 

service to the customer rather than on production costs or competitor prices. Prices are set 

based on what customers are willing to pay for the benefits they receive. 

 

6. Dynamic Pricing: Also known as demand-based pricing, dynamic pricing involves 

adjusting prices in real-time based on changes in supply and demand, as well as other 

factors such as time of day, seasonality, or customer demographics. 

 

7. Bundle Pricing: In bundle pricing, businesses offer multiple products or services 

together as a package at a lower price than if each item were purchased separately. 

 



KEY FACTORS THAT INFLUENCES PRICING 

 

1. Costs: The cost of producing or acquiring a product or service is a fundamental factor in 

pricing decisions. Businesses need to ensure that their prices cover their costs while still 

allowing for a reasonable profit margin. 

 

2. Demand: Understanding the level of demand for a product or service is crucial in setting 

prices. Higher demand typically allows for higher prices, while lower demand may 

require lower prices to stimulate sales. 

 

3. Competitors: Competitive pricing analysis is essential for determining how to position a 

product or service within the market. Businesses need to consider the prices charged by 

their competitors and decide whether to price higher, lower, or similarly. 

 

4. Market Conditions: Economic factors such as inflation, interest rates, and overall 

market trends can influence pricing decisions. Businesses may adjust their prices in 

response to changes in the broader economy. 

 

5. Value Perception: Customers' perception of the value offered by a product or service 

greatly influences their willingness to pay. Factors such as quality, brand reputation, 

unique features, and customer service all contribute to perceived value. 

 

6. Target Market: Different market segments may have varying price sensitivities and 

preferences. Pricing decisions often take into account the characteristics, purchasing 

behavior, and willingness to pay of the target market. 


