
THE IMPORTANCE OF PRICES IN ECONOMIC

It follows from the definition just stated that prices perform an economic function of major significance. So long as they
are not artificially controlled, prices provide .

Only the part of economic value associated with differentiation, called differentiation value, can be captured in
the price. Therefore, it is important to understand the role of economic value in pricing decisions. The theory
of price is an economic theory whereby the price for any specific good or service is based on the relationship
between supply and demand. Market-based pricing. At any time, there is also only a finite number of potential
consumers available. Take a look around at the prices you see in your local grocery store or mall. So knowing
use value is of little help to a drink vendor. But over periods of time that can extend to several months or
more, it is reasonable to assume that supply curves slope upwardâ€¦. Price Discrimination. Just think about
Walmart or Costco for a second. The general idea is that the client and the business gain more or less the same
amount of satisfaction whether in cash or product quality. How can you accurately set prices based on the
value that products or services generate for consumers? The argument is that this discourages your competitors
from cutting price. Producers and consumers rely on prices as signals of the cost of making substitution
decisions at the margin. A good example of this specific strategy would be the many types of auto service
stations or stores that use pre-established prices. In fact, this function of prices may be analyzed into three
separate functions. When a firm gives special offers, e. Our recommendation is to use this tactic when the
demand of your product is more or less flexible. Jain of INSEAD, many firms offer products that do not vary
in quality but with characteristics such as color or flavor. This involves selling at a price equal to average cost.
Total economic value is the maximum price that a fully informed, value-maximizing consumer would pay.
Thus, use value is of limited help for determining ideal prices. For normal goods, with firms looking to
increase market share and gain more market dominance, it is more important to offer competitive prices,
through strategies such as penetration pricing and even loss leaders. How are prices determined? Role of Use
Value versus Role of Economic Value in Pricing As said before, use value refers to the utility gained from the
use of a product. Price Matching. There are different types of price discrimination from first degree to third
degree. There are many more out there if you take a look, but, from experience, we recommend starting with 5
most successful listed above. When a firm sets the price equal to average cost plus a certain profit margin.
When a firm releases a new product, it initially sets a high price to take advantage of those consumers with
inelastic demand. The purpose behind price matching is making a promise to match any price cuts by your
competitors. The cross subsidisation enables a firm to sell a product very competitively or even at a loss to try
and force the rival firms out of business. When music companies release a new recording and ask for
donations. In a nutshell, microeconomics has to do with supply and demand, and with the way they interact in
various markets. In the same way, if supply is inadequate, prices will be high, leading to an increase in
production that in turn will lead to a reduction in prices until both supply and demand are in equilibrium.
Demand may fluctuate depending on a variety of factors such as whether an improved version of a product is
available or if a service is no longer needed.


