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Theory of Price

Demand applies to the market’s desire for tangible
or intangible goods. At any time, there 1s also only a
finite number of potential consumers available.
Demand may fluctuate depending on a variety of
factors, like whether an improved version of a
product 1s available or if a service is no longer
needed. Demand can also be impacted by an item's
perceived value by the consumer market.

Equilibrium occurs when the total number of items
available—the supply—is consumed by potential
customers. If aprice 1stoo high, customers may
avold the goods or services. This would result in
excess supply.

In contrast, if a price istoo low, demand may
significantly outweigh the available supply.
Economists use price theory to find the selling price
that brings supply and demand as close to
the equilibrium as possible.




Example of the Theory of Price

Firms often differentiate their product lines
vertically, rather than horizontally, considering
consumers' differential willingness to pay for
quality. According to an article published 1n
Marketing Science with research by Michaela
Draganska of Drexel University and Dipak C. Jain
of INSEAD, many firms offer products that vary in
characteristics, such as color or flavor, but do not
vary in quality.

For example, Apple, Inc. offers different MacBook
Pro models with varying prices and capabilities.
Each laptop computer also comes in a variety of
colors that are the same price. The study found that
using uniform prices for all products in a product
line 1s the best pricing policy. For example, 1f Apple
charged a higher price for a silver MacBook Pro
versus a space gray MacBook Pro, demand for the
silver model might fall, and the supply of the silver
model would increase. At that point, Apple might be
forced to reduce the price of that model.



