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[bookmark: __RefHeading___Toc647_3704087587][bookmark: _Toc2010507266][bookmark: _Toc627730399][bookmark: _Toc96355333][bookmark: _br02s5ue21lz]Introduction 

Business organizations invest greatly in collecting data and analyzing the changes in customer behaviour and the factors that have brought the changes in the first place. One of the most influential factors that determines the buying behaviour and decision of a customer is the price of the product or service offered by the business. 
The topic of the essay is “Price changes and the impact on customer behaviour.” It will discuss if the price of a product is the only factor that determines customers’ behaviour and buying decisions. The essay will also discuss various other factors that can impact the purchase decision and buying behaviour and the factors that lead to changes in the price of products and services. Furthermore, the essay discusses the various economic theories relevant to the topic and will look at how pricing policies can be effectively used. 

[bookmark: __RefHeading___Toc649_3704087587][bookmark: _Toc784538217][bookmark: _Toc1289985735][bookmark: _Toc96355334][bookmark: _9w25gun07tl4]The Consumer Behaviour 

The buying behaviour of customers depends on a lot of personal and economical factors. The buying behaviour of a customer comprises their perspectives, likes and dislikes and understanding of the products and services. Business organisations apply different strategies to reach out to the customers and influence them to opt for the products and services that the organisation is offering. A study of the buying behaviour of customers enables organisations to adapt their marketing strategies accordingly to meet the needs and expectations of the target audience (Reim et al., 2018). 
One of the most influential factors influencing customers to buy a certain product or service is the price of the product or service. The price of a product or service can be defined as an amount that an organisation affixes for the value the product or service is capable of imparting to the product user. The price of a product is the cost involved in the production and distribution of products or services and all the processes in between and a part of profit required for sustaining in the market. 
[bookmark: __RefHeading___Toc651_3704087587][bookmark: _Toc96355335]The Price of a Product
The price of a product or service is impacted by a lot of factors. These factors can either be internal or external. Internal factors are those factors that arise from the operations of the business. An organisation has control of the internal factors (Abhishta et al., 2019). Some of the determinants of internal factors are- organisational factors, product differentiation and cost of production.
[bookmark: __RefHeading___Toc653_3704087587][bookmark: _Toc96355336]	Organizational factors
Organisational factors are the factors that impact the decision of the policymakers regarding the prices of products and services offered by the organisation. The kind of management and their perspectives is one such factor that can influence the price of a product or service in the market. The organisational goals and objectives and organisational structure also have a significant impact on the pricing policies of an organisation. 
[bookmark: __RefHeading___Toc655_3704087587][bookmark: _Toc96355337]	Product differentiation
Product differentiation is the uniqueness of the product or service that also determines the price bracket for a product or service (Yadav et al., 2021). The more unique a product is, the more is the price flexibility of the product. 
[bookmark: __RefHeading___Toc657_3704087587][bookmark: _Toc96355338]	Cost of production
	Cost of production is the total cost incurred by an organisation to produce goods and services. The cost of production involves all the costs from the cost of material to labour cost. When the cost of production of a product or service is high the product is generally expensive.
The external factors are the determinants that are over the reach of the organisation to control. These are the factors that have an impact on the entire industry as a whole. Although external factors can not be controlled, organisations can take various measures to mitigate their impacts on the pricing policies of the products and services offered by the organization. Some of the determinants of the external environment that influences the pricing policies of an organization are - market competition, demand, and supply.
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					Figure 1 Cost of production
					( Source: www.quickeconomics.com ) 
The prices that a business organization fixes for its products and services depends on the presence or absence of market competition. In a “monopolistic market” price is controlled by a single player and there are no contestants that can compete against the prevailing market prices (Bamfo et al., 2018). While in a perfectly competitive market, a single organization or entity has no control over the prices in the market due to the presence of many competitors.

[bookmark: __RefHeading___Toc659_3704087587][bookmark: _Toc96355339]	The demand for a product
The demand for a product or service determines its price. If the demand for a certain product or service is inelastic, the product or the service can be placed in a higher price bracket, and if it is highly elastic then the price of the product or service is comparatively low. When there is a high demand for a product, but the supply is limited, the price of the product or service increases and when the demand is low, but the supply is in abundance, the price decreases. 
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					Figure 2: Demand curve
					( Source: https://en.wikipedia.org )
[bookmark: __RefHeading___Toc661_3704087587][bookmark: _Toc96355340]	The supply of product
The supply of a product or service is related to the demand for the product. As mentioned above, if the demand for a certain product or service is extremely high and the supply is limited, it pushes the prices upwards while if the demands are low, but supply is high the price for the product or service drops (Díaz and Medlock, 2021). This interrelationship between demand and supply of products and services and their impacts on the price is called the “theory of price” in economics. 
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Figure 3: The Supply for the product
( Source:   https://www.econport.org )

[bookmark: __RefHeading___Toc663_3704087587][bookmark: _Toc96355341]The Theory of Price
The “price theory” or “the theory of price” is a principle of microeconomics that makes use of the concepts of demand and supply to determine the correct price for a particular product or service. The main goal is to obtain an equilibrium where the quantity supplied matches the quantity demanded in each market given the ability of the market to purchase or acquire the supplied products or services. The theory enables the market to set the right price for products and services and to adjust the prices depending on the market conditions. 
	Supply
Supply in economics is the total number of products in the market available for the consumers. It can be tangible products, like automobiles, and intangible products, like the ability to fix an appointment (Pereira and Frazzon, 2021). Irrespective of the nature of the products, supply in a given time frame is always limited. For instance, the number of automobiles in the market at a given point of time will be fixed and the number of appointments that an individual can make is also fixed at a given time frame. 
[bookmark: __RefHeading___Toc665_3704087587][bookmark: _Toc96355342]	Demand 
Demand refers to the desire for products and services in a market. In every market, there is a fixed number of customers for a product or service in a given time. The demand for a product or service depends on multiple factors such as the availability of substitute products, the income of customers, preferences and so on. 
[bookmark: __RefHeading___Toc667_3704087587][bookmark: _Toc96355343]	Equilibrium 
Equilibrium happens when the quantity demanded is equal to the quantity supplied. When the price of a commodity is too high, customers avoid buying the product which lowers the demand for the product, however, the supply remains the same (Arshed and Kalim, 2021). Conversely, when the price of a product is too low, the demand increases and outweighs the quantity supply. The theory of price is used by economists to identify the best selling price for a certain product or service to attain equilibrium of market demand and supply. 
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Figure 4: Theory of Price
( Source:  https://fixingtheeconomists.wordpress.com )

[bookmark: __RefHeading___Toc669_3704087587][bookmark: _Toc96355344]Price Elasticity
Depending on the price elasticity of products and services their demands will fall or rise. If the price elasticity is “more than 1”, the product is considered to be elastic and a rise in the price of the product will decrease its demand in the market (Bamfo et al., 2018). Conversely when the elasticity is 1 or less than 1 then the product or service is considered to be inelastic and changes in prices of the product or service will not affect the demands. For instance, gas and electricity. The demand for gas and electricity remains the same even when there's a rise in their prices. 
Companies, irrespective of the industry that they operate in, are often found differentiating their products on vertical lines, rather than on horizontal lines, considering the willingness of consumers to pay. Many companies offer services and products that vary only in their characteristics such as the flavour and colour, but not the overall quality. For instance, Samsung offers different smart devices that have different qualities and capabilities (Hansani and Withanaarachchi, 2021). Each model of the smart device comes in a range of colours for customers to choose from according to their preferences.
[bookmark: __RefHeading___Toc671_3704087587][bookmark: _Toc96355345]The Consumer Theory
The consumer theory is a branch of microeconomics that attempts at explaining how consumers make their purchase decision based on budget constraints and individual preferences. In simple terms, it is the study of how people decide to buy a certain product or service, subject to their like and dislike and income levels. The theory holds great significance as it enables an organisation to analyse which products and services will do good in the market in the long run. 
Understanding consumer behaviour enables economists to understand better the workings of customer behaviour and the potential changes in the business environment. Organisations that can effectively evaluate consumer behaviour and their taste and preferences are the ones that can grab a better share of the market (Kabel et al., 2021). Failing to understand the buying behaviour of customers can lead to the failure of the entire business process. The theory, however, has some flaws as the theory is based on some common traits of human behaviour. It is based on certain assumptions such as, “utility maximisation”, “decreasing marginal utility” and non-satiation. 
[bookmark: __RefHeading___Toc673_3704087587][bookmark: _Toc96355346]	Utility maximisation
Utility maximisation is an economic concept that suggests that consumers make calculated decisions and they opt for the products and services that offer them the maximum benefit. Decreasing marginal utility says that with each unit consumer the marginal utility of the product decreases (Yu et al., 2021). The more a consumer uses a product or service its satisfaction level decreases for the customer. 
[bookmark: __RefHeading___Toc675_3704087587][bookmark: _Toc96355347]	Non satiation
Non satiation is an assumption that people can never be satisfied and that their desire to consume more is always there. 
When the price of products and services change, it significantly impacts consumers of the product or service. How much a consumer can purchase in a given budget is significantly impacted. When the prices of products and services increase, the consumer’s ability to buy the same quantity of products or services decreases. For instance, if the price of commodity 1 is £5 and the consumer has £50 he can buy 10 units of commodity 1. However, when the price of commodity 1 becomes £10, the consumer, with the level of income remaining constant, will be able to purchase only 5 units of the commodity. 
An increase in prices of products and services doesn’t only deteriorate the buying capacity of consumers but also impacts businesses and the economic health of a nation on the whole. When prices increase, people have to pay more for the same commodity which leaves them with lesser funds for other essential needs that they might have (Suresh and Yogesh, 2021). This impacts the lifestyle of the consumer and also impacts the entire economy as a whole. When the price of a product increases, customers might also opt for an alternative if an alternative or substitute for the product or service is available in the market. When prices of essentials like healthcare services, food, gas and energy increase, consumers are gravely impacted. It leads to the deteriorated physical and psychological health of the customers
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				Figure 4: The consumer choice
				( Source: https://en.wikipedia.org )

[bookmark: __RefHeading___Toc677_3704087587][bookmark: _Toc96355348]	The Consumer choices factors 
Apart from the price of the products and services, many other factors impact consumers choices in the market. These factors have impacts on the decision-making process of the customers which directly translates to the buying behaviour of an individual (Deka and Dube, 2021). Some of the factors that have an impact on the decisions of a consumer are - psychological factors, cultural factors, social factors and personal factors. 
[bookmark: __RefHeading___Toc679_3704087587][bookmark: _Toc96355349]	Psychological factors
Psychological factors are the factors that play significant roles in each buying decision of a customer. It is considered to be one of the most influential determinants of consumer behaviour. Motivation, learning, perception, beliefs and attitude are some of the psychological factors influencing consumer decisions. 
According to Maslow’s hierarchy of needs an individual has many needs ranging from the need for necessities to the fulfilment of one's purpose in life. These needs motivate individuals in life and greatly influence their buying decision and behaviour. 
When an individual purchases a product or service he gets to know a little more about the product. The learning skills of a consumer help him learn about products and services in every purchase. There are two types of learning- “conditional and cognitive”. In the conditional learning process, an individual is exposed to a certain situation time after time to which he learns to respond (Batayneh et al., 2021). Cognitive learning is a more conscious form of learning where consumers use their skills and knowledge to get satisfaction from the purchase he makes. 
Consumers are influenced by their perceptions as well. In the process of perception, consumers collect information regarding a service or a product and make a logical image about its uses and ability to satisfy their needs and demands. The marketing of products and services play a significant role in building a perception of a product in the eyes of a consumer. 
Consumers have their own beliefs and attitudes that significantly influence their buying behaviour and decisions. The kind of belief and attitude a consumer has decided how he perceives a product or service. 
[bookmark: __RefHeading___Toc681_3704087587][bookmark: _Toc96355350]	Cultural factors
Cultural factors are the set of values and beliefs that influences the behaviour of an individual. The cultural background one belongs to has significant impacts on his personality which translates to the buying behaviour of the customer (Ajide and Alimi, 2021). Within cultural groups, some subcultures influence where the beliefs and values are further narrowed down. These subcultures set customer segments that help an organisation target its marketing campaigns. 
[bookmark: __RefHeading___Toc683_3704087587][bookmark: _Toc96355351]	Social factors
Social factors are the factors influenced by societal norms. Trends in society, demography, family life, reference groups and roles and status play significant roles in the decision-making process of a consumer. For an organisation, it is essential to understand the factors influencing changes in customer taste and demand to ensure that they are up to date with their products and services to cope with the changes in the social factors. 
[bookmark: __RefHeading___Toc685_3704087587][bookmark: _Toc96355352]	Personal factors
Personal factors include the age group a consumer falls into, his level of income, lifestyle and occupation. These determinants play a significant role in the process of decision making in terms of the products and services a customer would opt for. Some of the products are focused directly towards a certain age group of people and consumers falling in that age group have to decide on purchasing or not purchasing the product (Jaravel, 2021). Similarly, the level of income determines if one would go for a luxury car or an economy car.
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Figure 5: Factors that influence Consumer Choice
( Source:  https://quizlet.com )



[bookmark: __RefHeading___Toc687_3704087587][bookmark: _Toc211866598][bookmark: _Toc1091464008][bookmark: _Toc96355353]Conclusion 

Understanding customer behaviour and the factors that influence them is an important aspect of managing a successful business organisation. Price plays a significant role in the decision-making process of a consumer before he pays for a certain product or service. Price is nothing but a monetary value attached to a certain product or service for the value that it imparts to the buyer. The essay above talked about various factors that can impact the purchase decision of a consumer and the factors that lead to changes in the price of products or services. It discussed the relevant theories and concepts that explain consumer behaviour and the impacts of price on consumers’ purchase decisions.
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