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Teaching topics in line with the AO's 

Pricing strategies (2 - 2.5 hours) 

In the specifications: 

(WJEC Unit 2, Eduqas AS Component 2 and Eduqas A Level Component 1) 

 
 
 
 
Price 

Explain the different strategies used by businesses to determine the appropriate price 
for a product including penetration, skimming, cost-plus, competitive, psychological 
and contribution. 
 
Understand how different types of business organisations in different situations will 
use different pricing strategies. 
 
Evaluate the importance for a business of selecting the most appropriate pricing 
strategy. 
 
Evaluate the impact of pricing decisions on a business and its stakeholders. 

 

Step 1 (before the lesson): 

Students research the different pricing strategies.  This allows AO1 to be done independently which 
frees up more lesson time for AO2, AO3 and AO4. 

 
Resource: WJEC Eduqas Business Opportunities and Functions Chris Stockton 2016, Chapter 14. 

Example student research: 

Pricing strategy Description Suitable for 

Penetration Charging a low price to break into 
the market and gain market share. 

New businesses, lots of 
competition, USP of value. 

Skimming Charging a high price to maximise 
profits. 

Unique products with a high 
quality/exclusivity image. 

Cost-plus A profit percentage is added onto the 
costs e.g. a 20% cost-plus price for a 
product that costs £10 to make will 
sell for £12. 

Firms with minimum profit 
expectations/targets e.g. ltd’s or 
plc’s. 

Contribution Prices based upon the variable cost 
of the product plus a contribution 
extra which is used to pay off fixed 
costs. Can allow price discrimination 
to be used at different times. 

Varied pricing throughout the day 
e.g. train fares. 

Competitive (going-
rate) 

Being a price taker by following 
prices similar to others to avoid price 
wars. 

Oligopolies, new entrants who can’t 
compete on price. 

Psychological Make the perceived value seem 
cheaper/a better offer using 99p, 
£4.99, £99 instead of the next 

Businesses wanting to promote 
value for money. 
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biggest full number price,  which 
could come across a lot more 
expensive. 

Predatory/Destroyer Under cutting prices of others to 
drive them out of the market 
(illegal in most countries). 

Monopolies. 

Loss-leader Charging prices lower than the cost 
of production for some products to 
entice customers into the store. 

Supermarkets or firms with lots of 
stock to sell. 

 

Step 2 (10 minutes): 

 Assess AO1 during the first few minutes of the lesson through questioning as a starter activity. 

 

Step 3 (30 minutes): 

Assess AO2 by giving students business scenarios/case studies to encourage application of 
knowledge. 

 
Example business scenario/case study: 

For each scenario can you describe 3-4 different pricing strategies that would be suitable over the 
course of the product life cycle, give reasons for your choices: 

Scenario 1: Apple and the price of their new iPhone model as well as existing iPhone models. 

Scenario 2: An established local café in a town centre where established businesses such as Costa 
and Starbucks are just about to open stores. 
 
Scenario 3: Start up a new small bed and breakfast/small hotel in the nearest city centre near to 
Hilton and Premier Inn. 
 
If the scenario changed to a hairdresser’s salon and your answer still makes sense, you haven’t 
applied your knowledge correctly. 
 
Example answer: Scenario 2 

It would initially be wise to use penetration pricing during the early stages of life (B&B opening). This 
is because I will have no brand reputation and have to convince customers to choose me rather 
than other well-known hotels such as Hilton, Premier Inn and Holiday Inn. Once I am established in 
the local area I could then change prices to competitive prices so that the larger oligopoly hotels 
don’t use predatory pricing and start a price war to drive me out of business. In order to attract 
customers I could offer food/room drinks as a loss-leader charging very low prices (lower than 
cost) to make the room and whole service more appealing as many hotels charge a lot more for 
food and drink. Contribution pricing can also work well during quieter times during the week. I 
could use a price of 10% above variable costs so that the prices are low to attract guests that may 
not be too interested in weekday stays but then charge 25% + variable costs on weekends when I 
am busier when more people are likely to travel and go for weekend break. I could give discounts 
to businesses who send their employees regularly to my hotel/B&B and as long as I make 
contribution (cover my variable costs) I can still make revenue to break even whilst giving 
discounts e.g. charge +5% contribution to loyal customers. 
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Step 4 (30 minutes): 

Assess AO3 by asking students to explain the positive impact of these pricing decisions on the B&B 
(and other scenarios) and how it could affect three stakeholders in a positive way. 

 
Example answer: Scenario 3: 

Positive impact on the business: 
• Helps break into the market 
• Value for money image 
• Customer loyalty 
• Still allows contribution to be made on room prices helping the B&B break even 

Positive impact on different stakeholders: 
• Shareholders/owner: can survive the first year of trading 
• Customers: value for money and possible discounts for repeat bookings 
• Employees: job security if customers are happy with paying these prices 

Step 5 (30 minutes): 

Assess AO4 by first asking students to weigh up these benefits against possible drawbacks of each 
price strategy so a final judgment can be made on the overall impact of different pricing strategies on 
the business and stakeholders. 

 
Example: B&B scenario 3 

Negative impact on the business: 
• Lower profit margins per customer 
• May take a while to break even 
• Lower profits to invest in other areas on the marketing mix or other departmental areas e.g. 

staff training 
• Lower prices and deals may reduce the quality image appeal 
•  Other hotels may think that penetration pricing/low contribution is starting a price war 

and so they may be able to drive the B&B out of the market due to the existing gains they 
have in economies of scale 

 
Negative impact on stakeholders: 

• Shareholders and owners: less profit/dividend per customer 
• Customers: less profit for room and facility improvements 
• Employees: job security and little available budget for training and motivational incentives 

Overall evaluation: 

Whether penetration pricing, loss leader pricing and low contribution pricing are good depends on: 
• Whether customers perceives the B&B as poor quality or good value for money 
• Whether other hotels start a price war to force the B&B out of the market 
• Whether the lower prices increase demand by a greater amount (elastic PED) compared 

to charging higher prices with fewer customers being needed (price elasticity of demand) 
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Step 6 (30 minutes): 

Classwork/timed exam preparation. 

 
Case study: 

Lottie owns and manages her own farm on the south coast of Devon. Due to falling crop prices she has 
decided to turn a section of her land into a gym. Lottie will provide up to date gym equipment, machines, 
steam room, changing and shower facilities as well as having personal trainers on hand to help customers 
with their workouts.  There are currently two other small established local gyms within her town who both 
have outdated equipment and lack washing facilities for customers. The current local gyms charge £5 per 
day pass or £25 monthly membership fees. 
 

1. Describe three suitable pricing strategies for Lottie's gym.    [6] 

 AO1 AO2 

 
3 Marks 

Excellent knowledge of pricing strategies. 
Three pricing strategies well described. 

Excellent application of all three pricing 
strategies and how each would be suitable 

for Lottie and her gym given her current 
situation. 

2 Marks 
Good knowledge of pricing strategies. 
Two pricing strategies well described. 

Good application of two pricing strategies 
and how each would be suitable for Lottie 
and her gym given her current situation. 

1 Mark 
Limited knowledge of pricing strategies. 

One pricing strategy explained. 
Limited application of one pricing strategy 
and how it would be suitable for Lottie and 

her gym given her current situation. 
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2. Discuss the importance of selecting the most appropriate pricing strategy compared to 
other roles of the marketing function.       [15] 

 AO1 AO3 AO4 

 
 
 
 
Band 3 

3 marks 
Excellent understanding of 

the importance of 
selecting the most 
appropriate price 

compared to other 
marketing roles. 

5-6 marks 
Excellent analysis of the 
impact of selecting the 
most appropriate price 

compared to the impact of 
other marketing roles. 
Well-balanced answer. 

5-6 marks 
Excellent well balanced 
evaluation with depend 

on factors explained. 
Clear judgements are made 

comparing price versus 
other marketing roles. 

 
 
 
 
 
Band 2 

2 marks 
Good understanding of the 

importance of selecting 
the most appropriate price 

compared to other 
marketing roles. 

3-4 marks 
Good analysis of the 

impact of selecting the 
most appropriate price 

compared to the impact of 
other marketing roles. The 

analysis is uneven with 
some well-developed 

points. 

3-4 marks 
Good, reasonably well 
balanced evaluation. 

Judgements are made with 
an attempt to support their 

evaluation. The learner 
focuses on price versus 

other marketing roles and 
describes some depends on 

factors. 

 
 
 
Band 1 

1 mark 
Limited understanding of 

the importance of 
selecting the most 
appropriate price 

compared to other 
marketing roles. 

1-2 marks 
Limited analysis of the 
impact of selecting the 
most appropriate price 

compared to the impact of 
other marketing roles. 

Superficial analysis that 
lacks depth. 

1-2 marks 
Limited, one-sided 

evaluation. Superficial 
unsupported judgements. 
The evaluation is uneven 

and one-sided. There is no 
conclusion. 

 




