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Abstract: The paper is providing a theoretical review of key pricing approaches which
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Keywords: Ethical pricing, price fairness, perception.

Published: 30.07.2018

DOI:
10.21276/sjbms.2018.3.7.7

Ethical pricing

Customers across several service industries are usually sensitive towards
pricing strategies adopted by firms which sometimes may be considered as unethical
practices. It is discussed by Felix and Maximillian [6] that the perception of ethical or
unethical pricing can be determined through the level of consideration of customers
that consume offered products and services and their wider impact on other key

Price fixing
Predatory pricing
Deceptive pricing

Penetration pricing
Unfair pricing

Price fixing

Price fixing can be defined as an agreement
amongst several firms within the same industry to
standardize an offering price to become fixed.
Furthermore, price fixing can occur when firms aim to
control factors and conditions within a specific market
leading to control of the levels of supply and demand
which as a result can lead towards fixing prices. Price
fixing can be established amongst firms through
expressed or implied agreements [2]. In the United
Kingdom it is prohibited for firms to have such
agreements and can lead to breach of British
competition law [8].

Predatory pricing

Predatory pricing refers to the adoption of a
pricing strategy that aims to drive competition out of
market by selling below the expected cost of price, the
adoption of such a strategy can lead to creation of high
entry barriers due to the unattractive profit rates by
competing with existing firms in the market adopting
such a strategy, it would make it difficult for competing
firms to sustain a healthy profitability or even can drive
firms to be out of business. Through pursuing such a

Price discrimination

stakeholders such as local communities.

According to [6] that pricing approaches are divided as the following:

strategy can lead to having a limited number of
competitors in the market or even de facto monopoly.
Across the European Union it is considered as a
prohibited activity to be adopted by firms as it could
lead to have market dominance and anticompetitive
pricing [14].

Deceptive pricing

price deception can occur when firms provide
signs of false communication indicating for competitive
pricing to enable gaining more credibility and market
power which can lead to firms’ ability to charge higher
prices for offerings that include more signs than
unsigned offerings, this would discourage potential
buyers from further search for more choices and
increases the probability of making a buying decision.
Furthermore, it has been suggested by [5] that deception
as a theory can be considered as one of the main
influencers in successful strategic interaction. However,
the paper argues that deceptive pricing cannot be
successful without having buyers that would be ready to
be misled by the communicated statements [16].
Therefore, pricing deception is defined as a strategy that
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aims to mislead potential customers through misleading
pricing communicated by firms as discussed by [6].

Price discrimination

Price discrimination can occur when firms
have a practice of charging different prices for certain
products and services that have the same descriptions
such as quality and quantity to different buyers in
different markets [12]. This type of pricing approach is
widely adopted by service providers such as
transportations as they aim their offerings at different
market segments. Capacity and limitation of availability
can be one of the main indicators and influencers to
increases and decreases in prices offered for different
segments in the market. However, there are several
ethical issues which may arise as a result of adopting
such a strategy such as increases of the level of
dissatisfaction of customers paying higher prices than
others with the same level of service expectation and
quality, and even can lead to bigger dissatisfaction if
was clearly revealed to the public. Furthermore, other
ethical issues can emerge such as the perception of
customers about firms might develop to have it as lack
of transparency, exploitation through charging unfair
prices, and a clear breach of the equal treatment norm
provided to customers [4].

Penetration pricing

Price penetration is a pricing strategy adopted
by firms to set a starting low price to enable the most
possible reach to the identified segments within a
market and then to increase gradually as sales increase
[3]. It has been discussed that penetration pricing as a
strategy can be one of the most effective strategies to
increase market share for either introducing a
completely new offering to an existing market or
expansion into a new market with an existing product,

the main aims of adopting such a strategy are to
maximize profitability and to enhance a product or
service market share [13].

Unfair pricing

In economics there are two different industry
structures and outcomes which can be explained as the
following: Firstly, competitive structure that includes
many competitors competing in the same market.
Secondly, Monopolistic structure that has one firm
operating in a market. The competitive structure is
based on the fact that all firms are price takers as none
of them can have complete power over competitors to
control pricing across the market. Whereas, on the other
hand, the monopolistic model is based on the fact that a
single firm has complete control over the market which
as a result power over the price, having such complete
power can lead to excessive pricing which as a result
can lead to loss of social resources and wealth transfer
from the consumer to the firm [7].

Unfair pricing can occur when unethical
pricing techniques are adopted to influence buyer’s
decision making such as manipulation or availability of
information. Unfair pricing also can occur in the case of
price gouging where prices are increased to the highest
levels whilst consumers are significantly dependent on
it with limited choices available [6].

Price fairness

Based on the different approaches presented
above a conceptual framework of how price fairness is
being developed is included in the work to identify gaps
and offer key points for consideration in relation to
pricing approaches for service offerings, the given
framework is derived from the work presented by [17].

A Conceptual Framework of Price Fairness

Actions
*No action/influence

*Negative emotions withdraw from a purchase,
get a refund, complain)

Perceived price
Price faimess
comparison > *Cognitive
\ /\ *Affective
\
LA

Transaction similarity
and choice of

«Perceived value *Self-protection (e.g.,

Ps—Psg *Revenge (e.g., word of
mouth, legal actions)
PP,

comparison party

PP, norms

Knowledge, beliefs, and social

Perceived cost of
action and relative

power

*Distribution of cost and profit
*Attributions of responsibility

Buyer-seller relationship stage (trust) P3-P,

Fig-1: A conceptual framework of price fairness Source: [17]
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The given framework suggests several stages
starting from price comparison and ending with actions
which clarify the buying process and determination of
price fairness.

Price comparison

It is suggested that the price comparison stage
can be viewed as one of the key significant factors in
determining the level of price fairness, comparisons can
be made as implicit and explicit. In the explicit case
customers may compare prices directly with each other
meaning that customers would be able to explicitly
compare and highlight differences, this explicit
comparison can be made to compare with other
customers or even at different price points and times for
a product or service received by the same customer.
However, on the other hand price comparison can be
also be made implicitly meaning that comparison is
determined without direct identification of differences
with other customers, price points and times. Implicit
price comparison can be viewed as a belief of lower
pricing expectation without specific price comparison
[17].

Perceived price fairness

Perception of price unfairness and negative
emotions are usually expressed because of experiencing
unfair situation which may be caused by the firm’s side.
Furthermore, actions made by consumers because of
unfair pricing and negative emotions are usually
targeted at the seller side rather than other customers
involved in the process. Therefore, price fairness is
defined as a process of determining differences between
the offer selling price of a product or service and
comparison with other prices provided to different
customers or with the same customer at different selling
points or times [17].

Perception of unfair pricing

It has been indicated above in the given
framework that there are several factors which may be
considered as influences of unfair pricing:

Transaction  similarity and choice of
comparison party: It is stated that transaction similarity
can occur when similar transactions are experienced by
different parties, in this case price fairness or unfairness
can be determined through identification of
discrepancies in pricing between different parties or
even the same party in different selling points and times
as explained in the price comparison section.
Furthermore, fairness or unfairness level can be also
determined through the compared parties involved in
the judgement process.

It is suggested transactions that have high level
of similarity with price discrepancy can lead to an
increase of price unfairness perception. Furthermore,
similar comparison party has more effect on the

judgement process in determining price fairness or
unfairness than the customer’s self-reference [17].

The level of trust in the firm’s side has a
significant impact on determining the level of price
fairness. The development of the trust factor can be
based on several factors as suggested by [11] which can
be divided as the following:

e Ability: It refers to the ability of the firm’s side to
deliver expectation and perception of the trustor.

e Integrity: It refers to the availability of guiding
principles and beliefs to provide a fair and
acceptable offer for the trustor.

e Benevolence: It refers to the ability to determine
the good practice to be provided to the trustor away
from having profit motives as the main influence
for practice targeted at the trustor party.

Social norms and knowledge of marketplace
refer to the level of customers usually rely on their own
level of knowledge of the marketplace, belief as well as
the exchange of norms within society between sellers
and buyers to determine the level of price fairness as
suggested by [17]. Furthermore, [9] defined social
norms as actions and beliefs of community members
which seller’s decisions may depend on in some way,
and suggested that many scientists argued that social
norms have significant influence in shaping behavior of
economy and market outcomes including pricing.
However, lowering prices for the sake of social norms
only might not be compatible in all cases especially
when considering maximization of economic activity as
it may lead for different scenarios as identified in
different experiments resulting in net decrease in the
total amount of products and services demanded in the
market as suggested by [1].

Perceived value and negative emotions

The perceived value of firm’s offerings
provided to the customer can lead to negative or
positive impact on determining the level of price
fairness, it is believed that customers estimate the value
through different variables such as quality and quantity
as well as other associated factors such as the level of
trust between the buyer and seller, branding,
transparency, and level of customer service rather than
the actual cost to produce. Furthermore, the perceived
value of firm’s offerings can be realized through literal
sense meaning that pricing is based on the associated
benefits rather than cost [10-12]. Therefore, it is
recommended that firms’ focus on developing the
perception that offerings are not only commodities,
communication should be developed to enhance the
perception that offerings have other associate values
rather than the core offered product or service.

It is suggested that negative emotions can be
developed because of unfair price perception leading to
greater probability of dissatisfaction. Emotions can be
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developed negatively or positively through several
factors such as communication, comparison with
previous experiences and with other parties [17].
Furthermore, studies have suggested that negative
emotions can lead to changes in customer’s behavior
and is considered as the best predictor of complaints
towards firms providing products and services [15].

Actions

The given conceptual framework of price
fairness provided several points on the buyer’s reaction
which can be divided as the following:

e No action: In this situation the action of the buyer
would be a no action as the perception of the unfair
pricing experienced has no influence on proceeding
or not proceeding with a transaction. However,
buyer might develop feelings of unease [17].

e Self-protection: This situation may occur when
buyer experience inequality in the process leading
to negative emotions associated with the
experience, buyers in this situation may complain,
ask for refund or even communicate negatively.
Buyer may search for information on other choices
and their associated costs [17].

e Revenge: This situation may occur when buyer
experience a high level of negative emotions
associated with experience through the process of
the transaction, emotions might be such as anger
because of developing perception of unfairness in
pricing, this would result for breakdown of the
relationship between the buyer and the seller or
even in some cases aggressiveness [17].

Conclusion and recommendations

The paper has explored several key pricing
approaches which are considered as key for the
development of ethical pricing. The paper has included
brief definition of ethical pricing with further
exploration into six different pricing approaches as well
as inclusion of the price fairness framework leading to
the development of several recommendations for firms
to be considered during the process of development of
pricing strategies.

Companies should be legally aware of
unethical pricing matters such as the case of price fixing
as an agreement between firms within the same industry
to standardize the offered price in the market, this can
be breaching certain laws such as the British
competition law.

Unethical pricing measures can lead to breach
of national or international legal systems such as the
European Union which may lead to market dominance
and anticompetitive pricing developed through the
predatory pricing approach as discussed in the paper.

Firms should be aiming to enhance their
transparency and establish clear communication with

customers to avoid any unethical or illegal practice. For
example, in the case of deceptive pricing there might be
a possibility of having to mislead customers through
signs or communications, this may cause less
confidence of the customer as well as breach of certain
legal requirements.

Customer dissatisfaction may increase in the
case of price discrimination because of adopting
different pricing based on different markets with having
certain customers paying higher prices for the same
level of service expectation and quality. Furthermore,
more dissatisfaction can develop if this was exposed to
the public leading to development of negative
consequences such as perception of lack of trust in the
firm, exploitation through charging unfair pricing, and
breach of providing equal treatment provided to
customers.

Firms should be aware and have in depth
consideration in the case of having manipulation or
availability of information to influence the customers’
decision. Furthermore, unethical pricing may also occur
in the case of price increase whilst customers are
significantly dependent on the offered products and
services with limitation of choices available.

The given conceptual framework explored in
the paper has indicated several key points where fair or
unfair pricing may have developed. These key points
are developed to be generic recommendations for firms
to follow to enhance their fair pricing practices:

e Firms should consider the stage of price
comparison where customers look at other
offerings and compare prices to determine the level
of price fairness.

e Firms should find strategies and techniques to
reduce the possibilities of customers’ facing or
experiencing unfair situations, as it has been noted
that customers would express unfairness and
negative emotions.

e Firms should work hard to develop the trust factor
between the firm itself and the customers as it is
viewed as one of the major factors in determining
the level of price fairness. The paper has included
key points to develop this trust factor which can be
as the following: Firstly, ability to deliver the
required and communicated perception and
expectation. Secondly, maintenance of high levels
of integrity through maintenance of guiding
principles and beliefs to provide a fair and
acceptable offer. Thirdly, benevolence through
pursuing good practices to be provided away from
having profit motives as the main influence.

e Firms should keep a balance between their profit-
making motives and the given social norms to
maintain levels of local acceptance.

e Firms should aim to develop communication to
enhance customers’ perception that offerings have
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other associate values influencing pricing rather
than assuming the price is only exchanged for the
actual offered product or service only.
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