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ROUNDUP

IN THE ECONOMIC system of any country, there 
are a large number of resources which 
determines various key points of the economy. 
The most important factor in any kind of 
economy is capital, without which you cannot 
think or plan anything. The capital is a crucial 
factor because it keeps all the other elements 
active and functional. There are producers which 
are free to produce anything as per the demands 
of the population and on the other hand, there 
are consumers who are free to choose the product 
of their choice. Amidst all this, there is one factor 
which drives traffic towards a particular product 
and that is price.

In between the private producer and 
consumer, there is no interference from central 
authority to check capitalism. There is no certified 
authority to coordinate the inflow as well as 

outflow of capital between the producer and 
consumer. An absence of such authority can 
lead to an imbalance in the economy, which 
ultimately harms the entire system of any 
particular state or country. This is the point 
where price mechanism comes into play and 
substantiates the procedure. It lays down the 
process that lays down the points on what 
should be produced, how it should be produced 
and how much should be produced. When 
stepping into this domain of production 
business, it is important to keep in mind the 
risk factors and hurdles that will be imposed 
because of economic issues. Price mechanism 
keeps you aware of the things such as quality 
and quantity which are to be distributed 
amongst the consumers.  w
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To make free economy system work
efficiently, the producers must be well
aware of the goods and commodities.
These uncertainties occur when there
is no proper distribution of information
about a particular good.
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Before we start the conversation about the issues of prices 
in the market, can you please tell us what price mechanism 
is?

In economics, price mechanism is the manner in which the 
prices of goods or services affect the supply and demand of goods 
and services. For example, if the price of a particular car is high, 
then the supply will reduce as people will stop buying that car. 
But, on the other hand, if the price of the same car falls, then the 
supply will increase as people would want to buy a car for less 
price.

Now, when this scenario happens, another problem rises up. 
As the production and manufacturing limits are limited; or we 
can say, as the natural resources are limited, the unlimited needs 
of people can't be satisfied at once. When the prices of a 
particular product fall, a lot of people would want to buy it. And 
when this happens, the limited stocks get replenished and to 

maintain that situation, the prices slowly rise to maintain a 
balance in the market.

All of these studies cover up the subject of price mechanism.

How does price mechanism work in the socialist 
economy?

In a socialist economy, the market is directly controlled by 
the government. The decisions of what, how or for whom to 
produce are not guided by the price mechanism. These 
decisions are made by the central planning board assisted by the 
various ministries, industries and state enterprises. Thus, it is 
the central planning board that performs the functions in the 
market.

There are government schemes and plans meant for the 
public wellbeing and the decisions of what and how to produce 
are based on objective and priorities in the plan. The central 

ONGC may save Rs 800cr
from kerosene price hike

interview
\\ ONGC MAY SAVE RS 800CR FROM KEROSENE PRICE HIKE

Below is the verbatim transcript of RS Sharma's interview with Latha Venkatesh and Sonia Shenoy on CNBC-TV18.

On March 2016, the Government cuts
gas price to $3.06/mmBtu and boost for 
fertilizer because the move will benefit 
fertilizer, power and steel companies.
This reduction will ease their working
capital burden.

RS Sharma
Former Chairman
and
Managing Director 

In a socialist economy, the
market is directly controlled
by the government.
The decisions of what,
how or for whom to
produce are not guided
by the price mechanism.
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still don't benefit. Indian Oil Corporation (IOC) is planning 
to put up an liquefied natural gas (LNG) terminal in the 
east coast, any idea when it is likely to be ready?

To tell you that there are as of now about 17-18 projects 
coming about east coast and west coast where the 
announcement will come for the LNG terminals and because 
everybody knows that we have shortage of oil and gas, so in 
future there is going to be a lot of import of this LNG. So when 
this IOC project will come up, I am not able to see but surely 
after the announcement is done, it will be four-five years.

What are the other effects of price mechanism in the 
long run?

A price mechanism effects every economic situation in the 
long term. Another example of the effects of price mechanism 
in the long run is the fuel issue. Today, the demand for fuel is 
usually high. So, it is also possible that we might face a time 
when the prices of fuel will be high to maintain the high 
demands in the market.

When this happens, and the prices of fuel rise, the demand 
for fuel will decrease. The demand won't decrease because the 
prices are high and people will wait till it doesn't go down. 
Instead, people will search for other alternatives like electric 
cars or bio-diesel fuel.

A price mechanism is a system by which the allocation of 
resources and distribution of goods and services are made on 
the basis of relative market price.

Can you tell us about the effects of price mechanism in 
relation to the food crisis that is crippling all around the 
world?

There is a global food crisis we all are facing today. It is also 
a serious issue that needs serious attention and the United 
Nations are working very hard to look unto this matter. As I 
said, under price mechanism, if there is an increase in demand 
then the prices will go higher, causing a movement on the 
supply curve.

Food prices are soaring today. There is an increase in demand 
for food from richer economies, poor harvest, bad weather, rise 
in fuel prices and several other factors that decrease the supply 
of food and in turn, increase its demand due to high population. 
Naturally, the prices rise when the supply goes down.

When prices of food products rise, this creates an imbalance 
in the economy as the poorer nations cannot afford to buy food 
with such higher prices. This leads to malnutrition, poor living 
conditions and the development of the nation is hindered as 
people of that nation do not get proper food to eat. These poorer 
nations then become vulnerable and it's difficult for them to rise 
among others as they get poorer day by day.

Thank you for giving all these valuable information. I am sure our 
readers will get to learn about the workings in the economy after 
reading the information you gave. That's all for today and I would 
thank you again for taking out your valuable time to give this 
interview.  w

planning authorities decide if more cars are to be produced 
instead of bikes, if more houses are to be made instead of 
hotels or more amount of particular food is the be processed 
than other. They even fix the price in the market and nothing 
can change it without the government's consent.

Here the disadvantage is, administered prices are set by the 
central authority without calculating the actual prices required 
for production or manufacturing. The decision of how to 
produce is also taken by the government. People have the 
freedom to buy commodities according to their needs and 
income.

The announcement has come, administered price 
mechanism (APM) gas price has been cut to USD 3.60 per 
mmBtu from USD 3.8 per mmBtu. The impact for ONGC will 
be brutal?

Yes, let me clarify one thing. It is not only APM gas price, 
even non-APM gas price as of now gets reduced to this level. So 
including the gas production coming from the Reliance 
Industries Ltd (RIL), from the Cairn, this is the price APM as 
well as non-APM gas as of now. It was expected that it will be 
about USD 3.3 per mmBtu to USD 3.25 per mmBtu but it has 
come quite low.

Now what would be the impact be on ONGC itself, a 
company that you know so well and then if you can tell us 
the impact on downstream?

Firstly impact on ONGC because all the existing production 
coming from onshore areas including the west coast. So over 
there, this will still be viable to produce because in case of gas, 
the operating cost is very minimal. So that will be okay. Issue 
was always that what happens to the discoveries made in the 
east coast and the price for that and for this the government 
has announced new mechanism for the pricing. So right now, 
of course it was expected that prices are going to be lower but 
through my understanding, they are even lower than what 
market was expecting.

Downstream, so far GAIL is concerned, I don't think GAIL 
will have a negative impact from that. For the consumers, it is a 
welcome step for the industry, the fertilisers and all will 
welcome this.

Is this some way to quantify what the approximate 
revenue loss could be for a company like ONGC because of 
the cut in gas prices? I was reading a report by a 
consultancy, which suggested that to the tune of around Rs 
2,500 crore could be the loss on revenues or the hit on 
revenues because of the cut in gas prices. Is that a logical 
estimate?

Yes, you are right that I don't have a precise numbers with 
me right now but ballpark number would be that Rs 2,000-
2,500 crore that we have negative impact on the revenue for 
ONGC.

What about fertiliser companies and others who get the 
gas, will there be at least easier working capital because I 
assume it is for them only a pass-through?

Yes.

So steel companies, power companies would benefit?
Sure, even though it is a pass-through, as it is the prices are 

high. You know how much problem power companies are 
having with recoveries from the state.

Will there be any impact on the overall investments into 
the oil and gas sector or have investors already prepared 
themselves for a sort of a low price regime over the next 
couple of years?

The current reduction was expected. It is not a shocker for 
the industry but to my mind, expectation was that it will be 
around USD 3.25 per mmBtu but it came around USD 3.06 per 
mmBtu. New investments that the government has announced 
uniform licensing policy under that the companies will have 
freedom to market the gas. So they will not be forced to supply 
to power or fertiliser at the depressed prices or controlled 
prices. So that is a very categorical and positive statement that 
has come from the government. So I feel that the new 
investment will not be impacted by this.

Obviously the guys in the east coast are not getting the 
gas, there aren't enough pipelines, so the power companies 

As the natural resources are
limited, the unlimited needs of
people can't be satisfied at once.
When the prices of a particular product fall, a lot of people would want
to buy it. And when this happens, the limited stocks get replenished
and to maintain that situation, the  prices slowly rise to maintain a
balance in the market.
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out of the box
\\ PRICE MECHANISM

IN THE MARKET economy with the price at its crux, the features of 
the product, quality, quantity, etc. encapsulate their impact into this 
single most fundamental unit. Under ideal conditions, we would 
have a market with perfect competition where the market consists of 
identical products with the firm having absolutely no control over its 
prices and the market allows the free entry and exit of the sellers. 
This however, is a theoretical concept and is used as a benchmark to 
which real life markets are compared. Imperfect competition is a 
more realistic and practical concept which refers to a market with 
heterogeneous products being sold by numerous sellers. This usually 
allows more types of buyers to be attracted to buy products thereby 
producing more profits. There are four kinds of imperfect markets 
namely- monopoly (only one seller controls the entire market), 
oligopoly (few sellers of goods), monopolistic competition (many 
sellers with different products) and monopsony (only one buyer of a 
product). Some of these markets are tough to enter but easy to exit. 
Now with the markets being so different the flow of money and the 
fixing of the prices is going to be different as well. Let us discuss 
some of the contributing mechanisms into the fluctuations of these 
prices and how they are efficiently managed.

Price discrimination and design 
mechanism

In order to compete with the numerous firms in the same 
market, it is one of the competitive measure taken by the 
established firms in order to generate profits from the supply 
and demand differences from the customer. Price 
discrimination is a pricing strategy that takes place when a 
business or seller changes the prices of the same or almost 
the same product in an attempt to extract higher profit levels. 
The prices are increased to the maximum extent up to which 
the consumer is willing to pay, thereby eliminating excessive 
demands in the market by the consumer. By limiting the 
consumer base for a particular product, it could draw higher 
profits by demanding a higher price which the consumer 
would be ready to pay. This however, poses some challenges 
in determining what the exact price is for every buyer. For 
the price discrimination to succeed, the businesses must take 
a good look at their consumer base, their needs, and other 
contributing factors to making a purchase. There are three 
major types of price distributions:

Third Degree Price Discrimination:

Optimal reverse pricing mechanism

This strategy is applied when firms fix the prices of their 
products and services differently based on the different types of 
consumer base they have. It can be a firm preferred by 
students, military personnel, senior citizens etc. The third 
degree price discrimination helps the firms in understanding a 
spectrum of preferences of the consumers more easily than the 
buying preferences of each consumer. This also provides a way 
to control the consumer surplus by sticking to the price 
elasticity of demand of specific consumer bases.

This type of pricing technique is usually seen in movie 
theatre ticket sales, restaurant offers etc. The consumers who 
are unable or unwilling to buy a product due to their 
affordability issues are dealt by this pricing strategy, thereby 
increasing their profit margins.

Reverse pricing is market mechanism surfacing under which a 
consumer's bid for a specific service or good is sold on that 
particular demanded price when the bid exceeds the seller's 
hidden acceptance threshold price value, which indirectly 
depends on the seller's marginal cost. This strategy is based on 
the customer's bid and once the seller finds the price optimal 
to gain product, the price is accepted by both the parties and 
the product is then delivered to the customer. Reverse pricing 
is popular in markets with unexpected demand graphs and 
supply fluctuations in industries with volatile prices or demand 
such as the travel industry.

The essence of reverse pricing is essentially reversing the 
order of the steps involved in a regular purchase. In the usual 

First degree price discrimination:

Second degree price discrimination

In an ideal market, the consumer surplus is eliminated by through 
the first degree price discrimination. This type of price 
discrimination takes place when the businesses can pin point the 
price each of the customer is willing to pay for a specific product 
or service and then that good or service is sold at that determined 
price.

The firm selling that good can use data mining to gather 
information about each consumer's purchase habits, income, 
budget, and other facts to help towards understanding the buyer 
better. This is very time-consuming and poses a lot of challenges to 
many businesses. But if they succeed in identifying the right 
prices, the seller can get the highest amount of available profit for 
each sale that would be made.

Unlike in the first degree price discrimination, in this pricing 
strategy the ability and resources to gather information about the 
potential buyer is not present.  They alternatively choose to produce 
goods in quantity rather than focusing on quantity for a specific 
class of consumers. These companies fix the prices of products or 
services bases on the preferences of various groups of customers.

Usually, the second degree price discrimination applies quantity 
discounts so that the customers can make purchases in bulk and 
receive special offers that are not given for single unit purchases. 
They often attract customers through coupons, gift cards and 
loyalty points. Warehouse retailers use this strategy the most. This 
strategy does not eliminate the consumer surplus but allows the 
firm to expand their consumer base thereby increasing the profit 
margins.
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DART book  

FOOD IS ESSENTIAL for sustenance and has an equal significance in everyone's life 
irrespective of their socio-economic or demographic background. Food adulteration is a 
process in which the quality of food is lowered either by the addition of inferior quality 

material or by extraction of valuable ingredient. Adulteration of food not only 
deceives the consumer but also causes risk to their health. 

In order to educate the consumers on food adulteration and the importance 
of food testing, Food Safety and Standards Authority of India (FSSAI) recently 
brought out a manual entitled “Detect Adulteration with Rapid Test 
(DART)”. DART is a compilation of some common quick tests in order to 
detect common adulterants such as non permitted artificial and toxic 
colours, extraneous matters deliberately added to food in order to reap 
economical benefits. 

This user-friendly manual describes a total of 40 tests categorised as per 
the specific food categories -

· Milk and Milk products
· Oils and Fats
· Sugars and Confectionary
· Food grains and its products
· Spices and condiments
· Miscellaneous 

The tests are lucidly described with the relevant photographs to 
depict the actual visual results in case of both unadulterated and 
adulterated food samples. This handbook will enable the consumers 
to rule out any doubt regarding the quality of food by testing it 
themselves at their homes.

You can download your free copy of DART booklet from the FSSAI 
website www.fssai.gov.in

Find out the related videos on our youtube channel - Lab test of Kitchen: Check out if 
the products you are using are adulterated 
(https://www.youtube.com/watch?v=iZkZP8rH2xo)

scenarios, the seller sets a certain price and the consumer buys 
it at that rate. In reverse pricing mechanism the prices are set 
by the consumer and the seller sells the product once he 
notices a marginal profit. The seller assumes a base price and 
waits for the consumer to bid price exceeding that. This process 
allows the seller to use a bid-acceptance rule only when the bids 
are profitable. The consumer also needs to make sure if he 
wants the buyer to know about the current bid-acceptance level.

A fair price shop is a shop that has been issued a license to 
distribute essential commodities by the government. This is to 
make sure that every essential commodity is being sold at an 
affordable rate to certain low income communities. It sells 
goods such as food staples, fuels etc. at subsidized rates to 
ensure everybody has access to the basic survival needs. The 
items sold at these shops are fairly inexpensive but are of 
average quality.

In India, this is known as Public Distribution System which 
is an Indian food security system. Under the government of 
India, the Ministry of Consumer Affairs, food and public 
distribution ensure the distribution of subsidized food and non-
food products to the India's poor. The state government can fix 
an amount as the fair price shop owner's margin, which could 
be reviewed at periodic intervals to ensure the sustained 

Fair Price shop:

viability of the fair price shop operations. Fair price shops are 
forced to make the information about the opening and closing 
stock, sample quality of the food grains being sold, retail price 
details etc. to be disclosed to the authorities. The accounts are 
monitored and audited at the end of every month by a 
designated government authority along with the local 
authorities. Ration cards or pink cards are given to the 
consumers to keep a log of the products purchased every 
month and to keep a record of the poverty stricken consumer 
base that is making use of these fair price shops.

This system has although been under scrutiny and criticism 
for its urban bias and their inability to serve all the poor 
sections effectively. In addition to this, there are growing 
instances of the buyers getting low quality food grains from the 
ration shops. Illicit fair price shop owners have created a large 
number of fake cards to sell these food grains in the open 
market at higher rates and make great profits. There is no 
proper determination as to who is eligible for these services 
since it is different in each state. This makes the system highly 
flawed and irregular.

These are some of the multitude of concepts that involved 
price mechanism making it an essential part of the economic 
markets. The determination and discrimination of price is 
directly dependent on the demand, supply, consumer and 
producer along with the market in which the product is being 
sold. w
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and commodities. The interference of 
government may include protection of 
public distribution goods, agricultural 
sector, and resources required by 
government production units. Given 
below are some points that will explain 
the role of price mechanism in mixed 
economy in a clear manner.

In such a system where private sector 
is competing with public sector for the 
limited amount of resource available to 
them, the price mechanism decides 
what to produce and in what quantity. 
The nature of the goods and 
commodities will also be decided by 
the market mechanism.

While the central planning authority of 
a country decides the price and nature 
of the goods to be produced, the public 
sector has its monopoly in the market. 
All the goods will be produced by 
analyzing the preference of the 
consumers and the prices will be fixed 
based on anticipation of affordability of 
consumers. The profit price policy laid 
down by the central planning authority 
will be considered while fixing the 
price of the good.

•

•

•

•

•

The public utilities services such as 
water, railways, electricity, gas, and 
communication will be decided by the 
state government on the basis of no 
profit – no loss policy. The how and 
what factors of goods production will 
be done partly by state and partly by 
price mechanism. In private sector, the 
profit motive decides what to produce 
and how much to produce. Also, there 
is an intervention from central 
planning authority that influences the 
working of market mechanism.

As there is monopoly from public 
sector, the state guides private sector 
on what techniques to adopt based on 
the preference of consumers and their 
income. On the guidelines of state, the 
private sector can reduce the cost and 
maximize the profit. It is responsibility 
of the state to decide where to use 
capital intensive technique and labor 
intensive technique, and ultimately the 
private sector will adhere to the rules 
laid by them.

As far as the target consumers are 
concerned, in private sector it is 
decided by both market mechanism 

THE MILELAST

very aspect and every concept 
has different types and faces; 
so is the case with price 
mechanism. This is a system 
where you immediately have to 
respond to the shortage as well 
as surpluses of goods and 
commodities. In either of the 
two cases, one should be ready 
to alter the market 

mechanism. Price mechanism may 
appear like any other casual system in 
nation's economy which benefits the 
government in many ways. But are we 
sure about the economy itself? Is there a 
uniform economic system in any 
country? Well, if you carefully examine all 
the facts, it will show you a different 
image of the economic system. 
Implementing the price mechanism in 
response to the change in demand and 
supply of the market is not as easy as a 
smooth piece of cake.

There are a lot of factors involved in 
this process and ignoring them will not 
fetch any benefit to the country. The 
shortages lead to increase in price and 
surpluses lead to decrease in price. 

private sector is given some amount of 
economic freedom to use the capital as 
per their wish. But, there is also 
intervention from government to monitor 
and check the on-going economic 
activities, so that social goals are achieved 
alongside the economic goals of the 
nation. It is often argued that free market 
economy is way better than the mixed 
one, but interference of government 
ensures that there is no exploitation of 
capital freedom which is given to private 
sector. In simple terms, the mixed 
economy is healthy for nation as per 
practical application because both public 
as well as private sectors are given a 
chance to flourish. However, they 
compete for the same resources, but they 
do not create a hindrance in the growth 
of each other's market. The monitoring 
done by government makes sure that 
things are carried out in a peaceful 
manner and there is no competitive 
exclusion in the economic system of the 
country. The work of government is to 
monitor the profit of both sectors and 
nationalize the companies which are 
deemed impediments to the public goods 

However, it is made sure that there is no 
huge loss to production unit, suppliers, 
and buyers. In order to check any type of 
discrepancy, we have read that controlled 
price mechanism comes into play. This is 
where a government interferes in the 
system to ensure that neither resources 
nor consumers are exploited in any way. 
The economy of any nation faces a range 
of crests and troughs and it gets through 
all the imbalances with the help of these 
wonderful back-up plans introduced by 
qualified officials. The prices continue to 
rise until the shortage of the good is 
eliminated. Similarly, the prices continue 
to fall until the surplus of the good is 
eliminated. In this current section, we 
will let you know about the role played by 
price mechanism in different types of 
economy.

Mixed economy is an economic system 
which includes both socialism and 
capitalism. It is a system where private 
property and asset is protected and the 
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All the goods will be produced 
by analyzing the preference of 
the consumers and the prices 
will be fixed based on anticipation
of affordability of consumers.
The profit price policy laid down
by the central planning authority
will be considered while fixing
the price of the good.

and central planning authority. Also, 
the allocation of resources is not 
entirely left because mixed economy 
maintains the social justice along with 
seeking the profit from business. 
Whereas, in public sector the state 
government decides for whom to 
produce by analyzing the overall 
preference of the consumers.

Free market economy is a type of 
economy where there is hardly any 
intervention from the side of 
government. In some cases the 
government poses few restrictions to 
keep the things going in a streamlined 

Price Mechanism and
Free Economy
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manner, but in most of the cases there is 
no interference from government. The 
market and business is solely dependent 
on the supply and demand of a particular 
good or commodity. The participants of 
the business such as consumers, 
suppliers, producers, and plant managers 
decide what to produce, how to produce, 
when to produce, how much to produce, 
and for whom to produce. When 
practically analyzed, a free market 
economy does not exist because there is 
always a small amount of rules and 
regulations from the government of 
respective country. They wish to regulate 
the functions as per their calculation and 
expectation from various industries.

The first function of price
mechanism in free
economy is to
decide what
to produce
and how

much
should be
produced. If
necessary, allocation
of resources is also done
based on the demand and supply in 
particular place.

If one society does not prefer a type of 
product, whereas the other society 
prefers, then production will take place 
in accordance with the preference of 
particular product.

Another role played by price 
mechanism is when we ask how to 
produce. The cost of production 
comprises of the rent, interest, wage, 
and profit. The entrepreneur is 
supposed to decide the price of 
production and what means they will 
be using for the same. If the profit 
from the outcome is not up to the 
mark, then the production cost is likely 
to go down by making certain changes 
or modifications in the whole plan.

•

•

•

Unlike mixed economy, there is no 
competition between private and public 
sector for resources. Also, there is no 
class struggle in socialist economy 
because it treats rich and poor with same 
eyes and takes care of needs and 
preference of both. There is a systematic 
economic plan which is same for all the 
sections of society under similar 
circumstances. The central planning 
authority has the responsibility to lay 
down this plan and all the issues of this 
economy will be solved centrally as per 
the plan. There is no division of labor for 
private and public sector, and the whole 
process will be carried out in a 
centralized and organized manner.

All the decisions about the production 
of goods and commodities are taken 

within the framework laid out by 
central plan.

The decision about 
nature, price, 

and 
quantity of 

the good will be 
taken by the central 

planning authority based on the 
priorities of people in that particular 
society.

The plant managers are required to fix 
the average price of producing a given 
output which is minimum and feasible 
for common man.

The manager should select the scale of 
output which equalizes the marginal 
cost.

If the price of good is more than the 
average cost, the production plant will 
gain profit and it price is below average, 
the production plant will face loss. In the 
former case, the industry would expand 
its unit, but in latter case it will put the 
production at halt. In either case, the 
industry is supposed to reach the 
equilibrium position. 

•

•  

•

•

w

•

Price Mechanism and 
Socialistic Economy

In free economy, the price mechanism 
is mainly about flow of the good from 
producers to consumers, and then 
again from consumers to producers. 
The consumer sells its service to 
producers, and the money earned is 
used to buy the products manufactured 
by the producers. The process is more 
or less cyclic in nature.

A socialist economy is the one where 
government controls and regulates the 
economic system to make sure that equal 
social opportunity is given to the people 
of respective nation. In socialist economy

the government has the authority to 
check the means by which production is 
done and plan the further process of 
down streaming as well as income 
distribution. In simple terms, socialism is 
about availability of all things to each and 
every human in a particular area, state, or 
nation. Although the price mechanism 
has a little role to play in this type of 
economy, the idea of socialist economy 
will show positive results in the long run 
for any country. It majorly supports the 
idea of collective ownership in which not 
a single individual has the right to hold 
private property beyond the limit 
prescribed by the government. Thus, all 
the resources will be utilized by keeping 
the idea of social welfare in mind, and 
government will propose the necessary 
laws to carry out these functions properly. 

IN TODAY'S DAY 

Free price system

and age, money is 
power. It has the power to control 
almost everything in the world and get 
almost anything you want. With the 
increasing levels of income and 
affordability rate, the demand for every 
basic commodity to expensive product 
has been increasing invariably. The 
price mechanism which determines the 
supply-demand ratios based on the 
buyer-seller relationship is a concept 
that is well known to all. But there are 
some resources and commodities whose 
prices don't follow the supply-demand 
curve and are determined by other 
external factors or forces. Let us 
discuss some of them briefly:

The free price system refers to an economic system where the 
prices of every commodity is determined by the reciprocity of 
the demand and supply, to signal the resource allocation with 
reference to the fluctuations in the monetary prices. These 
signals are communicated between the consumer and producer 
which acts a guide towards the production, distribution and 
allocation of resources.

With the help of this free price system the supplies are 
apportioned, resources are allocated and income is split. Unlike 
the fixed or controlled price system where the prices are fixed 
by the government in a planned economy or a controlled 
market, the free price system has no organisation to regulate 
the prices, in fact it is determined by the relative supply and 
demand states.

The prices are determined in a decentralised manner 
wherein the sellers and the buyers negotiate the prices and 
come to an agreement after which the trade takes place. When 
there is a surge in pricing for any particular commodity which 

is high in demand reflects that 
the stock and supply is 
limited. The producers or 

sellers are intimated about 
the relative values through 

the price signals. Due to their 
limited resources, they 

negotiate the prices accordingly 
and a common and agreeable 

market value is then established 
between the producers and the 

consumers.
As the consumer's mind is 

fickle, that reflects on the demand 
too. So if something is extremely 
popular for a particular period of 

time, it might not be much sought 
after when the dust settles. By this 
time in order to meet the high levels of 
consumer demands the commodity is 
well stocked and now with the decline in 

demand, the prices of the commodity also need to be dropped 
to make sure all of it is sold. This way the lowering of prices 
signal the producers to control the production as the demand 
for it has dropped by then.

This mechanism can be best understood with the help of an 
example. Let us assume that a country might have a law stating 
that if a product being imported into their country is valued less 
than say suppose 20$ per unit, a tariff is levied on the product 
which finally results in its value being raised to 25$ per unit.

Trigger price is the price at which the product being 
imported into a particular country is automatically imposed with 
a tariff or excise, this increases the price by some value, and 
this is known as the trigger price mechanism.

Trigger prices are generally used when the importing 

Trigger price mechanism
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manner, but in most of the cases there is 
no interference from government. The 
market and business is solely dependent 
on the supply and demand of a particular 
good or commodity. The participants of 
the business such as consumers, 
suppliers, producers, and plant managers 
decide what to produce, how to produce, 
when to produce, how much to produce, 
and for whom to produce. When 
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to produce
and how

much
should be
produced. If
necessary, allocation
of resources is also done
based on the demand and supply in 
particular place.
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production and what means they will 
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or modifications in the whole plan.

•

•

•

Unlike mixed economy, there is no 
competition between private and public 
sector for resources. Also, there is no 
class struggle in socialist economy 
because it treats rich and poor with same 
eyes and takes care of needs and 
preference of both. There is a systematic 
economic plan which is same for all the 
sections of society under similar 
circumstances. The central planning 
authority has the responsibility to lay 
down this plan and all the issues of this 
economy will be solved centrally as per 
the plan. There is no division of labor for 
private and public sector, and the whole 
process will be carried out in a 
centralized and organized manner.

All the decisions about the production 
of goods and commodities are taken 

within the framework laid out by 
central plan.

The decision about 
nature, price, 

and 
quantity of 

the good will be 
taken by the central 

planning authority based on the 
priorities of people in that particular 
society.

The plant managers are required to fix 
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output which is minimum and feasible 
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output which equalizes the marginal 
cost.
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its unit, but in latter case it will put the 
production at halt. In either case, the 
industry is supposed to reach the 
equilibrium position. 

•
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•

w

•

Price Mechanism and 
Socialistic Economy

In free economy, the price mechanism 
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private property beyond the limit 
prescribed by the government. Thus, all 
the resources will be utilized by keeping 
the idea of social welfare in mind, and 
government will propose the necessary 
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that is well known to all. But there are 
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discuss some of them briefly:
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the demand and supply, to signal the resource allocation with 
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which acts a guide towards the production, distribution and 
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the fixed or controlled price system where the prices are fixed 
by the government in a planned economy or a controlled 
market, the free price system has no organisation to regulate 
the prices, in fact it is determined by the relative supply and 
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come to an agreement after which the trade takes place. When 
there is a surge in pricing for any particular commodity which 

is high in demand reflects that 
the stock and supply is 
limited. The producers or 
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limited resources, they 
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and a common and agreeable 
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between the producers and the 
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As the consumer's mind is 

fickle, that reflects on the demand 
too. So if something is extremely 
popular for a particular period of 

time, it might not be much sought 
after when the dust settles. By this 
time in order to meet the high levels of 
consumer demands the commodity is 
well stocked and now with the decline in 

demand, the prices of the commodity also need to be dropped 
to make sure all of it is sold. This way the lowering of prices 
signal the producers to control the production as the demand 
for it has dropped by then.

This mechanism can be best understood with the help of an 
example. Let us assume that a country might have a law stating 
that if a product being imported into their country is valued less 
than say suppose 20$ per unit, a tariff is levied on the product 
which finally results in its value being raised to 25$ per unit.

Trigger price is the price at which the product being 
imported into a particular country is automatically imposed with 
a tariff or excise, this increases the price by some value, and 
this is known as the trigger price mechanism.

Trigger prices are generally used when the importing 
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country wishes to encourage free trade but does not wish to let 
the importers overtake the market and kill the domestic 
industry profits.

This helps the government regulate the prices in the market 
irrespective to origin of the product, this is why the imported 
goods usually have higher prices than the domestic goods. It is 
the government imposed tax that makes it look more expensive.

With the market suffering with uncertainties and imbalance, it 
becomes necessary to take necessary measures to lay out a 
proper plan to make sure the price mechanism works 
seamlessly. With the growing realization of inequalities of 
income and property, there has been a widespread agreement 
about what can be done to curb the uncertainty. In addition to 
all this the exploitation of the consumer's interests by the 
supplier and the seller makes maintaining the equilibrium a lot 
more challenging issue.

In order to make sure that the prices don't plunge or 
plummet each time there is either an increase or a decrease in 
demand of the basic commodities.

When the price of a good or a commodity is controlled or 
dictated by the government or an organization, that price is 
known as the administered price and this mechanism is known 
as the administered price mechanism.

The regulation of prices is only for certain essential 
commodities which the government needs to ensure that it is 
accessible to all.

For example, gas prices are regulated by the government to 
prevent price gouging during the times of inadequacy. Rent 
controls are also applied to make sure everything meets a 
standard of reasonableness.

The price controls can specify an upper limit or price ceiling 
and a lower limit or price floor (minimum retail price for a 
particular good or service). This way the costs are stabilized for 
essential commodities such as sugar, staple foods, goods, bank 
interest rates and fees according to a rational standard.

In case of a supply and demand change for a particular 
good, the administered price is bound to change to subsidize 

Planning and price mechanism

Administered Price Mechanism

the producer or to protect the buyer.
The abolishment of the administered price mechanism can 

lead to private industries rapidly setting up retail operations 
resulting in a sudden rise in prices of that particular 
commodity. This is how the fuel prices keep rising day by day. 
Since it is an essential and is in deficit, people are ready to pay 
any amount at the time of natural calamities. This results in 
total chaos and the prices skyrocket to meet the demand supply 
imbalance. In cases like these, it is essential that the 
government or any governing agency takes control of the 
situation and makes sure the prices stay in the levels of 
affordability and reach.

As you can see the price mechanism influences the market 
in a lot of ways. With the signals from the prices, the 
consumers and the producers can understand the changes in 
the market condition with respect to a better understanding of 
the supply demand situation. If the prices are too high for a 
product, it is high in demand but is short in supply, this would 
signal the producers to produce more to meet the demands. If 
the prices are low, this means the demand is low and supply is 
higher, this signals the producer to halt the production for a 
while to avoid overstocking. This is the scenario of a free 
market system where the negotiations between the producer 
and the consumer play an active part in deciding the prices

In case of a trigger price mechanism the importers would be 
levied with an extra duty for importing that good into a foreign 
country's market making the prices higher than usual this way, 
the government can make sure the imported goods don't 
overtake their domestic market.

In case of the administered price mechanism, the 
government regulates the prices of the essential commodities to 
make sure they stay in the levels of affordability and 
reasonableness. This is usually more prevalent in the oil or fuel 
pricing since they are scarce in nature and are always in 
demand. w
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controls are also applied to make sure everything meets a 
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interest rates and fees according to a rational standard.

In case of a supply and demand change for a particular 
good, the administered price is bound to change to subsidize 

Planning and price mechanism

Administered Price Mechanism

the producer or to protect the buyer.
The abolishment of the administered price mechanism can 

lead to private industries rapidly setting up retail operations 
resulting in a sudden rise in prices of that particular 
commodity. This is how the fuel prices keep rising day by day. 
Since it is an essential and is in deficit, people are ready to pay 
any amount at the time of natural calamities. This results in 
total chaos and the prices skyrocket to meet the demand supply 
imbalance. In cases like these, it is essential that the 
government or any governing agency takes control of the 
situation and makes sure the prices stay in the levels of 
affordability and reach.

As you can see the price mechanism influences the market 
in a lot of ways. With the signals from the prices, the 
consumers and the producers can understand the changes in 
the market condition with respect to a better understanding of 
the supply demand situation. If the prices are too high for a 
product, it is high in demand but is short in supply, this would 
signal the producers to produce more to meet the demands. If 
the prices are low, this means the demand is low and supply is 
higher, this signals the producer to halt the production for a 
while to avoid overstocking. This is the scenario of a free 
market system where the negotiations between the producer 
and the consumer play an active part in deciding the prices

In case of a trigger price mechanism the importers would be 
levied with an extra duty for importing that good into a foreign 
country's market making the prices higher than usual this way, 
the government can make sure the imported goods don't 
overtake their domestic market.
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gain maximum profit and better output from their business. 
Unlike other rules and regulations of the economy, price 
mechanism is extremely flexible which provides enough room 
to change the system and methodologies as per the changing 
economic circumstances. It makes sure that right product is 
reaching to the consumer in a satisfactory amount, after all 
customers is the one which decides the fate of a business by 
either accepting it or rejecting it. Ultimately it is in the hands of 
consumer to decide whether they are happy with the product or 
not. There is one term known as “exclusiveness” which is not 
discussed in the previous sections. This term is also one of the 
major deciding factors. Because it aims to protect the spiritual 
and emotional value of a product which is the right of the 
consumer. Hence, when an interest becomes exclusive choice of 
society, it also becomes the right 
of consumer which should be 
protected in every manner.

Out of all the types of 
economies, the free market 
economy is one which is 
preferred the most. We know 
that it is a concept which does 
not exist in its original form and 
always faces an intervention 
from other participants. This free 
market may come with many 
uncertainties as people do not 
have exact information and 
details about the future of the 
goods. In order to make this free 
economy system work efficiently, 
the producers must be well 
aware of the goods and 
commodities. These 
uncertainties occur when there is no proper distribution of 
information about a particular good. There are very few people 
who understand the technical things of a particular good, and 
hence, they fail to judge a commodity in a proper way. This is 
one of the major causes of dullness in their business as well as 
economic activities. There is another factor which is important 
to know in order to avoid the market failures and risks. This is 
externality which is, in general terms, a side effect on an 
individual due to the actions of another individual. When you 
take decisions or make changes in any of your policies 
regarding economy which may include production, selling, and 
buying, your action will have an indirect effect on the people 
who are not internally related to your business, organization, or 
market. This is nothing but externality. When we talk of 
externality, it is of two types i.e. benefit and expense. Let us 
explain these two aspects using simple example. When a dam, 
road, or bridge constructed, the benefit goes to all the public 
who will be using that public service. It is the benefit caused by 
one individual to other individuals in an indirect manner. 
Similarly, when a factory is set up in a clean village or town, the 

fumes cause air pollution. This is the example for expensive 
externality where one decision of an individual affects a number 
of people in a negative way. When we seek the opinion of 
economic enthusiasts, they strongly suggest the idea of 
conventional production and business which is beneficial for all. 
One must not look at their own benefit, instead they must also 
take the safety and security of others into account for going 
hand in hand with their comfort and requirement. This will 
lead to flourishing of business because consumers are always 
attracted towards the healthy business and they prefer to go 
with the product which not only offers right value of their 
money but also ensures that it is produced in a user friendly 
manner. Another way in which one can achieve economic 
efficiency is through overcoming the monopoly in the market. 

Usually we have seen that there is 
always one firm which decides the 
potential of the market and sets a 
benchmark for branding, quality, and 
price. Other firms are supposed to 
set their standards at par with the 
organization which is having 
monopoly in the market. If they fail 
to do so, their existence in the 
market remains temporary and soon 
their product and business vanishes 
like a fog. This leads to dwindling of 
efficiency of the economy of a 
particular country and it should be 
monitored that each and every firm 
gets its own space to flourish as per 
their convenience.

In order to have a balanced 
market, one must make sure that all 
their target consumers are getting to 

know about their product. For example, when we see the public 
goods or services, we do not see equality in all places. In cities 
and towns we have light and well constructed roads, but the 
same is not available in remote areas and villages. Similarly, 
there are some goods which made with an aim to bring about a 
change in the society and market but it does not happen 
because it is not able to reach every consumer in the right way 
and right form. Many of the consumers remain unaware of 
number products, whereas others have already used and 
switched their preferences. In the light of aforesaid facts, the 
ultimate aim of this section is to create awareness on how to 
maintain a balanced market by keeping the ideas of price 
mechanism in mind. It is as simple as the terms demand and 
supply. We must implement the concept in appropriate manner 
and meet the economic goals in a right way by keeping all the 
aspects in mind. One must think rationally and then start a 
business exploring sufficient examples of success and failures. 
In this modern era or tools and technology, price mechanism 
still holds a lot of power to make a business work like never 
before. w

           In order to make
this free economy system

work efficiently, the producers
must be well aware of the
goods and commodities. 

These uncertainties occur
when there is no proper

distribution of information
about a particular good.

WHEN WE LOOK at all the facts, analysis, reports, and graphs 
based on price mechanism, it is clearly visible that it is one of 
the burning issues of present decade. After moving ahead of 
corruption and terror financing, the upcoming matter which 
should be highlighted is price mechanism. The price 
mechanism undoubtedly lies at the heart of the market 
economy. It is the central mechanism which guides the firm 
and production unit on what to produce, how to produce, and 
for whom to produce in the market. People invest their hard 
earned money into the products they want to use and consume. 
Thus, price mechanism is the deciding factor about what is 
preferred in the market of goods and commodities. It helps the 
firms to decide what they are supposed to produce and how 
much of the capital should be spent for the production. 
Therefore, the prices of the goods are a clear reflection of the 
demand for their profitability. These prices are more or less like 
a signal to the producers that they get from the market or 
through change in the pricing policies of other organizations. 
Using these signals along with the tools of price mechanism, 
the producers get to decide what they must actually produce. 
After deciding what to produce, the next step of the firm is to 
make a plan for how to produce. In every domain, there exists a 
process of natural selection which substantiates the better from 
the best. The world is all about the survival of the fittest and 
one has to level up its performance with respect to its 
competitor, especially in the domain of trade and business. In 
the market economy, it is quite obvious that each and every 
firm will try to maximize its profit. And, the ultimate way of 

doing it is by keeping the prices below the price proposed by its 
competitor. The organization that fails to do so, will eventually 
lose its importance in the market and will be eliminated after a 
certain period of time. In order to ensure its survival in the 
market and earn maximum profit, the firm must necessarily 
combine the inputs which are cost effective. In this way, one 
can undercut the prices of its competitors and increase the 
market value in a streamlined manner. Amidst all these 
processes, the price mechanism plays an extremely important 
role in helping the firm decide about each and every step they 
must take.

The cost of production has different factors and there are 
many elements in the production unit which must be taken 
care of. The prices of these factors also act as signals for the 
producer to decide what method they should employ for better 
production techniques. It must be ensured that the factors 
employed must be cheaper with respect to their marginal 
revenue of product. Thus, the price mechanism is the key 
which leads to an efficient allocation of resources in their least 
combination to the entrepreneur. There are several effects of 
price mechanism which are important to highlight. It helps in 
achieving both the technical and economic goals of the 
organization in an efficient manner. With this, one can make 
sure that not only there is a minimum wastage of resources but 
also these resources are utilized to their maximum extent for a 
more finished product and its genuine use. In other words, 
price mechanism is not just the backbone but also an invisible 
hand to guide the young and less experienced entrepreneurs to 
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gain maximum profit and better output from their business. 
Unlike other rules and regulations of the economy, price 
mechanism is extremely flexible which provides enough room 
to change the system and methodologies as per the changing 
economic circumstances. It makes sure that right product is 
reaching to the consumer in a satisfactory amount, after all 
customers is the one which decides the fate of a business by 
either accepting it or rejecting it. Ultimately it is in the hands of 
consumer to decide whether they are happy with the product or 
not. There is one term known as “exclusiveness” which is not 
discussed in the previous sections. This term is also one of the 
major deciding factors. Because it aims to protect the spiritual 
and emotional value of a product which is the right of the 
consumer. Hence, when an interest becomes exclusive choice of 
society, it also becomes the right 
of consumer which should be 
protected in every manner.

Out of all the types of 
economies, the free market 
economy is one which is 
preferred the most. We know 
that it is a concept which does 
not exist in its original form and 
always faces an intervention 
from other participants. This free 
market may come with many 
uncertainties as people do not 
have exact information and 
details about the future of the 
goods. In order to make this free 
economy system work efficiently, 
the producers must be well 
aware of the goods and 
commodities. These 
uncertainties occur when there is no proper distribution of 
information about a particular good. There are very few people 
who understand the technical things of a particular good, and 
hence, they fail to judge a commodity in a proper way. This is 
one of the major causes of dullness in their business as well as 
economic activities. There is another factor which is important 
to know in order to avoid the market failures and risks. This is 
externality which is, in general terms, a side effect on an 
individual due to the actions of another individual. When you 
take decisions or make changes in any of your policies 
regarding economy which may include production, selling, and 
buying, your action will have an indirect effect on the people 
who are not internally related to your business, organization, or 
market. This is nothing but externality. When we talk of 
externality, it is of two types i.e. benefit and expense. Let us 
explain these two aspects using simple example. When a dam, 
road, or bridge constructed, the benefit goes to all the public 
who will be using that public service. It is the benefit caused by 
one individual to other individuals in an indirect manner. 
Similarly, when a factory is set up in a clean village or town, the 

fumes cause air pollution. This is the example for expensive 
externality where one decision of an individual affects a number 
of people in a negative way. When we seek the opinion of 
economic enthusiasts, they strongly suggest the idea of 
conventional production and business which is beneficial for all. 
One must not look at their own benefit, instead they must also 
take the safety and security of others into account for going 
hand in hand with their comfort and requirement. This will 
lead to flourishing of business because consumers are always 
attracted towards the healthy business and they prefer to go 
with the product which not only offers right value of their 
money but also ensures that it is produced in a user friendly 
manner. Another way in which one can achieve economic 
efficiency is through overcoming the monopoly in the market. 

Usually we have seen that there is 
always one firm which decides the 
potential of the market and sets a 
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combination to the entrepreneur. There are several effects of 
price mechanism which are important to highlight. It helps in 
achieving both the technical and economic goals of the 
organization in an efficient manner. With this, one can make 
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PRICES TOTALLY DEPEND on shortage 
and surplus. It has vice versa effects to it, 
when there is shortage the prices increase 
substantially whereas when there is 
surplus then the prices usually fall.This 
most of the times happens with the 
products which are newly introduced or 
already in and are not very familiar to 
people. The producers will either get 
encouraged by the price fluctuation or 
there would be disappointment, for 
example- If there is a rise in price of a 
product then the producer would be more 
than happy to sell it as it will obviously 
make them earn more profit. And If the 
prices falls down they have to look at 
many ways to sell the product as there 
would be surplus of the product.

The same goes with the market 
analysis if the demand for a particular type 
of labor has increased its production 
supply, the shortage will go up as the wage 
rate, and hence reduction of firm's 
demand of that kind of labor and it has 
led more workers to do that type of job. It 

AFTERWORD

will continue rising until the supply and the 
demand are balanced or equal. The 
allocation of all the supply and demandonly 
depends on the market and no government 
interference is needed. The market can only 
run freely if there are no restrictions from 
the political side.

Government can only intervene when 
there are issues about capital and land. It 
depends on the consumer whether to buy 
the product or not. The same goes with the 
workers if they don't want to work in a 
particular industry then no one can force or 
coerce them. Price mechanism effects are 
totally dependent on the demand and 
supply of the market. It is based on 
assumptions like consumer wants, the 
value for money given to purchase whereas 
the suppliers want a profit from the selling 
of the product. It all depends on the firms 
which are developing and playing the 
sellers role, if there are increasing sellers 
then there are more chances of making the 
buyers satisfied with good service.

The economy depends on the market 

and if the market demands for a 
change then the economy has to do 
the changes and economy of that 
particular country depends on the 
consumers and the products which 
are sold. National income of the 
country relies on the demand and 
supply of the product. The reason 
unemployment is increasing is 
because the government is yet to take 
the important measures to allocate 
labor to the industry according to their 
ability. There is always a gap between 
distributing the wealth because some 
of the population already have it and 
some are working hard to get it. The 
government is still trying to create a 
free market so that it can be a huge 
boost to the economy and helps to 
develop more industries. The market 
is flexible and it changes according to 
the consumer, it's needs and demands 
towards the product, policies are made 
by government in accordance with the 
changing society. w
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points to note
\\ PRICING STRATEGYPOINTSTONOTE

the scarcity of the goods, the higher will be the price and 
higher will be the rationing of the resource.

Price mechanism, in simple terms, is a system of 
deciding the price for goods and commodities based on 
the forces of demand and supply. The buyers and sellers 
are the major deciding factors that bring about a change 
in the pricing of goods and commodities.

In signaling function, the market price adjusts according 
to the increase or decrease in the demand and supply of 
the resource.

Transmission of preference is all about conveying the 
change in needs and demands to suppliers so that they 
can also alter their supplies to the market.

Controlled use of money would combine as much as 
possible of the decentralized freedoms and peculiar 
efficiencies of the price mechanism with that extra 
extension of the field for State planning and control over 
total money demand, over the distribution of income and 
property, and over private monopoly which is necessary 
to avoid the chief evils of the interwar system.

Higher prices provided as an incentive to the producers 
to supply goods more because they provide the possibility 
of more revenue increases and so does the profits. The 
incentive functions when there is a rise in price, it is 
associated with an extension of supply along the existing 
supply curve of the production.

In the market of shoes, there is a group of people who 
have money and want shoes (demand). On the other 
hand, there is a group of people who have shoes and 
they want money (suppliers). The aim is to produce the 
right amount of products in the right place and maintain 
the equilibrium of demand and supply.

When looked at the concept graphically, it clearly 
indicates that supply curve (SS) and demand curve (DD) 
indicates the quantities supplied and demanded and it 
strictly relies upon price of the commodity. These two 
curves are helpful in determining how the prices and 
quantities are fixed in the market.

The price determination is not an easy process and it 
involves good number of steps such as market 
segmentation, estimate demand, marketing mix, pricing 
policies, pricing strategies, and pricing structure. The 
prices are determined in the light of marketing 
opportunities, competition, and many other valuables 
which are influencing the pricing factors.

An inefficient market is an economy where social 
optimality is not achieved and the resources are not 
optimally allocated. The governments intervene in the 
markets to address this inefficiency.

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

w

The black market is the venue where all the 
transactions and businesses take place outside the 
government authorized channels. These dealings 
usually occur under the table and this allows them 
to skip the government levied taxes and price 
controls. It is completely illegal and is considered as 
a federal or criminal offence based on the product 
that is being bought or exchanged.

A subsidy is a benefit given by the government to 
groups or individuals, generally in monetary form as 
a cash payment or a tax reduction. It is typically 
given to relieve the individual from some kind of 
burden and is often considered to be in the overall 
interest of the public or a public welfare act.

Mixed economy is an economic system which 
includes both socialism and capitalism. It is a 
system where private property and asset is protected 
and the private sector is given some amount of 
economic freedom to use the capital as per their 
wish.

Free market economy is a type of economy where 
there is hardly any intervention from the side of 
government. In some cases the government poses 
few restrictions to keep the things going in a 
streamlined manner, but in most of the cases there 
is no interference from government.

A socialist economy is the one where government 
controls and regulates the economic system to make 
sure that equal social opportunity is given to the 
people of respective nation. In socialist economy the 
government has the authority to check the means by 
which production is done and plan the further 
process of down streaming as well as income 
distribution.

Trigger price is the price at which the product being 
imported into a particular country is automatically 
imposed with a tariff or excise, this increases the 
price by some value, and this is known as the 
trigger price mechanism.

Pollution Pricing Reform (PPR) is the process of the 
adjustment of market rates to incorporate the direct 
environmental impact on measurable parameters 
such as dust and gas exhaust from combustion 
engines etc. This approach is not the same as the 
general ecologic taxation schemes, where the 
measurability of the impact is unavailable on short 
term or direct comparison of the tax affected choice 
for investment or operation. 

AFTER READING EVERYTHING 

•

•

in detail about the 
concept of price mechanism, here are some of the 
important points which are worth the spotlight. This 
will prove to be useful for brief reference to the readers 
and will create awareness amongst them.

The system of controlled price mechanism prevails in 
countries which are either socialist of communist. In 
this system, the government of the respective country 
holds an exclusive right to check the production, 
distribution, and consumption process. The central 
authority of any country has the responsibility to solve 
the basic matters related to the matters such as what 
to produce, how to produce, and for whom to 
produce.

The authority has taken steps to enable the proper 
distribution of various goods at genuine price through 
ration shops or fair price shops. This is in order to 
reach out to the consumers in a friendly manner and 
set a healthy culture of price mechanism.

•

•

•

•

Price ceiling is a method which is imposed by 
government and implemented by the central planning 
authority. In this system, the government limits the 
pricing of goods and products which are supplied to 
them.

Price floor is also a system of that determines how 
much price value goes for a particular commodity 
and it is imposed by the government of the respective 
country. It has a crucial role to play in agricultural 
development because it makes sure that both buyers 
and sellers are receiving genuine price for the 
commodities.

In public distribution systems the food grains are 
distributed at subsidized rates to the poor people and 
all the process is maintained by coordination of both 
state and central government.

Rationing function of price, in simple words, is 
uplifting the price of the goods when demand gets 
high and resources are scarce. In short, the greater 
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Price ceiling is a method which is imposed by 
government and implemented by the central planning 
authority. In this system, the government limits the 
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•

•

•

•

•

Role of controlled price mechanism

•

As already mentioned above, there exists a central planning 
authority which takes all the decisions related to production 
as per the rules and regulations laid by the government.
It is the responsibility of this central planning authority to 
determine the level of new investment by taking into account 
the long-term financial goals of the respective 
organization. The factors such as amount of 
income, economy, risk tolerance, future needs 
and expected returns are considered while 
deciding the level of investment.
The planning authority is the stakeholder for 
allocating the resources to make sure that 
available assets are optimally utilized at right places. A well-
structured plan is implemented to support the strategic goals 
of the respective organization and balance the growing needs 
as well as priorities to maximize the return on investment.
The authority has taken steps to enable the proper 
distribution of various goods at genuine prices through ration 
shops or fair price shops. This is in order to reach out to the 
consumers in a friendly manner and set a healthy culture of 
price mechanism. In this process, it is made sure that 
consumers receive all the necessary goods at a nominal price 
and the entire system is coordinated with the help of both 
central as well as state government. The central planning 
authority is responsible for procurement, storage, and 
distribution of the goods into the established network of fair 
price shops located in different places across the state.
The government is supposed to take care of all the factors 
which are related to human resource of the country. The 
wage rate and interest rate is important for the workers 
which are a part of production and distribution firms. It is 
mandatory to keep in mind the needs and expectations of the 
workers which are supporting the firm manually. By taking 
care of wage rates and interest rates, the planning authority 
ensures that there is no exploitation of the man-power 
available to the firm.

As we have already highlighted that price mechanism can be 
controlled by the government in both direct as well as indirect 
ways. Given below are some important roles of controlled price 
mechanism that will clarify the concept of price mechanism 
which is controlled by the government.

Price ceiling: This is a method which is imposed by 
government and implemented by the central planning 

authority. In this system, the government limits the pricing of 
goods and products which are supplied to them. This will 
make sure that consumers are not charged excessively for any 
commodity they buy.
Price floor and agricultural development: Price floor is also a 
system of that determines how much price value goes for a 
particular commodity and it is imposed by the government of 
the respective country. It has a crucial role to play in 
agricultural development because it makes sure that both 
buyers and sellers are receiving genuine price for the 
commodities. It is important because the prices are made 
affordable for both middle class and lower class people 
deprived of quality resources. It makes sure that equilibrium 
is maintained by decreasing the price for buyers and 
increasing the gain for sellers.
Public distribution systems and rationing: This is one of the 
best steps taken to ensure food security for the population 
belonging to lower middle class and underprivileged section. 
The food grains are distributed at subsidized rates to the poor 
people and the process is maintained by coordination of both 
state and central government. One of the prominent parts of 
rationing system is fair price shops which are installed in 
order to ensure that bulk allocation of food grains to different 
places is properly distributed amongst the needy.
Monetary Policy: The government can make new policies or 
amend the old ones during the time of inflation or recession. 
This process is also done by coordinating with central bank 
of the respective country.
Government Expenditures: We all are aware that expenditure 
of central government majorly affects the economy of the 
country. The government has the authority to make changes 
in tax policy, trade policy, income redistribution policy, 
expenditure policy, public debts, etc. All these things are done 
by keeping in mind the needs and expectations of both 
sellers and consumers. 

•

•

•

•

w

THE CONCEPT BEHIND price mechanism in the economy of 
any country is to strike a balance in production as well as 
consumption. All these things include a close inspection of 
quality and quantity of the products or items which are being 
produced. As we have already seen that there is no intervening 
authority between the producers, sellers, and buyers but it is 
important for someone to monitor each and everything related 
to this domain. At this point, controlled price mechanism plays 
an important role in the economy of any country. The system of 
controlled price mechanism prevails in countries which are 
either socialist or communist. In this system, the government 
of the respective country holds an exclusive right to check the 
production, distribution and consumption process. The central 
authority of any country has the responsibility to solve the basic 
matters related to the matters such as what to produce, how to 
produce and for whom to produce.

The central government has the authority to decide upon the 
various commodities which the economy is supposed to 

produce with all the resources which are available for them. The 
authority ensures that all the goods and services are reaching 
customers with nominal price and they make proper 
arrangements for ensuring this. The government can interfere 
to implement this controlled price mechanism in both direct as 
well as indirect ways. Before going deep into the matters of 
price mechanism, we must have a brief look on features and 
role of controlled price mechanism. In this way, it will be easy 
to understand how care is taken to give the best to consumers.

The prices are decided and fixed as it is prescribed by the 
government.

Main features of controlled price mechanism are given 
below:

•
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of the respective organization and balance the growing needs 
as well as priorities to maximize the return on investment.
The authority has taken steps to enable the proper 
distribution of various goods at genuine prices through ration 
shops or fair price shops. This is in order to reach out to the 
consumers in a friendly manner and set a healthy culture of 
price mechanism. In this process, it is made sure that 
consumers receive all the necessary goods at a nominal price 
and the entire system is coordinated with the help of both 
central as well as state government. The central planning 
authority is responsible for procurement, storage, and 
distribution of the goods into the established network of fair 
price shops located in different places across the state.
The government is supposed to take care of all the factors 
which are related to human resource of the country. The 
wage rate and interest rate is important for the workers 
which are a part of production and distribution firms. It is 
mandatory to keep in mind the needs and expectations of the 
workers which are supporting the firm manually. By taking 
care of wage rates and interest rates, the planning authority 
ensures that there is no exploitation of the man-power 
available to the firm.

As we have already highlighted that price mechanism can be 
controlled by the government in both direct as well as indirect 
ways. Given below are some important roles of controlled price 
mechanism that will clarify the concept of price mechanism 
which is controlled by the government.

Price ceiling: This is a method which is imposed by 
government and implemented by the central planning 

authority. In this system, the government limits the pricing of 
goods and products which are supplied to them. This will 
make sure that consumers are not charged excessively for any 
commodity they buy.
Price floor and agricultural development: Price floor is also a 
system of that determines how much price value goes for a 
particular commodity and it is imposed by the government of 
the respective country. It has a crucial role to play in 
agricultural development because it makes sure that both 
buyers and sellers are receiving genuine price for the 
commodities. It is important because the prices are made 
affordable for both middle class and lower class people 
deprived of quality resources. It makes sure that equilibrium 
is maintained by decreasing the price for buyers and 
increasing the gain for sellers.
Public distribution systems and rationing: This is one of the 
best steps taken to ensure food security for the population 
belonging to lower middle class and underprivileged section. 
The food grains are distributed at subsidized rates to the poor 
people and the process is maintained by coordination of both 
state and central government. One of the prominent parts of 
rationing system is fair price shops which are installed in 
order to ensure that bulk allocation of food grains to different 
places is properly distributed amongst the needy.
Monetary Policy: The government can make new policies or 
amend the old ones during the time of inflation or recession. 
This process is also done by coordinating with central bank 
of the respective country.
Government Expenditures: We all are aware that expenditure 
of central government majorly affects the economy of the 
country. The government has the authority to make changes 
in tax policy, trade policy, income redistribution policy, 
expenditure policy, public debts, etc. All these things are done 
by keeping in mind the needs and expectations of both 
sellers and consumers. 

•

•

•

•

w

THE CONCEPT BEHIND price mechanism in the economy of 
any country is to strike a balance in production as well as 
consumption. All these things include a close inspection of 
quality and quantity of the products or items which are being 
produced. As we have already seen that there is no intervening 
authority between the producers, sellers, and buyers but it is 
important for someone to monitor each and everything related 
to this domain. At this point, controlled price mechanism plays 
an important role in the economy of any country. The system of 
controlled price mechanism prevails in countries which are 
either socialist or communist. In this system, the government 
of the respective country holds an exclusive right to check the 
production, distribution and consumption process. The central 
authority of any country has the responsibility to solve the basic 
matters related to the matters such as what to produce, how to 
produce and for whom to produce.

The central government has the authority to decide upon the 
various commodities which the economy is supposed to 

produce with all the resources which are available for them. The 
authority ensures that all the goods and services are reaching 
customers with nominal price and they make proper 
arrangements for ensuring this. The government can interfere 
to implement this controlled price mechanism in both direct as 
well as indirect ways. Before going deep into the matters of 
price mechanism, we must have a brief look on features and 
role of controlled price mechanism. In this way, it will be easy 
to understand how care is taken to give the best to consumers.

The prices are decided and fixed as it is prescribed by the 
government.

Main features of controlled price mechanism are given 
below:

•

53THE AWARE
CONSUMER

JUNE
201752 THE AWARE

CONSUMER
JUNE
2017



CONSUMEREXPRESS
Where can consumers have their say about policies and legislation,
about their needs and requirements, about products and services,
about genuine and fraud companies? We provide you the platform
to share with our readers your experiences.
Write to us: bejonmisra@consumerconexion.org

Prices should be controlled in the market keeping in 
mind that the market equilibrium is not disturbed. 
The general price mechanism is, when the supply is 
low, prices are high and when the supply is high, 
prices are usually low. This equilibrium is set by the 
supply and demand.

When a government controls price in a mixed 
economy, they either set the price of a product higher 
than the equilibrium market price or lower. This 
causes instability in the market. The supply of a 
product might be high, but the government has 
increased the prices. This situation exploits the 
consumers' rights as they are unable to buy that 
necessity, which they might have bought in an 
equilibrium market.

Similarly, when the prices of a product are set low by 
the government, then people might keep on buying it 
more. Here, the pressure of supply falls on the 
manufacturers as they are slowly going out of stock. 
At extreme situations, when a necessity product goes 
out of stock due to low government prices, it creates 
serious problems in the economy as they are no longer 
any products to be supplied by the manufacturer.

Price control is a very sensitive issue in a mixed 
economy. Certain limitations and extreme supervision 
are required when prices are to be set by the 
government. If the plan doesn't go according to the 
requirements, then there can be chances of the 
economy being crippled for a long duration of time. w

THE PRICE IS determined according to the 
policies and programmes which are pursued for 
the development of a nation. When we talk 

about nation, it does not only include the economy and 
the money flow. Public's interests are also being taken 
care of and their protection is also ensured.

In a country like India, where mixed economy prevails, 
there should be a certain authority that would check the 
prices in the competitive market. This will keep a check 
on the price mechanism and on studying the result, 
consumer protection plans are made. In this way, 
monopolies can also be kept in control.

Price control also lets the government distribute 
resources equally among people. This system makes 
sure that each and every person is able to buy the 
goods. Otherwise, if price control wasn't initiated, then 
the rich would have enjoyed all the luxuries and the poor 
would have no chance to grow.

In a mixed economy, the price control is done looking 
at the purchasing power and the production goods. This 
means that demand and supply act as two factors in 
determining price in a competitive economy. Price 
control is also needed at times when the product is in 
short supply.

At times, price control can even become restraint to the 
demand. When there is a scarcity of certain goods, the 
prices tend to rise. But even if the demands don't 
decrease, the prices raise more which creates a blockage 
for consumers to buy that product.

POLICIES ON PRICING
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causes instability in the market. The supply of a 
product might be high, but the government has 
increased the prices. This situation exploits the 
consumers' rights as they are unable to buy that 
necessity, which they might have bought in an 
equilibrium market.

Similarly, when the prices of a product are set low by 
the government, then people might keep on buying it 
more. Here, the pressure of supply falls on the 
manufacturers as they are slowly going out of stock. 
At extreme situations, when a necessity product goes 
out of stock due to low government prices, it creates 
serious problems in the economy as they are no longer 
any products to be supplied by the manufacturer.

Price control is a very sensitive issue in a mixed 
economy. Certain limitations and extreme supervision 
are required when prices are to be set by the 
government. If the plan doesn't go according to the 
requirements, then there can be chances of the 
economy being crippled for a long duration of time. w

THE PRICE IS determined according to the 
policies and programmes which are pursued for 
the development of a nation. When we talk 

about nation, it does not only include the economy and 
the money flow. Public's interests are also being taken 
care of and their protection is also ensured.

In a country like India, where mixed economy prevails, 
there should be a certain authority that would check the 
prices in the competitive market. This will keep a check 
on the price mechanism and on studying the result, 
consumer protection plans are made. In this way, 
monopolies can also be kept in control.

Price control also lets the government distribute 
resources equally among people. This system makes 
sure that each and every person is able to buy the 
goods. Otherwise, if price control wasn't initiated, then 
the rich would have enjoyed all the luxuries and the poor 
would have no chance to grow.

In a mixed economy, the price control is done looking 
at the purchasing power and the production goods. This 
means that demand and supply act as two factors in 
determining price in a competitive economy. Price 
control is also needed at times when the product is in 
short supply.

At times, price control can even become restraint to the 
demand. When there is a scarcity of certain goods, the 
prices tend to rise. But even if the demands don't 
decrease, the prices raise more which creates a blockage 
for consumers to buy that product.
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In mid-1970s and late 1980s, the scientists and organic 
chemists from these institutes formed productive, cost-

effective methods to boost active pharmaceutical ingredients 
manufacturing. This helped generic manufacturers to develop 
low-cost generic new medicines. 

38 THE AWARE
CONSUMER

OCTOBER
2015
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about their needs and requirements, about products and services,
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What do the consumers feel
about access to healthy
wholesome food Vs Junk Food?
Why is it that the consumers
are getting attracted towards 
Junk Food? Is it ADVERTISEMENT
and Celebrity Endorsement?

Mannu AroraDelhi

Frankly speaking, I don't get attracted to junk foods 
because of advertisements or celebrities endorsing them. 
It is sheer lack of time that propels me for junk foods. I 
and my wife both are working. By the time we reach 
home from office, it is already very late in the night. 
Being fatigue, we both prefer to have fast foods to satiate 
our hunger. But we make it a point to eat healthy, 
balanced foods when on leave or weekends. After all, we 
are aware of the harmful effects of these junk foods. 

Kamalakant Ojha
Bihar

You will find ready-to-eat foods at school 

canteens all across India. This has nothing 

to do with advertisements, but the lax 

attitude on part of school and local 

administration to see that these unhealthy 

foods are not kept in the school premises. It 

can be factored as one of the biggest cause 

of rise in junk food habits among kids and 

youth. There has been a long standing 

demand of child rights activists, 

nutritionists and public health experts to 

discourage the availability of fast food and 

other food items containing unhealthy 

ingredients in and around schools. There is 

even a PIL filed in the Delhi High Court, 

demanding a ban on junk food and 

carbonated drinks in schools and on their 

sale within a radius of 500 yards. The 

government has wake up to the demands of 

these experts and see that India doesn't 

carry the burden of high levels of 

malnutrition coupled with growing levels of 

obesity caused by diets high in sugar, oil 

and salt.

Ramesh Kumar
Delhi

While there are high pitch advertisements by companies to attract consumer to their products, efforts 
are also on to make these products as addictive as possible. This, unfortunately, has side-effect of stimulating metabolism to burn carbohydrates as its primary fuel. As long as our body is in primary 

carbohydrate-burning mode, we long for these types of foods. In US, excessive consumption of processed 
foods and snacks has led to spike in obesity and other diseases. The days are not far when we Indians too 

will come to terms with cases like these. So, I urge our governments at state and central levels to take 
necessary measures and ensure that these companies conform to the food processing standards as prescribed by the law. 

Anil V.K.
Kochi, Kerala

I believe in the philosophy of 'Health is 

Wealth'. To me, a healthy and wholesome 

food is the perfect diet to keep ourselves fit 

both physically and mentally. I always 

mentor my kids against eating 

junk/unhealthy foods as a habit. However, on 

their insistence, I let them eat on weekends. The 

good thing is that my kids have also begun 

understanding the risk of eating these unhealthy foods. I 

advice parents too that they can regulate the consumption habits 

of their kids. There are some parents who let their children eat 

junk foods out of their laziness. It's high time these parents 

overcome their laziness and start feeding healthy foods to their 

kids to save the latter from falling prey to diseases.

I am of the view that advertisements do make 
an impact of the mindset of the viewers, 
resulting in consumers' tilt towards junk 
foods. The advertisements/celebrity 
endorsements have maximum influence on 
kids. While we crave for junk foods, we 
shouldn't forget that they are harmful to us in 
many ways. The excessive consumption of 
junk foods can cause obesity and sometimes 
diabetes in young kids. Hence, it becomes duty on part of parents to 
advise their children against rampant consumption of junk food items. 
The love of junk foods, which is currently endemic in urban spheres, 
has now been finding places in rural and towns too for quite a few 
years.

Vartika Rawat
Dehradun
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The
government
lost about

39,200 crore
in tax collections to
the counterfeit trade
in 2014, an increase
of 50  per cent from

26,100 crore
in 2012.
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Cruise Ship Management because 
tourists prefer to experience a good 

stay at cruise instead of some 
luxurious suite in five star hotels.

INSURANCE AND
TAX DEDUCTIONS

Investing in the Life insurance policy not only
ensure you in a financially secure future,
but can offer several tax deduction benefits.

In 1993, the 
Government set 
up a committee 
under the 
chairmanship of 
R.N Malhotra, 
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When words and pictures are 
static, they hold a larger impact 
than anticipated. Print Media is 
the preferred choice for marketers 
for its long lasting impression, if 
executed wisely.

Social media
changing the

face of digital
distribution

Advertising through 
Facebook, Twitter, Blogging 

and other social websites 
provide media companies

an opportunity to influence 
wider and more diverse 

audiences.


