Price: Amount of money charged for a product/service, or the sum of the VALUES that customers exchange for the benefits of having o using the product or service.

Historically: Price is a major factor. now still Firm’s Market Share and profitability

4Ps -Price, Product, Promotion, Placement. PRICE only one that is INFLOW OF REVENUE. --> Most Flexible out of the 4 P. 
--> Creating and Capturing Value.

Product cost: floor of the price. Customer’s perception of product value = ceiling

Value-Based Pricing
Understanding customer value of a product/service --> before the marketing programme is set. 

Cost based pricing --> product driven.

Companies --> hard to measure the value customers will attach to a product. Service- different consumers and different situations
1. Good Value Pricing: Right combination of Quality/ Service at a FAIR PRICE
a. Less expensive version of established brand name (Armani  Armani exchange)
b. Retail Level:  ECLP Every Day Low Pricing (Constant low price with few temporary discount) Walmart
c. High-low pricing: Higher pricing but FREQUENT promotions 
(VS )
2.  Value Added Pricing: Value-Added features and services to differentiate a company’s offer and charging higher prices. 
a. Build pricing power (no price competition and justify higher prices)
b. Build value in its market offering. 
c. Customers not motivated by Price, what they get for what they paid. 
d. Smart marketers price their products accordingly. 

Company and Product Cost – Floor Price

Cost-based pricing – setting prices based on cost for a) producing, 	
										 b) distributing,
										 c) selling  
the product plus a fair rate of return for effort and risk. 

Fixed Cost (overhead), Variable Cost. Total cost = fixed + variable cost. 
Price = minimum total cost
Cost vs levels of production
				
Experience curve/ learning curve (Long run average cost curve) drop in average $/ per unit production cost that comes with accumulated production experience. 
Implication –ve slope: fall faster if company makes and sells more during a given timer period. 

Cons: Single-minded focus.  Cheap image for brand. Competitors are weak? Competitors might find a new lower-cost way to produce. 

Pricing Strategy.
1. Cost- Plus Pricing
 Adding standard mark-up to the cost of the product.
 not make sense. Since ignores demand and competitor price.
but still very popular, since marketers always more certain in cost than demand. Simple pricing strategy.
competitors use the same method, pricing tends to be similar. Price competition minimized.
fairer to both buyers and sellers. 
2. Break-even pricing/ target profit pricing 
Target profit. Target profit volume
 price elasticity, competitor price. To charge a higher price.
3. Other Internal/ External Considerations Affecting Price Decisions. 
a. Overall Marketing Strategy, Objectives, Mix.
decide on overall marketing strategy. Target market + positioning. 
Pricing important  accomplish company objectives 
Target costing  starts with ideal selling price, then target costs that ensure the price will be met. Customer-value considerations  target costs that will ensure price is met. 
Organizational Considerations  small company usually set by top MGMT. Large companies, usually dividional/product line managers. Airlines  pricing departments.
b. Market and Demand 
Pricing in different types of markets 
P 360 – 362. Formulas for target breakdown.
c. Competitors Strategies and Prices
Pricing strategy  affect the nature o the competition. Use benchmarks as starting points.
Question: 
1. How does company market offering compare with competitors? Offerings?
2. How strong are current competitors and what are their current pricing strategies?
3. How does the competitive landscape influence customer price sensitivity? More information customer own  more price sensitive. Easy product comparisons. SUPERIOR value for the price.
New-Product pricing strategies.

1. Market- Skimming pricing
2. Market Penetration pricing.
 
Product Mix Pricing Strategies 
1. Product Line Pricing (L’oreal)
2. Optional Product Pricing (cars, optional features, start with base price)
3. Captive Product Pricing (Razors)
4. By-product Pricing (seek a market for by-product/ lower main produc price)
5. Product-bundle Pricing (reduced price)

Price Adjustment Strategies 

1. Discount and Allowance pricing. (Cash Discount 2/10 n/30. Quantity Discount (large volumes) Seasonal. (production steady during the yr.) Trade-in allowance. Promotional Allowance

2. Segmented Pricing: difference in selling prices. Not based on difference in costs. Product Form pricing (Evian water example) Customer-Segment pricing (senior/children ticket @ocean park) Location Pricing (Department stores vs. drugstore/ university international). Time Pricing. (Hotel, resorts. )
Also called Revenue MGMT/ Yield MGMT. 
 Requirement: 1. Market is segmentable. Show different degrees of demand. 2. Cost of segmenting and watching the market cannot exceed the extra revenue obtained from the price difference. 3. Legal. 4. Justified  (Real difference) in customer perceived value. 

3. Psychological Pricing Customers use price to judge quality. Psychology of prices, price is informative of the product. Customers cant judge quality  lack of information/skills  price become important signal.
Reference Prices: prices buyer carry in their mind. Noting current prices, remembering past prices, buying situation. (Display products at same price range.) 19.99 vs 20.00  psychological price difference is greater. Dight has symbolic and visual quanlities that should be considered in pricing.

4. Promotional Pricing 
Below list price excitement/urgency. Discounts/ Special event pricing/Cash Rebates/ Low interest financing, longer warranties, or free maintenance
Bad effects: Deal Prone customers. Constant promotion, erode brand value. Price wars. Prevent using effort to develop effective long-term strategies.

5. Geographical Pricing.
FOB- origin (free-on-board, same price, customers pay freight) expensive for distant customers
Uniform-delivered pricing: 1 price (freight included@ average freight cost) for all customers. More distant customer order, easy to administer, advertise nationaly/internationaly. 
Zone pricing: 2/more zones. Same price within a given zones.

6. Dynamic Pricing. Adjusting prices continually to meet characteristics/ needs of customers and situation. Priceline. Internet. Could tailor shopper’s behavior, customer’s desire. Monitor inventory, cost, demand and adjust prices accordingly. Reshape demand on-the-go to meet supply conditions. Buyer- price comparison. Online aution site and exchanges. Not to use dynamic pricing to take advantage of certain customers group. Amazon example, damage important customer relationship.

7. International Pricing
Consider: economic conditions, competitive siutations, law & regulations, wholesaling/retailing system. Consumer perceptions and preferences. Different marketing strategies in different countries. Cost* important. Some: price escalation (Gucci handbag, levi’s jeans) some: cost of selling: duty, tariff, shipping, insurance etcetc.

8. Price Changes.
Must anticipate buyer and competitor response.
Initiating Price Changes.

a. Initiating Price Cut (excess capacity, falling demand strong comptetition, boost sales share) cut low prices to get economies of scale.
b. Initiating Price Increases: Cost inflation past some $ to customers. Overdemand (firm couldn’t supply, no capacity) avoid being perceived as a price gouger. Increase gov regulation, turn down customers. Techniques: maintain sense of fairness. PR – why prices are being raised. Low visibility moves (droping discounts, increasing minimum order sizes.)
c. Buyer Reaction to Price changes. Differently Rolex: increase price, decrease price. Vs Other brands
d. Competitor Reaction to Price changes. React when # of firms involved is small, product is uniform, buyers are well informed about product and prices. Competitor could anticipate in various ways. Guess comp’s likely reaction. Separate analysis (different firm reactions.) match
e. Responding to prices changes P.377 figure. 1. Reduce its  Price (Price sensitive customers) reduce product quality,service,communication to improve profit margin. 
2. Raised the perceived value (improve communication etc) 3.Improve quality and raise price, justify more expensive price. 4. Launch a low-price fighting brand  market share lost is price sensitive and will not respond to arguments of higher quality 

9. Public Policy and Pricing. 
price competition: free-market economy. Laws restricting pricing practices. Competition Act: 1. Foster competitive environment 2. Protect Customers. 
Price-Fixing.  cant set prices talking to competitor. Conspiracy. 
Predatory Pricing  selling below cost. Gaining higher long-run profits. 
Pricing Across Channels  same price terms from a given customer at a given level of trade. (if you could justify the cost) 
Deceptive Pricing: seller states prices or price savings not actually available to consumers
Scanner Fraud

10. Ethical Issues in Pricing
Consumers can understand prices and realistically compare them?
[bookmark: _GoBack]When should consumers negotiate prices?
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