Chapter 11
What is a Price
· The amount of money charged for a product or service
· The sum of all the values that the customers give up to gain the benefit 
· Only element in the marketing mix that produces revenue; all other elements represent costs
· Common mistakes: pricing that is too cost oriented rather than customer-valued oriented, and pricing that does not take the rest of marketing mix into account
Factors to Consider when Setting Prices
Customer Perceptions of Value
· Value-based pricing- uses buyers perceptions of value, not the sellers cost as the key to pricing
                          -marketer cannot design a product and marketing program and then set the price

· Cost-based pricing is product driven
· It sets a price that covers costs plus a target profit
· Value-based pricing- sets the target price based on customer perception of value. The targeted value and price then drive decisions about what costs can be incurred and the resulting product design 
· Good-value pricing- offering just the right combination of quality and good service at a fair price
· Everyday low pricing- involves charging a constant, everyday low price with few or no temporary discounts.
· High-low pricing- charging higher prices on an everyday basis but running frequent promotions to lower prices temporarily on selected items 
· Pricing power- power to escape price competition and justify higher prices and profit margins
· Value-added pricing- attach value-added features and services to differentiate their offers and thus support higher prices
· Customers are motivated not by price, but by what they get for what they paid
Company and Product Costs
· Cost-based pricing- involves setting prices based on the costs for producing, distributing, and selling the product plus a fair rate of return for its effort and risk
Types of Costs
· Takes 2 forms: fixed and variable
· Fixed or overhead-costs that do not vary with production or sales level
· Variable costs- vary directly with the level of production
· Total costs- sum of the fixed and variable costs for any given level or production
Costs as a Function of Production Experience
· Experience curve- drop in the average cost with accumulated production experience
Cost-Plus Pricing
· Adding a standard mark-up to the cost of the product 
Break-Even Analysis and Target Profit Pricing
· Break-even pricing or target profit pricing- setting price to break even on the costs of making and marketing a product, or setting price to make a target profit
     -uses concept of break-even chart which shows the total cost and total revenue expected at different sales volume levels

· Break-even volume= fixed costs/(price-VC)
Other Internal and External Considerations Affecting Price Decisions
· Internal factors- companies overall marketing strategy, objectives, and marketing mix, as well as other organizational considerations

· External factors- include the nature of the market and demand, competitors strategies and prices, and other environmental factors

Overall Marketing Strategy, Objectives and Mix
· Target costing- reverses the usual process of first designing a new product, determining its cost, and then asking can we sell it for that
                     -starts with ideal price, and then targets costs that will ensure price is met

· Other companies deemphasize price and use other marketing mix tools to create non-price positions

· Customers rarely buy on price alone

The Market and Demand
· Pure competition- the market consists of many buyers and sellers trading in a uniform commodity such as wheat, copper, or financial securities. No single buyer or seller has much effect of the going market price
                          -marketing research, product develop, pricing, advertising, and sales promotions play little or no role

· Monopolistic competition- market consists of many buyers and sellers who trade over a range of prices rather than a single market price

· Oligopolistic competition- market consists of a few sellers who are highly sensitive to each others pricing and marketing strategies. Product can be uniform(steel)  or nonuniform( cars, computers)  

· Pure monopoly- market consists of one seller

                               -in a regulated monopoly, the government permits the company to set rates that will yield a “fair return”

                                 -Nonregulated- free to price at what the market will beat

· Demand curve- shows the number of units the market will buy in a given time period at different prices that might be charged

· With prestige goods, the demand curve will sometimes curve upward.  Consumers think that higher prices mean more quality

· Price elasticity- how responsive demand will be to a change in price

· If demand hardly changes with a small change in price, the demand is inelastic

· If demand changes greatly, the demand is elastic

· The less elastic the demand, the more it pays for the seller to raise the price

· What determines the price elasticity of demand? 

· Buyers are less price sensitive when the product they are buying is unique or high in quality

· Also when products are hard to find 

· Total expenditure for a product is low relative to their income

Competitors Strategies and Prices

· Company should ask several questions 

· How does the company’s market offering compare with competitors offerings in terms of customer value?

· How strong are current competitors and what are are their current pricing strategies?

· How does the competitive landscape influence customer price sensitivity 

Other External Factors 
· Economic conditions
· How will resellers react
· Government
· Social concerns 
New- Product Pricing Strategies 
· When pricing products for the first time, marketers have the choice of 2 strategies: market skimming pricing and market penetration pricing 
Market- Skimming Pricing
· Companies set high initial prices to “skim” revenues layer by layer from the market 
· Makes sense only under certain conditions
· 1st the products quality and image must support its higher price and enough buyers must want the product
· 2nd, the cost pf producing a smaller volume cannot be so high that they cancel the advantage of charging more
· 3rd competitors should not be able to enter the market easily and undercut the high price
Market-Penetration Pricing
· Setting a low initial low price to penetrate the market quickly and deeply
· High sales volume results in falling costs, allowing the companies to cut their prices even further
· Conditions: market must be highly price sensitive, and production and distribution costs must fall as sales volume increases, and low price must help keep out the competition 
Product Mix Pricing Strategies
· 5 product mix pricing situations
Product Line Pricing
· Companies usually develop product lines rather than single products
Optional-Product Pricing

· Offering to sell optional or accessory products along with their main product
Captive- Product Pricing
· Setting a price for products that must be used along with a main product, such as a blade for a razor
· In the case of services, this captive-product is called 2-part pricing
· Price of the service is broken into a fixed fee and variable usage rate
By-Product Pricing
· The company seeks a market for these by-products to help offset the costs of disposing of them and to help make the price of the main product more competitive 
Product Bundle Pricing
· Sellers often combine several of their products and offer the bundle at a reduced price
· Ex. Fast food restaurants bundle a burger, fries, and a drink
Price Adjustment Strategies
Discount and Allowance Pricing
· Discounts- a straight reduction in price on purchases during a stated period of time 
· Cash discount- a price reduction to buyers who pay their bills promptly
· Quantity discount- price reduction to buyers who buy large volumes
· Seasonal discount- P.R to those who buy merchandise or services out of season
· Allowances- another type of reduction from the list price
· Trade-in allowances- p.r given for turning in an old item when buying a new one
· Promotional allowances- payments or price reductions to reward dealers for participating in advertising and sales support programs 

Segmented Pricing
· The company sells a product or service at 2 or more prices
· Customer-segmented pricing- different customers pay different prices for the same product or service
· Product- form pricing- diff versions of the product are priced differently but not according to differences in their costs
· Location pricing- company charges diff prices for diff locations
· Time pricing- firm varies its price by the season, month, day, or even hour
· Goes by diff names: revenue management and yield management (airlines, hotels, restaurants) 
Psychological Pricing
· Sellers consider the psychology of prices and not simply the economics
· Ex. Consumers usually perceive higher-priced products as having higher quality
· Reference prices- prices that buyers carry in their minds and refer to when looking at a given product
Promotional Pricing
· Companies will temporarily price their products below listed price and sometimes even below cost to create buying excitement and urgency
· Seller may offer discounts, special-event pricing, cash rebates, low-interest financing, longer warranties, free maintenance 
Geographical Pricing
· Setting prices for customers located in diff parts of the country or world
· FOB-origin pricing- title and responsibility pass to the customer, who pays for freight from factory to the destination
· Uniform-delivered pricing- opposite of FOB pricing

· company charges the same price plus freight to all customer, regardless of location

· Zone pricing- falls between FOB and uniform delivery pricing. 

                           -company sets up 2 or more zones, and customers who fall into those zones pay a single total price.  The more distant the zone the higher the price

Dynamic Pricing
· Adjusting prices continually to meet the characteristics and needs of individual customers and situations
· Fixed price policies- setting one price for all buyers
International Pricing

· Price escalation may result from differences in selling strategies or market conditions
Price Changes
Initiating Price Cuts
· Excess capacity, falling demand in the face of strong price competition is a situation which may lead a firm to consider cutting its price
Initiating Price Increases
· Major factor in price increases is cost inflation
· Another factor is over demand
· customers who perceive companies as having high prices will turn away 
· ways to avoid this: maintain a sense of fairness surrounding any price increase, and another way is to make low-visibility price moves

Competitor Reactions to Price Changes
· competitors most likely to react when the number of firms involved is small, when product is uniform, and when buyers are well informed about products prices 
Responding to Price Changes

· if the company decides that effective action should be taken, they can do any of the 4 things:  they could reduce its price to match the competitors price, maintain their price but raise the perceived value of its offer, improve quality and increase price, launch a low price “fighting brand” 
Public Policy and Pricing
· Canadian pricing legislation was designed with 2 goals in mind
· To foster a competitive environment
· To protect consumers
· Major public policy issues in pricing: damaging pricing practises within a given level of the channel, across levels of the channel, and deceptive pricing 
Pricing Within Channel Levels 
· Sellers must set prices without talking to competitors 
· If found guilty of doing so, companies can receive heavy fines
· In bid-rigging, one party agrees not to submit or tender in response to a call or agrees t withdraw a bid or tender submitted
· Predatory pricing- selling below cost with the intention of punishing s competitor or gaining higher long-run profits by putting competitors out of business 
Pricing Across Channel Levels
· Large competitors cannot negotiate special discounts, rebates, and price concessions that re not made proportionately available to smaller competitors 
· Laws also prohibit retail price maintenance- a manufacturer cannot require dealers to charge a specified retail price for its product. 
· Deceptive pricing- when a seller states prices or price savings that are not actually available 
· Scanner fraud

· Price confusion- when firms employ pricing methods that make it difficult for consumers to understand just what prices they are really paying 
