


What is a Price?

* In the narrowest sense, price is the amount of
money charged for a product or a service.

* More broadly, price is the sum of all the values
that customers give up to gain the benefits of
having or using a product or service.




Major Pricing Strategies

* The price the company charges will fall
somewhere between one that is too low to

Consumer
perceptions

Competitors’ strategies and prices of value

Marketing strategy, objectives,
Price floor and mix Price ceiling

No profits below Nature of the market and demand No demand above
this price this price
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» Cost-Based pricing involves setting prices based
on the costs of producing, distributing, and
selling the product plus a fair rate of return for
its effort and risk.

* A company’s costs may bé
in its pricing strategy.




The sum of the fixed
and variable costs for
any given level of

Costs that do not vary production.
with production or
sales level.

Costs that vary directly
with the level of
production.



 To price wisely, management needs to know how
its costs vary with different levels of production.
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Cost per unit

and the next few figures?
Costs are an important
factor in setting price, and

companies musT unaersrtana
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nem well!
Quantity produced per day Quantity produced per day
A. Cost behavior in a fixed-size plant B. Cost behavior over different-size plant
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Total revenue

® Table 10.1 ’ Break-Even Volume and Profits at Different Prices
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Unit Demand Needed Expected Unit Demand Total Revenue
to Break Even at Given Price (1) x (3) Total Costs* (4) - (5)

75,000 71,000 $994,000 $1,010,000 -$16,000
50,000 67,000 1,072,000 970,000 102,000 §
37,500 60,000 1,080,000 900,000 180,000
30,000 42,000 840,000 720,000 120,000
25,000 23,000 506,000 530,000 -$24,000
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a % External

Considerations Affecting Price Decisions

//
M‘V'yn factors affecting pricing include the

any’s overall marketing strategy, objectives,

marketing mix, as well as other

organizational considerations.

» External factors include the nature of the market
and demand and other environmenl factors.
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* Top management sets the pricing objectives and
policies, and it often approves the prices
proposed by lower level management or
salespeople.

* |n industries in which pricing is a key factor,
companies often have pricing departments to set
the best prices or help others set them.

* These departments report to the marketing
department or top management.

e Others who have an influence on pricing incl
sales managers, production managers, financ
managers, and accountants.




e |n this section, we take a deeper look at the
price-demand relationship and how it caries for
different types of markets.

. We then discuss methods for analy




Oligopolistic . ﬁi ¢ Competition X

Competition

The market co[/ \

only a few lar

Because there Pure Monopoly
sellers, each § ° The market is dominated

alert and resp Dy one seller.
competitors’ § * The seller may be a
strategies and government monopoly, a
moves. private regulated
monopoly, or a private
e vworvounoneaws. unregulated monopoly.
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« Demand curve is a curve that shows the number
of units the market will buy in a given time
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Price and demand are

related—no big surprise

there. Usually, higher prices

result in lower demand.
ut in the case of some o

Q. Q; Q'
Quantity demanded per period Quantity demanded per period
A. Inelastic demand B. Elastic demand
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» Resellers react to various prices
. Government




