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Pricing 

&l Pricing Objectives 
• satisfactory return on investment 

• attainment of specified market share 

• meeting actions of competitors 

&l Profitability Objectives 
• intended to maximize gains and minimize 

losses 
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Pricing Objectives 
-"- ----

- Profitability Objectives 
-Profit Maximization 
-Target Return 

- Volume Objectives 
-Sales Maximization 
-Market Share 

- Meeting Competition Objectives 

- Prestige Objectives 
.• _ ••.••• _._ .... ______ ~ •..• _________ ....J 
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Pricing Objectives for Organizations 
'----------

• Profit Maximization 

• Cost Recovery 

• Providing Market Incentives 

• Market Suppression 
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Pri 

6l Profitability Objectives (cont) 
• profit maximization 

- the point where the addition to total revenue is just 
balanced by the increase in total cost 

• target return objectives 
- minimum expected returns on investment 

cfl Volume Objectives 

• reflect objective of growth in market share 
and/or sales 
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Pricing 

61, Volume Objectives (cont) 
• sales maximization 

- requires setting minimum acceptable profit level so 
sales can be maximized 

• market share targets 
- prices set to capture a certain portion of the market 

• PIMS (Profit Impact of Market Strategies) 
project 

- discovered strong positive relationship between 
market share and ROI 
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dl Volume Objectives 
• value pricing 

- strategy that emphasizes benefits derived from a 
product in comparison to the price and quality levels 
of competing offerings 

dl Prestige Objectives 
• involves using relatively high prices as a means 

of maintaining a prestige and quality image 
with customers 
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Price Determination 

dl In economic theory, assumes a profit 
maximization objective 

• demand 
- the schedule of amounts of a firm's goods/services 

that consumers will purchase at different prices 
during a specified period . 

• supply 
- the schedule of amounts of a firm's goods/services 

that will be offered for sale at different prices during 
a specified period 
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Price Determination 

rSl Four types of market structures 
• pure competition 

- market structure in which there is such a large 
number of buyers and sellers that none of them has a 
significant influence on price 

- ease of entry; homogeneous product 

• monopolistic competition 
- market structure with large numbers of buyers and 

sellers 

- heterogeneous product; product differentiation 

- typifies most retailing 
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Price Determination 

dl Four types of market structure (cont) 

• oligopoly 
- market structure in which there are relatively few 

sellers 

- entry is difficult 

• monopoly 
- market structure with only one seller of a product 

- no close substitutes for product 
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I Table20.1.L~D~i_stinguishing Features of t~~Four Market Structures 

Type of Market Structure 

Pure Monopolistic 
Characteristics Competition Competition Oligopoly Monopoly 

Number of competitors Many Few to many Few No direct 
competitors 

Ease of entry into Easy Somewhat Difficult Regulated by 
industry by new firms difficult government 

Similarity of goods or Similar Different Can be either No directly 
services offered by similar or competing goods 
competing firms different or services 

Control over prices by None Some Some Considerable 
individual firms 

Demand curves facing TotaUyelastic Can be either Kinked; inelastic Can be either 
individual firms elastic or below kink; elastic or inelastic 

inelastic more elastic 

Examples 200-acre farm Old Navy Commonwealth 
stores Mobil Edison 
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Price Determination 

dl Cost and Revenue Curves 
• variable costs 

- change with level of production 

• fixed costs 
- remain stable regardless of production level 

• average total costs 
- calculated by dividing total variable and fixed costs 

by the number of units produced 
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Price Determination 

dl Cost and Revenue Curves (cont) 
• marginal cost 

- change in total cost that results from producing an 
additional unit of output 

• average revenue 
- calculated by dividing total revenue by the quantity 

associated with these revenues 

- average revenue is the actual demand curve facing 
the firm 

• marginal revenue - revenue from one more 
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Elasticitv in Pricinu Strateuv 

dl Elasticity 
• the measure of responsiveness of purchasers 

and suppliers to price changes 

d2 Price Elasticity of Demand 
• the % change in the quantity of a good or 

service demanded, divided by the % change in 
its price 
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Fig 17.04 

Inelastic and Elastic Demand 
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ElasticilJ in Pricing Strategy 

cfl Price Elasticity of Supply 
• the % change in the quantity of a good or 

service supplied, divided by the % change in its 
• prIce 

cfl Detenninants of Elasticity 
• availability of substitutes or complements 

• whether good/service is a necessity or lUxury 
• portion of budget spent on good! service 

• time perspective under consideration 
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Fig. 17.02 T75 

Nine Price Qualill Strategies 
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Practical Pricing Problems 

dl Problems in applying economic price theory 
exist because: 
• many firms do not attempt to maximize profits 

• it is difficult to estimate demand curves 

• inadequate training/communications hinders 
price theory in the real world 
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01 the Priciol Functioo 

dl Pricing planning requires: 
• establishing the overall pricing structure 

• administering the pricing structure 

• prices are typically changed annually, or less 
frequently 
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1 Figure 20,91 Breakeven Chart 
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Fig 17.06 
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Fig 17.08 
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Pricing Strategies 

dlSkimming 
• "market-plus" approach 

- involves use of relatively high prices compared to 
prices of competing products 

• commonly used as a market-entry price for 
distinctive products with little or no initial 
competition 

• allows price reduction in later stages 
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Pricinu Strateuies 

6l Skimming (cont) 
• allows firm to recover R&D costs quickly 

• used in segmenting overall market on price 
basis 

• permits marketers to control demand in the 
introductory stages of the product's life cycle 
and to adjust its productive capacity to match 
demand 

• disadvantage - attracts competitition 
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Fig 17.09 
Price-Reaction Program for Meeting 

a Competitor's Price Cut 
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Pricing Strategies 

6l Penetration Pricing 
• use of relatively low entry price to: 

- attract consumer purchases 
- gain consumer goodwill 

- secure marketplace acceptance 

• presumes that a lower-than-market price will 
attract buyers and convert the brand from 
unknown category to at least brand-recognition 
stage (price may be increased at later date) 
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Strategies 

cfl Penetration Pricing (cont) 
• discourages competition because prices do not 

suggest the high returns of a skimming price 
policy 

• EDLP (everyday low pricing) - a strategy of 
offering prices that are consistently lower than 
those of competitors 
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Pricing Strategies 

6l Competitive Pricing 
• pricing of products at the general levels of 

competitive offerings 

• essentially negates the price variable in 
marketing strategies 
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Fig 17.07 

The Three C's Model for Price S 
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Fig 17.01 T74 

How Downward Price Pressure is Determined 
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Price Quotations 

cfl Reductions from list price include: 
• discounts (cash, trade, quantity) 

• allowances (trade-ins, promotional, rebates) 
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Pricing Policies 

dl Psychological Pricing 
• based on belief that certain prices or price 

ranges are more appealing to buyers 

• odd pricing 
- choosing prices ending in numbers not commonly 

used for price quotations 

• unit pricing 
- quotation of all prices in terms of some recognized 

unit of measurement (gram) or count (1 dozen) 

I 
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Pricing Policies 

&l Product Line Pricing 
• marketing merchandise at a limited number of 

prices, related to each other 

dl Promotional Pricing 
• lower-than-normal prices used as a temporary 

ingredient in a firm's selling strategy 

• loss leaders 
- goods priced below cost to attract customers, who 

then buy other than regularly priced merchandise 
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Fig 17.03 

Sening Pricing Polic, 

1. Selecting the pricing 
objective 

2. Determining demand 

3. Estimating costs 

4. Analyzing competitors' 
costs, prices, and offers 

5. Selecting a pricing 

6. Selecting final price 
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