Pricing
Costs and Expenses 

· To stay in business, you must make a profit

· Prices have to be greater than your costs and expenses

· Costs and expenses can be fixed or variable

· Fixed costs are not subject to change depending on the number of units sold

· Rent, utilities, insurance

· Variable costs change depending on the number of units sold

· cost of goods, delivery, commissions, advertising

Supply and Demand

· When the demand for a product is high and supply is low, you can command a high price.

· When the demand for a product is low and supply is high, you must set lower prices.

Types of Pricing

Premium Pricing

· Use a high price where there is a uniqueness about the product or service 
· This approach is used where a substantial competitive advantage exists

· Such high prices are usually associated with luxury items
Penetration Pricing

· The price charged for products and services is set artificially low in order to gain market share

· Once this is achieved, the price is increased

Economy Pricing

· This is a no frills low price

· The cost of marketing and manufacturing are kept at a minimum

· Supermarkets often have economy brands for soups, spaghetti, etc.

Price Skimming

Charge a high price because you have a substantial competitive advantage

· However, the advantage is not sustainable

· The high price tends to attract new competitors into the market, and the price inevitably falls due to increased supply

· Used most recently on big screen televisions
Psychological Pricing

· This approach is used when the marketer wants the consumer to respond on an emotional, rather than rational basis

· For example 'price point perspective' 99 cents not one dollar.

Product Line Pricing

· Where there is a range of product or services the pricing reflect the benefits of parts of the range

· For example car washes: Basic wash could be $2, wash and wax $4, and the whole package $6.

Optional Product Pricing

· Companies will attempt to increase the amount customer spend once they start to buy

· Optional 'extras' increase the overall price of the product or service

· For example airlines will charge for optional extras such as guaranteeing a window seat or reserving a row of seats next to each other.

Captive Product Pricing

· Where products have complement products/services, companies will charge a premium price where the consumer is captured

· For example a razor manufacturer will charge a low price and recoup its margin (and more) from the sale of the only design of blades which fit the razor.

Product Bundle Pricing

· Here sellers combine several products in the same package

· This also serves to move old stock

· Books, Movies are often sold using the bundle approach.

Promotional Pricing

· Pricing to promote a product is a very common application

· There are many examples of promotional pricing including approaches such as BOGO (Buy One Get One Free).

Geographical Pricing

· Geographical pricing is evident where there are variations in price in different parts of the world

· For example rarity value, or where shipping costs increase price.

Value Pricing

· This approach is used where external factors such as recession or increased competition force companies to provide 'value' products and services to retain sales 

· Example: value meals at McDonalds
Government Regulations
  - laws that address pricing

· price gouging - an illegal practice in which competing companies agree, formally or informally, to restrict prices within a specified range 
· price fixing  - pricing above the market when no other retailer is available 
· bait-and switch advertising – a deceptive method of selling in which a customer, attracted to a store by a sale-priced item, is told either that the advertised item is unavailable or that it is inferior to a higher-priced item that is available

Calculating and Revising Prices

Break-even Analysis - the point at which the gain from an economic activity equals the costs involved in pursuing it 

· To calculate the break-even point, you divide fixed costs by the selling price minus your variable costs.

  



      Fixed Costs


Selling Price – Variable Costs

Example: Selling a book for $10, cost is $6,50, fixed costs are $7000

    


$7,000


$10-$6.50 

= 2,000 Units

· Break-even analysis does not tell you what price you should charge for a product, but it gives you an idea of the number of units you must sell at various prices to make a profit.
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