Recl 3p40 Lecture 13

Price: we generally think of price in monetary terms

-may be more useful to think of what it costs us to acquire something of value

-the costs may be monetary or non-monetary

-what are some non-monetary costs? Psychological eg. Wearing a bathing suit, time spent

Considerations in pricing:
-object of the transaction

-supplementary services

-want-satisfying benefits provided

The customer wants value
-price is not always an important factor in influencing a sales, the customer wants more than a low price and may be willing to pay more for quality and value

-price-value trade off

-the customer considers what s/he gets for the price paid: the seller must offer value ( a very individual concept)

-price of a product or service communicates a message to the consumer about quality

-what causes them to conclude that they “paid too much” or “got a great deal”

The Consumer’s view of price:

-some consumers are very interested in getting a low price and pay close attention to price but this variable and personal.

-many are interested in other elements of the purchase, including brand, quality, etc.

-there is a tendency to link quality with price.

-consumers are often prepared to pay more if they expect to get added value.

-adding value doesn’t mean dropping price (other ways)

Value: Perceived benefits divided by price.

Pricing objectives: a firm may have several pricing objectives

-to achieve a certain return on sales

-to maximize short-term or long-term profits

-to increase sales to a certain level

-to achieve a target share of the market

-to maintain price stability in the market

-to meet competitor’s prices 

(may change in the course of the year or the long-term.)

Organizational and Marketing objectives:

-Profit maximization: corporate objective that causes managers in organizations to make decisions in such a way as to maximize profits

-Target rate of return: corporate objective that aims to achieve a particular return on the assets employed in an organization.

-Market Share: the percentage relationship of an organzation’s sales to total industry sales

-clear pricing objectives should be established before price levels are set

-Key factors determining pricing decisions are shown in Figure 6.1

Factors affecting Price:

-pricing must take the customer into account (need to consider customers wants and needs-perceived value and benefits, and their ability to pay)

-low pricing-to push out comp. And as a promotional activity (short term strategies)

-grocery stores- lowest price on staples such as milk, bread, eggs and make money elsewhere.

-how price elastic is demand? (range in price)

-do customers have an expected price in mind? (need to know customer’s expectations)

-for some products/services, demand is inverse (so if you raise the price, sales go up, lower the price, sales go down)

-how is the competition likely to respond?

-price goes up, people might think there is a supply shortage. Eg. Gas, Christmas time, * a luxury item

-price must be consistent with and support other elements of the marketing mix (ex distribution issues-more for bringing to you, added benefit

webct chart
pricing decisions: 1. organizational and marketing objectives 2. costs

3. other marketing mix variables 4. channel member expectations (such as packaging in terms of grouping) 5. buyer perceptions 6. competition 7. legal and regulatory issues 

cost as a determinant of price:

-the cost of producing or offering the product or service must be considered in setting price.

-while easy to calculate, cost-plus pricing is not usually practical and is not often used.

-occasionally a firm will sell below cost

-occasionally, a firm will price so as to recover marginal (variable) costs only.

-when would such an approach be used?-short term goals. Need a profit.

Costs and break-even analysis
-cost is viewed as a flor under a firm’s price

-many firms do not have particularily good cost data and may not know what it costs to produce a product or service

-the break-even point is where total revenue equals total costs, will be different for each price

-lets a firm see what it will need to sell

-break-even analysis is not a pricing strategy, but can offer useful information.

