
CHAPTER 10

PRICING

CHAPTER OBJECTIVES

1.  To indicate the importance and complexity of price decisions for
marketing managers.

2.  To consider what is ‘price’.

3.  To identify factors internal to the firm that influence price decisions.

4.  To identify the factors external to the firm that influence price
decisions.

5.  To discuss pricing strategies and tactics.

CHAPTER SUMMARY

This chapter is designed to give students a fundamental but
comprehensive insight into pricing.  It sets out in a logical order the key
factors that affect price and how it can be used strategically and tactically.
It starts, in the first section, by looking at a number of key issues relating
to price, what it means, and its importance in terms of marketing and the
other elements of the marketing mix.  It also sets the theme for the
chapter - that a systematic approach to pricing should always be adopted.
The next section looks at pricing strategies and the two main stages of the
pricing process: analysis of the pricing environment and price
determination.

ANNOTATED LECTURE OUTLINE

Point 1 - Introduction.

Price is of fundamental importance as it is the only mix element that
actually generates income.  But, before any pricing decisions can be
undertaken it is important that the factors influencing price are
understood.  These factors can be categorized as internal and external.



Point 2 - Strategic pricing.

Pricing decision have to be adapted to a variety of situations and market
segments.  This calls for a systematic and well-planned approach that will
lead to an acceptable range of price levels.  A systematic approach should
lead to a more reasoned and complete picture of available pricing options.
This approach has two main stages; analysis of the pricing environment,
and price determination.

Point 3 - Internal factors affecting pricing.

The internal factors affecting price include: company objectives and
strategies (with an emphasis on integration); costs and classification
(including fixed and variable costs); economies of scale; experience
effects; price escalation; and the cost of implementing various pricing
schemes.

Point 4 - External influences on price.

A core issue of pricing is the impact of price on demand and sales
volume.  Price-volume relationships relate to basic supply and demand
theory and include the effect of branding and stages in the PLC on
demand.  Recognition has to be given to the differences between
individual customers and industrial customers.  The effect of  the
competitive environment on competitive activity is also important
including the structure of the market, level of market concentration and
the existence of competitive advantage.  The channel environment, legal
environment, consumer pricing regulations and the international setting
are also key issues in the determination of price.

Point 5 - Pricing objectives.

Pricing objectives, in line with company objectives, strengths and
weaknesses, exploit the possibilities of the marketplace.  They can be
classified in a number of ways and they provide overall guidance for
pricing decisions.



Point 6 - Pricing strategies.

Having set the pricing objectives and goals the next step is how these
may be achieved.  Pricing strategies include segmented or differential
pricing strategies; how to exploit a competitive position (e.g. price
signalling, penetration pricing, experience curve pricing and geographic
pricing); and product line pricing.  Dynamic pricing strategies and multi-
tiered or channel pricing can also be used.

Point 7 - Price determination.

The next step in pricing is the development of a price structure by
applying the  foregoing theories.  Price levels can be determined by a
number of methods including: simplified decision methods, optimisation
methods, simulation methods, price adjustments, negotiations,
competitive bidding and leasing.

Point 8 - Pricing strategy versus tactics.

Pricing strategy versus tactics is where long term pricing structures and
levels are compared with short term or tactical pricing decisions,
including the role of consumer and retail promotions and trade
promotions.

Point 9 - The future.

Pricing, for a number of reasons, is expected to become an even more
important decision in the future, not least amongst these are issues
including customization, technological developments, channel pricing
and international pricing.

Point 10 - Conclusion.

Pricing is essential to the overall profitability of the organization.
Effective pricing, however, requires a systematic approach starting with a



review of the environmental factors that prevail.  The next step is to set
objectives from which the pricing strategy can be developed and adjusted
as necessary.

Answers to the discussion questions:-

1.  The concept is broadened along three dimensions: the difference
between objective and perceived price; price may not be specified at
the time of exchange; and price encompasses not only effort but risk.
Therefore managers have to account for differences in real and
perceived prices; price setting is not just restricted to determining the
number of monetary units to be paid for one unit at the time of
purchase; and effort and risk need to be managed.

2.  The answer to this question lies around the advantages to a systematic
approach to pricing particularly given the dynamic nature to the
marketing environment.

3.  The factors here can include price sensitivity, regular/non-regular
price changes, distribution, communication, product characteristics
and stage in the plc.

4.  Actual prices will be perceived more favourably when they are lower
or equal to the reference price than when they exceed it.  The more
positive the more likely the customer is to buy.

5.  It is much less researched.  Purchases in industrial markets are more
rational and there is less correlation between price and quality than in
consumer markets and other aspects are seen as more important.

6.  Similarities include the nature of competition and market structure,
differences including channel members being more involved and
outspoken on pricing issues, they possess complimentary information
and have more shared interests and, of course, contractual
arrangements can exist.

7.  The crux of this discussion lies in Section 6.4 (pp229-230)

8.  Definitions of these are given in Section 6.1 and in Figure 10.3
(pp227).

9.  Here the pricing strategies discussed in Section 6 and some of the
issues raised in Section 7 can be reviewed and applied to the three
scenarios given.

10.  The answer to this question lies in the costs associated with managing
a complex pricing system including the gathering of information on
which to make the decisions.



11.  Short-term pricing decisions are usually tactical in nature as they are
used to realize short-term objectives or to respond to short-term
environmental changes.  However, they can be used to correct
operational inefficiencies e.g. to get rid of old stock.

12.  This question relates to the fact that successful trade deals should, in
fact, take into account the views of the retailers, as, ultimately, it is
they who will accept or reject the activities.  The text makes reference
to a number of research studies into this area.
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