CHAPTER 16: Pricing Strategies & Programs

When you finish the Chapter, You Should

· 1. Understand how pricing objectives should guide strategy planning for pricing decisions.

· 2. Understand the choices the marketing manager must make about price flexibility and price levels over the PLC.

· 3. Understand the legality of price level and price flexibility policies.

· 4. Understand the many possible variations of a price structure, including discounts, allowances, and who pays transportation costs.

· 5. Understand new terms related to pricing.

Price Has Many Strategy Dimensions

· Price is one of the four controllable elements of the marketing mix.

· Price is important because it affects volume sold & amount of money earned.

· Pricing policies spell out how price is to be used in different situations.

· Price reflects many dimensions.

The Price Equation

· Price - what is charge for something.  It’s an exchange of money (value) for something.

· Price goes by different names - fees, tuition, rent, interest, fare, wage.

· There are many elements to price: list price, discount, rebate, allowances, taxes.

·  Price a function of cost, pricing objectives, and the elasticity of demand.  

·  View two kinds of costs – Fixed and Variable .

Pricing Objectives

· Firms set prices at different levels for various reasons (pricing objectives).

· Pricing objectives should be explicitly stated and used to guide pricing strategy.

· Pricing objectives may fall into one of three categories:

· Profited Oriented

· Sales Oriented

· Status-Quo Oriented

Profit Oriented Pricing

· Target Rate of Return: price is set to ensure that the firm makes a certain rate of return on the money invested.

· Profit Maximization: price set to make as much profit as possible.  Firms can use SKIMMING (as high a price as the market will bear) to maximize profits or PENETRATION pricing (low price to expand sales or capture the market).

Sales Oriented Objectives

· Prices set to get some level of unit sales, dollar sales, or market share (without reference to profit level).

· Sales growth does not necessarily mean higher profits.  Costs is a big factor in determining profitability.  Revenue (sales) is the other part of the profitability equation.

Status-Quo or Maintenance Pricing

· Firms satisfied with their market share or profits may adopt a status-quo pricing objective.

· Status-quo pricing might involve setting price based upon what the competition is doing.

· Firms that use status-quo pricing tend to compete using the other elements of the marketing mix (non-price competition).

Specific Pricing Policies

· Administered Pricing - consciously set prices.  Here the firm sets its own price.

· Competitive Pricing - prices based upon competitors prices.

· Pricing Latitude - amount of freedom the firm has in setting price.  Pricing latitude determined by cost and competition.

· Mark-up pricing

· Target Return Pricing

· Perceived value pricing

· Going Rate (what the market can take)

· Value Pricing (every day low pricing)

Price Flexibility

· Managers must decide if they should set one-price or if price should be flexible.

· One Price Policy: Offering the same price to all customers who purchase the same products, under the same conditions, and in the same quantity.

· One-price policy makes pricing easier and creates less problems with consumers.

· Flexible-Price Policy: Offering the same product and quantities to different customers at different prices.  The policy often specify a range within which the actual price charged must fall.

· Flexible pricing policies is most applicable when using personal selling since it allows room for negotiation, and consideration about the competition.

Price Level Policies and the PLC

· Managers set price level policies in relation to the PLC and how fast the product is progress through the life cycle. Managers must decide if to price above, below or at the market price.

· The price level decision is related to the nature of market demand, and the availability of substitutes.

Skimming Pricing Policy

· Skimming - prices set high to gain high profit from customers who are not price sensitive.  Skimming has ethical considerations.

· As competition comes into the market, prices are lowed to get price-sensitive customers to buy the product.

· Skimming maximizes profits in the market introduction stage.

· Skimming involves slow price reduction over time.   With the lowering of prices the firm seeks new target markets as the product progress through the PLC.

Penetration Pricing Policy

· The marketer tries to sell to the entire market at one low price.  Penetration pricing is attractive if selling larger quantities means lower costs (economies of scale) & other firms caused to stay-out.

· Penetration pricing allows the firm to corner the market.  It is used if the firm expects strong competition soon after the product is introduced.

Introductory Price Dealing

· Since Low prices tend to attract customers, marketers use Introductory Price Dealing (temp price cuts) to speed new production trial and adoption.

· Intro Price Dealing is a temporary price cut.  It is not penetration pricing.  As soon as the introductory offer is over the marketer raises the price.

In setting prices marketers consider:

· Nature of the competition (this determines if to price at, above or below the market).

· Competitors prices

· Stage of the PLC.

· How they want customers to see their product

· The channel of distribution

· Cost

Pricing and Monopolistic Competition

· In monopolistic competition there are more pricing options.  Firms can price above the market if customers accept the firm’s brand as a leading brand.

· Are marketers pricing above or below the market or are they offering different marketing mixes?

Pricing in the Channel

· Producers set different prices for firms that are at different levels in the channel.

· When selling to intermediaries the price must be set to enable the reseller to cover cost and make a profit.

· Exchange rates can affect the price especially when the product is sold on the international market or if the firm faces competition from products.

Value Pricing

· Value Pricing - setting a fair price level for a marketing mix that gives customers what they need.

· Value pricing does not necessarily mean low-grade or cheap.

· Value pricing focuses on customer needs and the whole marketing mix.

· Value pricing builds relationships & repeat purchase.

Price Structures

· Most price structures are built around list prices - that is, most prices are set based upon the list price. 

· List Prices - prices final customers are normally asked to pay for the product.

Discount Policies

· Discounts - reduction from list price.  It is given by the seller to buyers who perform or give up some marketing function.

· Quantity Discounts - offered to encourage customers to buy in large amounts.  It shifts some storage costs to the buyer and for this the buyer pays a lower price.
· Cumulative Quantity Discounts: this applies to purchases made over a given period.  The discount may increase as the amount purchased over the period accumulates.

· By reducing the price for additional purchases cumulative quantity discounts encourages repeat purchases and builds a relationship with the customer.

· Non-cumulative Quantity Discounts: price cuts that apply only to individual orders to encourage large orders in terms of dollars.

· Producers may use non-cumulative quantity discounts to encourage resellers to stock large quantities of the product. This will then cause the reseller to push the product in order to reduce the inventory.

· Seasonal Discounts: Offered to encourage customers to buy earlier than when the want.  This tend to lower inventory and even out sales.

· Payment Terms: Terms and cash discounts set payment dates.  Most business sales made on credit.  Seller and buyer negotiate when payment is to be made and the level of discount given.

Payment Terms

· Net - payment for the full amount stated on the invoice is due immediately.  Some times the bill list net 10 or net 30 indicating that the bill must be paid in full in 10 or 30 days from the invoice date.

· Cash Discounts - reductions in price to get buyers to pay quickly (2/10, net 30 = 2% off if paid within 10 days, or after 10 days pay full amount but within 30 days).
· Cash discounts can be viewed as a kind of interest bearing loan.  Carefully evaluate cash discounts to determine if the bill should be paid with in 10 days or within 30 days.

· 2% for paying in 10 days means that the firm saves about 36% per year (360 divided by 20 days = 18 periods for getting 2%. Now 18 x 2 =36% per year)

· Trade (functional) discount is a list price reduction given to channel members for the job they are going to do.  It is often set by tradition and can restrict the manager’s ability to set price since the channel participants expect the discount.

Price Discrimination

· Price discrimination occurs when the marketer does not offer the price or discounts to ALL customers who buy the same products, in the same quantity, and under the same conditions.

Effects of Discounts

· Resellers can buy more than they can sell just to get the discount then they sell the excess at a low price.

· Resellers can create a GRAY MARKET taking customers away from regular channel members.

Sale Price

· Sale Price - a temporary discount from the list price.  It is used to encourage immediate buying.

· Sale prices allow the manager to respond to market conditions without changing the basic marketing mix.  To many sales can cause confusion and increase costs.

Every Day Low Pricing

· Every Day Low Pricing - setting a low price rather than relying on a high list price that frequently changes through the use of discounts and allowances.

Allowances

· Allowances are given to final customers or channel members for doing something or for accepting less of something.

· Advertising Allowances - price reductions given to encourage a firm to advertise or promote the product locally.

· Stocking (slotting)  Allowance - given to middlemen to get shelf space for a product….for the retailer it’s extra profit.

· Are stocking allowances ethical?

· Push Money (Prize Money) Allowances - (called PMs or spiffs) it is given to retailer salespeople to encourage them to push certain items (a kind of extra commission)

· Trade-in Allowance - price reduction for used product when similar item purchased Its an easy way to lower effective price without reducing list price.

Getting Something Extra

· Coupons - used to offer discounts of list price for consumer packaged goods.

· Rebates - refunds paid to consumers after a purchase.  It ensures that the consumer gets the price reduction.  Consumers see the prices as lower because of the rebate.  Many consumers do not request the rebate and some firms do not give money …they give rebate vouchers or coupons. 

Geographic Pricing

· For some products price is quoted with delivery included or excluded.  Deciding on who pays the freight charge may be important, especially to business customers.

· Purchase orders specify time, place, delivery method, freight costs, insurance, handling and other charges.  

· F.O.B. - free on board (some named vehicle at some named place). Distance will affect freight cost.

· F.O.B. producers warehouse - seller pays to load the product and then title for the product passes to the buyer who is then responsible for all costs & risks.

· FOB delivery- seller is responsible. Freight affects the buyer actual cost.

· Zone Pricing - setting an average charge so that all buyers in a certain area pays the same.  It reduces the wide variation in delivered prices that results from FOB and simplifies transportation charges.

· Uniform delivered pricing - making an average freight charge to all buyers (a kind of zone pricing for the country). Use when freight low or single price desired.

· Freight Absorption - selling firm pays (absorbs) freight charges so that delivered price meets those of competitors….it’s a kind of price cut but without lowering the price quoted for the product.

Legal Issues

· Pricing decisions are limited by the legislation intended to help the economy operate more effectively.

· Unfair trade practices acts - sets a lower limit on wholesale and retail prices. Selling below cost is illegal - certain minimum markup on merchandise cost plus freight is required (6% retail, 2% wholesale).

· Dumping - pricing a product sold in a foreign market below the cost of producing it or a a price lower than it is in the home market.

· Price Fixing - competitors getting together to set price is illegal since it affects competition.

· Pony List Price - price shown to suggest that present price has been discounted.

Price Discrimination

· Price Discrimination - selling same product to different buyers at different prices is illegal if it injures competition.

· Prices differences must be based on cost differences, need to meet competition.

· Firms can charge different prices if the products are not of “like grade and quality.”  However, “like grade and quality” is sometimes difficult to define.

· If a firms sells the same product under different brand names and with different prices, is it guilty of charging different prices for similar products (that is products of “like grade and quality”)?

