Chapter:  Pricing Introduction
1. Definition of Cost-driven, pros-cons

· The cost question relevant to pricing is not:

What prices do we need to cover our costs and achieve our profit objectives?

· The cost questions relevant to pricing are:

· How much sales volume would we need to profit from a price cut?

· How much sales volume could we afford to lose and still profit from a price increase?

· What costs can we afford to incur and still earn a profit on the resulting sales?

2. Definition of Customer-driven, pros-cons

· Pricing authority rests with sales/marketing

· Marketing concept

· Customers rarely will be honest about what they are willing to pay- under-pricing!

· Low pricing is not a substitute for good marketing and sales!

· The customer question relevant to pricing is not:

What price is the customer willing to pay?

· The customer questions relevant to pricing are:

· What price can we convince customers is justified by the value of our product (or service) to them?

· How can we better segment customers to reflect the differences in value to different types of customers?

3. Definition of Competition-driven pricing, pros-cons

· Match the competition

· Short-term gains in market shares

· Long-term consequences of price wars- erosion in profits

· Price wars

Chapter:  Costs

1. Relevant versus irrelevant costs for pricing

· FACT: Only two kinds of costs are relevant for pricing:

· INCREMENTAL: Costs associated with changes in sales.  Includes variable costs and some fixed costs.

· AVOIDABLE: Costs that have not yet been incurred or that can be reversed.  Excludes cost of “sunk” assets.

2. Symphony example on pricing





Sell-out
Actual





attendance
attendance

Revenue ($)

11,000

9,000

Fixed Costs ($)

8,000

8,000

Variable costs ($)

1,100

900


Profit ($)

1,900

100


Avg. cost

 
per ticket

$8.27

$9.89
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Chapter:  Financial Analysis

$CM = Price - Variable Cost

%CM = $CM

1. How much would the sales volume have to increase to profit from a price reduction?
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2. How much could the sales volume decline before a price increase becomes unprofitable?

3. Calculation of the break-even sales change under price increase and decreases.

4. Calculation of the break-even sales change under price increase and decreases with incremental fixed costs.

Chapter:  Customers

Price sensitivity and factors affecting price sensitivity-definitions, examples

1. Perceived substitutes:  What alternatives are buyers (or segments of buyers) typically aware of when making a purchase?
2. Unique value:  Does the product have any unique (tangible or intangible) attributes that differentiate it from competing products?
3. Switching cost:  To what extent have buyers already made investments (both monetary and psychological) in dealing with one supplier that they would need to incur again if they switched suppliers?
4. Difficult comparison:  How difficult is it for buyers to compare the offers of different suppliers?
5. Price-quality:  Is a prestige image an important attribute of the product?
6. Expenditure:  How significant are buyers’ expenditures for the product in absolute dollar terms (for business buyers) and as a portion of income (for end customers)?
7. End-benefit:  What end-benefits do buyers seek from the product?
8. Shared-cost:  Does the buyer pay the full cost of the product?
9. Fairness:  How does the product’s current price compare with prices people have paid in the past for products in this category?
10. Inventory:  Do buyers hold inventories of the product?
Chapter:  Competition

1. The role of pricing in determining your product positioning?

2. Linking pricing strategy to overall competitive strategy?

3. Significance of price tiers in the marketplace?

4. Prisoner’s dilemma and price promotions

5. Understanding and managing competitors

Chapter:  Segmented Pricing

Definitions/examples of each of the following:

1. Logic of segmented pricing

2. By buyer identification

3. By purchase location

4. By time of purchase

5. By purchase quantity

6. Volume discounts

7. Order discounts

8. Step discounts

9. Two-part pricing

10. By product design

11. By product handling

12. By tie-ins and metering

Chapter:  Dynamic effects of Pricing

1. Future customer perception through reference price impact

2. Future demand through current sales volume

3. Future competitive situation

4. Future costs-experience curve

Chapter:  Pricing and the Marketing Mix

1. Pricing and the product line (substitutes and complements)
a. Economic Value Analysis (EVA) Important to assess economic value (to buyers) of product Is product overpriced? or underpromoted? Important for new, differentiated products - where no “going rate” is available from competition EV = Ref. Value + Differentiation Value Important for communicating with your market and for your (non-price) marketing mix strategy Customers (continued) Price Sensitivity Involves determining how important price is to buyers - or how sensitive are buyers to price? Factors Affecting 1. Perceived substitutes Price Sensitivity 2. Unique value 3. Switching cost 4. Difficult comparison 5. Price-quality 6. Expenditure 7. End-benefit 8. Shared-cost 9. Fairness 10. Inventory Customers (continued)
2. Loss leader pricing

3. Advertising and pricing- impact on price sensitivity

4. Types of dealing-definitions, examples

5. Srinivasan et l. HBR paper on promotions

Chapter:  Pricing Psychology

1. Perception of price differences- Weber Fechner Law
a. Price differences are evaluated in comparison to a base price and not in absolute terms - hence, percentage differences are important
2. Odd-even pricing
a. Perception of odd endings

First pair  
$0.89

$ 0.75

Second pair 
$0.93

$ 0.79

Odd prices are perceived as being significantly lower than prices ending in whole numbers
3. Concept of reference price

a. Current price influences on ref. price:  Adding a premium brand may not necessarily increase in premium brand sales but increase sales of middle and hence buyers to trade-up.  Raises reference prices making mid-prices look more attractive.
b. Suggested frames of reference:  Suggested frames of reference: e.g. Was $999, now $ 799
c. Order effects:  Relative impact depends on order in which prices are exposed to the buyer - ascending versus descending order
d. Past price influence:  Internal reference prices.  Recall of past prices role of coupons, rebates and special packages in keeping reference price high.  Small price increases are better than one large price increase
e. Purchase context influence:  influenced by current price information  Chevrolet: This Chevy costs less a day than a burger, large fries and shake ($6.23/day)
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 Pricing Options			Rush		Matinee	Series





	price ($)				4		6		10	


x	unit sales				200		700		800


=	revenue ($)			800		4,200		8,000


- 	other sales forgone ($)		(0)		(1,500)		(1,000)





Incremental rehearsal cost		0		0		4,500


Incremental performance cost 	0		2,000		2,000


Variable costs ($)			200		550		700


	Incremental Costs ($)		200		2,550		7,200


	Net Profit Contribution ($)	600		150		(200)


Avg. Cost per Ticket ($)		8.27		7.90		10.06								





Percentage of selling 		 		Company A	Company B


price accounted for by: 					





	Variable cost				80.0			20.0


	Fixed or sunk costs			10.0			70.0


	Net profit margin			10.0			10.0


	Contribution margin			20.0			80.0


	


Break-even sales change (%) for a:





	5% price reduction / advantage		+33.3			+6.7


	10% price reduction / advantage	+100.0			+14.3


	20% price reduction / advantage	-------			+33.3


	5% price increase / premium		-20.0			-5.9


	10% price reduction / advantage	-33.3			-11.1


	20% price reduction / advantage	-50.0			-20.0


Strategy for Company A?  Price reductions to increase sales may not be a viable option.


	








									








