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Chapter 13 --Building the Price Foundation

PROMOTION

PRODUCT

NATURE AND IMPORTANCE OF PRICE

a) -- the money or other considerations
(including other goods and services) exchanged for the ownership or use
of a good or service.

i The IMPORTANCE of PRICE?

b) -- the practice of exchanging goods
and services for other goods and services rather than for money.

i) Example:

c) Price Equation

= List Price T (Incentives + Allowances) + Extra Fees

d The fApriced a buyer pays can take differe
purchased (Figure 13-1, text page 321).
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PRICE EQUATION

ITEM INCENTIVES AND
PURCHASED PRICE = LIST PRICE — ALLOWANCES + EXTRA FEES
Final price = List price — Rebate + Financing charges
Cash discount Special accessories
Old car trade-in Destination charges
Tuition = Published — Scholarship + Special activity fees
Term in college tuition Other financial aid
bought by a student Discounts for number
of credits taken
Invoice price = List price — Quantity discount + Penalty for late
Merchandise bought Cash discount payment
from a wholesaler Seasonal discount
by a retailer Functional or trade
discount
i) KSU Tuition Example:
(1) Thedpriceo for tuition at KSU
PRICE EQUATION
ITEM INCENTIVES AND
PURCHASED PRICE = LISTPRICE - ALLOWANCES + EXTRA FEES
Tuition = Published ~ Scholarship + Special activity fees
Term in college tuition Other financial aid
bought by a student Discounts for number
of credits taken
Invoice price = List price - Quantity discount + Penalty for late
Merchandise bought Cash discount payment
from a wholesaler Seasonal discount
by a retailer Functional or trade
discount
For a full-time in-state student P $6375 - $1000 - $1702 29
at 15 credit hours with a o
$1000 scholarship and the 137

discount for full-time status
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O, The f#fAp
Tui tion

PLUS ANY Miscellaneous Fees:
College of Business U.G. Program Fee...$85

Admissions Service Fee...........ccccccuiiiinnn $40
Matriculation Fee.......ccccccvvveeeeeeiniiiiiiinnn, $150
Distance Learning Fee..........ccccccvvvvvvvvnnnns $10
Reinstatement Application........................ $25
Returned ChecK........ccccccveviiiiiiiieee e, $30
Late Registration.........ccccceeeeriiiiiieeeennne $100
Installment Service Charge..........cccc......... $35

iceo for tuition at

;
0 Tuition -PSehwlarship h Ristount + Special Fees

II. PRICE AS AN INDICATOR OF VALUE

a) Value is the ratio of perceived benefits to price

VALUE = <ommmmmmmmmccmeeeeeee

And so PRICE cannot

i s

b)

and service benefits while maintaining or decreasing price.

i) Examp

i) What if

ii)

les

costs rise?

is not necessarily

-- the practice of simultaneously increasing product
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[Il. PRICE IN THE MARKETING MIX
a) Profit Equation

= Total Revenue i Total Cost

= (Unit price x Quantity sold) 1 (Fixed cost + Variable Cost)

IV. Six Steps in Setting Price

a) STEP 1: IDENTIFY PRICING OBJECTIVES AND CONSTRAINTS

i) IDENTIFYING PRICING OBJECTIVES -- specify
the role of price in an organizationods
1)

(a) Managing for Long-Run Profits
(b) Managing for Current Profit

(c) Target Return (ROI)

(2)

(a) Sales Dollars

(b) Market Share (Dollars or Units)
(c) Unit Volume

(d) Survival

(e) Social Responsibility

i) Pricing Constraints -- factors that the range
of prices a firm may set.

(1) Constraints caused by DEMAND for the:

(a) Product Class ( ),

(b) Product ( ),

(c) and Brand ( )
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(2) Constraints caused by Newness of the Product: Stage in the
Product Life Cycle

(3) Single Product vs.

4) Producing and Marketing a Product

(5) Changing Prices and Time Period They Apply

(6) Constraints caused by the type of

(a) Pure Competition

(b) Monopolistic Competition
(c) Oligopoly

(d) Pure Monopoly

(e)Competitorsdé Prices

TYPE OF COMPETITIVE MARKET

STRATEGIES
AVAILABLE

Extent of price

competition

Extent of product
differentiation

Extent of
advertising

PURE
COMPETITION
(Many sellers who
follow the market
price for identical,
commodity
products)

Almost none:
market sets
price

None: products
are identical

Little: purpose
is to inform
prospects that
seller’s products
are available

MONOPOLISTIC
COMPETITION
(Many sellers who
compete on
nonprice factors)

Some: compete
over range of
prices

Some: differentiate
products from
competitors

Much: purpose is
to differentiate
firm’s products
from competitors

OLIGOPOLY

(Few sellers who
are sensitive to
each other's prices)

Some: price leader
or follower of
competitors

Various: depends
on industry

Some: purpose
is to inform but
avoid price
competition

PURE MONOPOLY
(One seller who
sets the price for
a unique product)

None: sole seller
sets price

None: no other
producers

Little: purpose
is to increase
demand for
product class
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b) STEP 2: ESTIMATE DEMAND AND REVENUE
i) FUNDAMENTALS OF ESTIMATING DEMAND
(1) The -- a graph

relating the quantity sold and price, which shows the maximum
number of units that will be sold at a given price.

(a) Influenced by:

() Consumer

(i) and of
Similar Products

(iif)

(2) -- Factors that determine
consumers6 willingness and ability to

(3) Example (page 330 text)

FIGURE 13-4A Demand curve for Newsweek showing the effect on annual
sales by a change in price caused by a movement along the demand curve
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FIGURE 13-4B Demand curve for Newsweek showing the effect on annual
sales by a change in price caused by a shift of the demand curve

$3.00 —
=
- 250-
O
o 1 3 _New demand
o yXo0d 0 - curve
B i Shift of
~ 1508 : demand
: Initial ahe
S 1.00- demand
g curve
g 50 — Q4 03 D+ DZ

l
0 1.5 3.0 45 60 7.5 9.0 10.5 12.0

Quantity demanded per year (millions of units)
B: Shift the demand curve with more favorable conditions

i) FUNDAMENTALS OF ESTIMATING REVENUE

(1) Total Revenue (TR) -- the received from the sale
of a product.

(2) Average Revenue (AR) -- the average amount of money received
for selling one unit of product, aka of that unit

(3) Marginal Revenue (MR) -- the in that
results from producing and marketing one additional unit.

(a) So, Total Revenue (TR) is the total money received from the
sales of a product. Logically, if:
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() TR = Total revenue
(i) P =Price, and
(i) Q = Quantity sold, Then

(iv) Total Revenue =P x Q, and

(v) Average Revenue = TR=P

Q

(4) AND, if Marginal Revenue (MR) is the CHANGE in the total
revenue that results from producing and selling on ADDITIONAL
unit of a product:

(5) Change in TR
MR = lunitincreaseinQ = the SLOPE of the Total
Revenue curve

(6) See FIGURE 13-6i n t ext booké

x HOWEVER, For those who REALLY care:
x The Marginal Revenue formula shown in the text in Figure 13-5 is wrong
o Try making the numbers work with thi-:c
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