PRICE

PRODUCT >
Loose bananas  «

Loose new potatoes it

Green grapes 500g
Piel de Sapo melon

ORIGINAL PRXCE
6/pperkg
£1.28 perkg
£168 :
£1.98 each

Cherrytomatoes250g  68p

Iceberg lettuce
White bloomer 800g

Smart Price butter
Smart Price eggs

85p
83p

Y ¢4

ASDA pork sausages494g 97p

PRCE 2I-20JUNE  SAVING

. Apperkg  17p

50pperkg | 78p

- 50p €118
. Speach | £148

®
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%




/ e .
Factors influencing price

The price of a good or service may depend on:

Costs. constant sty pemand CUrv®
Demand and price elasticity. i \

)
Competition. s \
Government. I v,
Objectives. "{é — ”
Stage of the life cycle. 07 5 gt

Rest of the mix: is it positioned as more exclusive item
than competitors’ products?



Ccosts

Costs:

* Organisations will generally want to

* cover their costs =%

Fuel 12%

* to make a profit
e for investment

e and to reward their owners.
\_Insurance 14%

Admin 2%

Service 2%
Tyres 3%
Taxation 3% Interest 12%

Source:TCO tool 2006



competiton

Competition:

* How similar are their
products?

* What price are they
charging?




Demand and price elasticity

Demand and price elasticity.

What is the level of demand and how sensitive is
demand to price?
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government

Government:

* the government places indirect taxes (VAT) on most
goods, which increases costs

( ant ou b
ST zc:enl?



objectives

Objectives:

Mesting Objective

* Short term profits.

* Long term profits. sl

In vestment Selectio n

Active Strategies




Stage of the life cycle

Stage of the life cycle:

The price is more likely to increase in the growth
phase.

And fall in decline.

Introduction  Growth maturity decline

Sales

Time on market



http://upload.wikimedia.org/wikipedia/commons/f/f8/Product_life_cycle.png

Rest of the mix

The BCG Matrix

Rest of the mix:

igh . g
| Select [s it positioned as
cLsiness ' ' more exclusive item
Growth .
Rate Invest Remain. than competitors’
— products?
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Felative Posiion (market share)
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Methods of pricing

Price skimming.

Penetration pricing.

Competitor based pricing.

Demand based or perceived value pricing.
Cost plus pricing.

Predatory pricing.

Price discrimination.

Loss leader.

Psychological pricing.



Price skimming.

Price skimming.

High initial price to cover initial research and
development costs quickly.

Suitable for an innovative or protected product (e.g.
patent)

and where demand is price inelastic.



“Penetration pricing.

Penetration pricing.

Low price to gain market share quickly.
Suitable when there are substantial economies of scale

or when demand is price sensitive.

F'y

S



http://upload.wikimedia.org/wikipedia/commons/8/83/Income_elasticity_of_demand_-_inferior_goods.svg
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Competitor based pricing

Competitor based pricing:

* Suitable when the market is competitive and price
comparisons are easy: e.g. shopping goods.




/ mand based or perceived value

pricing
Demand based or perceived value pricing:
* Firm tries to estimate what people are willing to pay.

* This is the most market oriented approach,

* but it can be difficult to discover what people are
willing to pay.




Cost Plus Method

‘ price ($)
In relfoiion to the controfled rapsactions

/ IR
Sale price tv associated enterprise
e (Transfer Price}

flo be adfusted following ascertainment
i the cost plius mark up)

A

L] o et 4[ Apprapriste profit A
rofit having regard 1o functions,
v ’ assets and risks
Arm’s

Length
Gross

General, administrative Margin
and zelling expenses {*the cost plus
mark up")

gross
profit

Indirect Costs

Cost of Cost of
2 2 producing L Direct Casts producing
C t 1 . the gouds Sl Incurred with the gm?ds
O S p us p rl C lng " or services e independent or services

chterprises

.‘ Direct Costs  Incurred with associated coterprises
{the arm's length value to be ascertained before
‘ the cost plus method can be applied)

The firm adds an amount on to unit costs to decide on
the price.

This is a simple and, therefore, popular pricing
method,

but ignores demand conditions.
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Predatory pricing

Predatory pricing:

)

* A firm undercuts prices to remove
competition; one competitors
leave,

* the price is increased again.

* This policy can lead to a price war
in which all firms try to undercut
each other.




’ HAPPY(&} il Price discrimination
O Price discrimination:
% P) * Charging different prices for

the same product/service:
(e.g. some taxis charge

different prices late at night, or
happy hours )

® The firm will increase the price
in segments where demand is
price inelastic and decrease
the price when demand is
price elastic.



http://upload.wikimedia.org/wikipedia/commons/f/f6/Cabs.jpg
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Loss leader

Loss leader:

| » Product sold below cost
¥ to generate orders for
other product : e.g.
retailers put well known
brand in shop windows
and sell at a loss to
attract people into the
store.



http://upload.wikimedia.org/wikipedia/commons/3/3f/Gymboree_-_Scarborough_TC.jpg

~ Psychological pricing I

Psychological pricing:

* Focuses on consumer’s
perception of price: e.g. charging
high prices to convey quality,
charging £2.99 rather than £3.00
because people regard it as ‘over
£2’ rather than in the £3 band,
and stressing a reduction in
price (e.g. was £20, now £12).
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High price

The price is more likely to be high if:

The product is heavily braded There are limited competitors

Incomes are high Demand is price inelastic

There are few substitutes The product/service has a USP

Unit costs are high The item is exclusive

Distribution is limited The good is at the growth stage of
the life cycle

The firm is following a skimming
strategy



