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20-1    OVERVIEW
A.
A price represents the value of a good or service for both the seller and the buyer.

B.
Price planning is systematic decision making regarding all aspects of pricing.

C.
The value of a good or service can involve both tangible marketing factors and intangible marketing factors.

D.
For an exchange to take place, both the buyer and seller must feel that the price of a good or service represents an equitable value.

E.
Many words are substitutes for the term price. No matter what it is called, a price contains all the terms of purchase, as follows:

1.
Monetary and nonmonetary charges, which may be combined.

2.
Discounts.

3.
Handling and shipping fees.

4.
Credit charges and other forms of interest.

5.
Late-payment penalties.

F. Price is the mechanism for allocating goods and services among potential buyers and for ensuring competition among sellers in an open marketplace.

20-2    THE IMPORTANCE OF PRICE AND ITS RELATIONSHIP
TO OTHER MARKETING VARIABLES
A.
The importance of price decisions to marketers has risen substantially over the last 30 years because of the following reasons:

1.
Price appears in every marketing transaction.

2.
Deregulation in some industries has resulted in greater price competition.

3.
Many firms are more price conscious.

4.
The growth of the global economy has led to greater interest in currency valuations and exchange rates.

5.
The rapid pace of technological advances has led to intense price competition for many products.

6.
Service-based firms have begun to place more emphasis on how they set prices.

7.
During economic slowdowns, it is difficult for firms to raise prices.

B.
Pricing decisions must be made in conjunction with product, distribution, and promotion plans.

1.
Parfums de Coeur makes imitations of expensive perfumes, saves money on packaging, advertising, and sales salaries, and distributes via mass merchants (such as Wal-Mart) and online.

2.
Pricing is related to other marketing and company variables.

a.
Prices vary over the life cycle of a product category.

b.
Prices affect customer service levels.

c.
Prices to channel members must provide them with profits, yet encourage final consumer purchases.

d.
Price control may cause channel conflict.

e.
Product lines with different features and prices attract different segments.

f.
Price flexibility is needed by the sales force.

g.
Marketing and finance pricing considerations need to be coordinated.

h.
Cost changes necessitate decisions by firms whether to pass along changes, absorb them, or modify product features.

20-3    PRICE-BASED AND NONPRICE-BASED APPROACHES
A.
With a price-based approach, sellers influence consumer demand primarily through changes in price levels.

B.
With a nonprice-based approach, sellers downplay price as a factor in consumer demand by creating a distinctive good or service via promotion, packaging, delivery, customer service, availability, and other marketing factors.

C.
The more unique a product offering is perceived to be by consumers, the greater is the freedom of a firm to set prices above its competitors’. See Figure 20-2.

D.

See Figures 20-3 and 20-4 for examples of price- and nonprice-oriented strategies.

20-4    FACTORS AFFECTING PRICING DECISIONS
A.
Price decisions are heavily dependent on elements external to the firm. Outside elements can sometimes affect prices greatly; at other times, they have little impact.

B.
Figure 20-5 outlines the major factors affecting a firm’s ability to set prices.

20-4a    CONSUMERS
A.
The law of demand states that consumers usually purchase more units at a low price than at a high price.

B.
Price elasticity of demand indicates the sensitivity of buyers to price changes in terms of the quantities they will purchase. 

1.
Elastic demand occurs if small price changes result in large demand changes.

2.
Inelastic demand occurs if price changes have little impact on demand. 

3.
Unitary demand occurs if changes in price are directly offset by changes in quantity demanded.

C.
The type of demand that exists is based on availability of substitutes and urgency of need.

D.
Figure 20-6 shows elastic and inelastic demand.

E.
Demand elasticity varies over a wide range of prices for the same good or service.

F.
Table 20-1 shows price-elasticity calculations for an office-equipment repair business.

G.
It is also necessary to understand the importance of price to various market segments because all consumers are not equally price-conscious.

1.
A price shopper is interested in the “best deal.”

2.
A brand-loyal customer believes his/her brand is superior and is willing to pay a “fair” price.

3.
A status seeker is interested in prestigious brands and product categories and is willing to pay whatever prices are set.

4.
A service/features shopper places high value on customer service and/or product features and is willing to pay for them.

5.
A convenience shopper values nearby locations, long store hours, etc. He or she is willing to pay above-average prices.

20-4b    COSTS
A.
The costs of raw materials, supplies, labor, transportation, and other items are frequently beyond the control of the firm—but they greatly impact prices.

20-4c    GOVERNMENT
A.
Figure 20-7 shows the five major areas into which government actions relating to pricing can be divided.

Price Fixing 

A.
Horizontal price fixing results from agreements among manufacturers, among wholesalers, or among retailers to set prices at a given stage in a channel of distribution. It is illegal according to the Sherman Antitrust Act and the Federal Trade Commission Act, and penalties for violations may be severe. Competitors cannot do the following:

1.
Coordinate prices.

2.
Discuss price levels, markups, and costs.

3.
Plan to issue list prices on the same day.

4.
Plan to rotate low bids on contracts.

5.
Agree to restrict production to keep prices high.

6.
Exchange information with one another.

B.
Vertical price fixing occurs when manufacturers or wholesalers seek to control the final selling prices of their goods or services.

Price Discrimination
A.
The Robinson-Patman Act prohibits manufacturers and wholesalers from price discrimination in dealing with different channel-member purchasers of products of “like quality,” if the effect of such discrimination is to injure competition.

B.
Terms and conditions of sale must be made available to all competing channel-member customers on a proportionately equal basis.

C.
The Robinson-Patman Act was enacted in 1936 to protect small retailers from unfair price competition by large chains.

D.
Exceptions to the Robinson-Patman Act include the following:

1.
Products with substantial physical differences.

2.
Involvement of noncompeting buyers, if prices do not injure competition.

3.
Cost justification.

4.
Changing market conditions.

5.
Meeting other suppliers’ prices.

E.
Buyers, as well as sellers can be guilty of Robinson-Patman Act violations.

Minimum Prices
A.
Unfair-sales acts (minimum price laws) prevent firms from selling products for less than their cost plus a fixed percentage that includes overhead and profit.

1.
About half the states have such laws covering all types of products and retail situations.

2.
Two-thirds of the states have such laws involving specific products.

3.
The acts are intended to protect small businesses from predatory pricing and to limit the use of loss leaders by retailers.

B.
Under predatory pricing (which is illegal), large firms set low prices to drive small firms out of business.

C.
Loss leaders are items priced below cost to draw customer traffic. These laws are rarely enforced, since consumers usually benefit.

Unit Pricing
A.
Unit pricing enables consumers to compare price per quantity for competing brands and for various sizes of the same brand.

Price Advertising
A.
FTC guidelines for price advertising cover the following:

1.
Comparisons of new prices with former prices.

2.
Comparisons with competitors.

3.
Suggested retail prices.

4.
Advertised bargains.

5.
Bait-and-switch advertising, an illegal practice by which consumers are lured into a store to buy a product and are then told that the item is out of stock or of inferior quality.

20-4d    CHANNEL MEMBERS
20-4e    COMPETITION
A.
The competitive price environments are shown in Figure 20-8.

