UNIT -1V

Pricing — Meaning —Influencing factors — Objectives — Pricing methods.

Pricing Strategy

INTRODUCTION

Pricing assumes 2 significant r(?le in a competiti,
Price is the main factor which affects the Sal:
good price policy is of great imPORanceu:
wholesalers, retailers and the consumer,
o achieve their long-run pricing °bjectiv;;

Introduction
What is price

economy.
organisa(ion. A

Pricing Objfcn"cs the producerS.

°
°
e [Importance of price
L]
°

Factors Affecting pricing
Decision
e Procedure
Determination
e Kinds of Pricing
Price Leader
e Factors Affecting changes in
Price
e Price as an Indicator of Quality
e One Price Vs. Variable Price
e Resale Price Mainienance
e
e

for Price

Case Study-1
Questions

price policy. In certain cases, U
price is higher, the buyer believes
to the mark he expec

or low, without considering the quality of the

or influenced for future production
Prices play an important role i

he buyer looks at the price as an in

ts, he feels that the price ish

n the economy. The time wi

Marketers try [ 4 L
through both price policies and price strategies. If the Prices

are high, few buyers purchase and if the prices are low, many
buyers purchase. Thus market may be reduced or increaseq
That is, the price increases in relation to the sales revenug‘
Thus pricing is a critical situation. Therefore. a sound Pricing.
policy must be adopted to have a maximum sales revenue,

In the early stages of men, prices were set by buyers
and sellers negotiating with each other. The seller may
demand a higher price than expected and the buyer may offer
a price less than the expected one. Ultimately they arrive at an
aggreeable price through bargaining. Now in the competitive
economy, development of large business aims to have one
dicator of product quality. If the
be of high quality. In case the quality is not up
igh. Hence, one cannot say that the price is high
be purchased. The price is greatly affected

the products to

product to

and markeling.
thin which the product is sold varies.

may not be stocked for

le nature and frequent changes of style,
ds, they can be stocked for longer time, in the hope of getting
ancial resources of farmer, middleman,

The goods, which are of a perishab!
long time. In the case of durable goo
favourable price rise. Holding the stock depends upon the fin
wholesaler etc., and the perishability of the goods.

What is Price?

Price may be defined as the exchange of goods or se
there is no marketing in the society. If money is not there,
but without price; i.e., there is no exchange value of a produc
transaction, is the key factor which affects the sales operations.

What you pay is the price for what you get.

Price is the exchange value of goods or services in terms of money.
Price of a product or service is what the seller feels it worth, in terms 0

228

rvices in terms of money. Without price
exchange of goods can be undertaken,
{ or service agreed upon in a market

f money, to the buyer:
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When you pay tuition fees to @ rcacher.
When you engage a labour on Wages:
When you pay rent on your house.
When you pay commission to @ broker.
You pay a - When you pay subseription.

When you pay salary to salesmen.
When you pay charges on your tnp-
When you pay premium.

When you pay advertisement bill.
;thn you pay interest on loans.

¢ market price of g a3 :

':::f a hr\\iuc‘: inl‘lucn‘ccp\\ﬁuu l.\'jﬂucl.\cc‘f Wages, rent, interest and profits. In other “nrdi' .::::l
peia hin: The Baee - € Prce paid for the factors of production—labour, land. capita
cl\ﬂvf‘“““‘é‘? ‘P: e ‘Pn&‘ 'S A matter of vigg) impnn'm;‘c loplhc buver and the seller. Exchange
of the goc :“‘“" -\dcl'\.lucs takes place only when the |1|:iccs are agreed upon by the seller and the
huyer. Pm:u .\a:l ecide the success or failure of a firm l"rig.'cs '\ri important cconomic regulators.
By m‘_mk;n‘r v money economy from barter ccu;lomy Vl‘hc importance of price has been
i“““':'bf\jﬁ‘ Cem;‘: & pamary source of revenue which, all .ﬁrms try 1o maximise by expanding
e > ‘Ptnji et}ng d?mand for a product or service ‘m a lurge\exlcm depends upon the price of
the product. Price will affect the competitive position and share of the markets. Pricing policy, no
doubt is a potential weapon. specially in a planned economy like ours where it can be used in such
away as 1o bring about a proper allocation of resources according to \pl:mned priorities.

When a fim sets 2 price for its goods, it has to consider many factors—demand, existing
competition. legal restrictions etc. Only the cost of production is not enough to fix the price, but
the objectives of the firm may also be considered. In consumer-oriented marketing, the product
must have utility to the buyer, who must have satisfaction. If a consumer is not satisfied, he may
refuse to buy the product. Then, in monopoly. a firm can fix the price of its product. The market
is full .of compentors and many substitutes also appear. When a new firm launches a promotion
campaign. introduces a new product. or reduces jts price to expand the market, the market goes
to competitors. Under these circumstances, price reduction or changes in the price structure will
help to overcome the situations.

[mportance of Price

Pricing Objectives _
To perform the marketing job efficiently,

the management has to set goals first. Pricing is no
exception. Before determining the price itself, the management must decide the objectives of
pricing. These objectives are logically related to the company’s overall goal or objectives. The
main goals in pricing may be classified as follows:

1. Pricing for Target Return (on investment) ( ROI ): Business needs capital, i.e., investment
in the shape of various types of assets and working capital. When a businessman invests capital
in a business, he calculates the probable return on his investment. A certain rate of return on
investment is aimed. Then, the price is fixed accordingly. The price includes the predetermined
average return. This is seller-oriented policy. Many well-established firms adopt the objective of
pricing in terms of ‘‘return on investment.”” Firms want to secure a certain percentage of return
! on their investment or on sales. The target of a firm is fixed in terms of investment. For instance. a
' company may set a target at 10 or 15% return on investment. Further, this target may be for a long
term or short term. Wholesalers and retailers may follow the short term, usually a year. They charge
certain percentage over and above the price, they purcha§ed. which is enough to meet operational
costs and a desired profit. This target chosen, can be revised from time to time. This ob_]ec.twe. of
pricing is also known as pricing for profit. Cenmn firms adopt this method as a satisfactory objective,
in the sense they are satisfied with a certain rate of return.

635324
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2. Market Share : The target share of the market and the expected volume of syjeq e

n\O.Sl important: consideration in pricing the products. Some companics adopt the i, ,.,;‘ i
objective so as to maintain or 1o improve the market share towards the product, A oy m;.ﬂ"
share is a better indication of progress. For this, the firm may lower the price, in C‘""Purim"‘c
the rival products, with a view to capture the market. By reducing the price, customerg mcn b
exploited. rather benefited. The management can compare the present market share wigy gp, §

market share and can know well whether the market share is increasing or decreasing, Wllcnpt‘:“
market share is decreasing, low pricing policy can be adopted by large-scale nmnufuclurcm' whlc
produce goods needed daily by the consumers. So margin of profit comes down becayse of o 0
price. but the competitors are discouraged from entering the market. By low pricing policy nw
doubt. market share can be increased. besides attracting HEW Users. 3

R

Objectives of a Firm in Pricing

To profit maximisation
To eam target return (ROI)

To face competition

To increase market share

To enter new market

To achieve a particular market share
To keep competition out

To keep parity with competition

To attain a target market

10. To bring price stability

11. To survive in competition field

12 To balance price over product line.

3. To Meet or Prevent Competition : The pricing objective may be to meet or prevent
competition. While fixing the price, the price of similar products, produced by other firms, will
have to be considered. Generally, producers are not in a haste to fix a price at which the 2oods
can be sold out. One has to look to the prices of rival products and the existing competition and
chalk out proper price policy 5o as to enable to face the market competition. At the time of
introduction of new products to the market, a low price policy is likely to attract customers, and
can establish a good market share. The low price policy discourages the competitors. This low
price policy can be adopted before the obsolescent stage under PLC.

'4. Profit Maximisation : Business of all kinds is run with an idea of earning profit at the
maximum. Profit maximisation can be enjoyed where monopolistic situation exists. The goal
should be to maximise profits on total output, rather than on every item. The scarcity conditions
offer chances for profit maximisation by high pricing policy. The profit maximisation will
dgvclop an unhealthy image. When a short-run policy is adopted for maximising the profit, it
will explon the customers. The customers have a feeling of monopoly and high price. But a long-

run policy to r.na.fumisc the profit has no drawbacks. A short-run policy will attract competitors,
t\:l;;h;)nix)—ro(;duu;::d.s;xmxlar £0oods at low cost. As a result, price control and government regulations will
5. _Stab-ilise 'Price : It is a long-time objective and aims at preventing frequent and violent
fluctuations in price. It also prevents price war amongst the competitors, When the price often
cha-nges. there arises no confidence on the product. The prices are designed in such a way that
during the_: period of depression, the prices are not allowed 1o fall below a certain level and in the
t?oom period, the prices are not allowed 1o rise beyond a certain level. The goal is to live and let
live. Thus firms forego maximum profits during periods of short supply .of [)l’O(glU;tS.‘

D L RO B 0 0 e
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omers’ Ability to Pay : The prices that are
his capacity to pay. For instance, doctors charg

person t

d differ from
charge ces BECC

Cust | 1»
e ¢ fees for their servit

‘\\'\!mg o .
:M C-'{“‘-") of the patent.
“ - Resource Mobilisation :
ot fficicat FCSOUICs are nwdf:
\lgeters ar interested in getting
"\ have a short PLC. The management may fix
:,:l ow pm\\i similar products.
Factors Affecting Pricing Decisions

The prcing decisions are influenced by many fa

{ in such a Wa¥

This is a pricing ohjective, the roduct . (c-
is pricing obj P |opmcn|ﬂ' ln\.csmu:nl c
A prodUC(

available for the finns’ cxpansion. deve ible
back the amount invested as speedily as PO e competitors
a higher price and this trend will inv!

< arc pricec

istent
ctors. The price policies should be cons!

Factors Affecting Pricing Decisions
cing objectives. The influencing factors for a price decision can be
(1) Internal Factors and (2) External Factors.
(4) Internal Factors

(1) Organisational Factors
Pricing decisions occur on two levels in

with pri divided into two groups:

the organisation. Over-all price strategy is dealt with
etermine the basic ranges that the product falls into in terms of market
f pricing are dealt with at lower levels in the firm and focus on
some combination of production and marketing specialists

by top executives. They d
seements. The actual mechanics o
individual product strategies. Usually,
| are involved in choosing the price.
(2) Marketing Mix

: Marketing experts view price as only one of the many important elements of the marketing
mix. A'Shifl in any one of the elements has an immediate effect on the other three—Production,
Pmmfmon and Distribution. In some industries, a firm may use price reduction as a marketing
‘{thque: Other firms may raise prices as a deliberate strategy to build a high-prestige product
line. In cither case, the effort will not succeed unless the price change is combined with a total
markeling strategy that supports it. A firm that raises its prices may add a more impressive-lookin
package and may begin a new advertising campaign. §
(3) Product Differentiation

The price of the product also depends upon the characteristics of the product. In order to

dltract . o /
e lahe customers, different characteristics are added 1o the product, such as quality, si 4
Which‘i ttrfacuve package, alternative uses etc. Generally, customers pay more price for tt T %
s of the new style, fashion, better package etc. o produc[‘j 2‘

&

B
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(4) Cost of the Product ) g
Cost and price of a product are closely related. The most important fale)r is the :
production. In deciding to market a product, a firm may try to decide whal-pnCCS are pugpe.
considering current demand and competition in the market: The product ultimately 20es tosuc'
public and their capacity to pay will fix the cost: otherwise product would be flappeq inuu:

market.

(5) Objectives of the Firm . ' . ‘
A firm may have various objectives and pricing contributes its share in achleving such

Firms may pursue a variety of value-oriented objectives, such as maximising sgeg Teven,

maximising market share, maximising customer volume, minimising customer volume, Maintgi:.

image, maintaining stable price etc. Pricing policy should be established only after pm::
T

considerations of the objectives of the firm.

(B) External Factors

(1) Demand .
The market demand for a product or service obviously has a big impact on Pricing, Sincg

demand is affected by factors like, number and size of compcﬁl0r§. the prospective buyers, their
capacity and willingness to pay, their preference etc. are taken into account while ﬁxing the
price. A firm can determine the expected price in a few test-markets by trying differen; Prices i
different markets and comparing the results with a controlled market in which Price is po
altered. If the demand of-the product is inelastic, high prices may be fixed. On the other hang_ jf
demand is elastic, the firm should not fix high prices, rather it should fix lower prices thap that
of the competitors.
(2) Competition
Competitive conditions affect the pricing decisions. Competition is a crucial factor in price
determination. A firm can fix the price equal to or lower than that of the COMPEULors, provided
the quality of product, in no case, be lower than that of the competitors.
(3) Suppliers
Suppliers of raw materials and other goods can have a significant effect on the price of a
product. If the price of cotton goes up, the increase is passed on by suppliers to manufacturers.
Manufacturers, in turn, pass it on o consumers. Sometimes, however, when a manufacturer
appears (o be making large profits on a particular product, suppliers will attempt 10 cash in on
the profits by charging more for their supplies. In other words, the price of a finished product is
intimately linked up with the price of the raw materials, Scarcity or abundance of the raw
materials also determines pricing.
(4) Economic Conditions
The inflationary or deflationary tendency affects pricing. In recession period, the prices are
reduced (o a sizeable extent to maintain the level of turnover. On the other hand, the prices are
increased in boom period to cover the increasing cost of production and distribution. To meet the
changes in demand, price ctc. several pricing decisions are available—(a) prices can be bo‘”wd.m
protect profits against rising cost. (b) price protection systems can be developed to link the pnce
on delivery to current costs, (c) emphasis can be shifted from sales volume to profit margin
cost reduction elc.
(5) Buyers
The various consumers and businesses that buy a company’s products or services m_v.ln\‘
an influence in the pricing decision. Their nature and behaviour for the purchase of a

product. brand or service etc. affect pricing when their number is large.
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price discretion is also affected by
Y y cna

R K o 1l {066
egislation. W hen it is thought proper 10 “|° price-control by the povemment throug!
mest the inflati rtain P
onary trend in prces of cerf

The prices cannot be fixed hi 3
eher, as govemment keeps | icing In the l""”“c
cector. eps a close watch on pricing
The marketers obviously :
litde, if any Y can exercise substantial control the internal factors. while e
pave htde, y, control over the external one ey
o 8.
[‘mﬂ‘durc for Price Determination
the

There is no specific proc :
pe procedure applicable 1o all firms for price determination- 1 Jowevers

following SICPS May be followed to determine the price :

1. Determine demand for the product.

2 Antcipate and analyse the competitive reaction.

3. Establish expected share of the market

4. Select pricing strategy. '

5. Consider company’s marketing policics.

6 Set the price.
1. Determining Demand for the Product

The ;narketer has to make out an estimation for his product. Each price that the company might
charge will lead to a different level of demand. There is a relation between the price charged and ‘zhe
resulting demand. In the normal case, demand and price are inversely related, i.e., higher the price,
lower the demand. There are two practical steps in demand estimation. They are, first, to determine
whether there is a price which the market expects and second, to estimate the sales volume at
gifferent prices. Comparison of the prices of rival products is a good guide in pricing products: In
certain cases, the marketer conducts regular survey of potential buyers, retailers, wholesalers etc.,
1o determine the expected price. When we know the expected price, we can compute sales volume
at different price levels. If demand is elastic rather than in-elastic, sellers will consider lowering their
price, to produce more total revenue. That is a product with elastic market demand. It is usually
priced lower than the product with an inelastic demand.
7 Anticipate and Analyse the Competitive Reaction

The competitors can influence the price. Competition may arise from (1) similar products (2)
close substitute and (3) unrelated products seeking the same consumer’s disposable income.
When the marketing field is easy to enter, then the number of competitors is greater, and there is
a room for more revenue. To anticipate the reactions of the competitors, it is necessary to collect

information about their product, cost structure, market share etc.

3. Establish Expected Share of Market

A marketer must decide the share of the market at the expected price: Low priced products may

capture large. share of the market, and a high priced product may capture a small share of the
market. Large share of the market can also be captured by advertisements and non-priced competition.
Share of the market is also decided by the factors, such as present production capacity, cost of

plant extention etc.
4. Select Pricing Strategy
A good and proper pricing
market, There are two methods:
(a) Skimming Pricing : This p
product, at the time of introduction O
maximisation at the shortest period, wh
brought down when competitors enter into

policy may be employed to achieve a predetermined share of the

rice strategy is characterised by high initial price of the
{ the product in the market. Manufacturers aim at profit
ere market conditions are also favourable. The price is
the market field. Under this, the price is fixed high,

111 BBA — SMBA52 - MARKETING MANAGEMENT — Ms. MEENA K
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234 distincti d lusi MOdem Ma"'“in
. Pt r its distinctiveness an exclusivenegg : {
because the p mdUC[(;chshmt;lccfggsélflgoat the initial stage, competition is at me,-:::i'ns"m'ﬂingi
suitable yf°f "::)Vr fhrg prod;ld leads the market, (2) if the market js unfavourapje lhe] . 1 th
3:332;?:;'::; easily. And at the same time, i.f the price is too low, it is very difficy), (occ Can p,
Pn'cct (3) High price creates a vision 'Of Sl.JPC“Or product. e
(b) Penetrating Price : Price Skfmmln.g.slralegy adopts g high introductory ric
milk of the market, whereas penetration pricing strategy adopts a Jow introducto, ric ™ thy
up or capture the widespread market acceptance. Penetrating pricing Strategy js charagqer:
low initial price of the product: wl?en introduced in the market. The aims is o catch n ¥
portion of the market. The Pohcy 1S satisfactory, when (1) the cost of productiop o the Majoy
because of large-scale operations, (2) there is fear of stiff Competition, (3) the Product’s ¢ don
highly price elastic, (4) the public accepts the New product as g part of its daily life, “mandiy
5. Consider Company’s Marketing Policies
The price of product is influenced by the nature of
perishability. Perishable products haye to be disposed of within a limited time €.g., fruits milk-

vegetables etc. Durabje products €.8., car, radio, cloth, Scooter etc., are concerned Prices hi ;
: ’ Which
arketer may compe] the Stockist to ge)y

1. Cost based

2. Demand based

3 Cost-demand based
4. Competition based

1. Cost Based

The price determination of a product, under cost-based method, js made on the basis of cost of 43
production plus an additional margin of cost, that is selling price i equal to cost of production
plus anticipated profit. When the management adds (o this cogt Some amoun( referrez to mark A

serves, as a base, for price fixation. Cost-based price

will be a loss to the firm. For instance, cost of a product is Rg.
Rs. 25 or the percentage mark Up On cost is 25%, then the selling prj
five rupees. In India, a large number of companies follow thjs policy,

Its advantages are:
(1) Simple system

(2) Socially fair .
(3) No price war among competitors

teed
afe recovery of cost guarant »y
g; lsleasonable system in changing situation

Page 7
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prcing Sroiesy
It disndvan
pemand ignored
ure cost nol considered
¢ compelition

jnaccounted ‘ ‘ ‘
H L .‘l’ sjency during manufacturing SWRC, .
D e il Jduct ceases initiation.
5) profitability of every product ceasc:
(:
1 Based '

Jeakness of the above cosl based pricing L B 0

4 i:'\giu of the demand for the product the price 1s X | ;l o
1 Y . 14
On e .o, but charges what a buyer can pay i.c., charges Wi g
- ¥ pa s A S s
el djusting it 10 the market condition. The price vnrllc e
aqnly adjus : : price
sy 1 is followed by a high price and a low demand l? fol nlwdim:rcm i
ralariedh ay into test marketing, through
qnagement may enter in ‘

¢ managemen keting, et Pt
o ;h asures the maximum revenuc. In certain cascs, the manag
\which ensures

pasis Of historical data available.

Merits of this policy are: : ;
1. Consumer’s price elasticity and preferences are considered.
2 Inefficiency is penalised.

3 New product pricing is facilitated.

tagres may be':

(2)
nolt considered.

5 pemand is to determine th

; will bear.
tr.nff‘":iumc, to consume
Jow pricc. AnO
jces an
ay forccast P

pemerits, are:

1. Itis socially unfair.

2 It does not ensure competitive harmony.

3. Consumers are at a disadvantage.

For a real price, both cost and demand are taken into accou
demand serving as ceiling. The actual price lies in between these two.

3. Cost-demand Based ;

This method removes the deficiencies of the cost-based and demand based pricing. On the
basis of cost data from accounting records, demand schedules are built so as to develop the break-
even analysis. This is also known as break-even pricing. Because the interrelationship of costs
and sales volume determines the amount of profit or loss, break-even analysis helps in estimating
the effects of different prices on profits. The firm tries to determine the price that would produce
the profit it is seeking. This is clear from the chart given below:

INlustration :

You are given the following data for the costing year of a factory:
Budget output 1,00,000 units

Fixed expenses Rs. 5,00,000
Variable expenses Rs. 10 ;‘)er,unit

Selli i
ng price Rs. 20 per unit :

nt. Cost serves as a floor and

Draw a break-even chart showin < i
| s g the break-even point. If i ice i
Rs. 18 per unit, what will be the new break-even point. . fibomrs.t o, Wil

Solution : (B. Com., Jabalpur)

BEP, = Fixed Cost
Selling cost — Variable cost
- 3,00,000 5,00,000
20-10 . = ST 50,000 units

Break-even sales = 50,000 x Rs. 20 = Rs. 10,00,000
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- 8, then the
If the selling prce is reduced to Rs. 18,

The new break-cven point

_S0000 - _ 5 500 units

=Rs 000
Break-cven sales = 62,500 X Rs. 18 =Rs. 11,25

201
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o !
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0 ] 2 T
25 50 75 100
’ Output (in 000 units)

Modern Mg,y lin

contribution will be Rs. 8 i.c. Rs, 1810,

Because the imem:lati;)nship of costs and sales volume determines the amount of profit (or
loss), break-even analysis helps in estimating the effects of different prices on proﬁts; The technique
of break-even analysis can be made easy with the help of graph or mathematical formula. Graphical

representation of break-even point (or cost-volume-profit) is known as the break-
important to note that break-eveh point occurs where total costs equal total sales

point it indicates that income exactly equals expenditure.

Profit planning is a plan for future operation or
attain the maximum profit. The volume of sales re

from the formula :
st satenss Fixed cost + Desir‘cd Profit
P/V ratio
Required contribution
New contribution per unit
4. Competition Based

Before pricing a product, eve
are to be d

Thus :

(1) Meeting the Competition :

(or) =

ry firm takes into ac
etermined Lo fix the selling price at above, b

even chart. It is
revenue. At this

planning budget to attain the given objective to
quired to maintain a desired profit can be known

count the conditions of competition. Policies
elow or in line with competition.

. . ' Marketers competing on a non-price basis simply meet
compeltitors' price. An Important point of meeting the competition is that sellers have the means
of non-price competition, for example, b

randing, pack
(2) Pricing Above the Competition : This

above the market price, just to impress the buyers that the product is superior,

aging, sales promotion elc.

policy is less common. Under this, the price is fixed

111 BBA — SMBA52 - MARKETING MANAGEMENT — Ms. MEENA K
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Pricing Strategy

(3) Pricing Undey
or low quality or to prq
Kinds of Pricing

By following the 4

bove prine:
pmdUClS. A few' imponan‘ orpnnClples' bUSines

237
Competitiy, .

Ma ction cOst
mote sajeg. There w:] Y firms sy lower prices because of low produ

ill be less profit,

A their
m are €SS firms may opt various kinds of pricing o
1. Psychologica| Pricing i €Xplained below:

and other factors are ; any Consumerg

: Mportany ; ;s :
Cenain people prefer hig}, Pricedm pricing. Ye, psychology of the priccs is also CO"S'der-ef :
diamor?d. Jewellery ec, Products, considered 1o be of high quality. Costly items like

ieTCVeal the statws of the persons, who wear them. They demand highly
(elevision sets carrying prestige prices are in demand. Th(.:n
Rs. 19.95 instead of Rs. 20, g 299,90 M€ is used. The prices are set at odd amounts, such as
more sales. An article Pn'ced, oy R 3 90 'Nstead of Rs, 300 Odd prices, by psychology, may bring
2. Customary Pricip 50wl ore sales than when it is priced at Rs. 10. -

i .. ®XPecta particular price to be charged for certain products.
1:)::: :::3“;(’“8- The cuslomerspare familiar w{igth the rates and mnrkzl
i ol the price. Sych products are typically a standar(!lsed .
:© S1ze of the product, if the cost of manufacturing increases.

OPting new package, size etc. For example, confectionary

. ity. Cosls
use the price as an indicator of quality

3. Skimming Pricing

: It invol Soh 8 G et i e
cream of demand. The products, whzzsi:u}ugh Introductory price in the initial stage to skim th
other manufacturers. During thj

th .~ introduced in the market have a limited period free from
market condition. Generalj - penod, it aims at profit maximisation, according to the favourable
field : ¥ the price moves downward when competitors enter into the market

portation is an important pricing factor, because of
; etween the production centre and consuming centre. The majority
of the producmg'cenlrcs are located in Bombay, Delhi, Calcutta and Madras; and at the same
time .lhe consuming centres are dispersed throughout India. There are three ways of charging
transit:

(a) F.O.B. Pricing : In FOB (original) pricing, the buyer will have to incur the cost of
transit and in FOB (destination) the price influences the cost of transit charges.

(b) Zone Pricing : Under this, the company divides the market into zones and quotes
uniform prices to all buyers who buy within a zone. The prices are not uniform all over India.

The price in one zone varies from that of another one. The prices are uniform within a zone. The
price quoted is by adding the average of the transport cost.

(¢) Base Point Pricing : Base point policy is characterised by partial absorption of the
transport cost by the company. One or more cities are selected as points from which all shipping
charges are calculated.

6. Administered Price : Administered price is defined as the price resulting from managerial .
decision, and not on the basis of cost, competition, demand etc. But this price is set by the
Management after considering all relevant factors. There are many similar products manufactured

by different firms and more or less the price tends to be uniform. Usually the administered price
remains unaltered for a considerable period of time.
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7. Dual Pricing : Under this du

art of his production to the government or its :
rest of the product may be sold in the open market at a price fixed by the producer.

§. Mark up Pricing : This method is also known as cost pI.us p'nf:l'nﬁ This mcl_hod is Eenery)
adopted by wholesalers and retailers. When they set up the price ;mln.l y. a C[:rld;n Percentag, "
added to the cost before marking the price. For example, the cost of an item is Ks. 0 and js sold

Rs. 13. The Mark up is Rs. 3 or 30%. ;
is generally followed by the retailers than “’h°|°SaIc,s

9. Price Lining : This method of pricing : . ;
a limited number of prices at which the store wil| sell i

merchandise. Pricing decisions are made initially and remain Fonslunl for a long period. The fim
should decide the number of lines and the level of each price line. Many prices are not desire ang
the prices should not be too close to each other or too far from each other. For example, a shoe 3

has several types of shoes, priced at Rs. 120, 140, 170 etc., a pair. e
n as variable pricing. The price is not fixed. The prie &

10. Negotiated Pricing : It is also know ;
be paid on sale depends upon bargaining. In certain cases, the proc?ucl may be prepared op the
basis of specification or design by the buyer. In such cases, the price has to be negotiated 4

then fixed. ”
the government calls for competitive bids when they

11. Competitive Bidding : Big firms or ‘ ‘
want to purchase certain products or specialised items. The probable expenditure is worked ou,

Then the offer is made quoting the price, which is also known as contract price. The lowes

al pricing system, a producer is required CQ'“P“‘SOrily 10 s
authorised agency at a substantially low price Thn
*Ahg

This system consists of selecting

bidder gets the work.
12. Monopoly Pricing : Monopolistic conditions exist where a product is sold exclusively by

one producer or a seller. When a new product moves to the market, its price is monopoly price,

There is no competition or no substitute. Monopoly price will maximise the profits, as there is no

pricing problem.

13. Oligopolistic Pricing : Oligopoly is a competitive market situation and the presence of a
few large sellers, who compete for larger market share. None has control over the price it
charges. Any firm may take initiative in fixing the price of a product and others will follow. For
example, tyre, watch etc.

After the price is fixed, a businessman may face the problem of reduction in the quoted price.
A difference between the price quoted and the net price charged, is known as price differential.
This price reduction i.e., price differential, is made in the form of incentives to buyers, to meel
competitive pressure etc. It is considered before fixing the price. The price differentials are, in
brief:

(a) Trade Discounts: Trade discount or functional discount is allowed in the form of
deductions from the list price. Manufacturers give this type of discount to wholesalers and
retailers as a consideration for the remaining marketing function to be performed by them.

(b) Quantity Discounts : Quantity discount is allowed to encourage a buyer to purchase in

bulk. It is used as a sales device for slow moving items. For example, Rs. 3 for one pen B
for 10 pens, Rs. 45 for 20 pens etc. In certain cases, the quantity discount will be in the form of
free units.

(c) Cash Discount : It is concession or deduction given to the consumer by the seller fo
remitting the bill within the specified period of time. It is a deduction from the invoice bill a
time of payment.

(d) Seasonal Discount : Seasonal discounts are allowed on purchases during slack scasoﬂa
Ff)r instance, air-coolers are generally sold during summer seasons, and to encourage sales un:
winter season (off season) where no sales may be possible, dealers will allow season it

This enables better utility of plant and reduce storage cost.

A

111 BBA — SMBA52 — MARKETING MANAGEMENT — Ms. MEENA K Page 11



pricing Strategy 239

(e) Allowances : There mg d
. Y be specia] are expecte
erform promotional iviti 14! types of all retailers, who
:fr,in%ow display allowanca::c"f‘;le:c:a:: ;Jush up the snc;;a";zf Zf:::zl::o advertisement allo;\:“al'c:c;
s ; 2 y ol
offered to a trader or a firm, tha, “"kspl’h‘ias'bi;e:r display materials etc. Brokerage allowan
ice Leader S and sellers.
All the marketers should de

cide, whether e or follow price

changes. The firm initiating price . 16" as a matter of policy, they will initiate or .
changes is called price leader and those following it, price followers
Factors Affecting Price
Prices move up : reaso
— - 3 e Prices move down : reasons
; ere is more demand but
]Z Weak competitors exist i 1. There is more supply but less demand.
. 2. Strong competitors exist.
3. Sellers hold up goods for higher 3 Sellerg hpc Hors e:ﬁ
price (bullish attitude). : (bcm:hp::m::;)goo .
4, There is increase in wage but 4. W < ar ivi
siot Iy pradncRviey: 5 ris:%es are stable and productivity
5: _Fuclor§ of production are used 5. Factors of production are used efficiently.
inefficiently.
6. Buyers are eager to possess ownership. 6. Buyers resist against purchase.
7. The supply of money increases. 7. The supply of money decreases.
8. Goods are non-perishable by nature. 8. Goods are perishable by nature.

Notes: Modern Marketing Principles and Practices — R.S.N. Pillai, Bagavathi

. 1]
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