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The Three Pillars of Pricing L

[

Cost-Based

Setting prices based on the
costs of production plus a fair
rate of return. Focuses on

internal financials.
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Competition-Based Value-Based
Setting prices based on Setting prices based on the
competitors' strategies, costs, buyer's perceptions of value
prices, and market offerings. rather than on the seller's cost.
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Cost-Plus Pricing T

The Traditional Approach

The simplest pricing method. The firm calculates the 157 6732
701 11,051
. 043 8.251 7

cost of producing the product and adds a standard 557 25017
markup percentage. }
10 287 70,884

© Formula: Unit Cost + (Markup % x Unit Cost) = Price. sy

72 251

© Pros: Simple to calculate; ensures costs are covered.

© Cons: Ignores demand and competitor prices; may not

maximize profit.
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Break-Even Analysis

o o <
Target Return Pricing "y
QS
L . Break-even Point
A variation of cost-based pricing where the firm
determines the price at which it will break even or make
the target return on investment (ROI).
Fixed

The Break-Even Point 1s where Total Revenue =

Total Costs.

This method helps companies understand the minimum

sales volume required to avoid losses at a given price
4000 6000 8000 10000 12000 14000 16000 1

point. Number of units
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Competition-Based Pricing

Going-Rate Pricing

The firm bases its price largely on competitors' prices,

with less attention paid to its own costs or to demand.

Price Leadership: Common in oligopolies where one

dominant firm sets the price and others follow.

Price Wars: A risk of this strategy where firms

continuously lower prices to undercut each other, eroding

industry profits.
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Value-Based Pricing ST

Customer Perception is Key

Value-based pricing uses the buyers' perceptions of value as
the key to pricing.

Unlike cost-based pricing, price is considered before the
marketing program is set.

Good-Value Pricing: Offering just the right combination of

quality and good service at a fair price.

Value-Added Pricing: Attaching value-added features to

differentiate offers and charge higher prices.
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Price SKimming

LLTTTUTIONS

Market-Skimming Pricing

Setting a high price for a new product to skim maximum

revenues layer by layer from the segments willing to pay the high

rice.
p Consumer

.pe Surplus
Conditions:

* Product quality and image must support the higher price.

Producer

* Competitors should not be able to enter the market easily. surplus

Common 1n the technology sector (e.g., new 1Phone launches).

Q1

www.economicshelp.org
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Penetration Pricing LT

Setting a low price for a new product in order to attract a
Existing Products New Products

large number of buyers and a large market share.

Goal: Rapid adoption and diffusion. Market Product

Penetration Development

Strategy: The high sales volume results in falling costs

Existing Markets

(economies of scale), allowing the company to cut its price

"
even further or maintain low prices to discourage competition. Market
S Diversification
> Development
z
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Psychological Pricing Ly =

Pricing that considers the psychology of prices and not

.1 price tag feels like a better . .
simply the economics.

Charm Pricing: Prices ending in 9 (e.g., $9.99) are
perceived as significantly lower than the round number

($10.00).

Reference Prices: Prices that buyers carry in their

minds and refer to when they look at a given product.
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Dynamic PriCing LETTITUTIONS

Adjusting prices continually to meet the

Dynamic Pricing Algorithm

characteristics and needs of individual customers
and situations.

Drivers: Big Data, Algorithms, and Al.

Examples: Airline tickets, Uber "Surge" pricing,

REVENUES
WITH A

and Amazon's fluctuating product prices based on PRICING _

demand and inventory levels.
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Product Bundling BT

Combining several products and offering the bundle at a

reduced price.

Strategy: Promotes the sales of products consumers might
not otherwise buy, but the combined price must be low

enough to get them to buy the bundle.

Examples: Fast food "Value Meals", Software suites

(Office 365), Cable TV and Internet packages.
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