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Part A Text

Text A

Pricing (D

Importance of Price

| Price is extremely important in marketing competition. It is easily measured
and observed by competitors, who can respond quickly to changes in it.
Product, promotion, and distribution costs in marketing mix directly affect
the price. For example, a candy company may need to decide whether to
increase the price of a 2-onuce candy bar or to keep the price the same and
decrease the size of the candy bar to 1'% ounces. Price decisions like this
one are both important and difficult for marketing managers to make.
Customer reaction to changes in price is very critical. Let’s look at several
reasons for the importance of price.

A Measure of Quality

2 Price is important because customers use it to measure the quality of the
product. If the price seems too high, the customer may reject the product as
not worth the money. If the price seems too low, the customer may assume
the product is inferior. Because different customers may perceive the same
price in different ways, the relationship of price and quality is a constant and
important challenge to marketers. It is interesting that some customers will
more readily buy a particular product if it is higher priced. The higher price
creates more prestige value for this customer. In general, customers are
very aware of prices and are influenced by them in evaluating the quality of
a marketer’s product.
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Competition and Profits

Price is important as a competitive device in the marketing mix. A marketer
can compete readily and often effectively by changing price alone. Imagine
that you are a marketer with a large stock of products that is not selling
well. You cannot change the products from their present form. You may
want to spend a lot of money on promotion, but you must risk increased
costs without knowing whether sales will be increased. In this case, the
best action may be to lower the price per item and watch the reaction of
customers and competitors. Even small price changes sometimes increase
customer awareness and demand for a product. Keep in mind, though, that
price is often most important in combination with the other marketing mix
factors. For example, a combination of changing location for product
display, increasing advertising, and lowering the price may cause the
greatest sales increase.

Price is important in determining profits for the marketer. The marketer
knows that price times quantity sold equals sales revenue. Sales revenue
can be increased by selling more items at the same price or by selling the
same quantity and increasing the price per item. In some cases, revenue
may be increased by selling an even smaller quantity than before but raising
the price per item.

Possible Effects on Revenue

PRICE PER ITEM X QUANTITY SOLD = REVENUE
$10 100 $1,000
$10 120 $1,200
$12 ‘ 100 $1,200
$14 85 $1,190

$8 140 $1,120
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The table above shows some of the possible effects on revenue of changing
price or of a change in quantity sold. Of course, there are many other
possible results. These are influenced by customers, competition, and
general economic conditions. A change in price causes an increase in profits
only if the marketer can control costs while increasing revenue.

Price is very difficult to determine. We have discussed many influences on
the marketer’s price decision, and there are many more. The marketer
seldom has all the information needed to make a price decision. A judgment
must often be made with the facts that are known; then, the reactions of
customers and competition must be watched very closely. If the price is too
high, customers may switch to the competitors. If it is too low, a marketer
may not be able to cover costs. The marketer must somehow find an
effective price that results in a fair profits.

Factors Affecting Pricing

Deciding the price of a product is not just a matter of recording production
costs, adding the expenses of operating the business, and providing for a
reasonable profit. If that were true, pricing would be easy for anyone good
with figures. But much more than mathematical skill is required in making
pricing decisions. Skillful pricing requires judgment. The responsibility for
setting the prices of a firm’s products. therefore, is usually assigned to key
executives in the organization. Such executives are chosen because they
have a thorough knowledge of the product, the market, and the many other
factors that affect price.

Among the important factors considered when setting a price are (1) the
costs and business expenses involved in the manufacture or distribution of
the product, (2) its fashion and seasonal appeal, (3) the competition,
(4) supply and demand, and (5) government pricing concerns.

Costs and Expenses
The manufacture and distribution of a product involve many costs and
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expenses. These include expenditures for materials used in making the
product, employees’ wages. shipping charges. advertising and selling
costs, and business taxes. They also include the costs of major accessory
equipment and operating supplies, and costs connected with the research
and development of new products. Manufacturers often use their costs and
expenses to calculate the break-even point for a new product. The break-
even point is reached when the money from the sales of a product equals
the total costs and expenses involved in producing and marketing it. After
the break-even point has been reached, the company may begin to make a
profit.

For example, suppose a toy manufacturer is planning to produce 10,000 toy
stuffed bears that will sell to stores for $8 each. The cost of manufacturing
and marketing each stuffed bear is $5, or $50,000 for 10,000 toy bears.
The question now is, how many stuffed bears must be sold at $8 each to get
back the original cost? Dividing $50,000 by the selling price of $8 gives an
answer of 6,250 toy bears. The sales of 6,250 toy stuffed bears would
make the break-even point. Only after this point will the sale of bears begin
to yield a profit.

Manufacturers find break-even analysis very helpful in figuring out what price
to set to achieve profit goals.

Fashion and Seasonal Appeals

The marketer of fashion merchandise knows that its value to the customer is
highest at the beginning of the fashion cycle. Thus, the price for fashion
goods is likely to be high when a style is just appearing. It drops when the
style is well established and drops further when it becomes outdated.

In seasonal merchandise, too, prices are likely to be higher at the beginning
of the season than at the end. Ice skates are usually reduced in price before
cold weather ends. Women’s summer dresses generally cost less in late July
than in May, and children’s winter clothing prices usually begin to go down
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in January.

Competition

A marketer must always keep in mind competition from similar products.
Burger King watches the prices of McDonald’s, for example. A marketer
also watches out for competition from substitute products — for this reason,
manufacturers of leather shoes keep an eye on the prices charged for vinyl
shoes. Finally, a marketer is aware of dissimilar products or services that
might be chosen in preference to other products or services, as when a
bowling alley’s business might be affected by a skating rink built in the same
town.

The retailer’s competition comes from other retailers or from discount stores
seeking to sell similar items at lower prices. If retailers charge a high price
for an item sold for less at a discount store, they must offer customer
services usually not offered by a discount store. These services might
include credit, gift wrapping, and well-informed salespeople.

Supply and Demand

Supply and demand are economic factors that influence price. Marketers
who understand these economic factors do a better job of pricing their
products. The relationship of price, supply and demand is very important.

Demand. Demand is the amount of a product that consumers are willing
and able to purchase at a given price. Only when products can actually be
sold at a given price is there demand for them. As a consumer you may want
a new sports car, but you may not have the money or purchasing power to
buy it. Therefore, your desire to own a sports car which you are not able to
buy is not counted in the demand for sports car.

Demand and price changes interact. An increase in price will usually cause
the demand for the product to decrease. When price is lowered, demand
usually goes up. A change in demand will influence price in a similar way. If
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demand for a product increases, the price will usually increase. Of course,
if the demand for a product decreases, the price often goes down. The rule
of demand simply states that a marketer should be able to sell more of a
good product if more consumers can and want to buy it. The rule also states
that if many consumers can and want to buy a certain product, the price will

probably increase.

Supply. Quantity of a product offered on the market at a specified price is
called supply. The supply of a product includes only the amount available
for sale at a certain time. If marketers hold back products while waiting for
prices to go up, these products are not part of supply.

Like demand and price changes, supply and price changes interact. An
increase in price will usually cause the supply of a product to increase.
When price is lowered, supply usually goes down. A change in supply will
have a similar influence on price. If the supply of product increases, the
price will usually decrease; if the supply of product decreases, the price
often goes up. The rule of supply indicates that a marketer would be willing
to sell (supply) more of a product if the price were higher. The rule also
allows that a marketer might want to supply less of a given product when the
price is lowered.

Equilibrium Price. Of course, customers creating demand and marketers
creating supply have different goals where pricing is concerned. Customers
would like to buy as much as they want at a very low price, and marketers
would like to supply as much as they are able for as high a price as
possible. The price at which both the marketer and the customer will make
an exchange is the equilibrium price. It is the price at which marketers
are able and willing to supply exactly the quantity of goods or services that
customers are willing to purchase. Equilibrium price is not static but
changes as demand and supply increase or decrease.
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New Words and Expressions

1 marketer /'makita(r)/ n. EERHEHBOBHAXET
2 reject /r1'dzekt/ vt. B REZ
3 appeal /a'pi:l/ n. R3|A.%H
4] stuff /staf/ vt AR EF) R
5/ substitute /'sabstitju:t/ a. KRB REG
6 vinyl /'vamnil/ a. CUWHEW;BRLEY
7/ rink /rigk/ n. (Bxr)y
\y equilibrium /iikwi'libriom/ n. #7387
9  marketing mix WG (BP LS 4H 8 K%, 38 =
o M AR R R
\W/ operating supplies &k A
11 break-even point B 5 Tk
12 watch out EE; B
@/ bowling alley IR 3E I (i6)
EXxercises
Comprehension
Choose the right answer.
1 Some customers are more willing to buy a particular product if it is higher

priced. This is mainly because .

A. they prefer high-quality products

B. they are aware of the prestige value the higher price creates for them
C. they are very rich

D. they have an unusual consuming habit
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Which of the following statements is NOT true?

A. The price of a product is directly affected by production, promotion
and distribution costs.

B. Price is used by customers to measure the quality of a product.

C. The lower the price of a product, the more people are willing to buy
that product.

D. Without the other marketing factors, price alone is of no importance

in marketing competition.

The main idea of Para. 3 is that

A. price is the most important factor in the marketing mix

B. spending a lot of money on promotion is risky

C. price can be an effective and competitive device in the marketing mix

D. to lower the price of a product is the easiest way in competition

Which of the following statements is true?

A. Price is the decisive factor in determining whether the marketer gains
a profit or not.

B. Pricing is easy for anyone who is good at mathematics.

C. Marketers usually have all the necessary information to make a price
decision.

D. Deciding the price of a product involves many factors.

All of the following are important factors to be considered when setting a
price EXCEPT

A. production costs and operating costs

B. the competitor’s price of the similar product

C. supply and demand and the government’s pricing policy

D. the quantity of the product to be sold

Which of the following statements is correct. according to the text?

A. The demand for a certain product is often measured by the desire
people have to own it.

B. An increase in price will certainly result in a decrease in demand.

C. If demand for a product increases, the price will inevitably increase.
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D. Demand and price changes have an effect on each other.

We can infer from the text that normally the marketer will if
he sells the product at the equilibrium price.

A. gain a profit

B. suffer a loss

C. reach the break-even point

D. neither gain a profit nor suffer a loss

From the text we can learn all of the following EXCEPT that

A. price is the exchange value of goods or services

B. price is the measure of the value of a particular product

C. for a seller, price is what amount of money should be asked for to
result in a fair profit

D. price can be controlled effectively in a market economy

Vocabulary

Choose the right meaning of the underlined part according to the context.

1

It is easily measured and observed by competitors, who can respond
quickly to changes in it.
A. correspond to B. answer C. react to D. adapt

Customer reaction to changes in price is very critical.
A. sensitive B. decisive C. fault-finding D. risky

Because different customers may perceive the same price in different
ways, the relationship of price and quality is a constant and important
challenge to marketers.

A. feel B. look at C. view D. consider

Manufacturers find break-even analysis very helpful in figuring out what
price to set to achieve goals.

A. thinking of B. thinking about

C. working out D. working on



Unit 1 « 11 -

5 If the price is too high, customers may switch to the competitors.
A. turn to B. move to C. change to D. support
6 A marketer also watches out for competition from substitute products —

for this reason, manufacturers of leather shoes keep an eye on the prices
charged for vinyl shoes.

A. look out B. watch carefully
C. observe D. guard against
7 If marketers hold back products while waiting for prices to go up, these
products are not part of supply.
A. withdraw B. retreat C. preserve D. reserve
8 Equilibrium price is not static but changes as demand and supply increase
or decrease.
A. in constant change B. powerful
C. mobile D. frozen

T

Discussion

Questions for discussion.
1 People often say “The higher is the price, the better is the quality of the
merchandise”. Do you agree with them?

2 What do you think is the most important factor that affects the price of

merchandise?
3 Suppose you have developed a new product, how will you fix its price?
Text B

Pricing (1D

1 Many federal and state laws in the U. S. control what businesses may do in



