


Pricing strategies offer different approaches for
businesses to determine the most suitable\price for
their products or services, depending on market
conditions, customer preferences, ‘and business
goals.

It's important for businesses to carefully consider
which strategy aligns best with their specific
circumstances to optimize their pricing and
competitiveness.



Cost-Plus Pricing

~ Cost-plus Pricing

Definition: Cost-plus pricing
is a pricing strategy where a Pricing yaur product at a certin
business determines the price @ Mo as sl
of a product by calculating its
production cost and then
adding a markup or profit
margin to that cost.




Cost-Plus Pricing

Use Case: This strategy is commonly
used for products with relatively stable
costs, like manufacturing or retail items.
It ensures that the business covers its
costs and generates a desired profit.



Cost-Plus Pricing:

Overview: Cost-plus pricing, also known as markup pricing, is a
straightforward method where a business calculates the cost of producing

or acquiring a product and then adds a desired profit margin to determine
the selling price.

Pros:

Ensures that production costs are covered.

Provides a predictable profit margin.

Cons:

Ignores market demand and customer perceptions.
Doesn't necessarily optimize pricing for maximum profit.



Competitive Pricing

Definition: Competitive Competitive Pricing
pricing involves setting '

the price of a product e ol ot e e
based on the prices
charged by competitors
for similar or identical
products in the market.




Competitive Pricing

Use Case: This strategy Is often used in
markets with many competing products. It
allows businesses to stay competitive and
potentially gain market share by offering
prices in line with or slightly below those of
their competitors.



Competitive Pricing:

Overview: Competitive pricing involves setting prices based on what
competitors are charging for similar products. Businesses may price their
products slightly higher or lower than competitors, depending on their
positioning strategy.

Pros:

Helps businesses stay competitive in the market.

Relatively easy to implement.

Cons:

May lead to price wars if competitors continually undercut each
other.

Ignores the uniqueness or additional value of the product.



Value-Based Pricing

Definition: Value-based pricing Vqlue-bqsed Pricing
IS based on the perceived value

. Pricing your product as a certain
Of d prOdUCt or service to the percentage of the value created by it.

customer. Instead of solely
considering costs or
competitors' prices, businesses
set their prices based on what
customers are willing to pay.

' PERCEIVED . YOUR
. VALUE - ° PRICE




Value-Based Pricing

Use Case: This strategy is effective for
products or services that offer unique
features or benefits, as it allows businesses
to capture additional value from customers
who are willing to pay more for those
benefits.



Value-Based Pricing:

Overview: Value-based pricing focuses on what the customer is willing to pay
for a product or service based on the perceived value it offers. It takes into

account customer preferences, benefits, and the product's unique selling
points.

Pros:

Maximizes revenue by aligning price with customer perception.

Reflects the true value of the product to the customer.

Cons:

Requires a deep understanding of customer segments and their
preferences.

May not work well for commodities with low differentiation.



Psychological Why this?  NOT this?

eing /@5.99 / /@6.00 /

Definition: Psychological pricing involves setting prices
that are designed to influence customers' perception of
the product's value or affordability. It often includes
pricing just below round numbers (e.g., $9.99 instead of
$10) or using "sale" prices.




Psychological Pricing

Use Case: This strategy is used to make
prices appear more attractive or affordable to
customers, even though the actual difference
may be minimal. It plays on the psychology of
pricing perception.



Psychological Pricing:

Overview: Psychological pricing is a strategy that leverages the
psychology of consumer perception. It often involves setting prices just
below whole numbers (e.g., $9.99 instead of $10) or using terms like
"sale," "discount," or "limited time offer" to influence buying decisions.
Pros:
Creates the illusion of a lower price.
Can encourage impulse purchases.
Cons:
May not be suitable for all products or industries.
Overuse can erode trust with consumers



Dynamic Pricing

Definition: Dynamic bbrd Lt it i LA
e
prices for products or

services change in T S v
real-time based on various /
factors such as demand,
supply, customer behavior, withaSatc

or time of day. e

Strategy




Dynamic Pricing

Use Case: Dynamic pricing is prevalent in industries like
e-commerce, travel, and entertainment. Businesses use
algorithms and data analysis to adjust prices to
maximize revenue. For example, airline tickets may be
more expensive during peak travel times and cheaper
during off-peak periods.



Dynamic Pricing:

Overview: Dynamic pricing is a highly flexible strategy where prices change in
real-time based on various factors. This can include demand fluctuations,
competitor pricing, time of day, customer behavior, and more.

Pros:

Maximizes revenue by responding to market conditions.

Can increase profitability in industries with volatile demand.

Cons:

Can lead to price discrimination concerns if not implemented ethically.

Complex to manage and requires data analysis and technology.



Each of these pricing strategies has its own set
of advantages and disadvantages. The choice
of which strategy to use depends on the specific
product or service, market conditions, target
audience, and the business's objectives.

Successful pricing strategies often involve a
combination of these approaches to meet both
customer expectations and business goals
effectively.



"Today, we're going to explore some of the
key factors that businesses consider when
setting prices for their products or services.
Understanding these factors is crucial for
making informed pricing decisions."



Factor 1: Production Costse .. .....—
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1. "What are production costs, and why are they " { W [ &
important in determining prices?" &‘ *wf | =8
2. Brainstorm different types of production costs (e.g., raw materlals

labor, overhead).

3. Discuss how businesses need to cover these costs to stay profitable.

4. Give an example to illustrate cost-plus pricing, where you calculate the

cost of making a product and then add a markup for profit.

v




Factor 2: Market Demand:

5. "How does market demand affect pricing
decisions?"

6. Discuss the concept of supply and
demand, explaining that prices often rise when
demand is high and fall when demand is low.
7. Provide examples of products or services
with elastic (price-sensitive) and inelastic
(price-insensitive) demand to demonstrate how
businesses adjust prices accordingly.

8. Businesses often consider consumer
preferences, trends, and seasonal fluctuations
when setting prices.

Demand

[di- mand]

An economic principle
referring to a consumer's
desire to purchase goods
and services and willingness
to pay a price for a specific
good or service.



Factor 3: Competition

9. "Why do businesses pay attention to their
competitors' prices?"

10. Discuss how competitive pricing can lead to price wars and reduced profits
if businesses continually undercut each other.

11. Businesses often use competitive pricing as a benchmark but may
differentiate their products or add value to justify higher prices.
12. Give examples of well-known companies and their pricing strategies to

illustrate this point (e.g., Apple's premium pricing strategy compared to
Android devices).




Successful pricing strategies
often involve finding a balance
between these factors to
maximize profitability

and meet



Scenario 1: Product: Handmade Jewelry

Sarah runs a small busmess where she crafts handmade
jewelry. She calculates the cost of materials, labor, and
overhead for each piece and then adds a 50% markup to
determine the selling price. She believes that this pricing
strategy ensures she covers her costs and makes a
reasonable profit.



Scenario 1: Cost-Plus Pricing



Scenario 2: Product: Smartphones

—

—

Imagine you're in the market for a new smartphone. You
notice that several brands offer similar features, but their
prices vary.

Company A prices their phone at $699, while Company B
prices a similar phone at $649.

Both companies claim their phone is the best. Which one
would you choose, and why?



Scenario 2: Competitive
Pricing



Scenario 3: Product: Luxury
Waftches

A high-end watch brand, XYZ Watches, offers limited edition watches
with unique designs and craftsmanship. Despite similar watch

functionality, XYZ Watches prices its products significantly higher than
other watch brands.

Customers are willing to pay a premium because they perceive XYZ
Watches as a symbol of luxury and exclusivity. Would you be willing to
pay more for a watch from XYZ Watches compared to a similar but less
expensive brand? Why or why not?



Scenario 3: Value-Based
Pricing



Scenario 4: Product ,Supermarket
Groceries e T

You visit a supermarket, and you notice that many
items are priced just below round numbers. For
example, a can of soup is $1.99, a loaf of bread is
$2.49, and a bottle of soda is $0.99.

How does this pricing strategy affect your perception of
the prices? Does it make you more likely to purchase
these items?



Scenario 4: Psychological
Pricing



Scenario 5: Product: Airline
Tickets
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You plan to book a flight for your upcoming vacation. You
notice that the price of the same flight varies depending
on when you check the website. In the morning, the ticket
is $350, but in the evening, it has increased to $450.

Why do you think the price changed within the same day?
How might you approach booking the ticket to get the best
deal?



Scenario 5: Dynamic Pricing



The Price is Right

Kahoot Game

This game reinforces students' understanding of how pricing strategies are used in the real world and adds an
element of fun to the lesson.

https://create.kahoot.it/details/511c25d6-f9a2-4993-9d40-673ccfd42539



https://create.kahoot.it/details/511c25d6-f9a2-4993-9d40-673ccfd42539

Rationale for Kahoot Pricing Strategy game
Product 1: Smartphones
Actual Price: B) $799
Pricing Strategy: Competitive Pricing - The price of $799 is set to compete with similar smartphones in the market, offering a competitive value.
Product 2: Designer Handbag
Actual Price: C) $500
Pricing Strategy: Value-Based Pricing - The price of $500 reflects the perceived value of the designer handbag, considering factors like brand reputation, design, and
exclusivity.
Product 3: 55-inch LED TV
Actual Price: C) $799
Pricing Strategy: Competitive Pricing - The price of $799 is set to be competitive in the market for 55-inch LED TVs.
Product 4: Laptop
Actual Price: C) $999
Pricing Strategy: Value-Based Pricing - The price of $999 reflects the value proposition of the laptop, considering its features, performance, and brand reputation.
Product 5: Sneakers (popular brand)
Actual Price: D) $200
Pricing Strategy: Psychological Pricing - The price of $200 is strategically set to appear just below a round number, creating the perception of a better deal.
Product 6: Organic Avocado (per piece)
Actual Price: C) $1.29
Pricing Strategy: Cost-Plus Pricing - The price of $1.29 is determined by considering the cost of producing and selling the organic avocado while adding a profit
margin.
Product 7: Concert Tickets (for a popular band)
Actual Price: D) $250
Pricing Strategy: Value-Based Pricing - The price of $250 reflects the value of the concert experience for fans of the popular band.
Product 8: Hardcover Bestselling Novel
Actual Price: B) $20
Pricing Strategy: Competitive Pricing - The price of $20 is competitive with other bestselling novels in the market.
Product 9: Movie Theater Popcorn and Soda Combo
Actual Price: C) $15
Pricing Strategy: Psychological Pricing - The price of $15 is set to make the combo appear more affordable to moviegoers.
Product 10: Family-Sized Pizza (delivery)
Actual Price: D) $24.99
Pricing Strategy: Psychological Pricing - The price of $24.99 is just below a round number to make it seem like a better deal to customers.
These pricing strategies illustrate how businesses can use different approaches to set prices based on factors such as competition, perceived value, production costs, and
psychological effects on consumer behavior.



