Outline of Chapter 17

         PRICING OBJECTIVES AND

         POLICIES

         INTRODUCTION

         PRICE HAS MANY STRATEGY

         DIMENSIONS

             Transparency 109 (Exhibit

             17-1) "Strategy Planning for

             Price"

          The price equation: price equals

         something of value

           PRICE--the amount of money

           that is charged for "something"

           of value.

             Overhead 180 (Exhibit

             17-2) "Price as Seen by

             Consumers or Users"

             Overhead 181 (Exhibit

             17-3) "Price as Seen by

             Channel Members"

         OBJECTIVES SHOULD GUIDE

         STRATEGY PLANNING FOR

         PRICE

             Transparency 110 (Exhibit

             17-4) "Possible Pricing

             Objectives"

         PROFIT-ORIENTED

         OBJECTIVES

          Target returns provide specific

         guidelines

           TARGET RETURN

           OBJECTIVE--a specific level

           of profit as an objective.

          Some just want satisfactory

         profits

          Profit maximization can be

         socially responsible

           PROFIT MAXIMIZATION

           OBJECTIVE--an objective to

           get as much profit as possible.

         SALES-ORIENTED

         OBJECTIVES

           SALES-ORIENTED

           OBJECTIVE--an objective to

           get some level of unit sales,

           dollar sales, or share of

           market--without referring to

           profit.

          Sales growth doesn't necessarily

         mean big profits

          Market share objectives are

         popular

         STATUS QUO PRICING

         OBJECTIVES

          Don't-rock-the-boat objectives

           STATUS QUO

           OBJECTIVES--"don't-rock-the-pricing-boat"

           objectives.

          Or stress nonprice competition

         instead

           NONPRICE

           COMPETITION--aggressive

           action on one or more of the

           Ps other than Price.

         MOST FIRMS SET SPECIFIC

         PRICING POLICIES--TO REACH

         OBJECTIVES

          Administered prices help achieve

         objectives

           ADMINISTERED

           PRICES--consciously set

           prices aimed at reaching the

           firm's objectives.

         PRICE FLEXIBILITY POLICIES

          One-price policy--the same price

         for everyone

           ONE-PRICE POLICY--offering

           the same price to all

           customers who purchase

           products under essentially the

           same conditions and in the

           same quantities.

          Flexible-price policy--different

         prices for different customers

           FLEXIBLE-PRICE

           POLICY--offering the same

           product and quantities to

           different customers at different

           prices.

          Pricing databases make flexible

         pricing easier

          Salespeople can adjust prices to

         the situation

          Too much price cutting erodes

         profits

         PRICE LEVEL POLICIES--OVER

         THE PRODUCT LIFE CYCLE

          Skimming pricing--feeling out

         demand at a high price

           SKIMMING PRICE

           POLICY--trying to sell the top

           of the market--the top of the

           demand curve--at a high price

           before aiming at more

           price-sensitive customers.

          Skimming has critics

          Price moves down the demand

         curve

             Transparency 111 (Exhibit

             17-5) "Alternative

             Introductory Pricing

             Policies"

          Penetration pricing--get volume

         at a low price

           PENETRATION PRICING

           POLICY--trying to sell the

           whole market at one low price.

          Introductory price

         dealing--temporary price cuts

           INTRODUCTORY PRICE

           DEALING--temporary price

           cuts to speed new products

           into a market.

          Different price level policies

         through the channel

          The price of money may affect

         the price level

             Overhead 182 (Exhibit

             17-6) "Exchange Rates for

             Various Currencies Against

             the U.S. Dollar Over Time"

         MOST PRICE STRUCTURES

         ARE BUILT AROUND LIST

         PRICES

          Prices start with a list price

           BASIC LIST PRICES--the

           prices that final customers or

           users are normally asked to

           pay for products.

         DISCOUNT

         POLICIES--REDUCTIONS FROM

         LIST PRICES

           DISCOUNTS--reductions from

           list price given by a seller to

           buyers who either give up

           some marketing function or

           provide the function

           themselves.

             Transparency 112

             "Discounts"

             Overhead 183 "Discount

             Policies"

          Quantity discounts encourage

         volume buying

           QUANTITY

           DISCOUNTS--discounts

           offered to encourage

           customers to buy in larger

           amounts.

           CUMULATIVE QUANTITY

           DISCOUNTS--reductions in

           price for larger purchases over

           a given period, such as a year.

           NONCUMULATIVE

           QUANTITY

           DISCOUNTS--reductions in

           price when a customer

           purchases a larger quantity on

           an individual basis.

          Seasonal discounts--buy sooner

           SEASONAL

           DISCOUNTS--discounts

           offered to encourage buyers to

           buy earlier than present

           demand requires.

          Payment terms and cash

         discounts set payment dates

           NET--an invoice term that

           means that payment for the

           face value of the invoice is due

           immediately.

           CASH

           DISCOUNTS--reductions in

           price to encourage buyers to

           pay their bills quickly.

           2/10, NET 30--allows a 2

           percent discount off the face

           value of the invoice is allowed

           if the invoice is paid within 10

           days.

          Why cash discounts are given

         and should be evaluated

          Consumers say "charge it"

          Trade discounts often are set by

         tradition

           TRADE (FUNCTIONAL)

           DISCOUNT--a list price

           reduction given to channel

           members for the job they are

           going to do.

          Special sales reduce list

         prices--temporarily

           SALE PRICE--a temporary

           discount from the list price.

           EVERYDAY LOW

           PRICING--setting a low list

           price rather than relying on a

           high list price that frequently

           changes with various

           discounts or allowances.

         ALLOWANCE POLICIES--OFF

         LIST PRICES

           ALLOWANCES--reductions in

           price given to final consumers,

           customers, or channel

           members for doing something

           or accepting less of something.

          Advertising

         allowances--something for

         something

           ADVERTISING

           ALLOWANCES--price

           reductions to firms in the

           channel to encourage them to

           advertise or otherwise promote

           the firm's products locally.

          Stocking allowances--get

         attention and shelf space

           STOCKING

           ALLOWANCES--allowances

           given to middlemen to get shelf

           space for a

           product--sometimes called

           slotting allowances.

          Are stocking allowances ethical?

          PMs--push for cash

           PUSH MONEY (OR PRIZE

           MONEY)

           ALLOWANCES--allowances

           (sometimes called "PMs" or

           "spiffs") given to retailers by

           manufacturers or wholesalers

           to pass on to the retailers'

           salesclerks for aggressively

           selling certain items.

          Bring in the old, ring up the

         new--with trade-ins

           TRADE-IN ALLOWANCE--a

           price reduction given for used

           products when similar new

           products are bought.

         SOME CUSTOMERS GET

         SOMETHING EXTRA

          Clipping coupons--more for less

          Cash rebates when you buy

           REBATES--refunds paid to

           consumers after a purchase.

         LIST PRICE MAY DEPEND ON

         GEOGRAPHIC PRICING

         POLICIES

             Overhead 184 "Geographic

             Pricing Policies"

          F.O.B. pricing is easy

           F.O.B.--a transportation term

           meaning free on board some

           vehicle at some place.

          Zone pricing smooths delivered

         prices

           ZONE PRICING--making an

           average freight charge to all

           buyers within specific

           geographic areas.

          Uniform delivered pricing--one

         price to all

           UNIFORM DELIVERED

           PRICING--making an average

           freight charge to all buyers.

          Freight-absorption

         pricing--competing on equal

         grounds in another territory 

           FREIGHT ABSORPTION

           PRICING--absorbing freight

           cost so that a firm's delivered

           price meets the nearest

           competitor's.

         PRICING POLICIES COMBINE

         TO IMPACT CUSTOMER

         VALUE

             Overhead 185 "Pricing

             Policies Combine to Impact

             Customer Value"

          Look at Price from the

         customer's viewpoint

          Value pricing leads to superior

         customer value

           VALUE PRICING--setting a

           fair price level for a marketing

           mix that really gives the target

           market superior customer

           value.

          There are Price choices in most

         markets

          Value pricers define the target

         market and the competition

          Meeting competitors' prices may

         be necessary

          Value pricing fits with

         market-oriented strategy planning

         LEGALITY OF PRICING

         POLICIES

          Minimum prices are sometimes

         controlled

           UNFAIR TRADE PRACTICE

           ACTS--put a lower limit on

           prices, especially at the

           wholesale and retail levels.

           DUMPING--pricing a product

           sold in a foreign market below

           the cost of producing it or at a

           price lower than in its domestic

           market.

          Even very high prices may be OK

          You can't lie about prices

           PHONY LIST

           PRICES--misleading prices

           that customers are shown to

           suggest that the price they are

           to pay has been discounted

           from list. 

           WHEELER LEA

           AMENDMENT--law that bans

           unfair or deceptive acts in

           commerce.

          Price fixing is illegal--you can go

         to jail

           PRICE FIXING--competitors

           illegally getting together to

           raise, lower, or stabilize prices.

          U.S. antimonopoly laws ban

         price discrimination unless... 

           ROBINSON-PATMAN ACT--a

           1936 law that makes illegal

           any price discrimination if it

           injures competition.

                  Overhead 186

                  "Robinson-Patman

                  Act"

           PRICE

           DISCRIMINATION--injuring

           competition by selling the

           same products to different

           buyers at different prices.

          What does "like grade and

         quality" mean?

          Can cost analysis justify price

         differences?

          Can you legally meet price cuts?

          Special promotion allowances

         might not be allowed

          How to avoid discriminating

         IDEAS ON USING COLOR

         TRANSPARENCIES OF ADS

         WITH CHAPTER 17

         Transparency 154

         (Catalina Marketing Network)

         "Turn the retailer's price label into

         an explosive volume builder."

         Consumer coupons, in effect,

         reduce the retail price by the

         face-value amount of the coupon.

         The retailer is usually reimbursed

         by the manufacturer for accepting

         the coupon. In fact, the retailer

         typically gets a small handling fee

         in addition to the face amount of

         the coupon. Coupon

         reimbursement clearing houses

         make it easier for retailers to get

         the money because the don't

         have to make separate requests

         to each manufacturer that issues

         coupons.

         Transparency 159

         (BMW) "Yeee Ha."

         BMW sells high-quality autos and

         is able to command a premium

         price. This ad gives target

         customers one more reason why

         the higher price is worth it.

         Transparency 168

         (Biore-Andrew Jergens) "Biore

         Pore Perfect. The No. 1 selling

         SKU in facial skin care. Beautiful,

         isn't it?"

         In this trade ad targeted at

         retailers, Biore makes a direct

         sales comparison of its Pore

         Perfect product to two competing

         products, L'Oreal Plenitude and

         Oil of Olay. Comparative ads

         usually are aimed at final

         consumers and focus on product

         benefits, but in this case the

         "benefit" considered is from the

         retailers' perspective: the

         significantly higher sales level of

         the Biore strips.

         Transparency 171

         (Thomasville) "Pity, most of the

         time you're with it, your eyes will

         be closed."

         Furniture is an important

         purchase for most consumers.

         Purchases are infrequent, the

         cost is significant, and it is

         difficult to evaluate the value

         (benefits for the price) without

         actually inspecting the product.

         Yet, furniture retailers who stock

         various styles and colors must

         charge prices that are high

         enough to cover the cost of

         inventory and showrooms. Bt

         contrast, some furniture retailers

         offer big discounts from list price

         because they simply place orders

         out of the catalog and maintain

         little or no inventory. This creates

         price competition at the retail level

         and makes it difficult for

         producers to use administered

         pricing in the channel. To address

         this problem, some producers will

         only sell furniture to retailers who

         are willing to set up "galleries"

         that display a number of items

         from the firm's line.

         Transparency 200

         (Dickies-Williamson-Dickie Mfg.)

         "We humbly offer three good

         reasons why you shouldn't bury

         your head in the sand about our

         denim jeans. Margin. Margin. And

         more margin."

         Marketing managers for the

         Dickies brand have set a price

         level that allows a retailer to earn

         a larger profit margin from a pair

         of Dickies jeans than might be

         possible with one of the other

         national brands--like Levi's or

         Wrangler--that has a larger

         market share, more advertising

         support, and better brand

         familiarity. This pricing approach

         gives the retailer added incentive

         to stock and push the Dickies

         brand.

         Transparency 206

         (Country Air-USA Detergents)

         "For great value no one holds a

         'candle' to our line of scented

         ones."

         Marketing managers for Country

         Air scented candles use everyday

         low prices and try to set a price

         that gives consumers good

         customer value. Some of the

         benefits of the Country Air

         marketing mix include good

         quality candles, popular scents,

         and reusable glass containers.

         Transparency 214

         (Keebler-Sunshine) "New!

         Chocolate Chewy Snack Time

         Fun."

         Low prices do attract customers.

         Keebler's coupon for its new

         flavor has the same effect as

         introductory price dealing

         because it temporarily cuts the

         price consumers pay for the

         product and encourages them to

         try it. Once they've tried it, if it

         satisfies their needs they are

         likely to become repeat

         customers at the regular price.

         Transparency 216

         (United States Postal Service)

         "For $3.75 we can treat Europe

         like it's next door. Global Priority

         Mail."

         The United States Postal Service

         views its Global Priority Mail as

         the value pricing alternative to

         competing overnight letter

         delivery firms like FedEx, UPS,

         Airborne, and others. However, if

         what the customer needs is really

         next day delivery the lower cost

         doesn't offset the benefits offered

         by these competitors.

         Transparency 218

         (Zerex by Valvoline) "Buy low, sell

         higher."

         Marketing managers for

         Valvoline's line of Zerex

         antifreeze have set a price based

         on consideration of the markup

         that antifreeze retailers normally

         expect. A higher than typical

         margin encourages more retailers

         to carry the product and promote

         it.

         Transparency 220

         (Claritin) "Nothing but blue skies

         from now on. Escape allergies.

         Ask your doctor about a trial of

         nondrowsy, 24-hour Claritin."

         This print ad offers consumers a

         $5 rebate certificate and free

         information about allergy relief. All

         the consumer needs to do is call

         an 800 number. Rebates are

         usually used to ensure that the

         consumer at the end of the

         channel gets the price discount,

         but in this case it also puts

         Schering (the producer) in direct

         contact with consumers and

         allows the firm to build a database

         of target prospects for other direct

         mail promotions in the future.

         PERSPECTIVES ON TEACHING

         CHAPTER 17-PRICING

         OBJECTIVES AND POLICIES

         This chapter is the first of two on

         issues related to the price area in

         marketing mix planning. Thus,

         before moving to cover specific

         topics developed in this chapter, it

         is useful to recap the marketing

         strategy planning process

         framework (Exhibit 3-1) to remind

         students where they are in the

         course--and then to provide a

         brief overview of the topics that

         will be covered in the next few

         class sessions.

         As discussed earlier in the

         perspectives for Chapter 11,

         some instructors prefer to cover

         pricing issues earlier in the

         course--often right after

         discussing product issues. We

         have sequenced the text so that

         the pricing chapters come after all

         of the other elements of the

         marketing mix--to reinforce the

         notion that the price a firm

         charges must cover not only the

         cost of its product offering but

         also its total marketing mix, and

         that the demand for a firm's

         product is effected not only by

         price but also by how well the rest

         of the marketing mix meets the

         customer's needs. However, if

         you prefer to treat the pricing

         chapters earlier in the course, we

         have prepared this chapter and

         the next chapter so that they will

         work well in a sequence other

         than the one that is used in the

         text.

         The opener-example for this

         chapter focuses on the Suburban.

         Class discussion of this case can

         be particularly effective because it

         provides a good link between the

         topics in this chapter and the

         topics covered in Chapter 18.

         Here again, this helps in blending

         the broader perspectives with

         some of the specifics of this

         chapter, such as dealer markups.

         Further, this case can be used to

         highlight the fact that pricing

         decisions are often based on a

         forecast of anticipated demand.

         As is the situation in this case,

         when the forecast is "way off" the

         effect of a particular pricing policy

         may be quite different than what

         was expected. The forecast was

         low relative to actual demand at

         the price set, but that did not alter

         the cost estimates as might

         sometimes be the case when

         production capacity is set based

         on a forecast. However, many of

         the dealers "surprised" the

         producer by taking advantage of

         the limited supply (relative to

         demand) and charging markups

         that were much higher than were

         "traditional" for the channel of

         distribution. 

         With this edition, there are a

         number of changes in the

         coverage of this chapter that

         warrant mention here. For

         example, we have reorganized

         some of the material and created

         a new section (starting on page

         493) that incorporates more

         discussion of customer value

         (and value pricing). This section

         also includes a reworked

         treatment of competitive pricing

         considerations and how they

         relate to target marketing. These

         changes are important because

         they help students develop a

         more integrative view of the

         various pricing policies that a

         marketing manager might

         set--and there are advantages in

         reinforcing that point of view.

         Note also that the thrust of the

         discussion on flexible pricing has

         changed. This reflects changes in

         technology that are spurring

         greater use of flexible pricing,

         even for consumer products. 

         The highlighted teaching case for

         this chapter (page 487) explains

         how Procter & Gamble and

         Vietnamese smugglers and

         consumers were impacted by a

         change in the exchange rate

         regarding the Thai bhat. Thus, a

         benefit of this particular case is

         that it reminds students that the

         broader, uncontrollable

         environments impact pricing in

         the same way that they impact

         other areas of the marketing mix.

         The discussion of this example

         can be broadened by asking

         students to give other examples

         where price-setting is impacted by

         the global economy. This will lead

         to consideration of issues such as

         the impact of international

         competition among firms

         (including competition in local

         markets due to the offerings of

         foreign producers), and how the

         cost of international

         transportation must be covered in

         the price of imported products. A

         broader discussion such as this is

         useful because it not only helps to

         explicitly relate the pricing issues

         to issues raised in earlier

         chapters, but it also sets the

         stage for consideration of the

         many factors that must be

         considered in setting a price,

         which is the topic of the next

         chapter.

