Unit 4.5 Price

Syllabus Objectives
[image: ]Know the strengths and weaknesses of each pricing strategy, and that a business is likely to use a variety of different strategies across the product portfolio, during the product life cycle, even at the same time. In summary:

Cost plus – adding a percentage markup of profit to costs
Penetration – starting product at low price to grow market share
Skimming – Starting product at high price to recover R&D costs
Psychological – using numbers to convince customer the price is better value
Loss leader – setting a very low price (maybe below cost) for one product to encourage customers to come, then buy other products
Discrimination – setting different prices for different consumers for the same product to maximize profits
Leadership – setting the price knowing that competitors will follow if increased, or be unable to follow if decreased.
Predatory – decreasing prices below a level achievable by competitors in order to reduce the competition

[bookmark: _GoBack]Be able to combine and synthesize these ideas into a new idea and make a judgment based on the weight of evidence. E.g. McDonalds are considered the price leader in fast food and consistently set their prices lower than the competition can achieve. This allows them a high market share. However, they also engage in other strategies, such as psychological pricing, such as $1.99, and loss leaders. Big Macs will often be sold for $1 to drive increased demand, in order to sell complimentary goods such as fries, drinks or desserts.  They will use penetration pricing when launching new products in their salad and café lines to grow market share quickly. They also use price discrimination – setting higher prices for a Big Mac from country to country – however this may be connected to a cost plus strategy, as the cost of raw materials and labour is more expensive in developed nations. 
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Example questions may include:
  Define the term price discrimination							[2 marks]
  Distinguish between price skimming and penetration pricing				[4 marks]
  Explain two advantages of being the price leader					[6 marks]
  Examine the impacts to consumers of predatory pricing			            [10 marks]
  Recommend an appropriate pricing strategy for Company X			            [10 marks]
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