Objectives of Pricing Policy:

The pricing policy of the firm may vary from firm to firm depending on its
objective. In practice, we find many prices for a product of a firm such as
wholesale price, retail price, published price, quoted price, actual price and
S0 on.

Special discounts, special offers, methods of payment, amounts bought
and transportation charges, trade-in values, etc., are some sources of
variations in the price of the product. For pricing decision, one has to define
the price of the product very carefully.

Pricing decision of a firm in general will have considerable repercussions
on its marketing strategies. This implies that when the firm makes a
decision about the price, it has to consider its entire marketing efforts.
Pricing decisions are usually considered a part of the general strateqy for
achieving a broadly defined goal.

While setting the price, the firm may aim at the following objectives:

(i) Price-Profit Satisfaction:

The firms are interested in keeping their prices stable within certain period
of time irrespective of changes in demand and costs, so that they may get
the expected profit.

(if) Sales Maximisation and Growth:

A firm has to set a price which assures maximum sales of the product.
Firms set a price which would enhance the sale of the entire product line. It
is only then, it can achieve growth.

(iii) Making Money:
Some firms want to use their special position in the industry by selling
product at a premium and make quick profit as much as possible.

(iv) Preventing Competition:
Unrestricted competition and lack of planning can result in wasteful
duplication of resources. The price system in a competitive economy might




not reflect society’s real needs. By adopting a suitable price policy the firm
can restrict the entry of rivals.

(v) Market Share:

The firm wants to secure a large share in the market by following a suitable
price policy. It wants to acquire a dominating leadership position in the
market. Many managers believe that revenue maximisation will lead to long
run profit maximisation and market share growth.

(vi) Survival:

In these days of severe competition and business uncertainties, the firm
must set a price which would safequard the welfare of the firm. A firm is
always in its survival stage. For the sake of its continued existence, it must
tolerate all kinds of obstacles and challenges from the rivals.

(vii) Market Penetration:

Some companies want to maximise unit sales. They believe that a higher
sales volume will lead to lower unit costs and higher long run profit. They
set the lowest price, assuming the market is price sensitive. This is called
market penetration pricing.

(viii) Marketing Skimming:

Many companies favour setting high prices to ‘skim’ the market. Dupont is
a prime practitioner of market skimming pricing. With each innovation, it
estimates the highest price it can charge given the comparative benefits of
its new product versus the available substitutes.

(ix) Early Cash Recovery:

Some firms set a price which will create a mad rush for the product and
recover cash early. They may also set a low price as a caution against
uncertainty of the future.

(x) Satisfactory Rate of Return:

Many companies try to set the price that will maximise current profits. To
estimate the demand and costs associated with alternative prices, they
choose the price that produces maximum current profit, cash flow or rate of
return on investment.
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Factors Involved in Pricing Policy:

The pricing of the products involves consideration of the following
factors:

(i) Cost Data.

(i) Demand Factor.

(iif) Consumer Psychology.
(iv) Competition.

(v) Profit.

(vi) Government Policy.

(i) Cost Data in Pricing:

Cost data occupy an important place in the price setting processes. There
are different types of costs incurred in the production and marketing of the
product. There are production costs, promotional expenses like advertising
or personal selling as well as taxation, etc.

They may necessitate an upward fixing of price. For example, the prices of
petrol and gas are rising due to rise in the cost of raw materials, such as
crude transportation, refining, etc. If costs go up, price rise can be quite
justified. However, their relevance to the pricing decision must neither be



underestimated nor exaggerated. For setting prices apart from costs, a
number of other factors have to be taken into consideration. They are
demand and competition.
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Costs are of two types:

Fixed costs and variable costs. In the short period, that is, the period in
which a firm wants to establish itself, the firm may not cover the fixed costs
but it must cover the variable cost. But in the long run, all costs must be
covered. If the entire costs are not covered, the producer stops production.

Subsequently, the supply is reduced which, in turn, may lead to higher
prices. If costs are not covered, the producer stops production.
Subsequently, the supply is reduced which, in turn, may lead to higher



prices. If costs were to determine prices why do so many companies report
losses?

There are marked differences in costs as between one producer and
another. Yet the fact remains that the prices are very close for a somewhat
similar product. This is the very best evidence of the fact that costs are not
the determining factors in pricing.

In fact, pricing is like a tripod. It has three legs. In addition to costs, there
are two other legs of market demand and competition. It is no more
possible to say that one or another of these factors determines price than it
Is to assert that one leg rather than either of the other two supports a tripod.

Price decisions cannot be based merely on cost accounting data which
only contribute to history while prices have to work in the future. Again it is
very difficult to measure costs accurately. Costs are affected by volume,
and volume is affected by price.

The management has to assume some desired price-volume relationship
for determining costs. That is why, costs play even a less important role in
connection with new products than with the older ones. Until the market is
decided and some idea is obtained about volume, it is not possible to
determine costs.

Regarding the role of costs in pricing, Nickerson observes that the cost
may be regarded only as an indicator of demand and price. He further says
that the cost at any given time represents a resistance point to the lowering
of price. Again, costs determine profit margins at various levels of output.

Cost calculation may also help in determining whether the product whose
price is determined by its demand, is to be included in the product line or
not. What costs determine is not the price, but whether the production can
be profitably produced or not is very important.
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Relevant Costs:

The question naturally arises: “What then are the relevant costs for pricing
decision? Though in the long run, all costs have to be covered, for
managerial decisions in the short run, direct costs are relevant. In a single
product firm, the management would try to cover all the costs.”

In a multi-product firm, problems are more complex. For pricing decision,
relevant costs are those costs that are directly traceable to an individual
product. Ordinarily, the selling price must cover all direct costs that are
attributable to a product. In addition, it must contribute to the common cost
and to the realisation of profit. If the price, in the short run, is lower than the
cost, the question arises, whether this price covers the variable cost. If it
covers the variable cost, the low price can be accepted.

But in the long run, the firm cannot sell at a price lower than the cost.
Product pricing decision should be lower than the cost. Product pricing
decision should, therefore, be made with a view to maximise company’s
profits in the long run.

S IGIHERC IR R

T TATAT S ®F 8 3047 & "oy g7 ey o & forw sy anrd #4182
ZTATTh ool T §, AT AN 0 Fa HLAT T2AqT ¢, TATATS H L0 [y
o TorT, Jorer AT IR gl g Uehel 3cq1E BH |, Taed T ARl 0l Ha<

F¥d T TATH FHIm"




U Tg-3IcaTa FH |, THETT TS e gidt g1 T Heriwor & [ = form,
TTE R ARG F AT gidl @ Sl (el T Si<hird scqlq%ﬁtﬁﬁwwﬁ?ﬂw
Bl g1 STHA T 9T, Tohl o § 39 T ToaeT ANTal &l T AT ST A=’
STT FoREfT STITE o 10T BIdT &1 SHeh STATaT, TH TTHIT AN 31T AT il 9T H
TNTET <47 AT U TS A, AeaTard §, TG o w7 g, a7 I 3adT & 6
Tg HHT TRATAIT AR &l FAL BLAT g TTa Tg TRAAAT AN i FHAL FHLd]

g, AT W AT &l T TRAT AT Toha T 2

oTTehel el FHT |, BH AT & FH HiAd 92 Al oF Ghdl gl ScIE oA (Heia
AT ARTT & 7 M1 AU TETe, IcaTe JoF et Aol do a09 7 § 9]
& AT &l ATeHaH e =l gre F A S =z

gafdT g9

T TATATIAHIO IGAdr: ‘A ohdd Moramarst G6iad @9 1T Agd? ST
SR, T9 @ Fogd FS AN, Feuraeia sqaeamahia [, o
T GATAT Mg, THTH IcATaT HA1d, ST 99 GF A& HeuATHT TId

Ae-iede FHALY, THET AT et sradrq. Eradi=ar [oamardy, geateaa

T g O @9 AT of T I<heh IATEATATST A ST AT, qTHTT:,
forsh=aT A ey STITEATH FILUT SAHAAT 99 I GHATAT THTAL HL]
AT g, ATATATIh, T ATHIT GHATT AT TFITAT TTH ST TRTET (oot
qTTet. ST FohAa, srearadia, A iaer HuT S, T8 7 IGadl &l of #had
TREdH T ohTa THTAE FTd &1, T ATT TRAadA T @9 G E 6, T HHT

o o o
[hHd EATHTLAT ST Ahd.

T AT RTBTd, AT A e T TRAdIa [aehl % oed |qTal. IcaTadT=41

FRAT=T Mot RAc T ST SIHTET. TTH, KRBT w9 AT A% ATEavI =]
o o o
O ITATEAT=AT (oA =T M1 SqeT T qTigT.

(i) Demand Factor in Pricing:
In pricing of a product, demand occupies a very important place. In fact,
demand is more important for effective sales. The elasticity of demand is to



be recognised in determining the price of the product. If the demand for the
product is inelastic, the firm can fix a high price. On the other hand, if the
demand is elastic, it has to fix a lower price.

In the very short term, the chief influence on price is normally demand.
Manufacturers of durable goods always set a high price, even though sales
are affected. If the price is too high, it may also affect the demand for the
product. They wait for arrival of a rival product with competitive price.
Therefore, demand for product is very sensitive to price changes.
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(iii) Consumer Psychology in Pricing:

Demand for the product depends upon the psychology of the consumers.
Sensitivity to price change will vary from consumer to consumer. In a
particular situation, the behaviour of one individual may not be the same as
that of the other. In fact, the pricing decision ought to rest on a more
incisive rationale than simple elasticity. There are consumers who buy a
product provided its quality is high.

Generally, product quality, product image, customer service and promotion
activity influence many consumers more than the price. These factors are
qualitative and ambiguous. From the point of view of consumers, prices are
quantitative and unambiguous.

Price constitutes a barrier to demand when it is too low, just as much as
where it is too high. Above a particular price, the product is regarded as too
expensive and below another price, as constituting a risk of not giving
adequate value. If the price is too low, consumers will tend to think that a
product of inferior quality is being offered.

With an improvement in incomes, the average consumer becomes quality
conscious. This may lead to an increase in the demand for durable goods.
People of high incomes buy products even though their prices are high. In
the affluent societies, price is the indicator of quality.

Advertisement and sales promotion also contribute very much in increasing
the demand for advertised products. Because the consumer thinks that the
advertised products are of good quality. The income of the consumer, the
standard of living and the price factor influence the demand for various
products in the society.
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(iv) Competition Factor in Pricing:

Market situation plays an effective role in pricing. Pricing policy has some
managerial discretion where there is a considerable degree of imperfection
in competition. In perfect competition, the individual producers have no
discretion in pricing. They have to accept the price fixed by demand and

supply.

In monopoly, the producer fixes a high price for his product. In other market
situations like oligopoly and monopolistic competition, the individual
producers take the prices of the rival products in determining their price. If
the primary determinant of price changes in the competitive condition is the
market place, the pricing policy can least be categorised as competition
based pricing.
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(v) Profit Factor in Pricing:

In fixing the price for products, the producers consider mainly the profit
aspect. Each producer has his aim of profit maximisation. If the objective is
profit maximisation, the critical rule is to select the price at which MR = MC.
Generally, the pricing policy is based on the goal of obtaining a reasonable
profit. Most of the businessmen want to hold the price at constant level.

They do not desire frequent price fluctuation. The profit maximisation
approach to price setting is logical because it forces decision makers to
focus their attention on the changes in production, cost, revenue and profit
associated with any contemplated change in price. The price rigidity is the
practice of many producers. Rigidity does not mean inflexibility. It means
that prices are stable over a given period.
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(vi) Government Policy in Pricing:

In market economy, the government generally does not interfere in the
economic decisions of the economy. It is only in planned economies, the
government’s interference is very much. According to conventional
economic theory, the buyers and sellers only determine the price. In reality,
certain other parties are also involved in the pricing process. They are the
competition and the government.

The government’s practical regulatory price techniques are ceiling on
prices, minimum prices and dual pricing. In a mixed economy like India, the
government resorts to price control. The business establishments have to
adopt the government’s price policies to control relative prices to achieve



certain targets, to prevent inflationary price rise and to prevent abnormal
increase in prices.
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