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If demand is elastic, consumers are price
sensitive. When price increases, demand
goes down significantly.

In the illustration, when price increased from
$500 to $750, revenue declined from

$400 000 (800 units X $500) to

$150 000 (200 units X $750).

Elastic Demand

Quantity

If demand is inelastic, consumers are not
price sensitive. A large increase in price has
a limited effect on sales volume.

In the illustration, when price increased from
$750 to $1500, revenue increased from
$225 000 ($750 x 300 units) to

$300 000 ($1500 < 200 units).

Inelastic Demand

400
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f demand is unit-elastic
Then the absolute value
of price elasticity is equal to 1
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Profit-Oriented Pricing
Objectives
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Sales-Oriented Pricing
Objectives





image8.gif
Status Quo Pricing Objectives
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Chapter 10 Price Strategy and I

| 1. Cost-Plus Pricing
A manufacturer of colour televisions has fixed costs of $100 000 and variable costs
of $300 for every unit produced. The profit objective is to achieve $10 000 based on
a production of 150 televisions. What is the selling price?
Total Fixed Costs + Total Variable Costs + Projected Profit
Quantity Produced

_ $100 000 + ($300 X 150) + $10 000
150

Price =

_ $155 000
150

= $1033.33

2. Target Pricing
A manufacturer has just built a new plant at a cost of $75 000 000. The target return
on investment is 10 percent. The standard volume of production for the year is
estimated at 15 000 units. The average total cost for each unit is $5000 based on
the standard volume of 15 000 units. What is the selling price?

Investment Costs X Target Return on Investment%
Standard Volume

Price =

+ Average Total Costs (at Standard Volume/Unit)

_ $75 000 000 x 0.10
15 000

= $5500

+ $5000

3. Break-Even Pricing
A manufacturer incurs total fixed costs of $180 000. Variable costs are $0.20 per
unit. The product sells for $0.80. What is the break-even point in units? In dollars?

Break-Even _ Total Fixed Costs
in Units Price — Variable Costs (per unit)
_ $180 000
$0.80 — $0.20
= 300 000
Break-Even _ Total Fixed Costs
in Dollars . Variable Costs (per unit)
Price
_ _$180000
_ $0.20
$0.80

$240 000

Figure 1
Methods:
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1. Backward Pricing
A CD distributor has determined that people are willing to spend $30.00 for a
three-CD set of classic rock “n” roll tunes. The company estimates that marketing
expenses and profits will be 40 percent of the selling price. How much can the firm
spend producing the CDs?

Product Cost = Price X [(100 — Markup %)/100]
= $30.00 X [(100 — 40)/100]
= $30.00 x (60/100)
= $18.00

2. Forward Pricing
A manufacturer of blue jeans has determined that its total costs are $20.00 per pair
of jeans. The company sells the jeans through wholesalers who in turn sell to
retailers. The wholesaler requires a markup of 20 percent and the retailer requires
40 percent. The manufacturer needs a markup of 25 percent. What price will the
wholesaler and retailer pay? What is the selling price at retail?

a) Manufacturer’'s Cost and Selling Price = $20.00 + 25% Markup
= $20.00 + $5.00
= $25.00

b) Wholesaler's Cost and Selling Price = Manufacturer’s Selling Price
+ 20% Markup
= $25.00 + $5.00
= $30.00

c) Retailer’'s Cost and Selling Price = Wholesaler’s Selling Price + 40%
= $30.00 + $12.00
= $42.00
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In 2009, important amendments modernized the
Act to enhance the predictability, efficiency and
effectiveness of its enforcement and administration
and to better protect Canadians from the harm
caused by anti-competitive conduct. Among other
things, these amendments decriminalized price
maintenance conduct under the Act, repealing the
former criminal offence in section 61 and
introducing a new non-criminal provision in
section 76. Under the new non-criminal provision, it
is necessary to demonstrate that price maintenance
conduct has had, is having or is likely to have an
adverse effect on competition in a market.
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Pricing Concepts
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