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PRICING
•A critical decision in 
marketing mix

•4Ps of a typical marketing 

mix - Price, Product, 

Promotion and Place.

•PRICE – economic value of a 

product / service

•PRICING – marketing decision 

involving the 

process of determining & 

setting that value
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OBJECTIVES OF PRICING

Profit-oriented Objectives

Sales-oriented Objectives

Competition related Objectives

Customer related Objectives

Other objectives
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Methods of Pricing

Cost plus

Mark up

Break-even

Target Return

Perceived value

Going rate

Sealed bid

Differential

Market Skimming

Market Penetration

Monopoly

Bundle

Psychological

Geographical
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COST ORIENTED 
PRICING

MARKET ORIENTED 
PRICING

OTHER PRICING 
METHODS



Cost-oriented pricing methods
 traditional methods of product pricing

major factors which influence the product price are the fixed cost, variable 
cost & other overheads incurred in manufacturing the products.

1. Cost plus pricing:

• one of the simplest ways ; involves adding a certain percentage to cost in order to fix 

the price. For instance, if the cost of a product is Rs. 200 per unit and the marketer 

expects 10 per cent profit on costs, then the selling price will be Rs. 220. The 

difference between the selling price and the cost is the profit. 

2. Mark-up pricing:

• Mark-up pricing is a variation of cost pricing. In this case, mark-ups are calculated as 

a percentage of the selling price and not as a percentage of the cost price. 
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Example: 

the unit cost of manufacturing a bag is ₹100 and the expected return on 

sales is 25%, determine the mark-up price.

Mark-up Price=Unit Cost (Fixed+Variable)/(1-Percentage of 

Expected Return on Sales)

Mark-up Price=100/1-25%

Mark-up Price=₹133.33
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3. Break-even pricing:

• In this case, the firm determines the level of sales needed to cover all the relevant fixed and 

variable costs. 

• The break-even price is the price at which the sales revenue is equal to the cost of goods sold. 

In other words, there is neither profit nor loss.

• For instance, if the fixed cost is Rs. 2, 00,000, the variable cost per unit is Rs. 10, and the 

selling price is Rs. 15, then the firm needs to sell 40,000 units to break even. Therefore, the 

firm will plan to sell more than 40,000 units to make a profit. If the firm is not in a position to 

sell 40,000 limits, then it has to increase the selling price.

For instance, a company incurs ₹500000 as fixed cost and ₹25 as a variable cost. If the selling 

price is Rs.75, find out the break-even limit.

Break-Even Limit=Total Fixed Cost/(Selling Price Per Unit-Variable Cost Per Unit)

Break-Even Limit=500000/(75-25)

Break-Even Limit=10000 Units

Thus, the organization either needs to sell more than 10000 units or price the product higher 

than Rs.75 to earn a profit.



13 July 2021 Presenter Name 10

4. Target return pricing:

The pricing objective in target return method is to attain a certain level of ROI (Return 

on Investment). The formula for determining the target return price is:

Example: If the total business investment is ₹80000, the desired ROI is 25%; the total 

cost incurred is ₹30000 and the expected sales are 5000 units, determine the target 

return price.

Target Return Price=(Total Cost + Desired Return on Investment)/Total Sales in Units

Desired Return on Investment=Desired %ROI × Total Investment Value

Desired Return on Investment=25%×80000

Desired Return on Investment=₹20000

Target Return Price=(30000+20000)/5000

Target Return Price=₹10



LIMITATIONS

• prices are derived from costs without considering market 
factors such as competition, demand and consumers’ 
perceived value. 

• However, helps to ensure that prices exceed all costs and 
therefore contribute to profit.
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B. Market-oriented Methods:

1. Perceived value pricing

• Many firms fix the price of their goods and services on the basis of 
customers’ perceived value. They consider customers’ perceived value as 
the primary factor for fixing prices, and the firm’s costs as the secondary.

• The customers’ perception can be influenced by several factors, such as 
advertising, sales on techniques, effective sales force and after-sale-
service staff. 

• If customers perceive a higher value, then the price fixed will be high and 
vice versa. 

• Market research is needed to establish the customers’ perceived value as 
a guide to effective pricing.

• Customer-Oriented Method

• This method is also called perceived value pricing. It is demand-based pricing where the 
company determines the product price on value perception in terms of consumer demand for 
the particular goods or service. 
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2. Going-rate pricing:
In this case, the benchmark for setting prices is the price set by major competitors. 
‘Follow the crowd’ method is based on market competition, where the company 
price its product similar to the competitor’s product price. If the market leader 
reduces the price of its product, the organization also needs to decrease its product 
price, even if the latter’s cost of production is high.
The going-rate pricing can be further divided into three sub-methods:
a. Competitors’ parity method:
A firm may set the same price as that of the major competitor.

b. Premium pricing:
A firm may charge a little higher if its products have some additional special 
features as compared to major competitors.

c. Discount pricing:
A firm may charge a little lower price if its products lack certain features as 
compared to major competitors.

The going-rate method is very popular because it tends to reduce the likelihood of 
price wars emerging in the market. It also reflects the industry’s coactive wisdom 
relating to the price that would generate a fair return.
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3. Sealed-bid pricing: (Competitive Bidding)

• This pricing is adopted in the case of large orders or contracts, especially 
those of industrial buyers or government departments. 

• The firms submit sealed bids for jobs in response to an advertisement.

• The supplier needs to bid specific product price, which he/she assumes 

to be the lowest, in a sealed quotation.

• In other words, the organization needs to fill a tender, which indicates its 

costing and competitiveness. The pricing should be done smartly by 

estimating the profit margin at different price levels and enclosing the 

most competitive price.

• In this case, the buyer expects the lowest possible price and the seller is 

expected to provide the best possible quotation or tender. If a firm wants 

to win a contract, then it has to submit a lower price bid. For this 

purpose, the firm has to anticipate the pricing policy of the competitors 

and decide the price offer.
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4. Differentiated pricing:

Firms may charge different prices for the same product or service.

The following are some the types of differentiated pricing:

a. Customer segment pricing:

Here different customer groups are charged different prices for the same product or service 

depending on the size of the order, payment terms, and so on.

b. Time pricing / Peak load pricing:

Here different prices are charged for the same product or service at different timings or season. This  

is demand-based pricing, where the companies charge high prices in the peak seasons or period 

when the demand for the product is quite high. However, in the off-peak time or season when the 

demand falls, the prices are kept low. It is applied for seasonal product pricing, airline travel pricing, 

tourism package pricing, etc.

c. Area pricing:

Here different prices are charged for the same product in different market areas. For instance, a 

firm may charge a lower price in a new market to attract customers.

d. Product form pricing:

Here different versions of the product are priced differently but not proportionately to their 

respective costs. For instance, soft drinks of 200,300, 500 ml, etc., are priced according to this 

strategy.
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Other Pricing Methods

There are specific other methods for determining the price of a product or service, 

other than considering the cost or market competition as the basis. 

1. Market Skimming Pricing (new product)

High introductory price in the initial stage to skim the cream of the market.

The skimming method is usually implemented in case of speciality, luxury or 

innovative products. 

Here, the company avails the profit opportunity in the initial stage of marketing by 

selling the products at a high price in a non-price-sensitive market segment. 

The products when introduced in the market have a limited period free from other 

manufacturers. 

During this period, the company aims at profit maximisation, owing to favourable 

market condition. Later, the prices are dropped down gradually to sustain in the 

market.
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2. Market Penetration Pricing (new product)

• Low price in the initial stage with a view to capture greater market 

share.

• Bcoz of the low price, sales volume increases & competition falls.

3. Monopoly / Limit Pricing

• This is defensive pricing strategy. 

• The company price its products immensely low (and this price is 

known as entry forestalling price), to retain the monopoly in the 

market. 

• It is done to discourage the entry of competitors by presenting the 

business as unattractive and non-profitable.

• Monopolistic conditions exist when a product is sold exclusively 

by a producer or seller.



13 July 2021 Presenter Name 18

4. Bundle Pricing

Bundling refers to compiling of two or more products together and selling it as 

a single product. The company prices the complete bundle at a single price 

known as the offer price.

An organization can either opt for pure bundling, where the products in a 

bunch are strictly not available individually. Or it may go for a mixed 

bundling, i.e. the products in a bundle can be sold separately but at a higher 

price.

5. Psychological Pricing

This pricing method aims to influence the consumers mentally by posing a low 

product price.

Here, the product is priced slightly less than a round figure, for instance: a 
product is priced at ₹99 instead of ₹100. This makes the consumer assume 
that the product price lies within the range of ₹100 and therefore it is worth 
buying.
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6. Geographical Pricing

Here, the distance b/w buyer & seller is considered.
Cost of transportation – an important pricing factor – in India (wide 
geographical distance).

Different ways of charging transit –

 Uniform pricing
 Zone pricing
 Base – point pricing (partial absorption of transport cost by the 

company)


