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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1 – I – A business pricing objectives are the goals that guide the company during the process of determining the price of a product or service, and the main objectives of pricing should be the same as the company’s objectives. For example, if the company’s primary objective is to promote market penetration, then the price will be lower than what the product is worth, in order to encourage customers to purchase the product. On the other hand, if the company’s primary objective is to quickly break even from the production costs, then the price would be higher that what the product is might be worth in order for the company to make more profit per each product sold. This pricing objectives can be divided into three categories: Probability (The profit-based objective of pricing is to maximize profits by charging a heavy profit margin. Many companies will start by figuring out production and distribution costs, and then add the profit margin that will yield maximum return on their investment. Another objective is to maximize profits in the long-run by lowering the price during product introduction into a new market to attract new customers, which will result in losses during the initial stages of the product life cycle but will promote maximum returns in the later stages. Price affects profits directly through the product profit margin, and indirectly by influencing the number of units that will be sold. High profits result from both the amount of money a company makes with the sale of a unit, and the amount of units sold.), Sales Volume (The sales volume based objective of pricing is to maximize sales volume by cutting the price or offering heavy promotions. Many companies will establish the minimum or least acceptable profit level and then work to maximize sales. This approach is based on the belief that higher number of sales is more valuable in the long run than immediate higher profits, however, this is not always necessarily true, and many products showing good volume of sales will not earn enough profits. Another objective is to maximize market share.), and Other Objectives (Other objectives of pricing includes maintaining the prices stables in order to keep competition to a minimum, lowering the prices in order for the product to survive in the market for the longest time period possible when facing heavy competition, fixing the price at the lowest possible in order to remove the attraction of competition entering the same market, or setting higher prices in order to cover higher production costs resulting from delivering a superior product.). If an organization wishes to chase all these aims concurrently, it must attain equilibrium between all of the objectives, however, targeting long-term profits should be the primary goal.

1 – II – Predatory Pricing is the practice of setting a very low-price for a short-term period in order to discourage competition from entering the market. During the Introduction stage of a product life cycle, the company occurs great costs in production and distribution before any profits are made through the sale of the product, each means a company suffers losses before the product enters the growth and maturity stages. By setting prices extremely low, a company decreases the chances that a new competitor’s product entering their market will generate enough demand compared to their already available and cheap product, and might result in the new product never reaching later stages of its life cycle. If competitors or potential competitors cannot sustain equal or lower prices without losing money, they go out of business or choose not to enter the business, and the predatory business then has fewer competitors.  When practicing Predatory Pricing, the predator must have enough financial strength to endure the short-term lower profits, in order to obtain the long-term higher profits that come from reduced competition. 
Price discrimination is the pricing strategy where a company sell the same product with different prices in different market segments. This discrimination comes in three degrees: First Degree (the seller charges a separate price to each customer depending on the intensity of their demand. For example: most air travel websites will raise the price of flights depending on the number of times a user visits the same page, the more a person visits, the higher is the price information), Second Degree (the seller charges less to customers who purchase higher volumes. For example, discounts for bulk purchases.), and Third Degree (the seller charges different amounts to different market segments. For example, age discounts where the price for the same product is different for adults, children, or seniors.).
While both strategies are aimed to maximize profits, Predatory Pricing achieves this at the expenses of the competition, while Price discrimination achieves it at the expenses of the customer.

1 – IV – Fixed costs are business expenses that are not dependent on the level of goods or services produced by the business. This costs tend to be time-related, for example, salaries or rents being paid per month. Fixed costs are expenses that have to be paid by a company, independent of any business activity, i.e., the business would still have to pay salaries and rent even if the company does not produce the product or service. 
Variable Costs are business expenses that are dependent on the level of goods or services produced by the business. For example, a company who produces clothing items, the more items the company produces, the more textile it needs to purchase. The amount of money used towards textile will directly depend on the amount used. If a piece of machinery breaks, and the company is not able to produce clothing items during a full week, the amount spent towards textile in the end of that month will be less than if the company had produce clothing items through the whole month without interruptions.
The difference between this two types of costs is that fixed costs occur regardless of product output, while variable costs occur depending on product output.

1 – V – Price determination is affected by several factors, including: Product’s Value to the buyer (Consumers buy products only when they are of value to them, and that provide the most satisfaction compared to the price paid. The product's value to the buyer is based on the position the product has in the consumer priorities list. For example, at any given day a consumer may be willing to pay between 10p and 50p for a bottle of water, however, if for some reason the same consumer finds himself in the dessert, the level of priority, and the demand for that product would increase substantially, and he might be willing to pay almost anything to obtain that same product.), Cost of Product (The price of a product should be based on the amount it costs to produce the product. Without knowing how much it costs in reality to produce the product, it is difficult to determine if the price given is enough to cover those expenses, or if there is room to offer a lower price and still obtain a profit. For example, if a product costs £5.00 to produce and distribute, and the selling company decides to sell it for £5.50 without being aware of the production costs, then the product is not generating enough profit. The price was not set effectively, and the company is not getting the best benefit from the product.), Competition (If the market competition is negligible or nonexistent, it is possible for businesses to get away with charging a higher price for a product. Market competition promotes lower prices because companies seek to offer a price that will encourage consumers to choose their products over the ones of a different company. Without competition business are virtually free to set the price they wish for a product.), Legal Consideration (Even without competition, the price set for a product can be restrained by law, should a business attempt to charge an excessively high amount for it. This happens depending on the product and the laws applicable at the specific region.), and Other Marketing Elements (Several elements are present in the production, distribution, and promotion of a product, and the nature of these elements will affect how much the product costs to the company per unit, and that will affect how much the company must charge in order to obtain the desired profit. Such as, distribution channels, quantity and quality of advertisement, product differentiation, after sales service, etc. Companies holding strong positions are able to charge higher prices.).

2 – Price determination is dependent on several internal and external factors, such as costs, competition, demand, elements of marketing mix, and legal ramifications. However, usually only the three main determinants are taken in to consideration when determining product pricing: Cost, Demand, and Competition. 
Cost Oriented Pricing approaches determine the price of a product based on the total product’s cost with a specified margin attached. This approach can be employed by two different methods: Cost-Plus Pricing (method based on how much it costs to produce and distribute the product, and then a profit margin is added to that value. All cost incurred in manufacturing the product, i.e., both fixed and variable costs, are taken into account, and then the desired profit margin is added to the total of the costs. In order to have a realistic estimate of the costs, variations relating to production volume changes must be taken into account. For example, if production costs the company £5.00 per unit, and the company determines that the product should have a 50% profit margin, then the price would be set at £10.00 in order to accomplish this profit.), and Target Profit Pricing (method based on the amount of profit the company wants to make. The break-even point is calculated, and the profit margin is determined based on when the company wants to reach the break-even point. The total fixed costs are calculated with the variable costs per unit and the selling price per unit in order to determine how many units are necessary to be sold for the company to break even from the production costs. For example, a company as fixed costs of £100, the variable production costs are £10 per unit, and the product is sold at £20 per unit. 100/(20-10)=10. This means the company needs to sell 10 units to break-even. This pricing method is based on when the company wants to reach this breakeven point. If the company decides that is not necessary to reach the breakeven so soon, it can set a lower price, on the other hand, if it wants to reach the breakeven point sooner, it would be set a higher price.).
Demand Oriented Pricing approaches determine the price of a product based on the volume of sales expected at the different prices which different buyers can afford. This approach can be employed by two different methods: Differential Pricing (Different customers have different desires and wants. Intensity of their demand for the product would also be different. For example, hotels charging different prices for different seasons. The demand during high season is higher, therefore hotels can get away with charging more since the consumer is willing to pay the added amount.), and Perceived Value Pricing (Consumer’s value associated to a product changes bases on their perception. For example, the same consumer will willingly pay different prices for a coffee on a two star restaurant and on a five star restaurant because the consumer will assign different values to the same item.).
Competition Oriented Pricing approaches determine the price of a product based on the price set on a similar product by a competitor instead of based in the production costs of the product. The price of products already on the market create a baseline for what the consumer is willing to pay for that product. If there is a product already on the market for £5.00, if the new product entering the market is priced at £25.00, the consumer will hardly be willing to purchase the new product since he is able to acquire the same thing for a much lower price. This approach is employed by the Going Rate Pricing Method mainly in the case of similar products. However, if the product has added features, the company might be able to charge more than the competitor, because the added features will increase the perceived value of the product in the eyes of the consumer.
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