Chapter 9

Pricing Considerations and Strategies

Multiple-Choice 

1. 
_____ is the sum of all the values that consumers exchange for the benefits of 
having 
or using the product or service.

a. Price

b. Value

c. Promotion

d. Exchange




Answer: (a) Difficulty: (3) Page: 293 

2. 
The amount of money charged for a product or service is called _____.

a. value

b. price

c. exchange

d. promotion

Answer: (b) Difficulty: (1) Page: 293

3. 
Historically, _____ has been the major factor affecting buyer choice. However, in 
recent decades, _____ factors have become more important in buyer-choice 
behavior.

a. non-price; price

b. price; exchange

c. price; value

d. price; non-price

Answer: (d) Difficulty: (3) Page: 293

4. 
Charging different prices depending on individual customers and situations is 
called _____.

a. value pricing

b. exchange pricing

c. dynamic pricing

d. psychological pricing

Answer: (c) Difficulty: (2) Page: 293

5.
Marketing executives face all of the following common mistakes in pricing,   except which one?

a. Companies are too quick to reduce prices in order to get a sale, rather than convincing buyers that their products are worth a higher price.

b. Pricing that is too cost-oriented rather than customer-value oriented.

c. Pricing that does not take the marketing mix into account.

d. All of the following are common pricing mistakes.

Answer: (d) Difficulty: (2) Page: 295

6.
All of the following are internal factors affecting pricing decisions, except which 
one?

a. company's marketing objectives

b. marketing mix strategy

c. competition

d. organizational considerations

Answer: (c) Difficulty: (2) Page:  296

7.
All of the following are examples of company marketing objectives that affect pricing decisions, except which one?

a. survival

b. profit maximization

c. market share leadership

d. quality

Answer: (d) Difficulty: (2) Page: 296

8.
Prices can be reduced temporarily to create excitement for a product or to draw 
more customers into a retail store. In this example, the store is pursuing a general 
objective based on an _____ which affects pricing decisions. 

a. external factor

b. internal factor

c. environmental factor

d. economic factor

Answer: (b) Difficulty: (2) Page: 296

9.
All of the following are examples of internal factors affecting pricing decisions, 
except which one?

a. A company sets prices low to prevent competition from entering the market.

b. A company sets prices at competitors' levels to stabilize the market.

c. Prices can be set to keep the loyalty and support of resellers or to avoid government intervention.

d. The company needs to understand the relationship between supply and demand for its product.

Answer: (d) Difficulty: (2) Page: 296

10.
_____ is only one of the marketing mix tools that a company uses to achieve its 
marketing objectives.

a. Price

b. Product

c. Promotion

d. Place

Answer: (a) Difficulty: (3) Page: 296

11.
The decision to position the product on high performance quality will mean that 
the seller must charge a _____.

a. lower price to cover lower costs

b. lower price to cover higher costs

c. higher price to cover higher costs

d. standard price to cover lower costs

Answer: (c) Difficulty: (2) Page: 297

12.
_____ reverses the usual process of first designing a new product, determining its 
cost, and then asking, "Can we sell it for that?"

a. Target costing

b. Variable costs

c. Fixed costs

d. Value pricing

Answer: (a) Difficulty: (2) Page: 297

13.
P&G marketed Crest Spin Brush starting with a low market price of $5; batteries were included for only $1 more than the most expensive manual brushes. Using "Try Me" packaging that allowed consumers to turn the brush on in stores, P&G's price positioning strategy is called _____.

a. value pricing

b. target costing

c. non-price positions

d. pure competition

Answer: (b) Difficulty: (2) Page: 297

14.
According to the text, the best positioning strategy is to deemphasize _____ and 
use other marketing mix tools to create _____.

a. price; non-price positions

b. costs; price

c. price; value positions

d. price; product positions

Answer: (a) Difficulty: (3) Page: 297

15.
According to the text, the following are accurate descriptions of marketing 
mix factors to be considered by marketers when setting prices, except which one?

a. If the product is positioned on non-price factors, then decisions about quality, promotion, and distribution will strongly affect price.

b. If price is a crucial positioning factor, then price will strongly affect decisions about the other marketing mix elements.

c. When featuring price, marketers need to remember that customers always buy on price alone.

d. Customers seek products that give them the best value in terms of benefits received for the price paid.

Answer: (c) Difficulty: (3) Page: 297

16.
_____ are costs that do not vary with production or sales level.

a. Fixed costs

b. Variable costs

c. Total costs

d. Target costs

Answer: (a) Difficulty: (3) Page: 297

17.
Bills for rent, heat, interest, and executive salaries, regardless of company output 
are examples of _____.

a. variable costs

b. target costs

c. fixed costs

d. total costs

Answer: (c) Difficulty: (2) Page: 297

18.
_____ vary directly with the level of production.

a. Fixed costs

b. Variable costs

c. Total costs

d. Target costs

Answer: (b) Difficulty: (2) Page: 297

19.
_____ are the sum of the fixed and variable costs for any given level of 
production.

a. Target costs

b. Total costs

c. Value costs

d. All costs

Answer: (b) Difficulty: (2) Page: 298

20.
No single buyer or seller has much effect on the going price. If price and profits 
rise, new sellers can easily enter the market. These characteristics are typical of 
pricing under a _____ type of market.

a. pure competition

b. monopolistic competition

c. oligopolistic competition

d. pure monopoly

Answer: (a) Difficulty: (3) Page: 298

21.
The market consists of many buyers and sellers trading in a uniform commodity 
such as wheat, copper, or financial securities. The competitive environment is one 
of _____.

a. monopolistic competition

b. a regulated monopoly

c. a pure monopoly

d. pure competition 

Answer: (d) Difficulty: (2) Page: 298

22.
Marketing research, product development, pricing, and promotion play little or no 
role in a _____ type of competitive environment. Thus, sellers in these markets do 
not spend much time on marketing strategy.

a. pure monopoly

b. regulated monopoly

c. private regulated monopoly

d. pure competition

Answer: (d) Difficulty: (2) Page: 298

23.
Under _____, the market consists of many buyers and sellers who trade over a 
range of prices rather than a single market price.

a. a pure monopoly

b. monopolistic competition

c. pure competition

d. oligopolistic competition

Answer: (b) Difficulty: (2) Page: 298

24.
Kinko's differentiates its offer through strong branding and advertising, reducing 
the impact of price. Because there are so many competitors in such markets, each 
firm is less affected by competitors' pricing strategies. Kinko's operates under 
_____.

a. a pure monopoly

b. monopolistic competition

c. pure competition

d. oligopolistic competition

Answer: (b) Difficulty: (2) Page: 298

25.
Buyers see differences in sellers' products and will pay different prices for them. 
Sellers try to develop differentiated offers for different customer segments and, in 
addition to price, freely use branding, advertising, and personal selling to set their 
offers apart. Many buyers and many sellers operate under a(n) _____ type of 
competitive environment.


a.
monopolistic competition


b.
pure competition


c.
oligopolistic competition


d.
a regulated monopoly


Answer: (a) Difficulty: (1) Page: 298

26.
Few large sellers who are highly sensitive to each other's pricing and marketing 
strategies make up the market. The product can be uniform (steel, aluminum) or 
non-uniform (cars, computers). It is difficult for new sellers to enter the market 
under _____.

a. monopolistic competition

b. oligopolistic competition

c. a regulated monopoly

d. pure competition

Answer: (b) Difficulty: (2) Page: 299

27.
Under _____, each seller is alert to competitors' strategy moves. If an airline 
company slashes its price by 15 percent, rival airlines will match the price or 
increase services, fearful that customers will switch carriers.

a. monopolistic competition

b. a regulated monopoly

c. oligopolistic competition

d. pure competition

Answer: (c) Difficulty: (2) Page: 299

28.
Under _____, the market consists of one seller.

a. a pure monopoly

b. monopolistic competition

c. oligopolistic competition

d. pure competition

Answer: (a) Difficulty: (2) Page: 299

29.
The U.S. Postal Service and Long Island Power Authority (LIPA) are examples of 
sellers operating under _____.

a. a pure monopoly

b. oligopolistic competition

c. monopolistic competition

d. pure competition

Answer: (a) Difficulty: (2) Page: 299

30.
In a _____, the government permits the company to set rates that will yield a "fair 
return," that will let the company maintain and expand its operations as needed.

a. pure monopoly

b. non-regulated monopoly

c. regulated monopoly

d. pure competition environment

Answer: (c) Difficulty: (2) Page: 299

31.
_____ are free to price at what the market will bear. However, they do not always 
charge the full price.

a. Pure monopolies

b. Regulated monopolies

c. Non-regulated monopolies

d. Companies

Answer: (c) Difficulty: (2) Page: 299

32.
Non-regulated monopolies do not charge the full price for all the reasons given 
below, except which one?

a. a desire not to attract competition

b. a desire to penetrate the market faster with a low price

c. a fear of government regulation

d. a desire to attract competition

Answer: (d) Difficulty: (3) Page: 299

33.
All of the following are accurate descriptions of consumer perceptions of price 
and value, except which one?

a. In the end, the consumer will decide whether a product's price is right.

b. Pricing decisions, like other marketing mix decisions, must be seller-oriented.

c. Buyers exchange something of value to get something of value in return from the sellers.

d. Effective, buyer-oriented pricing involves understanding how much value consumers place on the benefits they receive from the product and setting a price that fits this value.

Answer: (b) Difficulty: (2) Page: 299

34.
The relationship between the price charged and the resulting demand level is 
shown in a _____.

a. supply curve

b. demand curve

c. break-even analysis chart

d. discount

Answer: (b) Difficulty: (2) Page: 299

35.
In the case of prestige goods, the demand curve sometimes _____.

a. slopes upward

b. slopes downward

c. stays horizontal

d. slopes upward and downward


Answer: (a) Difficulty: (2) Page: 299

36.
Gibson Guitar Corporation has chosen to build instruments one at a time, by hand. Gibson's century-old tradition of creating investment-quality instruments represents the highest standards of imaginative design and masterful craftsmanship. Gibson's CEO has found an inverse price-demand relationship exists. He states, "the more we charged, the more guitars we sold." 
Thus, consumers think that higher prices mean more quality in the case of  _____.

a. prestige goods

b. commodities

c. low-involvement consumer packaged goods

d. pure competition

Answer: (a) Difficulty: (3) Page: 299

37.
The _____ shows the number of units the market will buy in a given time period 
at different prices that might be charged. 

a. supply curve

b. demand curve

c. break-even curve

d. EOQ chart

Answer: (b) Difficulty: (2) Page: 299

38.
A measure of the sensitivity of demand to changes in price is called _____.

a. inelastic demand

b. the demand curve

c. price elasticity of demand

d. elastic demand


Answer: (c) Difficulty: (2) Page: 300

39.
All of the following are accurate descriptions of factors determining price elasticity of demand, except which one?

a. Buyers are less price-sensitive when the product being purchased is unique.

b. Buyers are less price-sensitive when substitute products are hard to find

c. Buyers are less price-sensitive when they cannot easily compare the quality of substitutes.

d. Buyers are more price-sensitive when the product is high in quality, prestige, or exclusiveness.

Answer: (d) Difficulty: (3) Page: 300

40.
Demand is _____ when the demand hardly changes with a small change in price.

a. elastic

b. inelastic

c. stable

d. unstable

Answer: (b) Difficulty: (2) Page: 300

41.
In recent years, forces such as deregulation and the instant price comparisons 
afforded by the Internet and other technologies have _____ consumer price 
sensitivity, turning products from telephones and computers to new automobiles 
into commodities in consumers' eyes.

a. decreased

b. increased

c. not changed

d. slowed down

Answer: (b) Difficulty: (3) Page: 300

42.
All of the following are external factors affecting pricing decisions, except which 
one?

a. nature of the market and demand

b. competition

c. economic conditions, resellers, and government

d. organizational considerations

Answer: (d) Difficulty: (2) Page: 296; Figure 8.1

43.
Adding a standard markup to the cost of the product is called the _____.

a. break-even analysis approach

b. target profit pricing approach

c. cost-plus pricing approach

d. value-based pricing approach

Answer: (c) Difficulty: (2) Page: 301

44.
All of the following are accurate descriptions of the cost-plus pricing method, 
except which one?

a. The cost-plus pricing method takes into account both demand and competitor prices to determine prices.

b. Sellers are more certain about costs than about demand.

c. When all sellers within an industry use cost-plus pricing, prices tend to be similar and price competition is thus minimized.

d. Many people feel cost-plus pricing is fairer to both buyers and sellers.

Answer: (a) Difficulty: (3) Page: 302

45.
Break-even pricing is also known as _____.

a. target-profit pricing

b. cost-plus pricing

c. value-based pricing

d. everyday low pricing

Answer: (a) Difficulty: (2) Page: 302

46.
A firm has total fixed costs of $8,000,000; its price is $20.00 per unit above its 
variable costs. What is its break‑even point in units?

     
a. 
200,000

     
b. 
400,000

     
c. 
4,000,000

d. 
The break‑even point cannot be determined here.


Answer: (b) Difficulty: (2) Page: 302

47.
In some major industries such as the _____ industry, wherein the variable costs are _____ relative to the fixed costs, the implications for marketers are to _____.

a. 
airline; low; engage in price competition

b.
airline; low; differentiate the services offered

c. 
airline; high; increase passenger volume

d. 
airline; low; increase passenger volume

Answer: (d) Difficulty: (2) Page: 324

48. 
The business segment of the airline industry is an example of _____ demand 
and the leisure segment of the airline industry is an example of _____.

a. 
elastic demand, inelastic demand

b. 
unitary demand, inelastic demand

c. 
inelastic demand, elastic demand

d. 
none of the above are correct

Answer: (c) Difficulty: (2) Page: 300

49.
_____ involves charging a constant price with few or no temporary price 
discounts.


a.
EDLP


b.
Value-added marketing


c.
Target costing


d.
Cost-plus pricing


Answer: (a) Difficulty: (2) Page: 305

50.
Going-rate pricing is an approach in which a firm bases its price largely on _____ 
prices, with less attention paid to its own costs or demand.


a.
competitors'


b.
environmental


c.
price-skimming


d.
price-penetration


Answer: (a) Difficulty: (2) Page: 305

51.
Setting a low initial price to attract a large number of buyers is called _____.

a. 
market-skimming pricing

b. 
market-penetration pricing

c. 
product line pricing

d. 
optional-product pricing

Answer: (b) Difficulty: (2) Page: 306

52. _____ is setting a high price for a new product to skim maximum revenues layer by layer from the segments willing to pay the high price; the company makes fewer but more profitable sales.


a.
Market-skimming pricing

b. 
Market-penetration pricing

c. 
Product-line pricing


d.
Optional product pricing

Answer: (a) Difficulty: (2) Page: 306

53. All of the following are accurate descriptions of conditions necessary for market-skimming pricing strategy to work, except which one?

a. The product's quality and image must support its higher price.

b. Enough buyers must want the product at that high price.

c. Competitors should not be able to enter the market easily and undercut the high price.

d. Production and distribution costs must fall as sales volume increases.

Answer: (d) Difficulty: (2) Page: 306

54. In _____, management must decide on the price steps to set between the various products in a line.

a. optional-product pricing

b. product-line pricing

c. market-penetration pricing

d. market-skimming pricing

Answer: (b) Difficulty: (2) Page: 307

55.
Sony offers not just one type of television, but several lines of televisions, each 

containing many models. For example, it offers portable color TVs starting at $99.99 to flat-screen Trinitrons ranging up to, $1,500, and top-of-the-line plasma WEGA flat-panel sets, running from $6,000 to $8,000. Sony uses _____.


a.
optional-product pricing


b.
product-line pricing


c.
market-penetration pricing


d.
market-skimming pricing


Answer: (b) Difficulty: (2) Page: 307

56. Setting a price for by-products in order to make the main product's price more competitive is called _____.

a. optional-product pricing

b. product-line pricing

c. by-product pricing

d. captive-product pricing

Answer: (c) Difficulty: (2) Page: 308

57. _____ is setting a price for products that must be used along with a main product.

a. Captive-product pricing

b. Optional-product pricing

c. By-product pricing

d. Market-penetration pricing

Answer: (a) Difficulty: (2) Page: 308

58. Theaters and sports’ teams sell season tickets at less than the cost of single tickets;  hotels sell specially-priced weekend packages that include room, meals, and entertainment; and Internet service providers sell packages that include Web access. _____ can promote the sales of products consumers might not otherwise buy, but the combined price must be low enough to get them to buy the entire package.

a. Product-bundle pricing

b. Discount pricing

c. Captive-product pricing

d. Optional-product pricing

Answer: (a) Difficulty: (2) Page: 309

59. A straight reduction in price on purchases during a stated period of time is called a _____.

a. discount

b. an allowance

c. sale

d. value sale

Answer: (a) Difficulty: (2) Page: 309

60. A seller might charge $10 per unit for less than 100 units, $9 per unit for 100 or more units. Such _____ are price reductions to buyers who buy large volumes.

a. cash discounts

b. quantity discounts

c. functional discounts

d. seasonal discounts

Answer: (b) Difficulty: (2) Page: 309

61. A functional discount is also known as a _____.

a. cash discount

b. quantity discount

c. trade discount

d. seasonal discount

Answer: (c) Difficulty: (2) Page: 309

62. A _____ is a price reduction to buyers who buy merchandise or services out of season.

a. cash discount

b. quantity discount

c. trade discount

d. seasonal discount

Answer: (d) Difficulty: (2) Page: 309

63. _____ are payments or price reductions to reward dealers for participating in advertising and sales support programs.

a. Discounts

b. Promotional allowances

c. Quantity discounts

d. Functional discounts

Answer: (b) Difficulty: (2) Page: 309

64. Museums may charge a lower admission price to students and senior citizens. Under _____, different customers pay different prices for the same product or service.

a. psychological pricing

b. allowance pricing

c. product-bundle pricing

d. segmented pricing

Answer: (d) Difficulty: (2) Page: 310

65. _____ goes by many names, revenue management or yield management.

a. Psychological pricing

b. Promotional allowances

c. Quantity discounts

d. Segmented pricing

Answer: (d) Difficulty: (2) Page: 310

66. Airlines, hotels, and restaurants practice _____. The practice ensures that "companies will sell the right product to the right consumer at the right time for the right price."

a. psychological pricing

b. segmented pricing

c. promotional allowances

d. discounts

Answer: (b) Difficulty: (3) Page: 310

67. Segmented pricing is an effective strategy under all of the following conditions, except which one?

a. The market must be segmentable, and the segments must show different degrees of demand.

b. The costs of segmenting and watching the market cannot exceed the extra revenue obtained from the price difference.

c. The segmented prices should reflect real differences in customers' perceived value.

d. The segmented pricing needs to be ethical, but not necessarily legal. 

Answer: (d) Difficulty: (3) Page: 311

68. In using _____, sellers consider the psychology of prices and not simply the economics.

a. segmented pricing

b. psychological pricing

c. geographical pricing

d. promotional allowances

Answer: (b) Difficulty: (2) Page: 311

69. _____ are prices that buyers carry in their minds and refer to when they look at a given product.

a. Promotional prices

b. Geographical prices

c. EDLP

d. Reference prices

Answer: (d) Difficulty: (2) Page: 312

70. With _____, companies will temporarily price their products below list price and sometimes even below cost to create buying excitement and urgency.

a. promotional pricing

b. psychological pricing

c. EDLP

d. reference prices

Answer: (a) Difficulty: (2) Page: 312

71. Supermarkets and department stores will price a few products as loss leaders to attract customers to the store in the hope that they will buy other items at normal markups. Supermarkets practice _____.

a. EDLP

b. promotional pricing

c. psychological pricing

d. reference prices

Answer: (b) Difficulty: (2) Page: 312

72. All of the following are adverse outcomes of the misuse of promotional pricing, except which one?

a. Used too frequently and copied by competitors, price promotions can create "deal prone" customers who wait until brands go on sale before buying them.

b. Reduced prices can erode a brand's value in the eyes of the customers.

c. Marketers sometimes use price promotions as a quick fix instead of sweating through the difficult process of developing effective longer-term strategies for building their brands.

d. Some marketers offer discounts from normal prices to increase sales and reduce inventories.

Answer: (d) Difficulty: (3) Page: 313

73. _____ means that the goods are placed free on board a carrier; the customer pays the freight from the factory to the destination.

a. Uniform-delivered pricing

b. Zone pricing

c. FOB-origin pricing

d. Basing-point pricing

Answer: (c) Difficulty: (2) Page: 316

74. In _____, the company charges the same price plus freight to all customers, regardless of their location.

a. FOB-origin pricing

b. Target cost pricing

c. EDLP

d. Uniform-delivered pricing

Answer: (d) Difficulty: (2) Page: 316

75. Using _____, the seller absorbs all or part of the actual freight charges in order to get the desired business. It is used for market penetration and to hold on to increasingly competitive markets.

a. FOB-origin pricing

b. target cost pricing

c. EDLP

d. Freight-absorption pricing

Answer: (d) Difficulty: (2) Page: 317

76. _____ falls between FOB-origin pricing and uniform-delivered pricing.

a. Zone pricing

b. Basing-point pricing

c. Freight-absorption pricing

d. International pricing

Answer: (a) Difficulty: (2) Page: 317

77. To counter competitor price reductions, marketers might adopt any of the following actions, except which one?

a. The marketer could reduce its price to match the competitor's price.

b. The marketer might maintain its price but raise the perceived value of its offer.

c. The firm might improve quality and increase price, moving its brand into a higher-priced position.

d. All of the above are valid responses to competitor actions.

Answer: (d) Difficulty: (2) Page: 321

78. Price fixing is _____. 

a. illegal

b. legal

c. ethical 

d. practical

Answer: (a) Difficulty: (2) Page: 324

79. _____ is selling below cost with the intention of punishing a competitor or gaining higher long-run profits by putting competitors out of business.

a. Predatory pricing

b. Price fixing

c. EDLP

d. Target costing

Answer: (a) Difficulty: (2) Page: 324

80. Selling below cost to sell off excess inventory is _____.

a. illegal

b. considered predatory

c. not considered predatory

d. a supply chain management problem

Answer: (c) Difficulty: (2) Page: 324

81. The Robinson-Patman Act seeks to prevent unfair _____ by ensuring that sellers offer the same price terms to customers at a given level of trade.

a. pricing

b. price discrimination

c. price confusion 

d. scanner fraud

Answer: (b) Difficulty: (2) Page: 325

82.
The percentage change in quantity demanded relative to a specific change in the 
price charged is the _____.

     
a. 
market clearing price

     
b. 
price elasticity of demand

     
c. 
unit‑pricing concept

     
d. 
law of demand


Answer: (c) Difficulty: (3) Page: 300

83.
_____ involves consistently low prices and few, if any, temporary price reductions.  Discounters such as Wal-Mart have adopted it.

a.
High-low pricing

b.
Unfair pricing

c. 
Odd pricing

d. 
Everyday low pricing

Answer: (d) Difficulty: (2) Page: 305

84. 
The type of demand (elastic, inelastic or unitary) depends upon _____.

     
a.
availability of substitutes

     
b. 
urgency of need

     
c. 
lack of substitutes

     
d.
Both a and b are correct

Answer: (d) Difficulty: (2) Page: 300

85. All of the following are different ways the Internet is changing the rules of pricing for both sellers and buyers, except which one?

a. Sellers can charge lower prices and reap higher margins.

b. Sellers can monitor customer behavior and tailor offers to individuals.

c. The Internet is ushering in a new era of fluid pricing.

d. All of the above are accurate descriptions of dynamic pricing on the Web.

Answer: (d) Difficulty: (2) Page: 294

True/False 

86. The Internet is changing the rules of pricing for both buyers and sellers. The Web is taking us back into a new age of fixed pricing.


Answer: (False) Difficulty: (2) Page: 294

87. Price is the amount of money charged for a product or service.


Answer: (True) Difficulty: (2) Page: 293

88. Dynamic pricing is charging different prices, depending on individual customers and situations.


Answer: (True) Difficulty: (2) Page: 293

89. Internal factors affecting pricing decisions include the nature of market and demand, competition, and other environmental factors.


Answer: (False) Difficulty: (2) Page: 296

90. Internal factors affecting pricing include general marketing objectives, such as survival, current profit maximization, market share leadership, and product quality leadership.


Answer: (True) Difficulty: (2) Page: 296

91. Target costing is pricing that starts with an ideal selling price, then targets costs that will ensure that the price is met.


Answer: (True) Difficulty: (2) Page: 297

92. Often the best pricing strategy is to charge the lowest price and not worry about differentiating the marketing offer to make it worth a higher price.


Answer: (False) Difficulty: (2) Page: 297

93. Fixed costs are also known as overhead costs that do not vary with production levels.


Answer: (True) Difficulty: (2) Page: 297

94. Monthly bills for rent, heat, interest, and executive salaries, regardless of the company's output, are examples of variable costs.


Answer: (False) Difficulty: (2) Page: 297

95. Variable costs vary directly with the level of production.


Answer: (True) Difficulty: (2) Page: 297

96. Overhead costs are the sum of the fixed and variable costs for any given level of production.


Answer: (False) Difficulty: (2) Page: 298

97. Under price competition, the market consists of many buyers and sellers trading in a uniform commodity such as wheat, copper, or financial securities.


Answer: (True) Difficulty: (2) Page: 298

98. Under oligopolistic competition, marketing research, product development, pricing, advertising, and sales promotion play little or no role.


Answer: (False) Difficulty: (2) Page: 298

99. Under monopolistic competition, the market consists of many buyers and sellers who trade over a range of prices rather than a single market price.


Answer: (True) Difficulty: (2) Page: 298

100. Under monopolistic competition, Kinko's differentiates its offer through strong branding and advertising, reducing the impact of price.


Answer: (True) Difficulty: (2) Page: 298

101. Under monopolistic competition, Canadian pickle marketer Bick's sets its pickles apart from other brands by using both price and non-price factors.


Answer: (True) Difficulty: (2) Page: 299

102. Under an oligopolistic competitive environment, the market consists of a few large sellers who are highly sensitive to each other's pricing and marketing strategies.


Answer: (True) Difficulty: (2) Page: 299

103. In a pure monopoly, the market consists of one seller.


Answer: (True) Difficulty: (2) Page: 299

104. Regulated monopolies are free to price at what the market will bear.


Answer: (False) Difficulty: (3) Page: 299

105. The demand curve shows the number of units the market will buy in a given time period at different prices that might be charged.


Answer: (True) Difficulty: (3) Page: 299

106. In the case of prestige goods, the demand curve sometimes slopes downward.


Answer: (False) Difficulty: (2) Page: 299

107. Price elasticity is a measure of the sensitivity of demand to changes in prices.


Answer: (True) Difficulty: (2) Page: 300

108. Demand is inelastic when demand hardly changes with a small change in price.


Answer: (True) Difficulty: (2) Page: 300

109. Buyers are more price sensitive when the product they are buying is unique or when it is high in quality, prestige, or exclusiveness.


Answer: (False) Difficulty: (2) Page: 300

110. If the demand is inelastic rather than elastic, sellers will consider lowering their price.


Answer: (False) Difficulty: (3) Page: 300

111. Adding a standard markup to the cost of the product is called cost-plus pricing.


Answer: (True) Difficulty: (3) Page: 300

112. Standard markup pricing ignores demand and competitor prices.


Answer: (True) Difficulty: (2) Page: 300

113. Setting a price to break even on the costs of making and marketing a product is called break-even pricing.


Answer: (True) Difficulty: (2) Page: 302

114. Setting prices based on buyers' perceptions of value rather than on the seller's cost is called value-based pricing.


Answer: (True) Difficulty: (2) Page: 303

115. A form of competition-based pricing is going-rate pricing; a firm bases its price largely on competitors' prices, with less attention to its own costs or to demand.


Answer: (True) Difficulty: (3) Page: 305

Essay 

116. According to the text, the Internet is changing the rules of pricing for both sellers and buyers. Explain with examples.


Answer:

Sellers can charge lower prices and reap higher margins. For example, by selling made-to-order computers online, Dell Computer greatly reduces inventory costs and eliminates retail markups. It shares the savings with buyers in the form of the "lowest price per performance." Sellers can monitor customer behavior and tailor offers to individuals. For example, Amazon.com can mine their databases to gauge a specific shopper's desires, measure his or her means, and immediately tailor products to fit that shopper's behavior and price products accordingly. Amazon.com employs dynamic pricing by offering individualized suggestions to customers each time they log on. Sellers can change prices on the fly, according to changes in demand or costs. Both buyers and sellers can negotiate prices in online 
auctions and exchanges. Buyers can get instant price comparisons from thousands of vendors.


Difficulty: (3) Pages: 294-295

117. Define dynamic pricing. There are two sets of factors to consider when setting prices. Briefly discuss the major factors.


Answer:


Dynamic pricing is charging different prices depending upon individual 
customers and situations. A company's pricing decisions are affected by both 
internal company factors and external environmental factors. Internal factors 
affecting pricing decisions include the company's marketing objectives, marketing 
mix strategy, costs and organizational considerations. Some general and specific 
marketing mix objectives include survival, profit maximization, market share 
leadership, and product quality leadership. At a more specific level, the firm can 
set prices low to prevent competition from entering the market or set prices at 
competitors' levels to stabilize the market. Price decisions must be coordinated 

with product design, distribution, and promotion decisions to form a consistent 
and effective marketing program. Some organizational considerations, including 
who within the firm must set prices, is examined, depending upon the size of the 
firm. External factors include the nature of the market and demand, competition, 
and other environmental elements. Price-demand relationships are to be 
considered. The type of market: monopoly, oligopoly, monopolistic competition 
and perfect or pure competition, present different pricing challenges. Competitor 
costs and offers, and other external factors: economy, reseller, government and 
social concerns, also affect pricing decisions.


Difficulty: (2) Pages: 296-301

118.
Calculate the retailer’s cost if a retailer has a markup of 35 percent based on 
selling price. The selling price is set at $60. 


Answer:


Cost + Markup = Sales price


Cost = Sales price - Markup



= 60 - (.35*60) = $39


Cost = $39


Difficulty: (3) Page: 301

119.
Calculate the break-even point in units, given the following information:


Answer:


Total fixed costs = $ 600,000 and variable costs are $5 per unit. Sales price is set 


at $15.


Break-even point = (Total Fixed Cost/Contribution Margin) 


Break-even point in units = Total Fixed Cost/(Sales Price per unit - V.C per unit)


B.E.P = 600,000/(15-5)


B.E.P = 60,000 units


Difficulty: (2) Page: 302

120.
What is standard markup pricing? What are the strengths and weaknesses of the 
method? Discuss.


Answer:

Standard markup pricing, also known as cost-plus pricing, entails adding a standard markup to the cost of the product. Appliance retailers, toaster manufacturers, construction companies, lawyers, accountants, and other professionals typically price by adding a standard markup to their costs. Aerospace companies price this way to the government. It is the most popular method for several reasons. First, sellers are more certain about costs than about demand. By tying the price to cost, sellers simplify pricing; they do not have to make frequent adjustments as demand changes. Second, when all firms in the industry use this pricing method, prices tend to be similar, and price competition is thus minimized. Third, many people feel that cost-plus pricing is fairer to both buyers and sellers. The biggest disadvantage of this method is that it ignores demand and competitor prices.

 
Difficulty: (2) Page: 302

121.
Define value-based pricing and cost-based pricing. 

Answer:

Value-based pricing uses buyers' perceptions of value, not the seller's cost, as the key to pricing. Value- based pricing means that the marketer cannot design a product and marketing program and then set the price. Cost-based pricing is product driven. The company designs what it considers to be a good product, determines the costs, and sets a price that covers costs plus a target profit. Value-based pricing is the opposite of cost-based pricing. The company set its target price based on customer perceptions of the product’s value. The targeted value and price then drive decisions about product design and what costs can be incurred. As a result, pricing begins with analyzing consumer needs and value perceptions; the price is set to match consumers' perceived value.


Difficulty: (2) Page: 303

122.
Define competition-based pricing. Use examples wherever necessary.


Answer:

Setting prices based on the prices that competitors charge for similar products is called competition-based pricing. One form of competition-based pricing is going-rate pricing; a firm bases its price largely on competitors' prices with less attention paid to its own costs or to demand. Gasoline retailers, marketers of commodities, such as steel, paper, or fertilizer, tend to use going-rate pricing.


Difficulty: (2) Page: 305

123.
During the introduction stage of the new-product life cycle, companies need to 
choose between two broad pricing strategies: market-skimming pricing and
 
market-penetration pricing. Explain the pros and cons of each.


Answer:


A market-skimming pricing strategy is used when companies that invent new 
products initially set high prices to "skim" revenues layer by layer from the 
market. Sony frequently uses this strategy. When they introduced the HDTV to 
the Japanese market in 1990, the sets cost $43,000. HDTVs in the U.S. now cost 
around $1,000. Market skimming makes sense when the quality and image of the 
product support the higher price and enough buyers want the product. Marketers 
must be able to keep competitors away from the market. Setting a low price for a 
new product in order to attract a large number of buyers and a large market share 
is called market-penetration pricing. For low-price strategy to work, the market 
must be highly price sensitive so that a low price produces more market growth. 
Production and distribution costs must fall as sales volume increases. Finally, the 
low price must keep out the competition, and the penetration price must maintain 
its low-price position. Dell and Wal-Mart have been successful with this strategy.

 
Difficulty: (2) Page: 306

124.
According to the text, there are five product mix pricing strategies. Explain.


Answer:


Product-line pricing is setting the price steps between various products in a 
product line based on cost differences between the products. Optional-product 
pricing is the pricing of optional or accessory products along with a main product. 
Setting a price for products that must be used along with a main product is called 
captive-product pricing. By-product pricing is setting a price for by-products in 
order to make the main product's price more competitive. Product-bundle pricing 
entails combining several products and offering a bundle at a reduced price.


Difficulty: (2) Pages: 307-309

125.
Today, marketers like Wal-Mart practice value pricing called everyday low 
pricing (EDLP.) Explain the strengths and weaknesses of the approach.


Answer:


EDLP involves charging a constant, everyday low price with few or no temporary 
price discounts. EDLP amounts to significant savings for the supplier, 
manufacturer and the final customer. Retailers save on promotional dollar 
expenditures. As Wal-Mart has shown, a more efficient supply chain ensues. The 
only weakness of the approach is that consumers who are deal prone and looking 
for items on sale are less likely to prefer this approach. However, given the 
American consumers' busy work/home schedule, this strategy has paid off big 
dividends for marketers. That is, consumers do not have the time to shop around 
looking for the best deal. If they feel that the price is value oriented, they are 
satisfied. High-ticket goods like cars (Saturn) and upscale department stores, such 
as Nordstrom, use EDLP.
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Application

126.
During the past decade, several airline carriers, such as Jet Blue Airways and 
Southwest Airlines, have emerged and successfully carved a niche for themselves 
in the airline industry. The airlines considered several factors affecting pricing 
decisions when setting their prices. Explain. 


Answer:


Internal factors: Company's marketing objectives, marketing mix strategy, and 
costs. 

Jet Blue Airways and Southwest Airlines have both positioned themselves carefully as airlines that provide minimum in-flight amenities, charge low-prices and give the target customer, value for the money he/she pays. The timing of the strategy has been impeccable. Various factors including, ticketing on the Web was increasing, giving shoppers an option to compare prices (Travelocity.com, Expedia.com, Orbitz.com, and Priceline.com), and airline travel was slowly shifting from a luxury status to a commodity status. Priceline.com started to employ target costing, asking travelers to name their own price. In the airline industry, the ratio of fixed costs to variables costs is lopsided. Fixed costs exceed variable costs; and the goal of marketers is plain and simple to fill all empty seats, and increase passenger volume. Given that passenger seats are perishable commodities, lower prices are one way to increase traffic. 


External factors: Nature of competition; consumer perceptions of value; price 
elasticity of demand; competitors' costs, and other external factors affect pricing 
decisions.

The airline industry is an oligopoly. As consumers in large numbers continue to purchase their tickets over the Web, consumers’ loyalty has somewhat eroded toward airlines. Price, among others is a major differentiating factor in the airline industry. According to conventional wisdom, demand is elastic for leisure travel, and demand is inelastic for business travel Jet Blue and others have used price as a potent strategic weapon to enter the industry and to differentiate their offers using Direct TV on each seat and other features. The economic environment has been a significant cause for concern, coupled with fears of flying, due to terrorism and other unexpected international calamities. 


Difficulty: (3) Pages: 296-301
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