
PST : LECTURE 1 
 

INTRODUCTION TO PRICING 
 
PRICING & THE MARKETING MIX 
 
- The 4 P’s:  Product, Price, Promotion, Place 
- Additional P’s: People, Processes, Physical evidence  
- One of the product mix elements that are easier to change  
- The market will react, causing competition to also react to change in price  

 
DEFINITION OF PRICE  
 
- The price of a product or service is the number of monetary units a customer has to pay to 

receive one unit of that product or service  
 
WHAT CONSIDERATIONS AND OPTIONS SHOULD A COMPANY LOOK AT WHEN PRICING A 
NEW PRODUCT?  
 
- Supply and demand  
- Profit 
- Costs 
- Competitors  
- Target market  
- Willingness to buy  
- Branding 

 
IMPORTANCE OF PRICING  
 

“Cost is a matter of fact, price is a matter of policy” 
 
REASONS FOR THE INCREASING IMPORTANCE OF PRICE  

 
PRICE-VALUE RELATIONSHIP 
 
- Pricing process needs to take different aspects into account  

 

 
 

- Increased competition  
- Financial insecurity 
- Increased expectations 
- Lower customer loyalty  

- Better informed customers 
- New media enables price 

comparison   
- Consumers start “cherry-

picking”  



PRICING IN BALANCE 
 
- Pricing needs to find the balance between the value delivery and value extraction  
- Pricing process: a customer will buy a product or service if its perceived value is greater than 

the price  
- The customer will mostly prefer the product with the highest monetary value and price  
- A customer will purchase a product if the perceived value is higher than the price  
- Customers will prefer products with a higher net value  

 
 
THE ROLE OF PRICE IN THE “STRATEGIC TRIANGLE”  

 
 
PRICE AS A PROFIT DRIVER 
 
- Assuming variable costs and fixed costs are unchanged, which will produce higher profits?  
- A 10% increase in price? (volume remains same)  
- Or a 10% increase in volume? (price remains same)  

 
DRIVERS OF PROFIT  
 

PROFIT = ((PRICE – VARIABLE COSTS) * VOLUME) – FIXED COSTS 
 
- Variable costs: costs that change with the quantity of output  
- Fixed costs: costs that do not change with the quantity of output  
- Profit = price x sales volume – total costs  

 
 


