1)   Definitions:  Cost is an accounting term; Pricing a Marketing Term.  


No inherent relationship need exist between the two.


Accountant Joke

2)  What is a Product’s ‘COST’?


Costs are more than just product costs:  distribution costs, marketing costs, and the potentially much higher proportion these may be compared to product costs.


Semiconductor and Prescription Pricing.  What is its cost? what should it be?


Many Ways to calculate cost--variable cost, fixed cost,



incremental cost, sunk costs


Example:  Arby’s Breakfast


Conclusion:  tremendous variance in cost


What is the cost for the card?  Using semiconductor example, second card is cheap.  What about first card?  Royalties.  Print Setup, etc.


What is cost of a coke?  It is simply colored carbonated water. Isn’t it?  No.  The product includes the brand, the packaging, the processing.  The development costs.  The distribution costs.  To give a cost to a basic product  (discuss core, actual, and augmented product) without consideration of the entire concept is a misjustice.


Not just selling Card but entertainment.  Cost of packaging and promotion must be factored in.  In this case, packaging and promotion includes the machine.  What did it cost to create the machine?  What does a machine cost?  How are the costs allocated?  In fact, that card may cost .50 or .75  if all costs are included, which they could be and very well might be.  

3)  What is the relationship between price and cost?


Examples of pricing variability for same product:


Cola example:  Scotts,  Vending Machine,  Movie theater/sporting contest


Honor Bar coke vs walk downstairs


Coca Cola as real time changing price per environment (dynamic pricing)


Same product (same cost) but considerably different pricing

Conclusion:  Not necessarily any.  Pricing needs examine many other factors than merely cost.

4) Before can establish price need establish what exactly is objective:


Is it market share? Profit?  Meet competition?  Capacity Utilization (frenchsteel)


each objective will result in different prices yet same  ‘costs’



Price Skimming re Intel and Pentium IV, V, VI, etc.  


Charging different prices for same item at different times of its life cycle


And when clones arrive, uses a Penetration Pricing Strategy to keep mkt share.

5)  Discuss the Different methods used to  determine price (Nagle theory)

6)  Even-odd pricing 


What is even-odd pricing?   499.99    vs papers .25,.50,.75


Why this is even.   Design of machine set up for bills not coins

7)  Pricing unless illegal (Microsoft and other examples)  predominantly been allowed for vendor to set own prices:   if too high, will not attract customers and must adapt or go out of business; if too low, cannot adequate provide returns to capital needed. It is customer choice to buy or ignore.   This is called market and at last report the US is still a capitalist society.

Proposed  flow for discussion on promotion:

1) Sales promotion--What is it, the objectives of it

2)  Types of Promotion--trade promotions versus consumer promotions


Promotion expenditures.  Can be as much as 30% of the sales.


Packaging can induce sales.  Often people buy because of an attractive packaging.  Isn’t the machine the packaging mechanism for the cards?  Just because the packaging is attractive does not make it illegal?  If that were the case, all our products would come in brown.

3)  Premiums--what are they.  Examples.




Toys for MCD MEALS, Crackerjack toys


a)   Permanent premiums are not unusual:  Kids Toys at McDs


b)   When premium overshadows the product:  teenie babies etc

Not unusual.  Emphasis then becomes buy not for product but for promotion.  If this sounds familiar it should be.  If  this machine is considered gambling for that reason, most of the consumer goods companies in America need also be arrested.


In the 30s, used to give away depression glass when you attended a movie, now the same glass is a collectors’ item.   same goes for many premiums of the past.  Even when the product is long forgotten, the premium still holds value. 

4)  Sweepstakes/contests

5)  Sweepstakes as premiums:   


M&Ms,  Dr. Pepper, others

6)  Newspaper contests advertised on News Stands Prominently.  Little Paper. lots 

7)  Conclusion as  using Contest as permanent premium.  

Note 2:  Nagle theory on Pricing:


The customer question on Pricing is not: 



What is the price the customer is wiling to pay?


The customer question relevant to pricing are:



What price can we convince customers is justified  by the value of our product or service to them?

In this case, the high use of promotion is used to justify the price charged.

Paul Herbig

memo on pricing 2:

Odd-Even pricing


These techniques deal basically with customer perception.  For example, Odd pricing is pricing an item at $9.95  or  $79.89  with the intent of lulling the customer into the false premise that the item is $9 or $seventy-odd dollars instead of for all practical purposes being $10 or $80.  Many studies have indicated that most consumers are not fooled, readily identify the tactic, and mentally declare the good as $10 or $80.  Still, it is conntinues to be used (maybe to lessen the guilt on the part of the retailer--sic).


The other technique is more important per the  case.  Even pricing is setting a price at an even amount, e.g., $2.00 or  .50.  Many reasons may exist for this tactic but vendor non-availability  and cost effectiveness are the primary ones.  That is, why are newspapers at vending machines priced  as .50 or .75 but not in between (and why if there is a price increase it is by an increment of .25 from .50 to .75)?  Two intertwined reasons: 1) the machines are geared only to accept quarters (sometimes dimes) and any other combination would greatly increase the complexity of the transaction mechanism (and its cost); and 2) the vendor is not available.  Unlike a department store, a vending machine has no checkout clerk available to make change.  Therefore, the vendor wants to keep the transaction as simple as possible.  Quarters are convenient and hence the quarter breaks.  Even soda vending machines that take dollar bills and provide change has a variety of even pricing (at nickel incrediments) to eliminate an additional level of complexity that would be required if penny pricing were available (and if they could get away with it, the vendors would use quarter increments to avoid the additional costs of nickels and dimes).  


Examine any non-attended service machine and you will see an example of even pricing.  Laundromats use quarters.  You can get change from a dollar but it is in quarters and all machine usage is denominated in quarter increments.  Any increase will be in a quarter increment.  Even if attendants are present, the aim is simplicity.  By keeping the transactions in a single denomination (quarters) cost efficiency can be achieved.


The analogy with the spin-off machine becomes obvious.  It is a non-attended machine. Certainly the retail establishment owner is available but his/her primary purpose is to maintain the establishment, not  to stand watching the machine.  So even pricing is mandated from this perspective.   Once it is established that even pricing is  required, the question arises what increments?  Nickel, dime, quarter, or bills.  The designer of the machine viewed the trade-off of easy increment and complexity versus limited increment and simplicity  and decided on the later.  The designer wanted to eliminate the complexity involved in coin operations (and hence lessened the cost of the device).  The simplicity requirement made the choice of bills (and $1 increments) therefore necessary.  


Therefore, the spin-off machine can be viewed as an example of even pricing with the even increments in bills.  The promotional aspects of the free spin can be viewed as the necessary premium to provide sufficient value-added to make the  bill increment (that is a $1 per card) acceptable to the consumer.
