External Factors

Nature of the market
and demand

Competition

Other environmental
factors (economy,
resellers, government)




Current Profit Maximization
Choose the Price that Produces the
Marketing Maximum Current Profit, Etc.
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A. Inelastic Demand - Fixed Costs Variable Costs
Demand Hardly Changes With (Overhead)
e verhead
a Small Change in Price. Cgm%’t Costs that do vary
vary with sales or directly with the
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9 Executive Salaries, Rent Raw materials
2 1

Quantity Demandéed per Period 1Y
B. Elastic Demand - ‘ \

Demand Changes Greatly With
a Small Change in Price. -

_____ :F_________________ Total Costs
|

Sum of the Fixed and Variable Costs for a Given
Level of Production




Behavior of Cost (within the relevant range)

o [ e | e

Variable Total variable cost changes Variable cost per unit remains
as activity level changes. the same over wide ranges
of activity.

Total fixed cost remains Fixed cost per unit goes
the same even when the down as activity level goes up.
activity level changes.
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Cost-Plus
Pricing is an
Approach That
Adds a
Standard
Markup to the Ignores
Cost of the Current
Product. Demand &
Competitio
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Sales Volume in Units (thousands)

Going-Rate

mpany Sets Prices Based on What

Competitors Are Charging.

Company Sets Prices Based on
What They Think Competitors

Total Revenue

1,000

Target Profit
($2 million)

Total Cost
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