AS Business Studies

It’s that old problem of price again!

The stimulus

So, my teams’ colours are going to cost me more?

The news that Matthew Reid, who has sold scarves, pictures etc outside Highbury, and the home of Arsenal Football Club for over 30 years, has lost his case did not come as a surprise. Arsenal took him to court to stop him using their brand images on the products he sold. He felt he was serving a market at a fair price and not really injuring the multi-million business that is this Premiership club. They wanted to protect both their own earnings and those of their players.

The small man, who must have been satisfying his customer’s, has lost. Will he still sell scarves but without the brand images, or will he simply fade away and let the owners of the logos keep the money?

The theory

This is a perfect example of the influence external forces can have on prices. We need to think about the nature of the market, how demand is shaped, competition and other factors in the business environment. Costs will set the lower limit of the price of a product or service. The market and demand will set the upper limit. The successful price of a product is that where the interests of the producer and the consumer coincide. In general terms it is agreed that the higher the price the lower the demand and vice versa. Thus demand and the lower limit by costs limit the upper limit to price. We can think of this as being a pair of scissors. The wider the gap between the blades, the more discretion the seller has in pricing decisions. What we need to think about is how this gap between the blades is determined. 

The first set of influences is best kept under the heading of customer perception. They include:

The perceived value from the customer’s perspective can often be established by market research. But what follows are the main factors influencing customer reactions.

· Perception – which is how we value the benefits the product, brings to us? This might be easily done by an Internet comparison or it maybe more difficult.

· Intangibles – this can centre on prestige, status or other motivational factors.

· Reasons for buying – is it for own use, a gift or just for everyday use?

· Range of prices – products of broadly the same price will be differentiated in various ways. Branded products might command a higher price.

We also need to think about:

· The relationship between price and demand. This is more formally known as elasticity. An elastic product has a demand that is highly sensitive to price changes, whilst an inelastic product has a demand where quantity sold changes little with price changes. Such products normally have few competitors or substitutes, might be able to support a higher price as part of image e.g. perfume, or are heavily branded and have high customer loyalty or where the expenditure is a large part of expenditure e.g. a kitchen

· The level of competition in the market – competition often sets the final price we can charge for something. An aggressive use of price within the marketing mix suits some markets and not others. As we shall look at in the Topic of the Week the structure of the market can affect price. So too can the level of supply, as we see in the organic food market.

· The environment within which the business is operating. We touched on this last week but always remember the economy, level of taxes, government intervention e.g. OFTEL and the power of intermediaries. An example of this is the large supermarkets and their ability to dictate prices to suppliers. 

Types of Market

The seller’s freedom to determine the price of its goods is influenced by the type of market in which they operate. Economists divide markets into:

· Perfect Competition – which are markets with many buyers and sellers who deal in a uniform product. No single buyer or seller has any power or influence in the market. The forces of demand and supply, which are known as the Price Mechanism, decide on prices. Market forces therefore fix the price and suppliers have to accept it if they want to supply that market.

· Monopolistic Competition – where many buyers and sellers operate over a range of prices. Once again few, if any of them are large enough to exert influence on the market. Products are highly differentiated. Examples include chip shops, pubs, restaurants and petrol stations.

· Oligopolistic Competition – where just a few sellers control the market. They are highly sensitive to each other’s pricing decisions and strategies. Examples of these are coffee and computers.

· Monopoly – where just one seller controls the market. This can be in the form of a government monopoly e.g. the Postal Service or a private regulated monopoly e.g. Power Company, or a non-regulated monopoly which was the case with Microsoft and DOS and Windows.

Some questions

1. Outline the main factors that influence a customer’s reactions to the pricing of a product.

2. Why has Arsenal Football Club decided to stop Matthew Reid using brand logos on his scarves etc?

3. Explain why some goods are more sensitive to price changes than others.

4. How can a monopolistic competitor protect its market share?

Suggested Answers

1. A customer’s perception of a product or service is influenced by what they consider to be the benefits the product gives them e.g. relief from pain, the intangibles that come with the product, such as the prestige a new with pictures mobile phone will give some of us, the reason for buying the product – is it for someone ‘special’? And the range of prices offered within the specific market.

2. Arsenal is trying to protect their brands and the profits associated with them. Brands are built over a period of time and the ‘gunners’’ logo is well known to fans. The club wants to monopolise sales and therefore have more control over price. Mr Reid can continue to occupy his ‘pitch’ but he can no longer undercut the Club Shop on certain items.

3. Some goods are more elastic than others i.e. they are more responsive or sensitive to price changes. The normal characteristics of a price sensitive good are that it has a number of competitors or rivals, it has a number of substitute goods, it is not a prestige product and it may represent a relatively small amount of customer spending.
4. A monopolistic competitor can try to protect market share by:  (a) differentiating its products via special features, extras etc and advertising these e.g. theme nights in pubs or happy hours, (b) branding the product, so a pub uses an Irish image and then sells this to customers, (c) build loyalty say by discounts, vouchers or any other way of slightly reducing the price to regular customers. Next time you are out in a main town just look and see how Chinese restaurants make each other that bit different, or how pubs sell an image and not just booze. Both are ways of trying to build a little monopoly all of their own.

