Chapter 18-2 – Setting Prices
True/False Questions

1.
When contribution margin covers fixed costs, the remainder is considered as profit.

True  (easy)

2.
Contribution margin is equal to sales revenues less total costs.


False  (moderate)

3.
Strategic pricing is the ongoing stream of pricing decisions the firm makes on a daily basis.


False  (moderate)

4.
For C.I.F. prices, the supplier pays freight and/or shipping charges.


True  (moderate)

5.
The customer pays for freight and/or shipping charges with F.O.B. prices


True  (moderate)

6.
Single product prices are very common in the real world.


False  (moderate)

7.
The pricing toolkit produces the pocket price via the price waterfall.


True  (moderate)

8.
Dynamic pricing is a special case of price discrimination when demand varies over time.


True  (moderate)

9.
Variable prices may earn great revenues, but flat-rate prices are generally easier to administer


True  (moderate)

10.
A sealed-bid English auction where the winning bidder pays the price of the second-highest bid is called a Dutch auction


False  (moderate)

11.
Reverse auctions are typically used for suppliers.


True  (moderate)

12.
In loss-leader pricing, retailers deliberately take losses on some products to build customer traffic.


True  (moderate)

13.
Black markets develop when the firm sells a similar product in different markets at different prices.


False  (easy)

14.
Single product prices are very common in the real world

False  (moderate)

15.
Price actions vary between being highly visible and opaque.

True  (moderate)

Multiple Choice Questions

16.
 Which of the following is the correct formula for contribution margin?

a.) Sales revenues less fixed costs

b.) Sales revenues less total costs

c.) Sales revenues less variable costs  (moderate)

d.) Sales revenues less marginal costs

17.
According to the text, undisciplined use of the pricing toolkit can lead to _____________ problems.

a.) Price skimming

b.) Price penetration

c.) Price waterfall  (moderate)

d.) Price discrimination
18.
_________________ is the ongoing stream of pricing decisions the firm makes on a daily basis.

a.) Strategic pricing

b.) Skimming pricing

c.) Tactical pricing  (difficult)

d.) Market penetration pricing

19.
A(n) ________________ is the variety of tools the firm can use to make price adjustments, often for individual customers.

a.) pricing toolkit  (moderate)

b.) product portfolio

c.) perceptual map

d.) factor portfolio

20.
Which of the following is NOT recognized as an element in the pricing toolkit?
a.) Company culture  (moderate)

b.) buy-backs
c.) inventory carrying costs
d.) slotting fees
21.
In a _______________ price, the supplier pays for freight or shipping charges.

a.) FOB

b.) CIF  (moderate)

c.) PCE

d.) MTE

22.
In a _______________ price, the customer pays for freight or shipping charges.

a.) FOB  (moderate)

b.) CIF

c.) PCE

d.) MTE

23.
Airlines use _______________ continuously and less predictably via yield management systems, algorithms that adjust fares based on demand and available seat capacity.

a.) dynamic pricing  (moderate)

b.) skim pricing

c.) penetration pricing

d.) marginal pricing

24.
Firms selling services can price by use which is referred to as _______________.

a.) Fixed-rate pricing

b.) penetration pricing

c.) marginal  pricing

d.) variable-rate pricing  (moderate)

25.
_______________ is used when firm selling services price by time period.

a.) Fixed-rate pricing  (moderate)

b.) penetration pricing

c.) marginal  pricing

d.) variable-rate pricing

26.
Which of the following types of auctions is used especially for secondhand items?

a.) Dutch auction

b.) Vickrey auction

c.) Reverse auction

d.) English auction  (moderate)

27.
A sealed-bid auction where the winning bidder pays the price of the second-highest bid is called a(n) ________________.

a.) English auction

b.) Dutch auction

c.) reverse auction

d.) Vickery auction  (moderate)

28.
The type of auction used by Google for online advertising is ______________.

a.) Dutch auction

b.) Vickrey auction (moderate)
c.) Reverse auction

d.) English auction 

29.
The auction in which prices start high and the seller reduces the price until a buyer bids is called ____________.

a.) Dutch auction (moderate)

b.) Vickrey auction

c.) Reverse auction

d.) English auction 

30.
In which of the following types of auctions does the customer state the product or service requirements such that the suppliers’ prices go down with the lowest bidder getting the business?

a.) English auction

b.) Dutch auction

c.) Reverse auction  (moderate)

d.) Vickery auction

31.
In _____________, retailers deliberately take losses on some products to build customer traffic and sell other products.

a.) Skim pricing

b.) Fixed-rate pricing

c.) Loss-leader pricing  (moderate)

d.) Variable-rate pricing

a.) 
b.) 
c.) 
d.) 

a.) 
b.) 
c.) 
d.) 
32.
_______________ occur when the manufacturer sells similar products to multiple geographic markets at significantly different prices.

a.) Gray markets  (moderate)

b.) Black markets

c.) Blue markets

d.) Green markets


a.) 
b.) 
c.) 
d.) 
Essay Questions 

33.
In a short essay, list the stages of the five steps process when considering price changes.

Answer

a)   
Reconfigure the traditional income statement
b) Calculate current contribution margin per week

c)    Propose price change:  Calculate new contribution margin per unit.

d) Determine new sales targets

e)    Assess the risk/reward trade-off


(moderate)
34.
In a short essay, discuss variable-rate versus flat rate pricing.  Include an example of each to support your answer.

Answer

Firms selling services can price by use—variable rate, or by time period—flat rate.  Variable prices may earn greater revenues, but flat-rate prices are generally easier to administer.  Previously, ski hills charged for chair lifts by the ride-variable rate; today, most charge per day, week, or season—flat rate.  Commuter rail travelers and season ticket holders for sporting firms combine flat rates and use fees; like cell phone providers.
(easy)

35.
In a short essay, describe the following types of auctions:  English auctions, Vickrey auctions, Dutch auctions and Reverse auctions.


Answer

a.) English auction – used especially for secondhand items.  Prices start low, and potential buyers bid up the price.  Auctioneers seek the buyer willing to pay the highest price.  Typically, the seller sets a reserve price; if the price does not reach the reserve, the seller withdraws the product.  eBay and Amazon.com use English auctions.
b.) Vickrey auction – a sealed-bid English auction where the winning bidder pays the price of the second-highest bid.  Google uses Vickrey auctions for online advertising.

c.) Dutch auction – prices start high; the seller reduces price until a buyer bids.  Google used a Dutch auction for its IPO.

d.) Reverse auction – this type of auction is for suppliers.  The customer states its requirements; suppliers bid to provide the product.  Prices go down and the lowest bidder wins the business.

(moderate)

36.
In a short essay, list and discuss four negative effects that price promotions can have on a firm.


Answer

a.) Brand image – the promotion negatively affects the brand, especially upscale brands

b.) Diversion – retailers and/or distributors may divert the product to non-competing outlets, often in different geographic areas

c.) Hidden costs – frequent price promotion can be difficult and costly to administer

d.) Poor forecasting – when demand exceeds forecast the customers are likely to get upset.  

e.) Time-shifting – customers may buy for inventory to avoid paying the full price later.

(moderate)
37.
In a short essay, discuss dynamic pricing and provide at least two examples to support your answer

Answer

a.) 
b.) 
c.) 
d.) Dynamic pricing is a special case of price discrimination when demand varies over time.  Some prices change predictably, like cities setting road and bridge tolls higher during rush hours and/or on weekdays, lower on weekends.  Electric utilities, movie theaters, and telecommunications firms price by time of day; hotels price by day of the week and season.  Airlines use dynamic pricing continuously and less predictably via yield management systems.


(moderate)
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