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Abstract

Pricing in a business venture must be an analytical decision based on study and knowledge
of the various factors that influence or affect the price. This article establishes a state-of-the-art
methodology that aims to compile, analyze, interpret and systematize the different theories and
research on the subject, focusing on each of the elements proposed to define a pricing policy. Six
factors that influence pricing and account for various strategies that can be used by businesses to
achieve and fulfill their goals and market demands are proposed from the analysis of the literature.
It is concluded that there is no way to determine whether one strategy is more important than
another. Although some authors place more emphasis on elements such as the marketing mix and
cost-based pricing, all of them agree on the importance of studying several factors to set the selling
price of a product or service. From the findings, several guiding elements are established, which
are flexible with respect to various business models and are relevant in terms of applicability for

ventures to remain in the market in the long term.
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1. Introduction

Pricing a product is one of the most important decisions that a venture or
producer must make, and it requires knowledge of aspects related to product
identification, cost structure, making prices competitive, increasing contribution
margins within the market, studying consumer needs and expectations, and
identifying and measuring macro-environmental variables that directly or indirectly
impact the company.

The relevance of price resides in its communicative power, not only to the
consumer but also to the market in general, as it conveys a great deal of
information to the consumer about the venture. According to Vale and Valesca
(2007), communication is an important part of the marketing mix because
companies identify market trends and change processes at all market levels, which
have a significant impact on how they communicate with the various stakeholders
and sectors of interest with whom they maintain relationships; consumers among
them, with whom the price is intended to be perceived as a communicator of value
attributes of the product or service, in order to meet the organization's economic
and social objectives and goals. As a result, deciding on a product's or service's
selling price is a key aspect in determining essential success factors including
profitability, income, sales volume, and the analysis of costs and expenses incurred
during the sales or manufacturing process.

Because of their ease of application, cost-based pricing methods are the
most often utilized today (Calderén, 2015); however, market-based pricing
methods should be used as they are the ones that genuinely indicate the value
perceived by the customer. Therefore, pricing a product is a process that must take
into account not only the total production costs and desired profitability but also
the market components and the value that the consumer judges of the product.

Price, according to Pérez and Pérez (2006), is the only element that
objectively provides income to the company; yet, price alone does not sell the
product; it requires other elements to make it the most appealing, desired and,
ultimately, the most purchased product in the market. In other words, the price
has a clear financial component, but it also has psychological, commercial, and
positioning components, among other aspects; and all these price considerations
must be taken into account when determining the product's final price.

Given the importance of pricing in the market domain, this article conducts
a documentary review in the form of a state of the art, a technique that allows
recovering, analyzing, and reflectively projecting the knowledge found from the
various research results, theories and authors consulted. According to Guevara-
Patifio (2016), the state of the art enables the development of research skills and
abilities such as the selection and delimitation of the problem and the object of
study, as well as the search and review of different databases and the appropriate
use of computer resources.
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This review aims to determine, based on the findings, the most commonly
used pricing techniques and strategies and how these are applied based on the
features of each product, without neglecting the importance of the consumer's role.
The fundamentals of the market will be defined, based on the degree of liking and
impact that it generates in the consumer's decisions because, as explained by
Gonzaga, Alana and Yanez (2018), pricing is governed not only by theoretical
considerations but also by a psychosocial analysis as a product's impact on the
consumer's mind may influence their purchase decision. According to Guerrero,
Hernandez and Diaz (2013) psychologically-based pricing is one of the most widely
used technique in the market because it is based on considering psychological
features that influence consumers' willingness to buy, such as "product quality
associated with its price, promotional prices, and product lines with specific price
levels" (Guerrero, Hernandez and Diaz, 2013, p. ).

Therefore, based on the identification of the various challenges raised by
pricing, we propose the following six pricing determinants: competition, consumer,
life cycle, costs, product quality, and contribution. It is proposed as a strategy to
transform these into techniques or methods to study each of the elements to be
considered by any venture when adopting a pricing model that can respond
positively to market demands, its approaches, its effects on the company,
customers, sales and competition.

2. Materials and Method

Pricing decisions in today's world should be made strategically. According to
Restrepo-Abad (2007), most companies use price as a tactical decision, whether
when launching a new product or seeking to improve the performance of an existing
one. This leads us to believe that the cost of the product should not be determined
hurriedly or intuitively; on the contrary, as stated by the author, firms seek
assistance on product pricing.

Therefore, it is vital to define what price means, as there are many
alternative conceptions and terms that condition and limit its concept. According to
Friedman (1976) definition of economic theory, price is considered "the level at
which the monetary value of a product/service is equalized for the buyer and the
seller" (p.). In turn, Pérez and Pérez argue that "the price is the value applied to a
good or service for the benefit perceived by the user and the monetary effort they
must make to acquire it" (2006, p.).

The definitions above go beyond the objective idea of price setting and
include a crucial component, namely the viewpoint of the consumer, which entails
examining not only the technical aspects of price-setting but also consumers'
subjectivity factors. According to Gofii-Avila (2008), price is not the only element
that determines a product's purchase; other factors such as quality, service, and
store location are all important. The author explains that there are segments
sensitive to price variations, notably in Latin American or developing economies,
because consumers buy products that best fit their pockets, without considering
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the other aforementioned decision criteria, due to reduced income and high
inflation rates.

Gonzalez-Vega and Codérdoba-Zuniga (2016) assert that pricing is the
process by which a business determines how much to charge customers for its
goods or services or how a business achieves its goals. The authors define price as
"the amount of money charged for a product or service [...] it is the sum of the
values that consumers give in exchange for the benefits of having or using the
product or service" (Gonzalez-Vega and Cérdoba-Zuniga, 2016, p.).

According to Cuevas-Villegas (2002), pricing decisions are strategic, since
the value charged for its products or services can affect the company's sales and
thus its income. This point is crucial for companies and ventures to achieve
competitiveness since the price must be linked to the result between the demand
and supply of the product, and it is critical to examine three aspects of this
relationship: customers, competition and costs.

From the company's perspective, price has two dimensions; it is a tool for
stimulating demand through advertising strategies while also being a determining
factor in the company's long-term profitability. As a result, prices must adhere to
two types of coherence: internal coherence, which entails setting a product's price
while adhering to cost and profit constraints; and external coherence, which is
linked to the price level and takes into account the market's purchasing power as
well as the price of competing goods.

Pricing is a business competition strategy that should be based on the
differentiation of a firm's products from those of other companies in the market. To
achieve this, each company should examine multiple internal factors such as talent,
market knowledge, innovation capacity, flexibility, and financial capacity; these are
variables through which "the various price - benefit - cost strategies will be carried
out as a market positioning method" (Cérdoba and Moreno, 2017).

It is critical to recognize that a good pricing strategy can attract profitable
customers, whereas a bad pricing decision can destroy entire industries. For this
reason, "it is necessary to conduct a systematic and integrated collection and
analysis of the elements that comprise the pricing environment" (Marquez, 2005,
p.).

According to Marquez (2005), there are five elements to consider in the cost
environment: 1) knowing the fixed, marketing and distribution costs, as these will
be the basis for deciding between strategic alternatives such as discounts and
differential pricing; 2) estimating demand so that the company fully understands
the factors that affect the sale of its goods and products, i.e., keeping in mind that
prices influence buyers' perceptions; 3) knowing the competition and the
competitive environment, as it is necessary to understand competitors' reaction
patterns to price changes, as well as buyers' value assessment among the available
alternatives in the market, since such value assessments are comparative and
represent a consumer's judgment on the price and desirability of a product or
service in comparison to close substitutes that satisfy the same need; 4) taking
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into account organizational considerations, which determine the objectives that
guide the pricing policy in order to define corporate and marketing goals, such as
profits, sales, or the present market scenario; and 5) considering other elements
of the marketing mix, in terms of the harmony among price, place, product and
promotion.

It should be highlighted that among the market alternatives available to
consumers, some may provide additional features to the product being offered,
resulting in added value. If the buyer perceives this differential value, they will
readily choose the product above the competitors, regardless of price. All
businesses must realize that setting value is more important than setting a price
for a product to be competitive in their market segment. According to Mejia (2012),
price is not a value in and of itself, but rather in relation to the customer's
perception of satisfaction with the aspirations that the product fulfills. Thus, in order
to prevent the price from being the sole determinant of the purchase decision, the
seller's argument with the customer should not only revolve around the price but
also around the value created. "If this is not done, we end up entering the famous
'price wars', where a customer only considers who is offering the lowest price,
ignoring the value of the product and its satisfying elements" (Mejia, 2012, p.).

No one of the five aforementioned items should be more significant than the
other in the analysis conducted by the small business or venture. Knowing the
costs, knowing the competition, and estimating the demand, among other
elements, are important when establishing a pricing strategy. All the variables
mentioned should be mixed with the single goal of having an impact on the
customer, which generates value and competitive advantages to the business.
Knowing all the elements can help companies to anticipate price changes caused
by the internal and external environment.

Other authors identify the criteria, steps or stages to be followed for price
setting. Guerrero, Hernandez and Diaz (2013) propose the following seven steps:
1) establishing the price goals, such as achieving a certain amount of return on
investment, increasing earnings, or expanding the company's market share; 2)
identifying the target market and estimating demand, as well as the company's
relevant market and the competition it will face within it; 3) examining the cost
structure to identify the lower price limit (which meets the purpose of satisfying
demand) and the upper price limit (which is the value that will generate more profit)
in order to compare the various price levels and determine the break-even point
for the company to meet the product's goals and objectives; 4) analyzing
competitors and substitute products, including competitors’ prices, their product
attributes, and their distribution and market segment, seeking a favorable
positioning in the market; 5) deciding on the pricing policy, principles, rules or
action guidelines that the company will follow for price management; 6) selecting
a pricing method, such as target performance-based, demand-based or
competition-based price setting, to determine which one best fits the outcomes of
the earlier steps; and 7) defining the final price after having analyzed the specific
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market and product conditions and having selected the pricing method and other
aspects that may be affected by the setting and modification of the product's price
(Guerrero, Hernandez and Diaz (2013).

Pricing strategies are becoming increasingly important in businesses as a
result of factors such as technological advancements, economic recessions, and
today's globalized society. Devising an adequate pricing strategy will enable a small
business to anticipate what the customer wants. When a customer wants to buy a
product or use a service, they place a high value on the benefits provided and not
only on its price; however, to provide additional value, the company must establish
an adequate pricing policy, taking into account aspects such as the pricing goals,
product demand and life cycle, the company's cost structure, the competition and
its offerings, the price setting method, and the determination of the final price.
According to Rodriguez-Brindis (2015), a good pricing policy allows for profit
maximization, goal achievement and customer loyalty.

2.1 Strategic Elements for Pricing

The six price determinants (costs, competition, consumer, life cycle, product
quality, and contribution) are consolidated as strategies from the review of the
proposals of the various authors analyzed in this study, allowing the enterprises to
have a basis or structure on which they can develop business policies for their
proper implementation. Thus, through the description of the various edges
comprising the strategy, it is intended to establish an adaptable and accessible
pricing system that responds to the product's characteristics, the market
requirements, and the venture’s goals.

In this vein and according to Ruiz-Aguado (2016), the pricing process shows
that the selling price is dependent on the company's overall objectives and its
marketing strategy. In addition, the selling price decision is not permanent; it must
be monitored to meet the established objectives and must be flexible enough to
adapt to changes in the circumstances that led to the decision. Because technology
and innovation in the market increase competition, Fonseca-Sepulveda (2012)
agrees that pricing is not always stable. As a result, the company must make
changes and adjustments to its management and administrative processes as well
as its pricing strategy. Pricing is an art, requiring companies to be innovative and
creative as well as to understand how costs, price sensitivity, and competition affect
pricing (Mohammed, 2006; Nagle and Holden, 1998; Tracy, 2015).

Because of the instability involved in setting a price, the following six key
aspects or concepts are suggested to be considered when creating the pricing

policy:
3. Competition

When defining a price, competition is a crucial factor. According to Gomez-
Borja (2013), competition is defined as any offer of superior value in the
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satisfaction of a particular need (higher benefits, lower costs). Competitors are
those who can provide a substitute value offer, "to the extent that the attributes
and benefits offered by the products or services to satisfy the needs provide a
similar value, the degree of substitution is greater and, therefore, competition is
more intense" (Gémez-Borja, 2013, p.).

The true added value that every business must offer is that, in addition to
the product being purchased, the consumer receives a differentiating element. This
is achieved by developing innovative products that are market leaders and that
have an added value over those provided by the competition. But how do you
develop differentiating products? According to Larrea (1991), a differentiating
product is one that stands out from the competition for being singular and unique,
sufficient but substantial, perceived as different, able to meet needs better than
competitors, long-lasting, which remains despite changes in the environment and
the competition, and offers reasonable benefits.

Ruiz-Aguado (2016) suggests that the basis for setting the selling price is
the product's competitive environment on the market, which is determined by
competitors' actions and reactions. Competition-based pricing takes into account
the analysis of competitors' prices, on which the decision is based in relation to the
company's objectives and the type of market in which it operates. In order to define
a price that is related to these competitors' price, the choice will be whether to set
a price that is lower, equal to, or higher than that of the competition (Rodriguez,
2015).

Competition-based pricing takes into account cost strategies, pricing, and
market offerings. Kotler and Armstrong (2013) posit that when evaluating
competitors' pricing strategies, a company should ask itself several questions, such
as: how does the company's market offering compare with that of its rivals in terms
of customer value. If consumers perceive that the product or service provides
greater value, a higher price can be charged, but if they perceive less value, the
company should set a lower price or try to change customer perceptions, as can be
seen in Figure 1:

Customer
perceived value
g \ g
Competition and other external factors
Lower price limit Competitors’ strategies and prices Upper price limit
There are no Strategies, goals and marketing mix There is no
profits above this The nature of the market and the demand demand above
price this price
s ¢ ) s
Price

Figure 1. Pricing considerations
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Companies must continuously review their competitors' prices when setting
their own, regardless of whether the price is set high or low, and must provide their
customers with added value. It might be believed that lowering prices is the fastest
way to increase market share, but businesses must carefully consider their options
because reducing prices can give them an advantage over rivals only temporarily
as competitors could easily match the price, so a differential in marketing must be
provided.

3.1 Consumer

Gomez-Garcia and Sequeira-Narvaez (2015) state that a consumer is a
person who requires a product or service, either out of a need or a desire, and then
discards what they have purchased because their need has already been met or
because their tastes or interests have changed.

Raiteri (2016) indicates that the majority of businesses aim to persuade
consumers, so it is important to know, analyze and understand their motivations
and demands. The author further asserts that a business's primary objective is to
fulfill the desires and needs of its target audience, so it must understand what
drives individuals to make purchases. In terms of pricing, it is crucial to understand
the consumer in aspects related to psychological pricing, how sensitive they are to
the price of competing brands, and what price reduction is necessary to increase
sales.

Consumer-based pricing places more value on the buyer's satisfaction with
the product and its usefulness than it does on the cost of the product's components.
Customer perceived value takes into account the acquisition value, the expected
benefit from the purchase of the product, and the perception of the offer and quality
of the service. Businesses must understand how much consumers are willing to pay
for the benefits they receive from the product or service to implement consumer-
based pricing strategies effectively. Consumers will always compare the monetary
value they pay with the benefits they receive.

Determining perceived value can be approached by either a direct or indirect
method. The company can follow the direct method to inquire customers about the
value they would place on the product, while the indirect method studies the
economic advantages that customers obtain from buying the product. To determine
the perceived value, companies must compare the value that consumers place on
a product with the selling price, following the model of equation 1:

PV, =for] =1,., M. (1)

J

Ruiz-Conde and Parrefio Selva (2013) describe the variables that compose
equation 1 as follows:

PV;= Perceived value for the brand.
PA;j= Price according to perceived value.
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P;= Selling price.
The results obtained are understood as follows:

If PV;>1, it means that the product is above the quality it should have
according to the selling price.

If PV;=1, it means that the price of the product is equal to the consumer's
perception.

If PV;<1, it means that the product has a high price compared to its quality.

If the price is higher than the customer's perceived value, the company
should lower the price and improve the product's quality; if the price is lower than
the customer's perceived value, the company should reconsider its pricing strategy
because consumers are willing to pay a higher price.

3.2 Product Life Cycle

All products, like living beings, go through a life cycle in which they are born,
grow and die. Businesses must be aware of these life cycles to design a pricing
strategy that is appropriate for the product's life cycle. Figure 2 depicts the four
stages the product goes through: introduction, growth, maturity and decline.

Imtresd uckiom CEroasst PrAATRArITY Declime
.-"'F- = -\-""\-\.._
- .
-~ o -
o Sale=s
o

Tirme

Figure 2. Sales behavior versus profit over the product life cycle

Sanchez-Hernando broadly defines a product's life cycle as "the period
during which a product generates sales and profits" (2015, p.). Life cycle is defined
as the chronological process that occurs from the time the product enters the
market until it is removed from the market (Ruiz-Aguado, 2016). Thus, there are
various phases or stages in a product's life cycle: introduction, growth, maturity
and decline (Ruiz-Aguado, 2016).

Because businesses must invest heavily in marketing, development and
research during the initial stage of introducing the product, earnings are low or
negative at this point as the product is being launched and presented to the market.
Sales also grow slowly at this phase. It is suggested that businesses implement
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clever pricing methods, such as spending on advertising to increase consumer
awareness of the product. According to Lamb, Hair Jr. and Mcdaniel "this
introductory period ought to be brief to lessen the impact of negative earnings and
cash flows. As soon as the product becomes successful, the financial burden should
begin to diminish" (2011, p.).

Sales and profits start to rise during the growth stage as a result of the
market's acceptance of the product at this point. In terms of pricing strategies,
the company could improve the product's quality by adding new features and
innovations, researching additional market segments, investing in marketing,
lowering prices, and attracting more customers. As stated by Mayorga, Contreras
and Vargas (2009) this is the stage in which profitability begins to be positive and
organizational growth is observed. At this stage, some variables should be
controlled such as the product (meeting market needs), price (market
competitiveness), distribution channels (the efficiency and effectiveness with which
the products reach the consumer), and advertising (whether it is viable to maintain
the advertising campaign within the parameters of the introduction stage or to
reduce it).

The next stage is that of maturity, during which sales growth slows down
or is sometimes maintained, which can result in lower profits. At this stage, many
businesses discard products because they consider them outdated and prefer to
invest in new ones; and several strategies can be implemented such as market
research into other segments, product innovations to incorporate new features,
luring customers away from rivals, and attracting new users. Due to the fierce
pricing rivalry in the market at this stage, businesses develop new product lines
and ranges to reach more new markets and, as a result, product distribution
becomes more intense than in the growth stage (Sanchez, Benitez and Arias,
2015).

During the declining stage, demand and sales decrease and many
companies discontinue products or cut their prices to encourage promotions in an
effort to generate customer recall of the product. Companies might now consider
revamping the product line or reducing investment in the product to target more
lucrative market segments. Authors such as Stanton, Etzel and Walker (2007)
consider that this stage is inevitable as technology enables the development of
new, more innovative, less expensive and, perhaps, more affordable products
addressing the same need. Mayorga, Contreras and Vargas (2009) argue that the
key to managing a product's price effectively is to understand that it will depend
on the stage of its life cycle (even before it is introduced to the market). Therefore,
at each stage, the needs for marketing, financing, production and infrastructure
must be anticipated.

3.3 Costs

Cost is a vital component in the definition of a product's pricing, considering
two perspectives, "the economic one, in which cost is based on the notion of
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sacrifice or consumption, and the accounting one, in which it is understood as any
incorporable cost" (Sanchez, 2012, p. ). Cost is the expense or sacrifice incurred in
the production of a good or the rendering of a service. Therefore, the total cost of
a product can be calculated by adding the monetary values of all the inputs that
were used or consumed in its production process (Suarez, 1985).

Businesses must consider how cost fluctuations affect price behavior. For
this purpose, the nature of the various cost types should be clearly identified, such
as variable costs, which vary with changes in production dynamics, and fixed costs,
which are associated with production processes, regardless of production. For
Horngren, Datar and Rajan (2007) "costs affect prices because they influence
supply. The lower the cost of manufacturing a product, the more of that product
the company will be willing to supply" (p. ).

The replacement cost, which accounts for three cost elements including total
assets, machinery and equipment, and inventory, is another expense that must be
considered. Companies that want to ensure their operations are profitable can base
their pricing on a margin that is calculated based on replacement costs. For Montoro
and Navarro (2010), the replacement cost can be defined as the amount of money
required for a company or venture to maintain the same productive capacity at a
minimum cost.

The replacement cost, also referred to as replacement price or market price,
includes the expenses of restoring inventory to its original state (Cardenas, 2006;
Osorio and Correa, 2004) valuing raw materials at their last purchase price and
finished goods at their last production cost. Since more accurate and periodically
updated costs are yielded using this technique, it is of the utmost importance in
the recording of outputs; however, it has occasionally been distorted, which leads
to confusion and detracts its importance. Ventures must use this information when
documenting accounting processes that alter the stability of total costs in
determining the selling price, and afterward when following up on inventory control
in terms of volume and costs.

Understanding cost behavior and running an effective administration are
essential and offer added value since they enable businesses to implement actions
that will give them a competitive edge. For Hansen and Mowen (2007), "strategic
cost management is the use of cost data to develop and identify superior strategies
that produce a sustainable competitive advantage" (p. ).

Industrial revolution 4.0 has presented challenges and accelerated changes
for businesses (Pérez, Solana and Trigueros, 2018; Rojas et al., 2020) even for
large companies. This is due to increased global competition and the introduction
of new technological products that have encouraged the use of financial information
to understand trending consumer needs, and which directly impact the selling price
of the product or service.

Kaplan and Cooper (1998) state that the new environment calls for more
accurate data on costs as well as how an organization's operations, processes,
goods, services, and consumers are handled. Leading businesses, according to the
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authors, use costs to design products and services that meet customer expectations
while also being produced and delivered at a profit for the company. They also use
costs to identify areas that require continuous improvements or reengineering in
quality, efficiency or speed in learning activities; to guide investment and product
mix decisions; to select from a variety of suppliers; to negotiate with a number of
customers regarding price, product features, quality, delivery requirements and the
level of service desired; and to structure efficient and effective distribution and
service processes for the target market and the different customer segments.

The value for the company is generated from the price and its cost structure,
and there is true value innovation when the entire system of profit, price, and cost
activities of the venture is properly aligned. This approach makes the creation of a
blue ocean strategy -incorporating all the venture's or company's functional and
operational activities- sustainable. Thus, an innovation in the production process
can reduce its cost structure and strengthen a cost leadership strategy without
altering its profit proposition (Kim, 2005).

3.4 Product Quality

Product quality is a crucial component for firms’ permanence since it is
viewed as the driving factor behind internal processes, which differentiates the
business from its environment, enables it to adapt to the environment, and satisfies
customer needs (Sanabria, Romero and Flérez, 2014). When determining a
product's price, companies should bear in mind that besides setting a monetary
value to a product, there are other aspects to be considered, such as "product
quality", which is crucial since consumers often place more value on the added
value that a product provides than on its cost. As stated by Ishikawa (1998), quality
is the design and production of a service that is useful, reasonably priced and
satisfies customer needs.

Since defining quality is a difficult procedure owing to the numerous factors
involved, we will only discuss the most important ones in determining the selling
price. Talaya et al. (2008) claim that "the quality of a product is related to its
compatibility and affinity, as well as the manufacturing consistency with the desired
level of quality level" (p.). Quality is viewed from two perspectives: objective
quality, which evaluates the total supply, and perceived quality, which evaluates
the demand. Objective quality measures the product's objective and verifiable
characteristics, while perceived quality refers to the buyers' assessment of the
presentation qualities to attract consumers and arouse their liking or sympathy,
helping them identify with the product and the brand.

Consumers compare price with quality and tend to believe that higher-priced
products have higher quality than lower-priced products. Consumers are always
willing to pay a high price, but not higher than what the product offers. Companies
must always find a balance between the quality/price ratio; it is preferable if the
quality is higher than the price rather than if the price is high for lower quality.
Customers will always prefer goods that are functional, have an excellent design,
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and meet all their needs. Schnaars (1991) argues that “quality products are those
that need less repair and last longer than competitors' products" (p. ).

3.5 Contribution Margin

According to Palma (2019), the contribution margin enables to identify the
extent to which producing a particular product, item or service is profitable for a
company. The contribution margin allows the company to identify the profitability
of production; from the results obtained the company can take corrective actions
to optimize resources. This involves an analysis of the behavior of some aspects
linked to the margin, such as purchases, gross profit on sales, and variable costs,
which will determine the projections and goals of the contribution.

In practice, businesses employ a variety of methods to calculate the price
of a product or service; however, in this article, we will delve into two of the most
commonly used methods: calculation of the price over the selling price and
calculation of the price over the cost price.

One way to determine the price of the product is to calculate the price as a
contribution percentage of the sales price. This method is effective as long as the
price actually generates the expected sales level and it has its drawbacks when
businesses or ventures fail to achieve their sales target. As pointed out by Gofi-
Avila, when sales are lower than expected, "the total unit cost is higher than it was
calculated since the final cost is distributed into fewer units sold, and finally the
price at which the product should have been sold would also have been higher"
(2008, p. ). In this scenario, if sales are lower than expected, many companies
sacrifice the contribution percentage in an effort to maintain the initial price. In this
case, the contribution margin is expressed as a percentage of the total unit cost,
and the price is calculated as shown in equation 2.

In the second method, the calculation of price as a contribution percentage
of the cost, the contribution margin is a percentage of the price that affects sales.

This method is straightforward because businesses need only consider the
contribution percentage that they are willing to obtain on costs. It is safer for
companies to base price decisions on costs rather than demand since they would
have to make adjustments more frequently as demand fluctuates (Gofi-Avila,
2008); moreover, costs are frequently only considered on a linear basis. Price
based on a contribution margin over the selling price is calculated as shown in
equation 3:

__ ¢ (2)
T 1-%;
Pv, = C(1 + %;) (3)

Py,

Cadena (2011) defines the variables as follows:

Pv = Final selling price
C = Costs
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%i = Contribution percentage

Although the differences in the contribution margins between the two
approaches may appear to be small, this is not the case when dealing with high
sales volumes. When the contribution level in relation to the price tends to one, the
calculated price becomes so high that the contribution percentage must be infinite
to achieve its equivalence with respect to the cost.

It should be noted that despite being straightforward and frequently
employed by businesses or ventures, these methods do not ensure reaching the
company's sales target as they do not consider the demand or the life cycle, nor
do they guarantee that a profitable price will be obtained. Therefore, their scope is
practical but limited since "price management should arise from a commercial
decision and not from a difference in numerical calculation" (Fernandez and
Loidcono, 2001).

4. Results and Recommendations

Since price is the primary factor in a consumer's purchase decision, firms
must implement an adequate pricing strategy. Table 1 illustrates the six pricing
determinants that every venture or small business can utilize when setting a selling
price for its product or service. The table also summarizes the key factors that must
be taken into account when setting prices, including customer perceptions of
product value, costs that are crucial in determining the price ceiling, the nature of
the market and demand, the product's life cycle, competition and quality. Today,
calculating a product's pricing entails more than just following a mathematical
formula; it also involves taking into account several factors affecting the setting of
the price. Competitive pricing is one that is managed strategically to obtain
sustainable profitability.

Table 1. The Six Pricing Determinants

The Six Pricing Determinants

Competition [COMPetitors’ prices,

instance, the product positioning is superior to that of the competition.

Basing prices on those of competitors is a particularly helpful strategy for businesses
aiming to obtain a competitive sales advantage. In this case, the major companies in
the sector set the standard and the others follow suit, establishing the bounds within
which prices must fluctuate for the buyer to purchase the good. The differential
advantages become the weapon used to obtain some additional margin overn

However, it is not always necessary to set prices lower than those of rivals; in fact,
depending on the company's overall strategy, pricing may even be higher if, fon

The goal of this strategy is to determine the
price that the customer is willing to pay
based on their perceptions of the product.
Consumer-based pricing implies that
companies understand how much value the
Consumer |customer places on the benefits they
receive from the product, and the company
should set a price that reflects such value.

following condition:

value of product B” (p. ).

We draw from the approach of Diaz,
Rondan and Diez de Castro (2013), who
argue that "if a company wants to sell a
product A at a more competitive price than
competitor B, it must take into account the

Perceived value of product A > Perceived
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Product life
cycle

With this strategy, the product's price does
not stay constant over time but instead
varies depending on the stage of the
product's life cycle, whether:

v Introduction
v Growth

v Maturity

v Decline

/

o

T n
3 Introduction ( Growth Maturity Decline

Figure 3. Price behavior the

product's life cycle.

along

Costs

[This price allocation method is based on the
product's costs to determine its real price,
associated with its production, distribution,
and sales costs (Lambrgtc')n and Garza,
2016; Sinisterra, 2006; Alzate, Arias and
Boada, 2019). It is generally acknowledged
that there are multiple ways of viewing the
cost, taking into account variables such as
volume, importance, and value in business
decision-making, among others. In thig
work, we focus on the following types off
costs:

Fixed costs: as their name suggests, these
costs do not vary but are fixed regardless off
production or sales volume.

Variable costs: these costs vary in direct
proportion to the level of production

Total costs: this cost totalizes fixed and
variable costs.

According to Cérdoba and Moreno (2017),
this type of pricing is based on taking into|
account the company's internal costs, both
fixed and variable costs, in which the price
of the product is expected to cover
production costs.

Price = (1 + Profit Margin) (Variable Cost
per Unit + Fixed Costs Average)

Product
quality

To set prices based on product quality,
companies must communicate a differential
value to the consumer and determine how|
much added value the product generates;
the value perceived by the customer must
be greater than the value being paid.

Cordoba and Moreno (2017) argue that
this type of strategy is based on the
principle that a buyer will purchase a
product/service only if, in their opinion, its
intrinsic value is greater than that of the
closest alternative, or when the Profit of]
alfa is > the Profit of Beta. The profit of the
product/service will therefore be|
determined by the value it represents for
the consumer minus its price.

Price a < (value a -Value B + price B Price
a < value differentiation a B + Price B

Contribution

Although there are numerous price
calculation formulas, for the purpose of this
article, it will be assumed that %i profit
percentages can be equivalent for both price
calculations.

According to both formulas' structures,
ALWAYS Pr1 > Pr2 will only be equal when
the %:i profit percentage is equal to zero (0).
When the %i profit percentage exceeds XX
percentage, a significant amount of price
calculation instability is generated, which
may have consequences in any society,
even of a macroeconomic nature.

Cadena (2011) proposes the following
formulas for calculating prices with %
according to selling price or cost.

@. Price calculation with profit percentage|
according to price (%i)
Cc
Py, = 1T %,
b. Price calculation with profit percentage
according to cost (%i)
Pv, =C (14 %;)
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5. Conclusions and Discussion

Pricing is one of the main decisions that a company must make when
introducing a new product or service to the market. This is because the price is one
of the most significant communication factors for the company, the market, the
competition, and the consumer.

No one pricing strategy can be singled out as the best or ideal because each
company determines its strategy in accordance with the goals it pursues. For this
reason, to establish or set a price, it is necessary to have a strategy or policy that
encompasses the goals of the business, and which is assertive with the
characteristics of the product or service to offer. It is also necessary to consider
that the strategy requires a solid cost structure, so businesses should aim to reduce
costs and increase margins. However, pricing cannot be solely based on the
analysis of costs. Businesses must also take into account and consider important
factors such as competition, which objectively serves as a benchmark for a
product's or service's level of market competition before being used to determine
a price's break-even point. While costs examine the base or low price, the
competition is the one that will set the highest price that can be reached.
Furthermore, analysis and knowledge of the market's characteristics will enable the
venture to compare its product and assign an added value, facilitating a higher
level of consumer pleasure and attraction.

Therefore, it is necessary to understand that the price is important for more
than just the economic value that it will imply to the consumer. Since it gives the
consumer valuable information about the good or service, it is also necessary to
understand the type of consumer to whom the product is directed, analyze their
interests, and understand what drives them to purchase a good or service and what
needs it must satisfy. Thus, a significant portion of the information that the price
provides to the consumer is based on the product's quality. Most authors concur
that the added value provided by the product or service is important, whether it be
economically through promotional prices or in the product's attributes, such as its
durability, its presentation, and even the level of originality or innovation it offers.

The contribution margin and the life cycle of the product are two additional
factors of the utmost importance when setting a price because they are more
oriented to the venture’s goals or policies. The first is necessary because it will
enable the company to determine the level of profitability from producing the good,
and the second will provide the venture with information on the path that this
product or service will follow from the moment it first enters the market until it is
withdrawn. Both elements are necessary since they will enable the company to
establish its business goals and targets and those of the product or service itself,
allowing for the creation of a cost policy that is both internally and externally
coherent.

Most authors highlight pricing as one of the most crucial business decisions,
so this should be preceded by an objective analysis of all relevant elements and
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factors. Some authors mention the marketing mix, while others suggest prioritizing
these elements amongst costs, consumers and the competition, which would make
cost-based pricing more relevant. Although some authors disagree on the
significance of a particular aspect, everyone agrees on the value of thoroughly
examining all of the price-influencing factors. All the elements found in the different
authors were synthesized in the six pricing determinants that combine and
systematize those key elements to create a pricing policy. Hence, a pricing policy
is proposed which is flexible and offers the various types of ventures a pricing
orientation that will not only serve as a guide but also help establish a pricing policy
as a fundamental element to achieving loyal customers and good profitability,
enabling their long-term positioning in the market.
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