
F11 130 STUDY GUIDE FOR 4th EXAM

STRUCTURE OF 4TH EXAM
This exam will cover the pricing and the promotion components of the four Ps or marketing mix. The exam will have three sections. Each of the three sections is described below, followed by study guide questions relevant to each section.
· Section on Notes Pertaining to Pricing (about 16 points)
You will have one required question dealing with “The Role of Costs in Pricing Decisions” from the first section of the pricing notes that ends on page 15 of the notes. You will also have one choice question on skimming versus penetration pricing from the second section of the pricing notes (pp. 15-22) with the second choice question on segmented pricing (pp.22-end of notes). If you answer both choice questions, you will receive the full credit earned on your better answer and half the credit earned on your other answer.
· Section on Notes Pertaining to Promotion (about 16 points)
You will have one required question on promotional targeting from the first 22 pages of the promotion notes. You will have a second required question on one or both of the remaining two topics from the rest of the promotion notes (promotional mix and revising a promotional budget and plan).
· Text material from the pricing chapter (entitled “Pricing: Understanding and Capturing Customer Value”) (worth about 8 points)
You only need to study the text material pertaining to the three below topics in this chapter. The three below topics are consecutive topics that start around the middle of the chapter and go to the very end of the chapter.
· “Price-Adjustment Strategies” 

· “Price Changes” (I expect to present some supplemental lecture material on this topic in class, although it is not in the lecture notes. The supplemental lecture material will be more important than the text material here. I will give you a heads up when I present this lecture material.)
· “Public Policy and Pricing” (which focuses on legal issues in pricing)
STUDY GUIDE QUESTIONS PERTAINING TO THE REQUIRED QUESTION FROM THE FIRST SECTION OF THE EXAM FROM THE LECTURE NOTES ON COSTS AND PRICING (where you will have a required question) Again, this topic is covered in the first 15 pages of the pricing notes.
1. Which provides a more stable pricing floor - a) fixed costs or b) variable costs? Explain both why the cost you select provides a stable pricing floor and also explain why the cost you do not select provides an unstable pricing floor. Use the concept of contribution margin to help explain your reasoning. Use a numerical example with an actual variable cost category and also with an actual fixed cost category to help demonstrate your reasoning. This numerical example needs to look at both variable and fixed costs on a total and unit basis as the number of units produced/sold changes. Use three different volume quantities. I recommend using volumes such as 100, 1000, etc. since you should be able to do calculations without a calculator. (Calculators will not be allowed on the exam.)
2. Explain why it is difficult to determine how aggressively to discount the price of a product with which excess inventory exists. 
Explain when and why more aggressive discounting should be used to clear excess inventory.

Explain when and why excess inventory will frequently exist.
3. Even if competition will increase their prices if we increase our price to restore a positive contribution margin when the variable cost of production materials increases to the point where a negative contribution margin exists, when and why should we keep the price of our brand constant? In answering this question, make sure to go beyond the situation/condition in which price should be kept the same to discussing when, why, and how often this situation exists.
Even if competition will not increase their prices if we increase our price to restore a positive contribution margin when the variable cost of production materials increases to the point where a negative contribution margin exists, when and why should we increase the price of our brand to restore a positive contribution margin? In answering this question, again make sure to go beyond the situation/condition in which price should be increased to when, why, and how often this situation/condition exists. 

4. The second situation in which it can be appropriate to price a product below unit variable costs is when taking a short-term loss on a brand may generate a long-term profit of the same brand. Explain when and why this situation can occur with an established brand. Describe each of the two reasons why this pricing approach may be profitable in the long-run with an established brand and explain when and why each reason will not exist.
5. Describe each of the two subsituations in which pricing one product below unit variable costs may generate profits for other products sold by the same organization. With which one of these two subsituations, is it more appropriate to use this pricing approach? Explain your reasoning, making sure your reasoning explores the risks or reasons why this pricing approach may backfire in each subsituation.
STUDY GUIDE QUESTIONS PERTAINING TO THE OPTIONAL QUESTION ON THE FIRST SECTION OF THE EXAM FROM THE LECTURE NOTES ON PRICING (As a reminder, one of the choice questions will be on skimming versus penetration pricing and the second one will be on segmented pricing. Also, as a reminder, you will get the full credit earned on your better answer and half the credit earned on your other answer if you answer both questions.) The first five below questions deal with skimming versus penetration pricing and the remaining questions deal with segmented pricing.
1. In comparing skimming pricing to penetration pricing, which one of these two pricing approaches is more likely to last for a longer time period? Explain your reasoning, making sure you talk about both skimming and penetration pricing in your explanation.
Again, in comparing skimming pricing to penetration pricing, which one of these two pricing approaches is riskier? Explain your reasoning making sure to start by discussing the risks with each pricing approach and then drawing a conclusion about which one has the risks that are harder to anticipate and more difficult to control.

Which of the two new product pricing (skimming and penetration again) approaches should be considered for use only by a first entrant into the product category? Explain your reasoning, discussing both why the pricing approach in question should only be used by the first entrant and also explaining why the other pricing approach can be used both by a first and a later entrant.
2. Describe the combination of factors in which it makes sense to use penetration pricing. Explain why it makes sense to use penetration pricing when this combination of factors exists. Explain when and why each factor in the combination will tend to exist.
3. Describe the combination of factors in which it makes sense to use skimming pricing. Explain why it makes sense to use skimming pricing when this combination of factors exists. Explain when and why each factor in the combination will tend to exist.
4. Use the notes on brand loyalty under penetration pricing to discuss how common brand loyalty is, along with discussing how easy or difficult it is to determine the potential for brand loyalty within a product category.
5. How and why does the potential of word of mouth communication influence the decision on skimming vs. penetration pricing? When and why will a higher potential for significant word of mouth communication exist? Identify some products not discussed in the notes with which a high potential exists.
6. What is the basic reason for using segmented pricing? What is the underlying challenge involved in using segmented pricing and why does this challenge exist? Which one of the two basic approaches used with segmented pricing to meet this challenge is more effective? Explain why this approach is more effective than the remaining approach.
7. Which two of the four basic types of segmented pricing (such as product-form segmented pricing) may not actually involve segmented pricing in some situations. When and why would each of these types not involve segmented pricing and when and why would each of these two types involve segmented pricing?
8. Which one of the four basic types of segmented pricing always involves the choice tradeoff approach? Explain your reasoning. What are the comparative problems of using this basic type of segmented pricing and what are the two most important comparative advantages of using this form of segmented pricing? Explain your reasoning.
9. Which two of the five potential comparative problems with the nonchoice segmented pricing approach are the most important problems in the sense that they always exist regardless of the specific nonchoice pricing approach used? Explain how and why these two comparative probems are the most important ones. With the remaining three potential problems, explain why each is less important, focusing on why each exists in only some instances with a nonchoice approach.
10. Explain why product form segmented pricing usually is used in combination with one or more of the other types of segmented pricing.
11. Of the four different subtypes of customer-segment segmented pricing, which two subtypes are most likely to involve a nonchoice approach? Explain why each of these two subtypes is likely to involve a nonchoice approach. With each of the FIVE potential problems of the nonchoice approach, identify the one of the two relevant nonchoice customer-segment subtypes with which the problem is more likely to exist. Explain why each problem is more likely to exist with the subtype you identify as being more of a problem than with the subtype you identify as being less of a problem.

STUDY GUIDE QUESTIONS PERTAINING TO THE FIRST REQUIRED QUESTION FROM THE PROMOTION NOTES ON PROMOTIONAL TARGETING (This topic is covered in the first 22 pages of the promotion notes.)
1. Are there any situations in which all of the high-lows can be eliminated from the promotional target without conducting any primary research? Explain your reasoning. Are there any situations in which all of the low-highs can be eliminated from the promotional target without conducting any primary research? Explain your reasoning.
2. Fully describe the one of the three situations when it makes sense to consider targeting the high-lows, with which it is appropriate to consider using both persuasive approaches that can be used. Explain how and why each of the two persuasive approaches can be used in this situation. What guidelines were presented in lecture for determining which one of these two persuasive approaches should be used in this situation? Explain the reasoning for these guidelines.
Describe the one situation with the high lows with which neither persuasive approach needs to be used and explain why neither persuasive approach needs to be used in this situation. Explain when, why, and how often this situation will realistically exist.

3. Describe the one of the two persuasive approaches that should be used in only one of the three situations in which it makes sense to consider targeting the high-lows. Explain why it is appropriate to use this persuasive approach with this situation and also explain why it is inappropriate to use this persuasive approach with the other situation in which persuasion is needed. Needless to say, your explanations must start with a description of each of the two relevant situations.

4. One of the two situations in which it makes sense to seriously consider including some of the low-highs in the promotional target is with gift purchases. Describe the remaining situation in which it makes sense to seriously consider targeting some of the low-highs. Describe each type of attitudinal information that should be collected here and also explain how and why each type of attitudinal information is used in this remaining situation. Finally, describe the persuasive approach that would be used in this situation, explain why it would be used and evaluate the chances of this persuasive approach succeeding.

5. Explain why all of the low-lows should usually be excluded from a promotional target. Describe the one situation in which it makes sense to consider including some of the low-lows in the promotional target. Describe the attitudinal information needed to determine whether some of the low-lows should be included in the promotional target in this situation and explain how and why each type of attitudinal information is relevant.
STUDY GUIDE QUESTIONS PERTAINING TO THE SECOND REQUIRED QUESTION FROM THE SECOND SECTION OF THE EXAM DEALING WITH THE PROMOTION NOTES (As a reminder the two topics here are a) the promotional mix, with the relevant notes starting on page 22, and b) revising the promotional plan and budget, with the relevant notes starting on page 28. The first four questions below pertain to the promotional mix and the rest if the questions, starting with Q5, pertain to revising a promotional plan and budget.
1. Which promotional tool is almost always the most important one used in business markets? Explain both why this tool is almost always important and also explain why the other two main promotional tools are not that important in business markets.
2. Explain why a strong push promotional approach is almost always needed in consumer markets and also describe the two primary promotional tools used with a strong push approach. Explain why these two promotional tools are more important than the third potential promotional tool that could be involved with a push approach.
3. Describe the basic objectives involved with a pull promotional approach. With what type of consumer product can these objectives be accomplished without a strong and aggressive pull approach in stimulating initial or trial purchase? Explain your reasoning. With what type of consumer product is it usually necessary to use a strong pull approach to accomplish these objectives? Again, explain your reasoning. Also, with this second type of consumer product, which promotional tool tends to be more important? Again, explain your reasoning. (With both this question and the next one, you need to read the notes carefully and specifically because the paragraphs tend to be on the longer side and points are not enumerated. The relevant part of the notes is on pages 25-28.)
4. With a successful established brand that is not being repositioned, is a strong pull approach used more in targeting the low-highs or more in targeting the high-lows? Explain your reasoning. You will need to integrate notes from the earlier discussion of the three situations with the high-lows and the two situations with the low-highs into your answer.
5. Describe the nature of the research that needs to be done to determine whether promotion has accomplished its objectives versus falling short of its objectives. Describe the more specific results that can exist with this type of research, along with discussing the types of revisions that should be considered with each specific research result. As always, explain your reasoning. (The specific research results are presented in bulleted format starting at the bottom of page 29 of the promotion notes.)

6. With each of the two major promotional tools used with a pull approach, discuss the probability of a firm responding quickly and aggressively to unexpected aggressive competitive use of each of these two promotional tools. Explain your reasoning
TEXT QUESTIONS FROM THE PRICING CHAPTER (SECTION 3 ON THE EXAM)
1. With each potentially illegal pricing practice, discuss whether the practice could lessen price competition. Explain your reasoning in each instance.

With each potentially illegal pricing practice, discuss whether the practice could be difficult to prove. Explain your reasoning in each instance. 
2. Of the types of price-adjustment strategies in the text, which two are least susceptible to competitive retaliation? Explain why these two adjustment strategies are less susceptible to quick competitive retaliation than each of the remaining price adjustment strategies. Which two of the remaining types are most susceptible to quick competitive retaliation? Explain your reasoning.

What are the differences between segmented pricing and dynamic pricing? (These two are rather similar so this is not an easy question. It requires careful thinking and reading) 
3. With each type of pricing discount and allowance, discuss whether it is more likely to be used in a) business markets in b) consumer markets, or c) in both business and consumer markets. Explain your reasoning in each instance.

Also, with each of these types of discounts and allowances, discuss how likely it is that the discount or allowance might be illegal. For those discounts that might be illegal, explain how and why it might be illegal. 
4. Describe the basic recommendations and analysis needed that are discussed in the text about initiating price changes, along with the reasoning used by the text for each recommendation and type of analysis.

Describe the basic recommendations and analysis needed that are discussed in the text about responding to price changes, along with the reasoning used by the text for each recommendation and type of analysis. 
One of the questions asked in the figure from the text on how to respond to a competitive price decrease is “Will lower prices negatively affect our market share and profits?” Using both lecture material related to this topic and the text material, when and why will the answer to this question be “yes.”  (Note that this subquestion, as well as the next one, relies on both lecture material that is not in the notes and on text material. The lecture material actually is more important than the text material, at least if I have time to go over this important material in lecture. I will give you a heads up when I do this lecturing.)
When the answer to the above quoted question is yes, the text identifies four actions that can be taken. Explain when, how, and why two or even three of these four actions usually are used in combination rather than using just one of these four actions. 
