
ESTIMATING COST 
AND SETTING PRICE

SMALL BUSINESS AND 
ENTREPRENEURSHIP



What is the problem?



Pricing your product

Too high price Too low price

Drive customer away Limited profit margin

Negative effect on how customer perceives 
the product quality



Pricing your service

Characteristics Challenges 

Intangibility Underpriced

Inseparability Promised at performance levels that cannot 
be delivered profitably

Variability Insufficient estimation of costs related to 
risks

Perishability





Why is it important?



Power of pricing







What can be done?







• Setting prices based on costs and desired profit margin 

• Focus on seller’s cost (price floor) 

• The most common and simplest method of setting prices 

• Data readily available 

• Don’t take demand and competition into account 

• Produce sub-standard profitability 

• Walmart, Ryanair

COST BASED PRICING



COST BASED PRICING



CUSTOMER VALUE BASED PRICING



• Setting prices based on customer’s perception of value (price 
ceiling) 

• Take customer perspective into account 

• Data are difficult to obtain and interpret  

• Customer value is not a given  

• Apple, Lufthansa, BMW

CUSTOMER VALUE BASED PRICING



• Setting prices based on anticipated or observed price levels of 
competitors (price reference)  

• Data readily available Low risk  

• Don’t take customer into account  

• Lead to missed opportunity  

• Gasoline industry  
  

COMPETITION BASED PRICING



COMPARISON 



ADOPTION OF ALTERNATIVE PRICING STRATEGIES IN PRACTICE



STRATEGIC PRICING



THANK YOU 



CUSTOMER VALUE-BASED PRICING 

STRATEGY: IS IT YOUR CHOICE? IF NOT, WHY 

COMPANIES RESIST?



SUPPLIERS - WHICH PRICING STRATEGY IS 

RIGHT FOR YOUR BUSINESS AND WHY? 

WOULD IT BE POSSIBLE TO HAVE MIXED 

PRICING STRATEGIES?



CUSTOMERS - WHICH FACTORS BRING YOU 

THE CUSTOMER BENEFITS (EG. PRICE, QUALITY, 

PERFORMANCE, FINANCE, LOW RISK)?


