e o e i A S . 3 et i ke Ty e B A 0 . i Bt sl

THE BASICS OF MARKETING: PRICE

THE IMPORTANCE OF PRICE
Viewpoint Of The Firm |
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If prices are, on average, increased by 1%, how much can
volume drop before net profits will be less than $10,0007
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From the viewpoint of a business, pricing is also of criti-
cal limportance. Small increases in price can result in dramatic
ingreases in profits. For example, in the above example, if
prices are increased by one percent and physical volume stays the
same, the net profit will double because: '

(1) sales in dollars goes up by 1%

(2) cost of goods sold stays the same (the same amount
of products are sold)

(3) it follows that the gross margin increases to $230

(4) assuming that expenses are fixed

(5) results in an operating profit of $20,000

Of course, an increase in price typically results in some
lost sales. But even with a price increase of one percent and a
drop 1n physical volume of two percent, bottom line results are
much better than before, because:
~ (1) sales will drop to $990 (net decrease of 1%), but
(2) cost of goods sold decrease by 2%.

Question: With a price increase of 1%, how much can the
physical volume of sales drop ?efore net profits will be less
than the original $10, 0007 . ‘
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