Determine a pricing strategy for product T in the U.S. and European markets. 
T, a new drug, is tremendously important for the future of Beta Labs, so it is critical to price the drug correctly in each market.

The manufacturing, production, and distribution costs associated with selling T differ significantly between the two markets. Two pricing strategies have been proposed, but it's not clear if either will maximize profits. Analyze the suggested pricing strategies and recommend the profit-maximizing pricing strategy.

	Memorandum

	From:
	Michael Dellucci

	To:
	Senior pricing analyst

	Subject:
	Pricing of T
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T has received regulatory approval for sale in Europe and the United States
Goal need to decide how to price it. Demand and cost conditions are, of course, different in each market, so we may need to select different profit-maximizing prices.

Spreadsheet has been provided showing profit under different levels of demand, marginal cost, and fixed cost.
Mira Grace has demand information
Jason Womack has cost information that will also be helpful. 
Brendan suggested that we mark up the price by the same percentage above marginal cost in both markets. Because marginal cost is higher in Europe, that would mean we would be setting a higher price in Europe than in the United States.

On the other hand, Jason noted that our fixed costs are higher in the United States than in Europe. He suggested that we should set the price higher in the United States to ensure that we recover these fixed costs of production.

	Memorandum

	To:
	Senior pricing analyst

	From:
	Mira Grace, Director of marketing

	Subject:
	Demand for T in the United States and Europe
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Here are our latest estimates about demand for T in the United States and Europe. Over the range of prices that we believe are relevant (between $2 and $15 per daily dose), consumers' price responsiveness is more or less constant.

For example, in the United States, our latest survey data indicate that a 1 percent decrease in price will always lead to a 1.2 percent increase in quantity sold.

In Europe, our data indicate that a 1 percent decrease in price will always lead to a 1.6 percent increase in quantity sold.

More precise estimates of actual quantities demanded at various prices can be calculated using the profit calculator spreadsheet that Brendan will send you. Note that the demand data there are for the number of doses per month. Also, notice that all figures are in U.S. dollars, which should make the analysis simpler.

As a final note, keep in mind that the U.S. and European markets are completely separate. Government regulations prevent anyone from buying T on one continent and selling it on another, so we don't need to worry about anyone buying T in one market and selling it in another.

	Memorandum

	To:
	T marketing team

	From:
	Jason Womack, Vice president of engineering

	Subject:
	Cost of production for T in the United States and Europe
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Breakdown of the engineering staff's estimates for production costs for T. All figures are in U.S. dollars for simplicity.

Marginal Costs
Our marginal costs consist of manufacturing, packaging, and distribution costs. Over any conceivable range of production, marginal costs should be constant at the levels noted below.

Marginal costs in the United States (per dose):

· Manufacturing: $1.20 

· Packaging: $0.30 

· Distribution: $0.50 

Thus, in the United States, we will have a constant marginal cost of $2 per dose.

Marginal costs in Europe (per dose):

· Manufacturing: $1.80 

· Packaging: $0.50 

· Distribution: $0.70 

In Europe, we will have a constant marginal cost of $3 per dose. Marginal costs in Europe are higher primarily because of more difficult access to raw materials and a higher cost of labor.

Fixed Costs
Because of differences in regulatory requirements, our fixed costs of production will be different across continents. In the United States, fixed costs will amount to $8,000 per month. On the other hand, fixed costs in Europe should be about $5,000 per month..
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