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Science side: costing

» Track costs!

» That which gets measured gets
managed.

» Tracking costs is a bit like exercise: lots
of choices. Find one you like. Use it.
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Concept of price Cost accounting software sources
» Defined as the outlay customers make to
obtain a desired product or service. e
» Price is an indication that something has B [ e
value to both buyer and seller.
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What is value?

Cost of production

g plant growers in 2006.

Direct costs (~33%.
Labor costs (~34%
Overhead costs (~33%)




Table 2.1 An example et budget for a 4.5-inch Wave Petunia finished crop from two plug sizes.

Plant Spacing (sq.t./pot) 025

Production time (Weeks) 6 4
Square foot-weeks (sfw) 15 10
Overhead cost/sfw $0.30 50.30

(8) Overhead cast 5045 $0.30
(€) Profit/pot 055 $0.59
(D) Profit/stw $0.37 25055/1.5 $0.59 250.59/1.0

i Source: The New Economics of Greenhouse Production, AmericanHort publication
$0.70 total cost of production b Pl Fihe, Al Hodes, il Swanekamp,and Chals .

Accessible at pdf

Break-Even Analysis

» You grew 5000 4.5-inch petunia plants that each cost
$0.70 to grow.

» Is it possible to sell all 5000 plants? What is an
acceptable loss rate or percentage?

» Next, where is the break-even point? How many
plants do you need to sell to recover total costs?

» You are consider selling the plants at one of three
price points: $1.99, $2.99, and $3.99.

» Where is break-even for each price?

10

Cost based pricing strategy

‘MU on C = Retail Price - Cost /Cost ‘

You decide on 300% mu/c. Cost is $0.70.
What'’s the price?

3.00 = [(RP - $0.70) / 0.70]
(3.00x 0.70) = RP - 0.70
2.10=RP-0.70

2.10 + 0.70 = RP = $2.80

Just multiply 4x.

Break-Even Analysis

» What is the total cost of production?
» $0.70 each x 5000 = $3500

» How many plants do you need to break-even (recoup
$3500) with a $1.99 retail price?

» $3500 / $1.99 (price each) = 1759 (1758.79) plants is the
break even point in units.

» How many plants do you need to break-even (recoup
$3500) with a $2.99 retail price?

» $3500 / $2.99 (price each) = 1170 plants is the break even
point in units.
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Break-Even Analysis

» In setting prices, one point to consider is the
break-even point.

» This occurs when you have paid all the direct
costs of that product.

» The break-even point is literally where you
generate no profits, but break-even or cover
all costs incurred in growing the product.

Break-Even Analysis

Price | Quantity Total Break Even rogjziztd o
Sold Sales Point | Pore e
(plants) (plants)
$1.99 4000 $7,960 1759 18.6%
$2.99 4000 $11,960 1170 12.3%
$3.99 4000 $15,960 878 9.3%
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Art of Pricing

Consumer Confidence Index®
Index, 1985 = 100

140
120
100
80
60
40

20 — . .
2006 2007 2008 2009 2010 2011 2012 2013 2014 20152016 2017 2018 2019 2020 2021 2022 2023

*Snaded areas epresent periods of recession.
Sources: The Corference Board. NBER
© 2022 Tre Cortersnce Boars. Al rights ressrved.
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A Warning for the World Economy:
“The Worst Is Yet to Come’

nal Monetary Fund lowered its growth outlook for

ted that interest rate increases could spur a

‘The organization maintained its most recent forecast that the
global economy will grow 3.2 percent this year but now projects
that will slow to 2.7 percent in 2023, slightly lower than the fund's
previous estimate. Both figures are big comedowns from the start
of the year, when the fund projected global growth of 4.4 percent in
.8 percent in 2023, highlighting how the outlook has

d in recent months.

Source: New York Times 10/11/2022
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U.S.inflation rate in post-recession periods and

episodes of deflation

Consumer prices (YOY
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Americans have
enjoyed 40 years
of low inflation. If
you were an adult
in the 1980’s you
remember!

Inflation Strains Voters of All Incomes
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It is essential marketers know who their customers are!
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Art of pricing:
Should a formula have the last
word on setting a price?

The case of the 4” plant price

Four Inch Container

Could input cost alone
account for the $4.04
price spread in a single-
item 4” container?
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The case of the 4” singl.e.plant Art of pricing:
Michigan State Plant Pricing Study NO! Formulas should NOT have
Tom Dudek and | collected price inf tion fi : :
e e s eman o the last word on setting a price!
» All single unit, free standing stores (no multi-
location or box stores). lk l l
» Single item four-inch vegetative annual, 10-inch YOU are more like y tO eave
single item hanging basket, 36-count flat money (prOflt) on the table -If
» Collected in May and June on “retail price as of .
first week of May.” you strictly adhere to formula-
based pricing.
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Michigan Price Study
Participating Counties

And, you will miss key price points!

> $0.49 > $29.99 (in $10 increments)

» $0.99 > $99.99 (in $50 increments)

> $1.49

» $1.99

> 5249 When setting price, consider

g :::: how close to these psychological
> 51499 barriers you can get.

> $19.99
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Value is a matter of
perspective.

Sometimes we can
shape that
perspective.

Elements of perceived value

2. Epistemic value

« novelty or capability to satisfy a desire for
knowledge

« sensory value (aesthetics, ambiance, sensory
aspects)

31 34
Five ways we “assign” value. Elements of perceived value
. 3. Conditional value
L. FU!'lCtIOFI_a| value « symbolism or meaning relating to socio-cultural
2. Epistemic value events and traditions
3. Conditional value
4. Social value
5. Emotional value
32 36

1. Functional value

. features, functions, attributes, or characteristics
(aesthetics, quality)

« performance (reliability, performance quality)

« outcomes or consequences (environmental
benefits)

Elements of perceived value

4. Emotional value

« Does the customer get joy or a positive feeling from buying or
having/owning or eating the product?

Plant benefits are numerous!
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Elements of perceived value

5. Social value
« When the consumer buys the product, it can help them
enhance their perception in the eyes of others (FOMO is real.
My friends are posting on Instagram!)
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Grafted Tomato Plants

$11.99 each
Focus on benefits: bl

what those features
mean to the consumer
(other value
dimensions)

Followiog e ot 3 f o
e o e vaatages of grafeg
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Value communicated through attributes Enhance value communicating plant benefits
» Search attributes can be readily evaluated before the et of Pants: A Reow of a Emtons and Honsl  Benais o Pari: Part 2 Physioomes Hoat Bonelis
customer makes the purchase. These would include foliage e ereivhiriag :
color/shape/size and price.
» Experience attributes can only be evaluated after
purchase. Flavor (peppery like arugula), sweetness,
bitterness, crunch.
» Credence attributes are more difficult to evaluate, even ‘““?.!:J:Z?%.n!{_p:..:__.5_.,(_;‘.,._,4.?"”‘ Sevtiy ol ::,;;x.lun;,:xl.‘;."‘:;:;“:m
after purchase. Consumers rely on the brand and reputation e
of the seller. Production method (sustainable, organic),
carbon footprint (intensive, limited), nutritional and other
benefits (emotional, psychological, economic).
Want a copy? Email me at behe@msu.edu and ask for the benefits articles.
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Where is the value?

Oue reices 4%

WYL

Why do we communicate to customers that all of the value
of the product lies below the soil/media line?

40
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Benefits facilitate purchases, especially
at higher price points

7

If they were, coffee
would be a
commodity and
customers would
maximize their utility
by getting the
cheapest cup they
could make.

Information provided on sign
WPriceonly  Feature ™Benefit
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Price point for digitally identical plants

aluation Conjoint

2hu, 2, B. Behe, P. Huddleston, and L 01 frect v
i 20(4):477-491. DO: 1022434/ IFAVIR2017.0003
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This is a good sign!

If you wouldn’t pay

. Grafted Tomato Plants that much for
enefit $11.99 . .
B €aCh (275 quart poyy _ - something, it
Benefit vegetableg: e st few of the abvantages of grafted ,
Benefit HIGHER YIELDS doesn t mean
i _ IMPROVED RE someone else won't

pay that price.

Many benefits are
Experience and Credence
attributes
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BRAND £AMP by Tom Fishbune .
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Which plant is the best quality?

What'’s it worth?

Consider cost.
Consider break-even.
Consider price points.

Make comparisons hard.

Now, what is it worth?
That is the art of pricing.
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Branding matters: Perceived plant quality l‘he NEI Pnsi“ve
Percent Responding with highest quality wanIfES'u
A s e world betier
- if Hacause YOHE- _
. 728
: H e IS
. 1::“:5& anom NE Branded NE Generic Harvard Business Review Sept./Oct. 2021 H f n‘
[ | ~\‘\
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The Opportunity Gap
::’ewy?uum Be one of the
willing to sustama.ble
pay? B companies
22% your
e customers
can identify.
55 58




Consumer responses to price increases

65
Capitalize on local identity Consumer responses to price increases
» Use imagery to reinforce your location in the local geography °
» Employ symbols, seals, marks that reinforce your state (or [ ]
region) ‘ --
s aa
e 2,
/,, :\\ - Dy oog [
_ e \ MICHIGAN @
/( locally N\ GROWN ¥ & R
owned & | MICHIGAN, ofye o
grov\’n / G REAT B %9 [ Units x dollars
‘\/ &m@& (units x profits)
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Can you raise prices?

Try raising prices on a few
products (experiment).

Raise them on products
that are not easily
compared.

Experiment and identify
how many customers
pushed back and also
calculate sales.

Sell at a loss?

“Will you write each
customer a check or tape
a dime to each container
you sell?”

William R. Carlson
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The Art and Science
of Pricing Products

Want more marketing information?
Sign up for my free 7-10 minute marketing
podcasts. A new one every week.

O
OZi

http://connect-2-consumer.com/

Dr. Bridget K. Behe, Ph.D., Professor
Department of Horticulture
Michigan State University
behe@msu.edu
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