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1 INTRODUCTION
Usually, the selling price of a product is calculated as the sum of the acquisition or creation cost
plus a defined margin desired by the company
(Figure 1). Such costs may include the costs of
commercialization, distribution, manufacturing,
administration etc. On the other hand, the margin
usually makes reference to the final price of a
product with respect to all variable costs.

tinuing integration of countries into a free trade
market forces companies to operate in an international environment considering other criteria to establish their pricing strategies. For this purpose,
this article suggests an analogy based on the law of
diffusion or Fick´s Law. Finally, some conclusions
reached during the development of the present research are shown at the end of the paper.

2 PRICES DEPENDING ON THE PRODUCT
LIFE CYCLE AND THE POLITICAL
ENVIRONMENT

P ro f i t
Sale s an d
A d m i n i s tra ti v e E x p e n s e s
M a te ri a l C o s ts
La b o u r C o s ts
O th e r C o s ts

M a n u f a ctu ri n g

T o ta l
C o s ts

M a n u f a ctu re r
P ri ce o f S a l e

C o s ts

Fig. 1 Cost structure and Price of sale

When a product is launched to a market, it experiences several stages. All this stages are called the
life cycle of the product, which begins with its introduction in the market and ends when the product
disappears from the market. During this period we
can distinguish four stages shown in Figure 2.

For a specific company and taking into account
its entire product portfolio, the profit is then the
difference between the total contribution margin
less its fixed costs. The margin therefore is a different concept of profit, expressing a closely related idea of added value.
With this, we want to show the importance of
defining properly the price of a product when it is
decided to launch it to the market. Among many
other factors, this decision will depend on the type
of product or service itself, the moment in the
commercialization life cycle, and the political and
legal environment around this commercialization.
This article briefly discusses these last two points
of view: First, we observe how the pricing strategy
changes throughout the life cycle of a product
launched to the market with a certain degree of differentiation; and second, we observe how the con-

Fig. 2 Product life cycle

There are many factors that may vary during
these stages: policy sales, distribution, advertising...(as internal variables), or taxes, competitors,
regulations…(as external variables to the company). Obviously, the moment under which we analyze a product will be crucial for deciding its price

for sale. Making a simplification, in a first approach the price function (p) depends consequently
on the time (t):
p = p (t)

(1)

For example, in the phase when a new product
is introduced in the market, sales may be generally
not high, so the cost per unit produced is elevated.
For this reason, many companies focus on a goal of
reaching the break-even point, where the profit is
zero or, in other words, where the company just
covers costs. On the contrary, other companies decide to sell their products at a higher price of parity, aiming to skim the market, and knowing consequently how much a customer is willing to pay for
that specific product. These circumstances often
occur in new products based on a strategy of differentiation.
After that, the phase of growth comes, where
sales are expected to be on the rise. It will make
the cost go down in proportion to each unit produced. This will increase the profit as sales are already above the break-even point. Consumers at
this stage tend to be innovative and, thus, it begins
to grow the number of competitors. The business
objective is focused on: increasing the market
share and distribution network; improving the
quality of the main product; launching new models
and accessories etc. Some consumer goods companies usually maintain and / or even reduce the price
to reach other segments of the market, which are
more sensitive to prices, increasing by this way the
market share.
At this point, the product reaches its maturity in
the market, going to its maximum of sales, so the
cost per unit produced is the minimum. Profits
have increased over the previous stage and the
product is well known by the target audience.
There is a situation where firms tend to focus on
those models that are more demanded, continuously improving their quality and design. In some cases, it is the moment when companies launch a second competitive brand with a reduced price, while
maintaining the standards and differentiation of the
first brand.
Finally comes the decline phase in which the
level of sales starts to fall and company may work

with less margin. Customers here are already lagging, and competitors begin to leave the sector.
The remaining companies focus on the most profitable models, reducing prices overall. At this stage,
advertising is reduced to the level of remembering
the brand to the loyal consumers.
As commented above, apart from the moment of
the life cycle in which the product is in the market,
the regulatory environment in which the market
works is another crucial factor to the applied pricing policy. Excepting certain sectors of the economy where there is still some regulation and protection, usually the current global macroeconomic
environment allows a high economic freedom. This
situation increases a fierce competition between
companies, where the objective is the consumer.
Consequently, the consumer finds a high variety of
options for the same product. Therefore (and continuing with our approach), our price function (p)
not only depends on the time (t), but also the space
(s) in which the product commercialization is getting on:
p = p (s,t)

(2)

The creation of free trade areas (Figure 2) is an
opportunity for dynamic exporters, but a threat to
those who have endured thanks to protectionism.
On the other hand, the need to adapt to common
quality standards and new security policies increases inevitably the manufacturing costs.

Fig. 3 Free Trade Areas1
All these changes (among others) require managers and entrepreneurs to think about the changes
that may affect their business or their industry, to
seize those opportunities that arise at all times.
Currently, one can see in the European Union (EU)
1

www.wikipedia.org

how prices for the same product can be very different from one country to another. For example, the
same model of German car can be purchased outside Germany at a much reduced price. In the
pharmaceutical sector can be found even more extreme variations, finding cases with differences up
to five times lower price.
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