
3.3 MERCHANDSE PRICING 

Merchandise pricing is a crucial aspect of retail management that involves determining 

the optimal price for products to maximize sales and profitability while remaining 

competitive in the market. Here are some key considerations and strategies for 

merchandise pricing: 

1. Cost-Based Pricing: One common approach is cost-based pricing, where the price 

of the merchandise is determined by adding a markup to the cost of producing or 

acquiring the product. This markup should cover both direct costs (e.g., 

production, packaging) and indirect costs (e.g., overhead expenses, operating 

costs). However, relying solely on cost-based pricing may overlook market 

demand and competitor pricing. 

2. Competitor-Based Pricing: Another strategy is competitor-based pricing, where 

prices are set based on what competitors are charging for similar merchandise. 

This requires thorough research and analysis of competitor pricing strategies and 

market positioning. Retailers may choose to price their merchandise lower, 

higher, or at par with competitors based on factors such as product differentiation, 

brand perception, and target market. 

3. Value-Based Pricing: Value-based pricing focuses on the perceived value of the 

merchandise to customers rather than its production cost or competitor prices. 

This approach involves understanding customer preferences, needs, and 

willingness to pay for the benefits provided by the merchandise. Products 

perceived as offering higher value may command premium prices, while those 

perceived as offering lower value may be priced more competitively. 

4. Dynamic Pricing: Dynamic pricing involves adjusting prices in real-time based 

on various factors such as demand, inventory levels, time of day, seasonality, and 

customer segmentation. This strategy is commonly used in e-commerce and 

allows retailers to optimize pricing for maximum profitability while remaining 

responsive to market conditions and customer behavior. 

5. Promotional Pricing: Promotional pricing involves offering discounts, sales, or 

special promotions to stimulate demand and attract customers. Common 

promotional strategies include seasonal sales, clearance events, buy-one-get-one 

(BOGO) offers, and loyalty rewards programs. While promotional pricing can 

increase short-term sales volume, retailers must carefully manage discounting to 

avoid devaluing their merchandise and eroding profit margins. 

6. Psychological Pricing: Psychological pricing techniques leverage human 

psychology to influence purchasing decisions. Strategies such as pricing products 

just below a round number (e.g., $9.99 instead of $10.00) or highlighting savings 



(e.g., "20% off") can create the perception of value and encourage impulse 

purchases. 

7. Bundle Pricing: Bundle pricing involves offering multiple products or services 

together for a discounted price compared to purchasing them individually. This 

strategy can increase the perceived value of the bundle while encouraging 

customers to purchase complementary items. Bundling is particularly effective for 

moving slow-moving inventory or introducing new products to the market. 

Ultimately, successful merchandise pricing requires a strategic approach that considers 

factors such as costs, competition, customer preferences, and market dynamics. Retailers 

should regularly review and adjust their pricing strategies based on performance metrics, 

feedback from customers, and changes in the competitive landscape to maintain 

profitability and sustain growth. 

 


