
Pricing Laws

Positive effects of pricing laws: Customers know that they aren’t being taken advantage of and pricing is consistent

Negative effects of pricing laws: Prices become less likely to be modified (even down) because the law might see the change in a negative manner.

1. Deceptive Pricing – False advertising or deceptive advertising is the use of false or misleading statements in advertising. As advertising has the potential to persuade people into purchases that they might otherwise avoid. 
Ex: "special" sales, "two-for-one" sales, "factory" prices, or "wholesale" prices.
a. Federal Trade Commission (FTC)- sets price advertising guidelines forbidding a company from advertising a price reduction unless the original price was offered to the public on a regular basis for a reasonable and recent time
b. Also companies must show proof that they are cheaper than the competition if they advertise this fact
c. Also premarked or list prices may not be used as a comparison price unless the item was actually sold at that price
2. Bait-and-Switch Advertising -- First, customers are "baited" by advertising for a product or service at a low price; second, the customers discover that the advertised good is not available or the sales person disparages the advertised item and customers are "switched" to a costlier product.
a. Federal Trade Commission (FTC)- also outlaws this
3. Loss-Leader Pricing – a product sold at a low price (at cost or below cost) to stimulate other profitable sales. It is a kind of sales promotion, in other words marketing concentrating on a pricing strategy. A loss leader is often a popular article.
a. Many states have adopted minimum price laws to prevent retailers from selling goods below cost 
4. Price Discrimination – occurs when a firm charges different prices to similar customers in similar situations
a. Clayton Antitrust Act of 1914- defines price discrimination as creating unfair competition
b. Robinson-Patman Act- passed in 1936 to strengthen the Clayton Act, prohibits sellers from offering one customer one price and another customer a different price if both are buying the same product in similar situations
5. Price Fixing -- is an agreement among competitors to raise, fix, or otherwise maintain the price at which their goods or services are sold, price fixing is illegal.
a. Sherman Antitrust Act of 1890- federal law against price fixing, which outlawed monopolies
6. Predatory Pricing -- is the practice of selling a product or service at a very low price, intending to drive competitors out of the market
a. Sherman Antitrust Act of 1890- also outlaws this
7. Dumping -- is the practice of is any kind of predatory pricing, especially in the context of international trade. It occurs when manufacturers export a product to another country at a price either below the price charged in its home market, or in quantities that cannot be explained through normal market competition.

a. Anti-Dumping Laws- protect against this (have been opposed by some because it prohibits competition from foreign companies, thus making consumers pay higher prices)

b. Sherman Antitrust Act of 1890- also outlaws this
8. Resale Price Maintenance- manufacturers try to force retailers to sell their products at a certain price, and if the retailer dropped the price too low, the manufacturer would punish the retailer by withholding merchandise or refusing agreed upon discounts
a. Consumer Goods Pricing Act- passed in 1975 to outlaw this practice of punishing retailers
What Type of Pricing?

Read each of the following situations and decide which type of pricing was used and what law protects against it. 
 (Note: there is only one of each type used on the other side of this sheet)
1. Ford brought their new car over to Japan and sold it way below Japan’s usual car prices.
a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

2. Nike contacted Foot Locker because they heard that Foot Locker was selling their tennis shoes below the manufacturers suggested retail price.

a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

3. McDonalds advertised that they had the cheapest burgers in town, when really Burger Kings were cheaper.

a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

4. All of the local gas stations got together and decided to raise the price of gas, and they must each stay between $4.00-$4.25 per gallon.

a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

5. JCPenny’s advertised a winter coat for $50, but when a customer came in looking for the coat in the advertisement, they were told this item was not in stock, but they could purchase this other coat for $75.

a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

6. In a small town, there were only five grocery stores and one of them dropped their prices so low that the other four stores went out of business.

a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

7. Wal-Mart was looking for a new manufacturer of mayonnaise to carry in their stores and when they contacted Helman’s, they were told each case would be $20, while Helman’s charged a local deli $25 per case.

a. What type of pricing is this? __________________________________________

b. What law protects against this? __________________________________________

8. Food Lion dropped the price of the new Diet Coke to 75¢ in order to draw in customers in hopes that they would make up for this price reduction by the customers purchasing other products as well.

a. What type of pricing is this? __________________________________________

