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Abstract 
The aim of the research was to determine the methods used by business 
organisations in New Amsterdam to price their products and whether the 
methods employed by them militate against profitability.  Descriptive statistics 
was used to analyse the data obtained from the 31 business organisations which 
responded to the survey. The study found that business organisations in New 
Amsterdam employed mainly cost plus pricing to determine the price of goods 
but reduced the prices of goods in response to a reduction in competitor prices or 
increased price when demand increases. A few organisations on occasion priced 
goods below their cost. The study also found that 80.6% of the organisations 
were able to make a profit using their chosen or multiple pricing methods. 
Consequently, it is inferred that the pricing methods used by business 
organisation in New Amsterdam do not, in the majority of cases militate 
against profits. 
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INTRODUCTION 
Commercial organizations by their very nature are profit motivated and in an effort to secure high 
profits, they adopt pricing policies that impact on their ability to: generate revenue; stimulate customer 
interest thereby eliciting positive responses to their products; achieve a high rate of stock turnover; 
reduce the number of stocks kept on hand (Glautier & Underdown, 1994). 
According to Kotler and Armstrong (1999), many retailers fail to define their target market and try to get 
something for everyone but end up not satisfying any market sufficiently. Additionally, their price 
policies must fit their target market and positioning, product and service assortment and competition.  
Even though all retailers would like to charge high mark-ups and achieve high volume, the two are 
seldom compatible. Most retailers in the developed world either seek high mark-ups on lower volume 
(speciality stores) or low mark-ups on higher volume (mass merchandisers and discount stores) (Kotler & 
Armstrong, 2008). 
The CARICOM Single Market and Economy has many objectives, among which is the free movement of 
goods and services. The Economic Partnership Agreement of 2008 between European (EU) and the 
African, Caribbean and Pacific (ACP) states continues to be posited by stake holders and academics alike 
to have the potential to destroy the life of business organisations in Guyana. Added to this are the 
improvements in information and communication technology which has broken down the barriers to 
cross border trade which now can take place almost instantaneously via the internet. Consequently it is 
argued that the degree of competitiveness and survival of businesses organisations in Guyana (New 
Amsterdam) may very well depend on their pricing policy and not only on their ability to produce goods 
and services efficiently. 
Research questions 

1) What are the pricing objectives of business organisations in New Amsterdam? 
2) What method of pricing do business organisations use in New Amsterdam? 
3) Do the methods used for pricing products by business organisations in New Amsterdam militate 

against the achievement of profits? 
Purpose  
The purpose of the research was to determine: 

i. The methods used to price products by business organisations in New Amsterdam; 
ii. Whether pricing method(s) used by business organisations in New Amsterdam aid or militate 

against the achievement of profits. 
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Significance of the study 
It is hoped that the identification of the pricing practices, which militate against the profitability of 
business organisations in New Amsterdam, will present them with a means of pricing products more 
efficiently thereby increasing their competitiveness in the face of regional and international trade 
agreements and the competition which is imminent owning to the declining barriers to cross border trade 
which are likely to bring with them increased competition from firms which were previously kept at bay. 
Additionally, the research will also contribute to the body of knowledge existing on pricing practices in 
developing countries. 
Limitations 
The generalizability of the research findings is limited to the population under study. Further, the data 
used in the analysis came from the self-reported questionnaires used in the survey and hence any 
conclusions drawn from the study should be viewed in this light. 
 
LITRATURE REVIEW 
The CARICOM Single Market and Economy has many objectives, among which is the free movement of 
goods and services. Moreover, the Economic Partnership Agreement of 2008 between the EU and the 
ACP states has been posited by stakeholders and academics alike to have the potential to destroy the life 
of business organisations in Guyana. Added to this are the improvements in information and 
communication technology which have broken down the barriers to cross border trade which can now 
take place almost instantaneously via the internet. Consequently, it is argued that the degree of 
competitiveness and survival of businesses organisations in Guyana (New Amsterdam) may very well 
depend on their pricing policy and not only on their ability to produce goods and services efficiently. 

According to Kotler and Armstrong (2008), “Organisations today face a fierce 
and fast changing pricing environment.  Increasing customer price consciousness 
has put many companies in a ‘pricing vice’. Historically, price has been the major 
factor affecting buyer choice.  In recent decades, non-price factors have gained 
increasing importance. However, price still remains one of the most important 
elements in determining a firm’s market share and profitability”  

Kotler and Armstrong (2008) believe that pricing is a key strategic tool which has the ability to impact the 
‘bottom line’ of organisations but many organisations find it difficult to set prices.  They set prices that 
are cost oriented instead of customer oriented and are too quick to reduce prices in order to get sales. 
Further, an organisation needs to be very clear about its objectives before setting price (Kotler & 
Armstrong 1999) since objectives provide direction for the pricing decisions (Tuusis, 2007). Objectives 
commonly used are: survival; current profit maximization; market share leadership; and product quality 
leadership. According to Kotler and Armstrong (2008) a survival objective is a short term strategy and is 
indicative of organisations with over capacity and faced with heavy competition or changing consumer 
wants. They believe that in the long run organisations which employ a survival strategy face extinction if 
they do not add value. Additionally, business organisations which focus on current profit maximization 
emphasize current profit, cash flow, or return on investment rather than on long term performance. Other 
organisations, they indicate, set a market leadership objective since they want to obtain the largest market 
share for themselves and the concomitant lowest cost which will make it possible for them to set low 
prices.  Organisations which pursue a product quality leadership objective usually have to charge high 
prices to cover high performance quality and the high cost of Research and Development.  
Clearly, the setting of pricing objectives influences the manner of pricing a product and the price set has 
the potential to affect customers demand for the goods/services of business organisations in New 
Amsterdam in addition to affecting their ability to cover costs and obtain desired profit margins. Garrison 
and Noreen (1994) note that many organisations set prices that are sometimes too low or too high and 
low prices make cost recovery difficult while Dolgui and Proth(2010) suggest that high prices are only 
accepted by the consumer where the perceived value of the good equals the price being asked for it. 
Jobber (2007) believe that it is product costs that set the floor for price and determines whether the 
business makes a profit or a loss but product cost is not the only factor that impacts profitability and that 
the organisation’s overall marketing strategy and mix, the nature of the market and demand; and 
competitors’ strategies are also important considerations when setting prices. 
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Jobber and Fahy (2006) consider that to arrive at the right price a firm needs to be customer oriented but 
assigning a price based on customers’ perceptions often proves difficult since it is not always easy to 
value satisfaction on any other basis other than cost. Still, they believe that it is the responsibility of the 
organisation to find some measure by which to do so since customers use perceived value to evaluate a 
product’s price. Brown (2003) and Tuusis (2007) posit that since an organisation costs is an important 
element it can employ a cost plus pricing approach which is defined by Jobber (2007) as the setting of 
prices based on the cost of production, distribution and selling the product plus a fair rate of return for 
effort and risk. Doglui and Proth (2010) and Brown (2003) contend that a cost plus pricing method should 
be avoided since it does not favourably influence consumer buying behaviour. Further, Brown (2003) 
argue that despite its popularity cost plus pricing is disadvantageous since it can make otherwise 
successful products appear unprofitable and does not optimise revenue or margin. He added though that 
despite the deficiencies the technique can be defended on the basis of cost which is more certain than 
demand and since frequent changes do not have to be made to price as demand changes.  Jobber and 
Fahy (2006) suggest that another pricing tool which can be utilized by a business organisation is to 
benchmark itself against its leading competitor and take its price. However, Kotler and Armstrong (1999) 
warns that bench marking competitors is a risky approach especially where the organisation has a 
different cost structure to that of its competitors.  Griffith and Rust (1993) found that no one pricing 
strategy yields the highest return since the environment (very competitive, very cooperative, moderately 
competitive)  in which the firm operates usally dictate the kinds of pricing strategies  to be used.  
Evidently, a variety of pricing strategies exist which can be utilized by business organisations in New 
Amsterdam in order to be competitive in an ever changing environment. What has to be determined is 
which type(s) of strategies are used by these organisations and the possible impact the use of such 
strategies might have on the profitability of the organisations. Noteworthy, is that the type of pricing 
strategy employed by the organisations should be based on the pricing objectives of the organisations if 
the selected pricing strategies are to be met with success.  The following section details the methodology 
used to derive answers to the research questions posed by the study. 
 
METHODOLOGY 
Closed ended questionnaires were used mainly to solicit answers to the problem. The questionnaire was 
pilot tested using a member of the business organisation not in the sample frame and a non-business 
member to determine whether questions asked were understandable. 
The sample frame consisted of business organisations in New Amsterdam and comprised 76 businesses 
ranging from those along Main Street  from  New Street  to Church Street; the western half of Pitt Street 
as well as businesses along the Strand from the New Amsterdam Market to Guyana Stores. 
A random sampling technique was utilized with the population being stratified into sub groups 
according to types of products sold and then a simple random sample selected. A total of 47 or (61.8%) 
businesses were selected and questionnaires distributed to them by the researcher. The response rate of 
the survey was 65.9%. Of the sample surveyed 67% of the business organisations were sole 
proprietorships; 13% partnerships; 13% Private Ltd. Co.; 3% Public Ltd. Co. No response was given by 
3% of the respondents to the demographic variable type of business organisation. 
 
ANALYSIS AND DISCUSSION 
What are the pricing objectives of the business organisations in New Amsterdam? 
The organisations surveyed had a variety of objectives that they sought to achieve when setting prices. 
Twenty-seven (27) of the respondents indicated single objectives: 12.9% of the respondents indicated the 
survival object; 9.6% the objective of gaining the largest proportion of the market; 45.2% to keep 
customers; and 9.6% to maximize profits. Four (4) respondents: had a multiple objectives: 3.2% to gain the 
largest proportion of buyers, to keep/maintain customers and to maximize profits; and 9.6% to 
maintain/keep customers and maximize profits (Figure 1). It should be noted that a survival objective as 
utilized by 12.9% of organisations should only be a short term strategy since organisations which set 
survival objectives are usually organisations with over capacity, are faced with heavy competition, or 
changing consumer wants and hence will go out of business if they do not add value (Kotler & 
Armstrong, Principles of Marketing, 2008).   
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Figure 1: Objectives for setting prices 
 
What method of pricing do business organisations use in New Amsterdam? 
From the survey conducted it was ascertained that business organisations in New Amsterdam, used a 
variety of methods to price their products. They benchmarked competitors; determined price in advance 
and kept planned cost down; estimated cost of production and added desired profit margin; consulted 
with competitors (the latter practice in countries where there are laws against collusion would be deemed 
a crime). Of the 31 responses received 45.2% of the respondents indicated that they employed a cost plus 
strategy. The strategy, however,  has been criticized for not considering the effect of price to favourably 
influence consumer behaviour (Brown, 2003; Doglui & Proth, 2010) or  on the premise that it can make 
otherwise successful products appear unprofitable and does not optimise revenue or margin (Brown, 
2003).  32.3% of the respondents indicated that they estimated the cost of the product then added a profit 
margin to determine price. Clearly such a strategy may find the business organisation losing money if the 
actual cost of the product turns out to be much higher than estimated. Conversely, where the actual cost 
turns out to be lower this can positively influence profits ceteris paribus.  
Customer oriented pricing was utilized by 9.7% of the respondents who used customer perception of the 
price of the product to set the price of products.  The disadvantage of this strategy is that it is difficult to 
determine the exact value customers place on the product (Jobber & Fahy, 2006)  hence the price may 
signal to customers quality or lack thereof where the perceived value corresponds to customers 
expectation in the former or falls below in the latter. One respondent indicated that he set his prices 
below cost. This method as pointed out by Jobber (2007) would always lead to a loss since it is product 
costs that set the floor for price and determines whether the business makes a profit or loss. Further 
details regarding the methods of pricing are provided in Table 1.  
Noteworthy is the practice of business organisations to use multiple methods to price products. The 
inference could be made that the organisations have multiple objectives which they serve even though 
87.09% of them indicated that they set single objectives when pricing products.  It could also be inferred 
that the multiple markets which they serve enabled them to use different pricing methods or, the changes 
in pricing strategies were in response to the changing competitive environment in which the business 
operates - a necessary measure as posited by Griffith and Rust (1993). 
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Table 1: Methods used to price products 

 Cases 

 Pricing Methods Statements Included Excluded Total 

  N Percent N Percent N Percent 

Estimate cost of the product then add profit margin 
(profit you would like to make) 10 32.3% 21 67.7% 31 100.0% 

Cost of direct materials, direct labour and manufacturing 
overheads (variable costs) then add contribution margin 
(a percentage that will cover fixed cost) and profit margin 

6 19.4% 25 80.6% 31 100.0% 

Check to see what competitors prices are and use that 
price 4 12.9% 27 87.1% 31 100.0% 

Check to see what competitors prices are then price 
below this level 3 9.7% 28 90.3% 31 100.0% 

Based on how you believe customers value the good or 
service 

3 9.7% 28 90.3% 31 100.0% 

Based on how much profit you would like to make after 
taking into consideration the purchase price of the 
good/commodity plus other fixed expenses (wages, 
electricity, rent, mortgage, loan interest, rates and 
property taxes, business tax, sales tax) 

14 45.2% 17 54.8% 31 100.0% 

Consult with other businessmen and then set the price 
1 3.2% 30 96.8% 31 100.0% 

Set price below purchase cost 
2 6.5% 29 93.5% 31 100.0% 

Determining price in advance and then keeping planned 
costs down so as to realize desired profit margin 1 3.2% 30 96.8% 31 100.0% 

No response 1 3.2% 30 96.8% 31 100.0% 

 
Do the methods adopted for pricing products by business organisations in New Amsterdam militate 
against the achievement of profits? 
In response to the bi polar question which asked respondents to indicate whether the method of pricing 
allowed them to make a profit, 80.6% of the respondents indicated that the method of pricing used by 
them allowed them to make a profit while 12.9% indicated that it did not.  3.2% of the respondents gave 
no response and another 3.2% indicated that the method of pricing did not always allow them to make a 
profit. The following outlines other pricing related activities used by business organisations which affect 
the prices set for products and might militate against the achievement of profits. 
In response to the question on when do they increase the price of products, 6.5% of the respondents 
indicated that they do so in response to an increase in demand for the product; 3.2% in response to an 
increase in demand for the product as well as in response to increases in fixed costs; while another 3.2% 
did so in response to increases in demand, increases in purchase/manufacture cost as well as in response 
to increases in fixed costs. 3.2% of the respondents did so only in response to increases in fixed costs and 
83.9% of the respondents increased the price of the product/commodity in response to an increase in the 
purchase/manufacture price. None of the respondents indicated that they did so in response to an 
announcement of increases in the wages and salaries of public servants (Table2).   
Many of the respondents cited good reasons for increasing the price of products such as increases in 
purchases, manufacturing, fixed costs. However, there were those who increased the cost of products 
owing to an increased demand which is indicative that at that point in time the business organisation had 
a monopolistic advantage and sought to capitalize on it.  If this were not the case then the raising of the 
price of goods in response to an increase in demand might have a negative impact on customers who 
might go elsewhere.  This will not doubt serve to erode the profit margin of the organisation concerned.  
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Table 2: Conditions resulting in Price Increases 

    Cases    

  Price Increase Statements Included  Excluded   Total  

   N  Percent  N  Percent  N  Percent  

In response to an increase in demand for it  4  12.9%  27  87.1%  31  100.0%  

In response to an increase in 
acquisition/purchase /manufacture cost 

      

  27  87.1%  4  12.9%  31  100.0%  

 In response to wages and salaries increase of       
 public servants  0  .0%  31  100.0%  31  100.0%  

 In response to increases in fixed costs (rent, 
electricity, water rates, interest, business 
taxes 

      

wages and salaries)  3  9.7%  28  90.3%  31  100.0%  

 In response to an announcement of wages 
and salaries increase of public servants 

      

 0  .0%  31  100.0%  31  100.0%  

 
Respondents were asked to identify the conditions which signal the need to reduce the prices of products. 
Many of the respondents indicated that the prices of commodities were decreased for a variety of reasons: 
38.7% did so when demand fell; 64.5% when stock remained too long on hand before being sold; 19.4% 
when competitors drop their prices; 3.2% to accommodate customers; 16.1% when products become out 
of date; and 3.2% when purchase price dropped.  No response was obtained from one of the respondents.  
Details concerning the responses are provided in Table 3.  
Clearly, in order to employ a price reduction strategy not only the consideration of the organisation’s cost 
structure is apposite. Business organisations also need to take cognizance of the competiveness in the 
business environment, the possibility of losing all of the investment in stock likely to become obsolete as 
well as a drop in demand for the business products owing the likely consequential effect on the variables 
profitability. The research did not determine what constituted ‘too long on hand’, or how many times in a 
period prices were dropped as a result of a drop in demand, or what criteria is used by the organisations 
to determine that the product is outdated or how often prices are dropped as a result of a drop in 
competitor’s prices or to accommodate customers. Hence no determination can be made as whether, 
according to (Kotler & Armstrong, Principles of Marketing, 2008) they are too quick to drop prices in 
order to get sales. However it could be advanced that the practice of some respondents to price goods 
below cost or reduce prices in response to a drop in the prices of the goods of competitors or some other 
condition might militate against profits especially where the price reductions are so steep that they are 
unable to cover the cost of the organisation. 
The trend noted by Kotler and Armstrong (1999) for business organisations in the developed world to try 
to satisfy everybody is also prevalent in New Amsterdam, 51.6% of the respondents reported that they 
offered a combination of products for sale. Whether they end up not satisfying any market efficiently 
since they failed in the first instance to define their target market as posited by Kotler and Armstrong 
could not be ascertained by the study. However since the size of the Guyana (New Amsterdam) market is 
not so large that it can be segmented in such a way as to concentrate a business organisation’s efforts on a 
single profitable segment, the mass marketing strategy employed by the business organisations in New 
Amsterdam is very suited to such an environment.  Care would have to be taken by the organisations to 
consider their cost structure so that they do not adapt a price that is below their costs simply to get sales 
since this would negatively impact their ability to generate profits. 
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Table 3: Conditions resulting in Price Reduction 

    Cases    

Price Reduction Statements Included  Excluded   Total  

   N  Percent  N  Percent  N  Percent  

When demand (sales) falls for 
the product  

12  38.7%  19  61.3%  31  100.0%  

When stock/product remain 
too 

      

long on hand before being sold  20  64.5%  11  35.5%  31  100.0%  

When competitors drop their 
prices  

6  19.4%  25  80.6%  31  100.0%  

To accommodate customers  
1  3.2%  30  96.8%  31  100.0%  

When products/commodities       
become out of date  5  16.1%  26  83.9%  31  100.0%  

When purchase price drops  
1  3.2%  30  96.8%  31  100.0%  

No response  1  3.2%  30  96.8%  31  100.0%  

 
CONCLUSION 
The conclusion is drawn that business organisations in New Amsterdam utilise mainly cost plus pricing 
methods when pricing products. Other methods such as competitor and customer oriented pricing are 
employed to a limited degree and on occasion some organisations price products below cost.    Since the 
majority of business organisation use cost plus pricing which considers the businesses costs in addition to 
a profit margin the inference is that, for these businesses, the method of pricing products does not militate 
against profits. This is substantiated by the report of 80.6% of the organisations that their method of 
pricing products allowed them to make a profit.  
RECOMMENDATIONS 
 That the organisations which pursue a survival objective should reduce prices where they are 

overstocked, faced with competition and or changing customer wants. This would stimulate sales 
and serve the purpose of getting rid of excess stock and at the same time giving the organisation the 
opportunity to acquire stock in keeping with customer wants. Care should however be taken that 
price reductions do not negatively affect the ability of the business to cover its costs owing to the 
consequential effects on profits. 

 That organisations should consider their cost structure before responding likewise to a drop in the 
prices of competitors’ products since failure to do so may lead to the adaption of prices that do not 
cover the cost of the organisation and negatively impact the profitability of the entities. 

 That the practice of setting  the price of products below cost be used only as a cost reduction strategy 
to recoup some of the investment in goods that are too long on hand and likely to go bad or become 
obsolete. 
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