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10.

11.

KEY | DEAS

A marketer mnust understand the cost structure of a
product (costs and the nature of the costs invol ved)
because it will determne long-termprofit forecasts of
various proposed prices, and because the constant drive
to reduce costs requires an understandi ng of cost
structure

The positioning-pricing approach will determ ne the base
price

Cost - based price setting is conmon, but true costs are
hard to determ ne and conpetition dictates many pricing
deci si ons

Demand curves have price points around which demand
changes significantly. Such price points are created by
conpetitive substitutes, custons, and buyer perception

Consuners do not always trade off price against quality;
sonetimes price hel ps signal and deternmine quality

Price changes should be based on their effect on |ong-
termprofit contribution and not on sales

The standard conpetitive response is to match prices
qui ckly as they go down but to react |less inmediately as
prices go up

Di scounts, paynent terns, and a number of other tactics
are used to offer different prices to different
custonmers in different buying situations

Price pronotions are used as an inducenent to try a new
product, w thout the introductory |ow price hurting the
long-termquality inmage of the product

Price pronotions of mature brands encourage | oyal
custoners to stock up and custoners |oyal to other
brands to swi tch

Price pronotions are expensive because they involve
extra marketing managenent, extra advertising, inventory
managenent, and i npl enmentati on expenses. They can al so
lead to a chronic pronotions war, which may be difficult
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to stop
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A PRI CI NG OBJECTI VES AND DECI SI ON MAKI NG

1. To support a product's positioning strategy
a. QFD for designing cost and price
b. QA for positioning and price

2. To achieve the financial goals of the enterprise
a. The | evel of sales and market share needed for
br eak-even and profit

3. To fit the realities of the marketplace environnment
a. The 5E mar ket environnent
b. The rest of the marketing m x

B. COST- BASED PRI Cl NG
1. Turnkey pricing in retailing

2. Cost -plus pricing
a. Advant ages:
e profit expectations are clear
it is fair to base price on long-termcosts
» costs are neasurable and known
e cost rules are easy to adm nister
e cost rules stabilize prices in the market

b. Di sadvant ages:

» costs cannot be known at the tinme prices are set

* In sonme situations, a product can be sold at
| ess than average cost and still contribute to
over head recovery and profits

» cost-based rules are economcally inefficient

e costs are often "managed" and politica

e the cost rule is based on the wong perspective:
product rather than the custoner
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C. DEMAND PRI CE- PO NT ANALYSI S
Demand anal ysi s uses positioning strategy to address the
foll ow ng questions:
a. G ven the product's positioning, how sensitive is
the target nmarket to variations in price?
b. Do price points exist around which the target
market is particularly price sensitive?

1. Ki nked demand curve:

a. Economi sts usually represent the functiona
relationship between sales and price as Q=f(p) as a
snoot h curve

b. Mar keters usually find kinks in the curve
surroundi ng price points.

2. Perceptual price points
a. The nunber of digits in a price
b. Ending with a nine
3. Customary price points
a. Conveni ence and currency denom nations

4. Substitute price points
a. Conpetitor's prices are price points
b. Product differentiation can influence the
perception of price points
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D. PENETRATI ON PRI CI NG

1. Results in faster adoption and market penetration
2. Creates early adopter goodw ||
3. Creates trenmendous cost reduction and cost control;

pressures fromthe very outset
4. Di scourages conpetitive entry

5. The resulting higher stock-turn in the channel creates
nore channel support

6. Penetration pricing of a secondary or export market is
of ten based on margi nal costing

E. PRI CE SKI MM NG

1. A high-priced, many featured product is introduced and
profits are skimed

2. Wen demand | evels off, |ower-priced, fewer-featured
products targets custoners who seek differentiation, but
wi Il not/cannot pay the higher price

F. PRI CE QUALI TY SI GNALI NG

1. Qual ity assurance pricing (is likely to happen when:

a. Product perfornmance varies

b. search and inspection do not provi de adequate
certainty regardi ng product performance

C. t he cost of search and shopping is high conpared to the
cost of the product

d. true performance cannot be clearly tested through
trial

e. the cost of malfunction is high

—h

t he cost of remedying poor performance is high

2. Prestige pricing
a. when buyers want the very best, product performance
and i mage appeal increases nore than price
sensitivity
b. buyer behavi or:
« personal confidence reassurance
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e the status of exclusivity
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G CHANGES FROM THE BASE PRI CE: PRI CE TACTI CS AND

PROMOTI ONS
1. The rel ationship between price and contribution
a. contribution is the difference between price and
average cost nultiplied by unit sales
b. profit is contribution mnus fixed costs
C. the effect of a change in price

* Jlowering price decreases the contribution margin
by the anobunt of the price decrease

* in aprice sensitive market, a price decrease
increases unit sales

e if the increase in unit sales is |arge enough,
the total percentage of sales increases total
contribution

H. RESPONDI NG TO A COVPETI TOR' S PRI CE CHANGE

1. The price increase case:
a. a firmcan change with the conpetitor as costs rise
b. price shadow ng: gaining sone narket share before

i ncreasing price

2. The price decrease case:
a. i medi ate reactions to rival cutting price
b. increase quality, service, and or differentiation

to protect core market and | et the marginal price
sensitive custoners go

I . PRI CE TACTI CS THAT CREATE A PRI CE SCHEDULE

1. Price shadi ng
a. shading off the list price occurs when:
it allows the seller to attract |arge buyers or
i mportant custoners by offering nore favorable
terms
* seasonal fluctuations occur in supply and demand
* the salesperson identifies a variation in the
custoner's |level of market know edge
» the custoner haggl es
b. the sales force should be well aware of the
conpani es price shading guidelines to avoid margin
and profit erosion
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Vol unme di scounti ng

a. price discrimnation based on vol une
b. JIT contracts may include discounts on vol une over
time

Paynent terns

a. price discrimnation for rapid paynment

b. graduated terns

C. prepaynent terns

d. recei vabl es auditing needs to be good and often

Tied pricing

a. accessory products can be discounted when tied to
origi nal equi pment

b. contractual tied pricing that forces an unwanted or
| ess preferred product on the buyer is illegal

C. captured pricing (e.g., lowinitial adm ssion
prices, high food/drink prices)

d. | oss | eader pricing (e.g., grocery store specials)

Segnment pricing
a. e.g., age discounts

Geogr aphi cal market pricing

a. FOB pricing favors custonmers cl osest to the
suppl i er

b. uni formdelivery pricing favors those furthest from
t he supplier

C. zone pricing segnents uniformdelivery pricing into

defined areas to | essen the effect

Usage segnent di scounting

a. vol unme di scounting in non-durabl e goods/services
mar ket s
b. may be seasona

O f - peak demand pricing

a. can increase demand during off-peak tinme slots
b. can flatten demand curve
C. there is the risk of losing profit if consuner's

| ose interest after postponing the buying decision

Ant i segnent ation pricing
a. bundl i ng products

Pricing Strategies 9



b. is less sensitive to individual dermand than ot her
pricing schemes
C. this pricing is vulnerable to conpetitive niching
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J. MANAG NG PRI CE PROMOTI ONS

1. Pronoting a new brand
a. consuner | earning
e price pronotion is behavior re-enforcenent
* repeated exposures transfers positive enotions
to the product
b. Free trial strategy
» expensive to provide and deliver
* reach nmechani sns:
- direct mai
- delivery services
- localized canpaigns
- special events
- wth nmedia pronotions
- tied to purchase of another product

2. Pronoting a mature brand
a. attracting switchers
b. encour ages stocking up
C. mar ket s where price pronotions on | owinvol venment

itenms encourages frequent switching can weaken
brand equity

d. buyers may antici pate pronotion schedul es and only
buy at di scount

3. The timng of pronotions
a. to reduce inventory (late in the season)
b. to gain market share or stock turn (early in the
season)
C. retail ers can schedul e pronotions of conpeting

products to alternate to encourage a consi stent
fl ow of customers
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4. The advant ages of coupons and rebates
a. usage rate percentage is | ow
b. retailer profiteering is by passed:
« no forward buying
* no diverting
C. even unused coupons and rebates gain a conpany
brand nane reinforcenment and positive transference

5. Pronotional differentiation
a. t he best pronotions are ones not easily copied by
t he conpetition

6. Sal es pronotion probl ens:
a. increased price sensitivity
b. reduced |oyalty
C. i ncreased cost and difficulty of doing business
d cannot stop the cycle unless all conpetitors also
stop
e. strategic product differentiation is the only

viable alternative

7. Changi ng goal s and i ncentives:
a. self-policing using profitability studies of
pronmotions can clarify the utility of pronotions
b. keepi ng production capacity close to maxi num can

reduce the seductive appeal of pronotions

8. Changi ng channel behavi or:
a. speci al allowances paid to seller for proven
performance rather than expected perfornmance
b. channel analysis can predict order quantity

t ol erances whi ch, when inplenented as order
restrictions to the reseller, reduce product
di verting

9. Changi ng conpetitor behavi or

a. the market |eader can instigate a scal e-back or
cessation of a pronotion war
* public announcenent of unilateral nove to stop
e retaliatory pronotions agai nst non-conplyi ng

conpetitors

b. changi ng the nature of the market by product

differentiation
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K. PRI CI NG TACTI CS | N THE G_LOBAL MARKETPLACE

1. Uni que export pricing issues:
a. tariffs
b. "consul tant's conm ssions" - bribes to governnent
officials
C. special climate and transport packagi ng

2. Mar gi nal pricing

a. advantage: it enabl es penetration pricing
b. di sadvant age: subsidization of growh in the export
mar ket by the donestic narket
3. Probl em of production capacity and future export pricing
4. The conservati ve approach:
a. rigid cost-plus pricing fromthe outset
b. i ncluding added profit margin to accommodate ri sk
C. this may position a product poorly in a price
sensitive market
5 Cost of distribution:
a. | ack of on-site control increases difficulty
b. direct contact with end users is necessitated
C. | ength of channel increases the nunber of
intermedi aries adding their margins wthout val ue
d. VAT i s becom ng nore conmon
6. Fi nancing terns:
a. greater risk of nonpaynent
b. currency fluctuations
« exchange rates
e quoting in US. dollars
* hedging
C. countertrade keeps the noney in the host country
for the short-term
d. | ong-terminvestnent in the host country can

stabilize financing problens. Profit will increase
if these investnents are nmade when the dollar is
strong agai nst the host country's currency
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