PRICING POLICY









Gari Jenkins

	VALUE
	Value = Benefits - Cost (do not just focus on price)

	
	Attributes:
	· Generic (must have) ~ Order qualifying / non-compensatory

· Discriminatory (win Mkt Share) ~ Order Winning / compensatory

	
	
	. . . . how they combine to provide VALUE

	Thoughts . . . 
	- price should align with value

- ‘the worth of a thing is the price it will bring’

- price is the only one of the MM (4Ps) that produces a revenue (the rest produce a cost)

	PRICING STRATEGY or PROCESS ~ 6 STAGES
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(  1  Pricing Objectives

	Short Term Survival  vs. Long Term goals
	· Intense competition / overcapacity

· Changing customer wants

· Price must cover variable and some fixed

	Maximise profit

(Or REVENUE)
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Intense competition / overcapacity

· Changing customer wants

· Price must cover variable and some fixed

· Knowledge of Demand & Cost

	PENETRATION
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Reducing Margin

Max Market SHARE

· price low to achieve high market share

· . . . before competitors can react

· . . . to break into existing market

· USED to gain learning curve experience and 
achieve economy of scale



	SKIMMING


	· Target segments for which product has greatest value

· . . . then price down over time to tap other segments

· USED to maximised unit profits/gain market experience
at low market volume

	(  2  Determine Demand ~ demand only exists at a price

	Price Sensitivitytivity

	· Elastic 

· Inelastic
	[ uniqueness / substitutes / comparability / expenditure relative to earnings / perceived quality / risk ]

	Est. Demand Curve
	· Supply relative to demand = BASIC DETERMINANT OF PRICE

· greater Supply : lower Price

 “ DEMAND SETS THE CEILING”  

	(  3  Estimate Costs

	Identify Cost Types

QUANTS
	· If FIXED cost high         ; maximise SALES VOLUME

· If VARIABLE cost high ; maximise UNIT MARGINS

BOTTOM LINE: low-cost producers = competitive edge

 “COST SETS THE FLOOR” !

	(  4  Analyse Competitors

	Competitors Offering
	Identify their ~ costs / price / offerings (bundling etc) / order-winning criteria

Can respond by:-

· product differentiation

· dampen intrabrand competition

· exercise price leadership

Conscious Parallelism

!

	(  5  Select Pricing Method

	3C’s


	· Customers Demand Schedule

· Cost Function 

· Competitors Pricing
	Having examined the three C’s – company must now consider and SELECT 1 of the pricing methods

	Pricing Methods

	· Mark-up pricing ~ Unit cost + %
· Target-return ~ Target ROI / Breakeven analysis
· Perceived-value pricing ~ Image / Dist channel / Warranty / Support / Time
· Value pricing ~ Win customers

· Going rate ~ Orientation Point / Based on competitors price
· Auction pricing
nb DISCRIMINATORY pricing ~ time / image / discounts / geography


	(  6  Select the Final Price

	The pricing methods merely narrows the pricing RANGE . . . from which the price must be set.  Must now consider other factors:

	Psychological pricing

· Higher price perceived to be better quality

· Odd number end ie £5.99 not £6.00 (M&S !!)
· Consumers have 'reference' price ~ ie what they expect to pay (don’t disappoint them but more importantly, ‘don’t leave money on the table’  !)
Influence of marketing mix

· High price for known brands

· Average relative quality + high relative advertising = premium prices

· Quality + Offerings as important as price ~ make it difficult for consumers to compare on price alone
Channels of Distribution
· Intermediaries will take their ‘cut’ ~ their margin needs to be considered

· Also, need to consider the distribution channel MIX to optimise delivery to customer & maximise profit 


	

	Other Considerations

	DMU ~ Decision Making Unit [ need to identify : WHO – POWER - MOTIVATION ]

	PUSH v PULL

Push

· manufacturer coerces intermediaries to promote / sell product

· sales force / trade promotions

· low brand loyalty / impulse buy / benefits understood

Pull

· manufacturer induces consumers to demand product

· through marketing / advertising / promotion

· high brand loyalty / differentiated products / decide before shopping

	AIETA

Awareness - Interest – Evaluation - Trial - Assessment

	Case Study
Cumberland Metal Industries ~ metal discs for cushioning pile drivers (better heat properties / last longer/ quicker change-over time etc – if just looked at cost, they would be expensive; but utility produces larger overall saving)
Dominion Motors ~ start up motors for oil drillling wells think about DMU , the Quants, Segmentation & influence


“COMPETITION = REALITY CHECK”





Product Life Cycle





Blend the Marketing Mix so that the customer cannot compare directly – otherwise they will decide on price





Who has the BRAND ~ price accordingly





Good when cost estimates by customer unknown ie target STUPIDITY





Target the type of BUYER : ‘Price – buyer’ ; ‘Value – buyer’ ; ‘Loyal – buyer’





Value Pricing: price is a clear signal of Value








