
Different approaches
to pricing

Premium Pricing.

Use a high price where there is a uniqueness about the
product or service. This approach is used where a a
substantial competitive advantage exists. Such high
prices are charge for luxuries such as Cunard Cruises,
Savoy Hotel rooms and Concorde flights.

Penetration Pricing.

The price charged for products and
services is set artificially low in order to
gain market share. Once this is achieved,
the price is increased. This approach was
used by France Telecom and Sky TV.

Also referred to as a loss leader

A loss leader or leader is a product sold
at a low price (at cost or below cost) to
stimulate other profitable sales.

Economy Pricing.

This is a no frills low price. The cost of
marketing and manufacture are kept at a
minimum. Supermarkets often have
economy brands for soups, spaghetti, etc.

Price Skimming.

Charge a high price because you have a substantial competitive advantage.
However, the advantage is not sustainable. The high price tends to attract new
competitors into the market, and the price inevitably falls due to increased
supply. Manufacturers of digital watches used a skimming approach in the
1970s. Once other manufacturers were tempted into the market and the
watches were produced at a lower unit cost, other marketing strategies and
pricing approaches are implemented.

Psychological Pricing.

This approach is used when the marketer wants
the consumer to respond on an emotional, rather
than rational basis. For example 'price point
perspective' 99 cents not one dollar.

Pricing designed to have a positive
psychological impact. For example,
selling a product at £3.95 or £3.99, rather
than £4.00.

Product Line Pricing.

Where there is a range of product or services the
pricing reflect the benefits of parts of the range.
For example car washes. Basic wash could be £2,
wash and wax £4, and the whole package £6.

Optional Product Pricing.

Companies will attempt to increase the amount customer
spend once they start to buy. Optional 'extras' increase the
overall price of the product or service. For example airlines
will charge for optional extras such as guaranteeing a window
seat or reserving a row of seats next to each other.

Diamond-Water Paradox)

The paradox of value (also known as the diamond-water paradox) is
the apparent contradiction that, although water is on the whole more
useful, in terms of survival, than diamonds, diamonds command a
higher price in the market.

Cost-plus pricing

Cost-plus pricing is the simplest pricing method. The firm calculates the cost
of producing the product and adds on a percentage (profit) to that price to
give the selling price. This method although simple has two flaws; it takes no
account of demand and there is no way of determining if potential
customers will purchase the product at the calculated price.

This appears in 2 forms, Full cost pricing which takes into consideration both
variable and fixed costs and adds a % markup. The other is Direct cost
pricing which is variable costs plus a % markup, the latter is only used in
periods of high competition as this method usually leads to a loss in the long
run.

Contribution
margin-based pricing

Contribution margin-based pricing maximizes the profit derived from an
individual product, based on the difference between the product's price
and variable costs (the product's contribution margin per unit), and on
one’s assumptions regarding the relationship between the product’s price
and the number of units that can be sold at that price. The product's
contribution to total firm profit (i.e. to operating income) is maximized
when a price is chosen that maximizes the following: (contribution margin
per unit) X (number of units sold).

Dynamic pricing

A flexible pricing mechanism made possible by advances in information
technology, and employed mostly by Internet based companies. By responding
to market fluctuations or large amounts of data gathered from customers -
ranging from where they live to what they buy to how much they have spent on
past purchases - dynamic pricing allows online companies to adjust the prices of
identical goods to correspond to a customer’s willingness to pay. The airline
industry is often cited as a dynamic pricing success story. In fact, it employs the
technique so artfully that most of the passengers on any given airplane have
paid different ticket prices for the same flight.

High-low pricing

Method of pricing for an organization where the goods or services offered by the
organization are regularly priced higher than competitors, but through promotions,
advertisements, and or coupons, lower prices are offered on key items. The lower
promotional prices are targeted to bring customers to the organization where the
customer is offered the promotional product as well as the regular higher priced
products.
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