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Value

e Value is ratio of what customers receive(the
perceived benefit of the products and services
offered by the retailer) to what they have to pay
for it.

e Retallers can increase value and stimulate more
sales (exchanges) by either increasing the
perceived benefits offered or reducing the price




Value




Pricing Strategies




Pricing Strategies
Two basic pricing strategy

v High/ low pricing strategy
v EDLP




» Retailers use this strategy frequently
e Often weekly

e Discount the initial prices for merchandise
through sales promotions

e Customers learn to expect frequent sales and
simply wait until the merchandise they want goes
on sale and then stock up at low prices




Pricing Strategies

The retailer on the left is using a high/low pricing strategy, whereas the one on the right is using

everyday low pricing strategy.




Everyday Low Pricing (EDLP)

e This strategy emphasizes the continuity of retail
prices at a level somewhere between the regular
nonsale price and the deep-discount sale price of
high/low retailers

e They occasionally have sales

e Although retailers use EDLP, may not be lowest
price in the market, but their sale may be lowest




Advantages of High/Low Pricing




Advantages of Everyday Low Pricing
(EDLP)




Considerations in Setting Retail
Prices




Considerations in Setting Retail Prices

The price sensitivity of consumers
The cost of the merchandise
Competition

Legal constraints

A




e Generally as price of product increase, and sales
decrease due to fewer customers feel the product
IS good value

e Price sensitivity of consumers determines how
many units will be sold at different price levels

e Price-sensitive reactions to a price decrease?




Customer Price Sensitivity and Cost

e Experiment

To determine the most profitable price for a riblet basket, a
restaurant chain may set different prices at different locations.
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Customer Price Sensitivity and Cost

One approach that can be used to measure the price
sensitivity of customers is a price experiment. Con-
sider the following situation: A restaurant chain wants
to determine the best price for a new item, a riblet bas-
ket. It selects restaurants in the chain with very similar
trade areas and sets prices at different levels in each of
the restaurants for a week. Assume that the variable
cost of the riblets is $5 per plate and the fixed cost of
operating the restaurant for a week, the cost for rent,
labor and energy, is $8,000.

The results of this experiment are shown in
Exhibit 14-1. Notice in Exhibit 14-1a that as prices
increase, the fixed costs remain the same, sales and

variable costs both decrease, but sales decrease at a
faster rate than variable costs (Exhibit 14-1b). So the 4
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Customer Price Sensitivity and Cost
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Customer Price Sensitivity and Cost




Customer Price Sensitivity and Cost




e Factors affecting price sensitivity

1. Substitutes- fastfoods (price-elastic)

2. Products and Service that are neccesity —
medicare (price-inelastic)

3. Products that are expensive relative to
consumer's income- cars (price-elastic)




Customer Price Sensitivity and Cost




Customer Price Sensitivity and Cost




Customer Price Sensitivity and Cost
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» Retallers need to consider competitor's pricing
when setting their own

e Routinely collect price data and adjust prices to
remain competitive




Pricing Strategie
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Target is reinforcing its low prices by highlighting its price match guarantee.




Pricing Strategy Used by Services
Retailers

e The need to match supply and demand

e The difficulties customers in determining service
guality




Pricing Strategy Used by Services
Retailers

Airlines use yield management to adjust prices in response
to demand.




e Yield management is the practice of adjusting
prices up or down in response to demand to
control sales generated

o Computerized programs monitor the reservations
and ticketing for each flight and adjust prices
according to capacity utilization

* Prices are lowered on flights when sales are
below forecasts and there is significant excess
capacity

e As ticket sales approach capacity, prices are
Increased




o Often difficult for customers to assess service
guality due to intangibility

e Assessment offered to fees charge, ie. Legal
service

e Higher risk situations tend to arise in relation to
credence services — legal, medical services, and
even hair salons

* Need to carefully select price as customers

depend on price as cue for quality and helps
retailers in capacity management




Setting Retail Prices




Setting Prices Based on Costs
e Retall price = Cost of merchandise + Markup




Setting Prices Based on Costs




Profit Impact of Setting a Retail Price: The
Use of Break-Even Analysis




Markdowns




Reasons for Taking Markdowns

e Two reasons for taking markdows

1. Clearance — to dispose of merchandise
2. Promotional- to generate sales
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Pricing Optimization software recognizes when sales for winter coats are slower than

expected and suggests both the timing and amount of markdowns.
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Markdowns
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Variable Pricing and Price Discrimination

e Individualized Variable Pricing — retailers could
maximize their profits if they charged each
customer as much as the customer was willing to
pay

e First-degree price- Charging each individual
customer a different price based on their
willingness to pay, ie, auction bidding

- legal, but difficult to assess customer's willingness

to pay and retailer cannot change the posted prices
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Variable Pricing and Price Discrimination

By selling on eBay Motors' online auction, this seller is using the first-degree price

discrimination to get the highest price for Rolls Royce.




e

™~
Variable Pricing and Price Discrimination

e Dynamic pricing or individualized pricing refers to
the process of charging different prices for goods
and services based on the type of customer, time
of day, week or even season, and level of
demand

» Retailers may also charge customers different
prices based on their loyalty status derived from
their CRM systems - ie, the platinum customers
receive lower prices than the silver ones
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Variable Pricing and Price Discrimination

e Self-Selected Variable Pricing- an alternative
approach for dynamic pricing is to offer the same
multiple-price schedule to all customers which
encourgages price-sensitive customers to take
advantage of the lower price or also known as
second-degree price discrimination




e Second-degree price discrimination is when
retailers offer

< Promotional and clearance markdowns,

< Coupons (Issued in newspapers, on products,on
the shelf, at cash register, over the internet and
mobile, via maill, in flyers)

< Price bundling (KFC family meal 299 bt.)
< Multi-unit pricing (quantity discounts)
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Extreme couponing causes havock on a retailer's supply chain when one

customer buys all of a store's stock of a single SKU.




Price Bundling

McDonald's uses price bundling when it combines a sandwich, French fries, and a soft drink in a

value meal.




Multi-Unit Pricing

Offering two or more similar products or services for sale at
one lower price is called multiple-unit pricing.
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Variable Pricing and Price Discrimination

e Third-degree price discrimination : retailers
charge different prices to different demographic
market segments

e For example movie theaters have discounts for
students and seniors
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Leader Pricing

e | eader Pricing or loss leader is the practice of
pricing certain items lower than normal to
Increase traffic flow and boost sales of
complementary products




e Price Lining: Retallers frequently offer a limited
number of predetermined price points within a
merchandise category

e For example Kroger's vision for its store brands is
to build loyalty among customers, with strong
store brands that are exclusive to the retailer, it
pursues a price lining store brand strategy to
provide Kroger products to all customer segments




Price Lining




Odd Pricing

e Odd pricing refers to the practice of using a price
that ends in a 9.
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The practice of offering odd
prices—a price that ends in
an odd number, typically

a 9—is more than 100 years
old. Although empirical
studies have mixed results,
many retailers believe that
the practice can increase
profits.
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