
Chapter: Customer-Driven Marketing Strategy

Market Segmentation, Targeting

Positioning: Process by which marketers try to create an image or identity in the minds of

their target market for its company, product & services and brands.

Segmentation: The process of segregating a heterogeneous market into a set of

homogeneous groups of customers.

Target market: It is a group of customers that the business has decided to aim its marketing

efforts and ultimately its merchandise.

Requirements for Effective Segmentation

1. A marketer must determine whether the market is heterogeneous. If the consumers’

product needs are homogeneous, then it is senseless to segment the market.

2. There must be some logical basis to identify and divide the population in relatively

distinct homogeneous groups, having common needs or characteristics and who will

respond to a marketing program.

3. The total market should be divided in such a manner that comparison of estimated

sales potential, costs and profits of each segment can be estimated.

4. One or more segments must have enough profit potential that would justify

developing and maintaining a marketing program.

5. It must be possible to reach the target segment effectively.

BASES FOR SEGMENTATION

Marketers can use one or more variables to segment the market. Different variables are

used to segment consumer markets. They are discussed in following sub-sections.

Geographic Segmentation

Geographic location of consumers is usually the starting point of all market segmentation

strategy. The location of consumers does help the company in planning its marketing offer.

These geographic units may be nations, states, regions, areas of certain climatic conditions,

urban and rural divide.

Demographic Segmentation

Factors such as age, sex, education, income, marital status, family size and social class etc.

are used singly, or in a combination, to segment a market. Shaving products for women are

based on the demographic variable of gender.

Psychographic Segmentation

When the segmentation is based on personality or lifestyle characteristics, it is called

psychographic segmentation. Consumers have a certain self-image and this describes their

personality.

Lifestyle
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It is an indicator of how people live and spend their time and money. What people do in

their spare time is often a good indicator of their lifestyle. Consumers in different countries

and cultures may have different characteristic regarding lifestyles.

VALS (Values and Lifestyle)

The Stanford Research Institute (SRI) developed a popular approach to psychographics

segmentation called VALS (Values and Lifestyles). This approach segmented consumers

according to their values and lifestyles in USA. The Stanford Research Institute (SRI) has

identified eight groups of basic motivations:

Innovators (formerly actualizes): This segment is small in size compared to other seven but

may be the most attractive market because of their high incomes and they are the leading

edge of change. These people are successful, sophisticated, active, and with high

self-esteem.

Thinkers (formerly fulfilled): Thinkers are motivated by ideals and exhibit behavior according

to the views of how the world is or should be. They are mature in their outlook, satisfied,

comfortable, are well-educated, reflective people who value order, knowledge and

responsibility.

Believers: Like thinkers, believers are also motivated by ideals; their basic approach to

decision-making is rational. Believers are not well-educated and the moral code of conduct is

deeply rooted in their psyche and is inflexible.

Achievers: They are motivated by the desire for achievement and make choices based on a

desire to enhance their position, or to facilitate their move to another group’s membership

for which they aspire.

Strivers: They are trendy and fun-loving and are motivated by achievement. They are

dependent on others to indicate what they should be and do.

Survivors (formerly strugglers): They have narrow interests; their aspirations and actions are

constrained by low level of resources.

Experiencers: They are young, full of vitality, enthusiastic, impulsive and rebellious and

motivated by self-expression.

Makers: Their motivation is self-expression. They like to be self-sufficient, have sufficient

income and skills to accomplish their desired goals.

Behavioral Segmentation

Dividing the market on the basis of variables such as benefits sought, user status, usage rate,

loyalty status, buyer readiness and attitude is termed as behavioral segmentation.

Benefit Segmentation: By purchasing and using products, consumers are trying to satisfy

specific needs and wants. In essence, they look for products that provide specific benefits to

them. Identifying consumer groups looking for specific benefits from the use of a product or
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service is known as benefit segmentation and is widely used by marketers.

For example: There are distinct groups of auto buyers. One group might be more interested

in economy, the other in safety and still another in status etc.

Demographic-psychographics Segmentation (Hybrid Approach)

Demographic and psychographic profiles work best when combined together because

combined characteristics reveal very important information about target markets.

For example: Cosmetics companies first divide the market on the basis of gender, then age

and then according to their lifestyle, they target people with different brands. We could even

have examples from the dresses we wear.

Geo-demographic Segmentation (Hybrid Approach)

This approach is based on the premise that people who live close to one another are likely to

have similar economic status, tastes, preferences, lifestyles and consumption behavior. Geo-

demographic segmentation is particularly useful when a marketer is capable of isolating its

prospects with similar personalities, goals, interests and in terms of where they live.

For example, North West traditional attire for men and North West traditional attire for

Women best justifies a geo-demographic segmentation.

Target Marketing Segments

Instead of aiming a single product and marketing program at the mass market, most

companies identify relatively homogeneous segments and accordingly develop suitable

products and marketing programs matching the wants and preferences of each segment. It

should, however, be realized that all segments do not represent equally attractive

opportunities for a company.

There are three basic targeting strategies:

1. Undifferentiated Mass Marketing.

2. Differentiated Multiple Segment Marketing.

3. Single Segment Specialization or Niche Marketing.

Undifferentiated Mass Marketing: This strategy involves ignoring any differences among

consumers and offer one product or service to the entire market.

Differentiated Multiple Segment Marketing: The marketer decides to enter several market

segments and develops separate offers for each of them.

Single Segment Specialization or Niche Marketing: Many companies succeed by producing

a specialized product aimed at a much focused market or a niche. This strategy also appeals

to firms with limited resources.

Positioning, Competitive Frame of Reference, POP and POD

What is Positioning?
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Positioning refers to the ability to influence consumer perception regarding a brand or

product relative to competitors. The objective of market positioning is to establish the image

or identity of a brand or product so that consumers perceive it in a certain way. For example,

a handbag maker may position itself as a luxury status symbol.

Types of Positioning Strategies

There are several types of positioning strategies. A few examples are positioning by:

● Product attributes and benefits: Associating your brand/product with certain

characteristics or with certain beneficial value

● Product price: Associating your brand/product with competitive pricing

● Product quality: Associating your brand/product with high quality

● Product use and application: Associating your brand/product with a specific use

● Competitors: Making consumers think that your brand/product is better than your

competitors

 

A Perceptual Map in Market Positioning

A perceptual map is used to show consumer perception of certain brands. The map allows

you to identify how competitors are positioned relative to you and to identify opportunities

in the marketplace. An example of consumers’ perception of price and quality of brands in

the automobile industry are mapped below:

 

This map is for illustrative educational purposes only.

 How to Create an Effective Market Positioning Strategy?

Create a positioning statement that will serve to identify your business and how you want

the brand to be perceived by consumers. For example, the positioning statement of Volvo:

“For upscale American families, Volvo is the family automobile that offers maximum safety.”

 1. Determine company uniqueness by comparing to competitors
 2. Identify current market position
 3. Competitor positioning analysis
 4. Develop a positioning strategy

 What is Market Repositioning?
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Market repositioning is when a company changes its existing brand or product status in the

marketplace. Repositioning is usually done due to declining performance or major shifts in

the environment. Many companies, instead of repositioning, choose to launch a new

product or brand because of the high cost and effort required to successfully reposition a

brand or product.

 What is Frame Of Reference (FOR) ?

In a marketing context “frame of reference” is a phrase used to identify how a new product,

service, or concept is consciously placed within a marketplace. This notion involves

identifying and considering the specific perceptions, beliefs, and attitudes of the intended

target audience/market. Frames of reference can also be shaped by consumer’s

personalities, culture, and history. A frame of reference highlights what is in the frame, and

ignores what is not, in order to create a specific picture or idea about or surrounding a

product, service, or concept being marketed. This picture can form the basis of a marketing

strategy focused on a particular target market, or can be used to compare the product being

marketed to other products of a similar vein. Consumers will compare newly introduced or

discovered products to other products of which they have prior knowledge or experience

with.

Points of Parity (PoP) and Points of Difference (PoD)

The factors or features of services and products which are a cornerstone in establishing the

differentiation for them is called a point of difference. Here differentiation refers to the way

in which the products or services are different from their respective competitors. Point of

parity on the other hand or the associations which may not be necessarily exclusive to the

particular brand but may also be shared by other competitive brands.

The objective in point of parity is to match the competitor who claims to have the best

feature. Point of parity may not be the only reason that people choose a particular brand

but people definitely do not choose the brand when it does not have the said point of parity

feature.

What are Points of Parity?

It is usually industry-specific to identify the points of differentiation and points of parity.

Points of Parity are the elements that are essential for a brand to be considered as a

full-fledged competitor in that particular category. This is the final decision maker which

makes the customer purchase the brand over the competitors. The idea here is not to best

or beat the competitor but to complete alongside the best. Points of parity are the primary

points in which you can compete with your competitor and try to stay in the race.

For this, you have to identify what are the primary features that make people choose the

competitor brand over the other brands.

Examples of points of parity:

1. Dettol

Dettol is the widest selling antiseptic liquid that came into the market a long time back and

following it many other competitors introduced their products on similar lines but one that

stood out and is completing equally with Dettol is Savlon.
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Savlon has maintained equal consistency and look and feel of Dettol but has few differences

like the difference in the odor and packaging. The primary function of both of the liquids

remains the same which is providing antiseptic and cleanliness.

2. Mcdonald’s

Mcdonald’s begin losing it customers to healthy eating habits which is why they introduced a

variety of salads along with grilled chicken sandwiches and fruit smoothies which would help

them to position themselves as the food items with reduced bad fat.

The goal was to reduce the point of parity enough to increase the customers but not to

establish themselves as a healthy eating segment like Subway.

The same thing happened when Starbucks went on rising and the breakfast items of

Mcdonald’s getting sold lower and lower. This is when McDonald’s introduced McCafe in

2007. The goal was not to compete or beat Starbucks but to be equal or close enough to the

Starbucks experience.

Choosing and Creating Points of Parity and Points of Differentiation, Positioning

Statement, Mass Customization

Points of Parity

Definition:

Points of Parity are the aspects that a product or service must have to stay into

consideration set of the customer or to stay in the competition.

Category Point of Parity

Explanation:

Every business has some ‘must have’ attributes without which that business shall not be

considered by the customer as one of his options. These ‘must have’ aspects actually are the

minimum necessary elements of the product or service which are expected by the customer.

Examples:

1. Mobile phone handsets: ‘Being able to make and receive calls’ and ‘being able to

send and receive text messages’ are points of parity for the mobile phone handsets.

These abilities are what make a phone, a phone.

2. Sport Utility Vehicle: Sports Utility Vehicle of SUV is becoming increasingly popular in

India. ‘All wheel drive’ capability of an SUV is considered to be significant in any SUV

for off-roading.

3. Banks: When a new bank starts, ATM facility becomes Point of Parity, without which

no one would want to open an account in that bank.

Competitive Point of Parity

Explanation:

Competitive Point of Parity is created deliberately to negate a ‘Point of Differentiation’ of a

competitor. It is deliberately adding elements to your product or service which nullify the

differentiation created by the competitor.

Examples:

1. Camera in a Mobile Phone: Most of the handsets that were manufactured in late

1990s and early 2000s lacked camera in phone. Therefore, the select few sold their

handsets by making ‘phone camera’ as their ‘unique selling point’.
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2. Sub-4-meter Vehicles: The excise department of India reduced excise duty on

manufacturing of vehicles of less than 4 meters in length. Tata Motors exploiting the

opportunity launched their sub-4-meter sedan under brand name, Tata Indigo CS in

2008. Eventually the category became so popular that all manufacturer launched

their compact sedans as well as compact SUVs in this category nullifying the USP of

Tata Motors.

Self-assess:

Note down three product categories on paper. List ‘Points of Parity’ for each of them. Select

top three competitors of each of the categories and verify if all three top products and

services contain your listed ‘Points of Parity’.

Points of Differentiation

Definition:

Points of Differentiation are the aspects that a product or service which establish uniqueness

of them in contrast to competitors.

Points of Differentiation

Explanation:

Every business has some ‘unique’ attributes, which enables that business to stand out

amongst the competitors. These are the points which provide edge to the product or service

over the competitors in the market. These are also the aspects which attract customers and

compel them to consider the product or service. ‘Differentiation’ plays a major role in

creation of Integrated Marketing Communication for the brand as well as for the

establishment of the brand.

Examples:

1. Bose sound systems: Bose has established itself as one of the top choices in the

audio speakers category.

2. Amul milk products: Amul is a popular Indian company manufacturing milk products

for decades. Their point of differentiation is ‘quality’ and ‘consistency of the taste’.

Especially their butter is so popular that hardly any butter can compete with it in the

market.

Self-assess:

Note down five brands you like. List down what is unique you like about them. Usually these

unique aspects are ‘points of differentiation’ for the brands.

Following aspects can become good ‘Points of Differentiation’:

Important feature of the product, Distinctive feature of the product, Superior technology,

Copyrighted technology, Affordability, Design of the Product, Performance of the Product,

After Sales Service, Availability, Personnel involved in the service, Imagery like symbols,

Brand Ambassadors etc. (This list is inclusive and not exhaustive.)

Positioning Statement

Definition:

Positioning Statement explains how exactly a company intends to position its brand in the

customer’s mind.

Positioning Statement

Explanation:
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Positioning takes place in the mind of a consumer and not on the shelf of a shop. It is a

perception of the customer about the brand.

A good positioning statement shall explain:Who the product is meant for (Target Customer),

What brand is it, What category the product is in, What is the point of difference, What is

the benefit it’s going to provide, How unique the product is as compared to competitors

(Reason to believe).

Examples:

For Coca Cola Beverages we can draft a positioning statement as

For people looking for high quality beverages, (Who the product is meant for) Coca Cola

(What brand is it) is offering wide range of beverages (What category the product is in)

which gives happiness like no other beverage (What is the point of difference) so they can

enjoy and be happy in their lives (What is the benefit it’s going to provide) as Coca Cola is

committed to quality and focused on customers (Reason to believe).

Self-assess:

Using the pointers draft 3 different positioning statements for three of your favorite brands.

Mass Customization

Source: https://en.wikipedia.org/wiki/Mass_customization

Definition:

Mass Customization is the use of flexible computer-aided manufacturing systems to produce

custom output. Such systems combine the low unit costs of mass production processes with

the flexibility of individual customization.

Mass Customization

Explanation:

Mass Customization is satisfying individual customer needs with near mass production

efficiency.

Types:

Pine (1992) described four types of mass customization:

● Collaborative customization (also considered co-creation) – Firms talk to individual

customers to determine the precise product offering that best serves the customer's

needs. This information is then used to specify and manufacture a product that suits

that specific customer.

● Adaptive customization – Firms produce a standardized product, but this product is

customizable in the hands of the end-user (the customers alter the product themselves).

● Transparent customization – Firms provide individual customers with unique products,

without explicitly telling them that the products are customized.

● Cosmetic customization – Firms produce a standardized physical product, but market it

to different customers in unique ways. Example: Soft Drink served in: A can, 1.25L

bottle, 2L bottle.
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Chapter: Products, Services and Brands

Branding consists of a set of complex branding decisions. Major brand strategy decisions
involve brand positioning, brand name selection, brand sponsorship and brand
development.

Before going into the four branding decisions, also called brand strategy decisions, we
should clarify what a brand actually is. A brand is a company’s promise to deliver a
specific set of features, benefits, services and experiences consistently to buyers.
However, a brand should rather be understood as a set of perceptions a consumer has
about the products of a particular firm. Therefore, all branding decisions focus on the
consumer.

We will take a close look at each of these four-branding decision

Brand Positioning – Branding Decisions

A brand must be positioned clearly in
target customers’ minds. Brand
positioning can be done at any of
three levels:

● on product attributes

● on benefits

● on beliefs and values.

At the lowest level, marketers can position a brand on product attributes. Marketing for a
car brand may focus on attributes such as large engines, fancy colours and sportive
design. However, attributes are generally the least desirable level for brand positioning.
The reason is that competitors can easily copy these attributes, taking away the
uniqueness of the brand. Also, customers are not interested in attributes as such. Rather,
they are interested in what these attributes will do for them. That leads us to the next
level: Benefits.

A brand can be better positioned on basis of a desirable benefit. The car brand could go
beyond the technical product attributes and promote the resulting benefits for the
customer: quick transportation, lifestyle and so further.

Yet, the strongest brands go beyond product attributes and benefits. They are positioned
on beliefs and values. Successful brands engage customers on a deep, emotional level.
Examples include brands such as Mini and Aston Martin. These brands rely less on
products’ tangible attributes, but more on creating passion, surprise and excitement
surrounding the brand. They have become “cool” brands.

Brand positioning lays the foundation for the three other branding decisions. Therefore,
brand positioning should also involve establishing a mission for the brand and a vision of
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what the brand should be and do. The brand’s promise must be simple and honest.

Brand Name Selection – Branding Decisions

When talking about branding decisions, the brand name decision may be the most
obvious one. The name of the brand is maybe what you think of first when imagining a
brand – it is the base of the brand. Therefore, the brand name selection belongs to the
most important branding decisions. However, it is also quite a difficult task.

We have to start with a careful review of the product and its benefits, the target market
and proposed marketing strategies. Having that in mind, we have to find a brand name
matching these things. Naming a brand is part science, part art, and certainly a measure
of instinct.

Although finding the right name for a brand can be a challenging task, there are some
guidelines to make it easier. Desirable qualities for a brand name include:

▪ It should suggest something about a product’s benefits and qualities
▪ It should be easy to pronounce, recognise, and remember.
▪ The brand name should be distinctive, so that consumers don’t confuse it with

other brands.
▪ It should also be extendable.
▪ The brand name should translate easily into foreign languages.

▪ It should be capable of registration and legal protection. In other words, it must
not infringe on existing brand names.

Worthy of note is the fact that brand name preferences are changing continuously. After a
decade of choosing quirky names (such as Yahoo!, Google) or fictional names, today’s
style is to build brands around names that carry real meaning. For instance, names such
as Blackboard, a school software, make sense. However, with more and more brand
names and trademark applications, available new names can be hard to find.

Choosing a brand name is not enough. It also needs to be protected. Many firms attempt
to build a brand name that will eventually become identified with a product category.
Examples for these names include Kleenex, Tip-ex and Jeep. However, their success can
also quickly threaten the company’s rights to the name. Once a trademark becomes part
of the normal language (called “genericization”), it is not protected anymore. For that
reason, many originally protected brands names, such as aspirin, Walkman (by Sony) and
many other names are not protected anymore.

Brand Sponsorship – Branding Decisions

Branding decisions go beyond deciding upon brand positioning and brand name. The third
of our four branding decisions is the brand sponsorship. A manufacturer has four brand
sponsorship options.

A product may be launched as a manufacturer’s brand. This is also called national brand.
Examples include Kellogg selling its output under the own brand name (Kellog’s Frosties,
for instance) or Sony (Sony Bravia HDTV).
The manufacturer could also sell to resellers who give the product a private brand. This is
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also called a store brand, a distributor brand or an own-label. Recent tougher economic
times have created a real store-brand boom.

As consumers become more price-conscious, they also become less brand-conscious, and
are willing to choose private brands instead of established and often more expensive

manufacturer’s brands. Also, manufacturers can choose licensed brands instead of
spending millions to create own brand names, some companies license names or symbols
previously created by other manufacturers. This can also involve names of well-known
celebrities or characters from popular movies and books. For a fee, they can provide an
instant and proven brand name. For example, sellers of children’s products often attach
character names to clothing, toys and so on. These licensed character names include
Disney, Star Wars, Hello Kitty and many more.

Finally, two companies can join forces and co-brand a product. Co-branding is the practice
of using the established brand names of two different companies on the same product.
This can offer many advantages, such as the fact that the combined brands create broader
consumer appeal and larger brand equity. For instance, Nestlé uses co-branding for its
Nespresso coffee machines, which carry the brand names of well-known kitchen
equipment manufacturers such as Krups, DeLonghi and Siemens.

PRODUCT STRATREGY AND DECISIONS
Product levels
Product is the 1st ‘P’ of the marketing mix. In planning the market offering, the marketer
should address five product levels.
(1) Core benefit: the product benefit or service the customer is actually purchasing. E.g.
when you book a room in Ginger hotel you are actually buying rest and sleep. (2) Basic
product: Your hotel room must have a bed, washroom, mirror, closet and sofa. (3) Expected
product: As a guest you expect a clean bed linen, working AC and clean towels. (4)
Augmented product: High-speed wi-fi, fully equipped gym (5) Potential product: Futuristic.
E.g. Hotel on wheels.

How marketers classify products?
Based on Durability and Tangibility
Nondurable goods: tangible goods which are consumed in one or a few uses. E.g. soft
drinks, shampoo. Durable goods: Tangible goods which are used over a long period of
time. E.g. refrigerators, apparels.Services: Products which are intangible, inseparable,
variable and perishable. E.g. hair treatment at a beauty salon, medical advice from a
doctor.

Based on Use
Consumer goods : Convenience goodsa) staples: convenience goods bought on a regular
basis. E.g. toothpaste, biscuit etc.b) impulse goods: bought with planning or effort. E.g.
chocolate, wafers etc.c) emergency goods: bought to fulfil an urgent need. E.g. umbrella,
raincoat etc.Shopping goods: Customers compare products based on price, quality and
style. E.g. apparels, white goods, furniture etc. Specialty goods: Customers make the
buying decision due to unique product characteristics or due to the brand. E.g. Cars, sound
system etc. Unsought goods: Customers do not normally think of buying. E.g. insurance,
apartment security gadgets etc.
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Industrial goods: (i) Materials and parts(a) Raw materials: farm products (grains, fruits,
vegetables etc.) and natural products (crude oil, copper ore etc.)(b) Manufactured
materials and parts: component materials (cement, steel, cement etc.) and component
parts (machine parts, tires etc.)(ii) Capital items(a) Installations (buildings - factories,
offices etc.; heavy equipment – elevators, mainframe computers etc.)(b)Equipment:
portable factory equipment and tools (e.g. tool box) and office equipment (e.g. employee
laptop)(iii) Supplies and business services - Short-term goods and services that facilitate
developing or managing the finished product.Types: maintenance and repair items (e.g.
paint, brooms etc.) and operating supplies (e.g. office stationery). Business services:
maintenance and repair services (e.g. AC repair) and business advisory services (e.g.
management consulting)

Product Hierarchy
The product hierarchy covers the entire spectrum of basic needs to particular items that
satisfy these items.
Need family: Core need for a product. E.g. security. Product family: All product classes that
can satisfy the core need. E.g. Products and services related to income and savings.Product
class: Group of related products within product family. E.g. Products related to financial
security. Product line: Group of products within a product class that are functionally
related, targeted to same customer groups or withing a same price band. E.g. life
insurance. Product type: A group of items within a product line that share one of various
possible forms of the product. E.g. term life insurance. Item: Also known as stock-keeping
unit or product variant. A unique unit within a product line or brand based on size, price,
appearance etc. E.g. New India Assurance term life insurance.

Product mix/product assortment
Product mix refer to the set of all products and items a company offers to sale. It contains
various product lines. A product mix has four dimensions: width, length, depth and
consistency.
Width of a product mix: It refers to how many different product lines the company carries.
Length of a product mix: It refers to the total number of items in a mix.
Depth of a product mix: It refers to how many variants are offered of each product in the
line. 8
Consistency of a product mix: Describes how closely related the various product lines are
in end use, production requirements, distribution-wise etc.
Using the product mix dimensions the company can grow in following ways: (1) It can add
new product liens resulting widening its product mix. (2) It can lengthen each product line.
(3) It can add more product variants to each product to deepen its product mix. (4) It can
focus on more product consistency.

How to lengthen the product line?
1. Line stretchingWhen a company lengthens its product line in one of the following
ways:(a)Down-market stretch: A company introduces a lower-priced line. E.g. Gillette
launched Gillette Vector, the lower-priced version of men’s shaving razors.(b) Up-market
stretch: A company introduces a higher-priced line.(c)Two way stretch: Titan has Sonata
collection in the economy segment, it has medium-priced, medium-quality watches and
launched Titan Edge, Nebula, Xylus in the premium segment. 2.Line fillingA company
lengthens its product line by adding more items within the present range. Good Knight
mosquito repellents introduced different product forms and variants to cater to different
customer needs.
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Product mix pricing
Product line pricingCompanies do not manufacturer single product; rather they focus on a
product line and offer products at different price points in that product line. E.g.
Pantaloons offer men’s shirt at Rs 800, Rs 1200 and Rs 2000. Optional-feature
pricingCompanies offer optional products, features and services with their main product.
E.g. Maruti sells a basic model to a customer but the customer may choose and pay more
for power windows, central locking.Captive-product pricingSome products must be used
with ancillary or captive products. E.g. Gillette keeps its razor price low but it keeps the
profit margin on Gillette blades high.
Two-part pricingObserved in service industry. It consists of a fixed fee and a variable usage
fee. Post-paid customers of a mobile service provider pay a minimum monthly fee plus
charges for calls that exceed their allotted minutes.By-product pricingProduction of certain
goods e.g. petroleum gives rise to by products that are sold and priced separately.

Product-bundling pricing
It refers to combining two or more products or services in order to offer more value to the
buyer.
Types: Pure bundling: Selling products only as a bundle. E.g. at a holiday resort you buy
your stay as a bundle i.e. the price includes lodging, dining, sports, sightseeing etc. You
don’t have the option to buy these separately.Mixed bundling: The company sells products
both individually and in bundles. Typically, the bundled product is sold to customers at a
reduced price vis-à-vis the price of single items. E.g. the value meal at McDonald’s
comprising burger, French fries and soft drink.

Branding and Product Strategy
Co-branding: Also known as ‘dual branding’ or ‘brand bundling’. Two or more brands are
sold as a clubbed product.Same company co-branding: Gillette shaving system and Gillette
shaving gel are marketed together. Joint-venture co-branding: SBI and Amazon credit card.
Retail co-branding: Two retail establishments use same location to optimize space and
profit. E.g. jointly owned Pizza Hut and Pizza restaurants.Advantage: More sales from the
existing market. Disadvantage: Unsatisfactory performance could lead to negative impact
on both brands.
Ingredient branding: Branding for materials, components or parts that are situated withing
other branded products. It is a special case of co-branding. E.g. ‘Intel inside’ label by the
microprocessor manufacturer Intel on other companies’ desktops and laptops.

Other factors influencing Product Strategy

Packaging: All activities of designing and producing the container for a product. Through
the package the buyer encounters the products for the first time and it influences brand
identification and product choice. While designing, the marketer should give careful
consideration to the package’s size, shape, colour, text and graphics. E.g. ethnic drink brand
Paperboat has a distinctive packaging. Labeling: A part of packaging which performs
several important functions: identifies the product or brand (Washington apple), grades
the product (e.g. “extra virgin” olive oil), describes the product (name of manufacturer,
where, when, constituents, usage instructions), promotes the brand (using eye-catching
graphics). Warranties: Formal statements of expected product performance by the
manufacturer. Products under warranty period, can be returned to the manufacturer for
repair, replacement or refund. Manufacturers frequently sell extended warranties and
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services contracts to customers to earn more profit on the product. E.g. your smartphone
comes with a warranty period.Guarantees: Many companies give general or specific
guarantees. In case of any issue with the product, the company first tries to repair and if it
cannot, offers free replacement. It reduces customer’s perceived risk. E.g. Montblanc pen,
a premium brand, offers lifetime guarantee on some of its products.

Services Strategy and Decisions

Service industry is quite varied. It includes the govt. sector with its hospitals, police, post

office, schools etc. The private non-profit sector with its colleges, hospitals, foundations is

also in the service business. Business sector with its airlines, banks, hotels, insurance

companies is also in service sector. Many workers in the manufacturing sector such as

accountants and legal staff are really service providers. In fact they make up the “service

factory” providing services to the “goods factory”.

Service can be defined as follows:

A service is any act or performance that one party can offer to another that is essentially

intangible and does not result in ownership of anything. Its production may or may not be

tied to a physical product.

Categories of Service Mix

A company’s offerings to the marketplace can be classified as:

1. Pure tangible good: The offering consists primarily of a tangible good such as soap,

toothpaste. No services accompany the product.

2. Tangible good with accompanying services: The offering consists of a tangible good

accompanied by one or more services. For e.g.: more technologically sophisticated

goods (cars and computers) are more dependent for its sales on quality and

availability of its accompanying customer services.

3. Hybrid: The offering consists of equal parts of goods and services. For e.g.

Restaurants are recognized for both goods and services.

4. Major service with accompanying minor goods and services: The offering consists of

a major service along with additional services or supporting goods. For e.g. Airline

passengers buy transportation service and also get food, drinks etc.

5. Pure Service: The offering consists primarily of a service. Examples include massage,

baby-sitting etc.

Characteristics of services & their marketing implications:

Services have four major characteristics that greatly affect the design of marketing

programs: intangibility, inseparability, variability and perishability.

Intangibility:

Services are intangible. Unlike physical products they cannot be seen, tasted, felt, heard or

smelled before they are bought. The person getting a face lift cannot see the exact results

before the purchase and the patient in the psychiatrist’s office cannot know the exact

outcome.
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To reduce uncertainty buyers will look for signs or evidence of service quality. They will draw

inferences from place, people, equipment, price etc that they see. Therefore the service

provider’s task is to “manage the evidence”, to “tangibilize the intangible”.

Inseparability

Services are typically produced and consumed simultaneously. This is not true of physical

goods which are manufactured, put into inventory, distributed through multiple resellers

and consumed later. If a person renders the serviced, the provider is part of the service.

Because the client is also present as the service is produced provider-client interaction is a

special feature of services marketing. Both provider and client affect the outcome.

Variability

Services are variable. Some surgeons are not as dexterous as others are. Service buyers are

aware of this variability and often talk to others before selecting a service provider.

Service firms can take three steps towards quality control. The first is investing in good hiring

and training procedures. Recruiting the right service employees and providing with excellent

training is crucial regardless of whether employees are highly skilled professionals or low

skilled workers. The second step is standardizing the service performance process

throughout the organization. The third step is monitoring customer satisfaction through

suggestion and complaint systems, customer surveys and comparison shopping.

Perishability

Services cannot be stored. The perishability of services is not a problem when demand is

steady. When demand fluctuates, service firms have problems.

MARKETING STRATEGIES FOR SERVICE FIRMS:

Traditional four P’s marketing approaches work well for goods but additional elements

require attention in service businesses. Booms and Bitner suggested three additional P’s for

service marketing: Process, people and physical evidence. Because most services are

provided by people, the selection, training and motivation of employees can make a huge

difference in customer satisfaction. Ideally employees must exhibit competence, a caring

attitude, responsiveness, initiative, problem solving ability and goodwill.

Companies also try to demonstrate their service quality through physical evidence and

presentation. A hotel will develop a look and observable style of dealing with customers that

carries out its intended customer value proposition whether it is cleanliness, speed or some

other benefit.

Gronroos has argued that service marketing needs internal and interactive marketing also

along with external marketing.

Internal – the work to train and motivate employees.

Interactive marketing is the employees skills in serving the client. He should have the

functional quality.

There are three types of qualities: 1. search qualities – they are the characteristics the

buyer can evaluate before purchase 2. experience quality – characteristics that the buyer

can evaluate after purchase and 3. credence quality- they are hard to evaluate even after

consumption

Services are generally high on experience quality and credence quality.

Service companies face three tasks – increase competitive differentiation; service quality;
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and productivity

Increasing differentiation:

Price is a major factor especially for fairly homogeneous services. The alternative to price

competition is to develop a:

o Differentiated offer: various innovative features. Customers expect what is called

primary service packaging and to this can be added secondary service packaging like

airlines did it in case of movies, frequent fliers, tie ups, etc.

Many Companies are using web to offer the above. The difficulty is that most service

innovations are easily copied but the first mover advantage is still there though low.

o Delivery: A service company can hire and train better people to deliver its services. It

can even develop a more attractive physical environment where the service can be

delivered e.g. Music world or design a better delivery process e.g. Mcdonalds.

o Image: service companies can differentiate their images through symbols and

branding. Like AMEX Credit Cards.

Managing Service Quality

A service firm may win by delivering consistently higher quality service than competitors and

exceeding customer expectation. These expectations are formed by their past experience

word of mouth and advertising. After receiving the service customers compare perceived

service with expected service. If perceived service falls below the expected service

customers lose interest in the provider. If the perceived service meets or exceeds expected

service they are apt to use the provider again.

Researchers found five determinants of service quality. These are

represented in order of importance

Reliability: - The ability to perform the promised service dependably and accurately.

Responsiveness: - The willingness to help customers and to provide prompt service

Assurance: - The knowledge and courtesy of their employees and their ability to convey

trust and confidence.

Empathy: - The provision of caring and individualized attention to customers

Tangibles: -The appearance of physical facilities, equipments, personnel and

communication material.

PLC & marketing Strategies
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Stage 1: Introductory Stage

► Firm works to stimulate demand for the new market entry.

► Customers are suspicious of product benefits and not sure if it will serve their needs.

► Promotional campaigns features and attempts to generate awareness, interest, and

trial

► Additional promotions to intermediaries attempt to induce them to carry the

product

► Although prices are typically high, financial losses are common due to heavy

promotional and research-and-development costs

Strategy:

► The company builds sales by expanding market for the product.

► Heavy expenditure on advertising and personal selling is essentials.

► Promotion should stimulate trial.

► Advertisement and sales promotion schemes can be used.

Rapid skimming: Price the products very high and also promote the products at a higher

level.

► This is applied with a view to skim the market as quickly as possible.

► It is useful when consumer knowledge about the product is very low.

Slow skimming: When product is not new to the market and there is no threat of

competition.

► Producers offer their product at a higher price and the products are supported by a

limited promotional budget.

Rapid penetration: When product is unknown to the market and the market size is relatively

large, companies adopt the rapid penetration strategy.

► Marketers offer the product at a very low price and the product promotion budget

is large.

Slow penetration: The strategy is adopted when the product is well known to consumers

and when the market is very large in size.
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► Marketers may offer the product at lower prices and the product is supported by a

limited promotional budget.

Stage 2: Growth Stage:

► Sales volume rises rapidly

► Firm usually begins to realize substantial profits

► Success attracts competitors.

► Firm may need to make improvements to the product

► Additional spending on promotion and distribution may be necessary.

► Companies resort to various strategies such as aggressive pricing, product quality

optimization, distribution network optimization,etc., to sustain as well as to improve

the sales.

Stage 3: Maturity Stage

► Industry sales continue to grow, but eventually reach a plateau due to too many

players.

► Invest heavy on R&D to improve quality of products.

► Many competitors have entered the market, sales and profits begin to decline

► Differences between competing products diminish

► Available supplies exceed industry demand for the first time

► Must manage competition and look to extend PLC.

► Strategy used - increased advertising and communication to sustain the profitability

of the product.

Stage 4: Decline Stage

► Increasing competition, advancements in technology, Innovations or shifts in

consumer preferences cause an absolute decline in industry sales.

► Industry profits continue to fall -- sometimes become losses

► Firms cut prices in a bid for the dwindling market

► Manufacturers gradually drop the declining items from their product lines.

New product Development, options and challenges

MANAGING THE DEVELOPMENT PROCESS:

The new product development process starts with the search for ideas.

1. Idea generation
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The new product development process starts with idea generation. Idea generation refers to
the systematic search for new-product ideas. Typically, a company generates hundreds of
ideas, maybe even thousands, to find a handful of good ones in the end. Two sources of new
ideas can be identified:Internal idea sources: the company finds new ideas internally. That
means R&D, but also contributions from employees.External idea sources: the company
finds new ideas externally. This refers to all kinds of external sources, e.g. distributors and
suppliers, but also competitors. The most important external source are customers, because
the new product development process should focus on creating customer value.

2. Idea screening

The next step in the new product development process is idea screening. All ideas generated
are filtered to screen out the good ones and drop poor ones. While the purpose of idea
generation was to create a large number of ideas, the purpose of the succeeding stages is to
reduce that number. The reason is that product development costs rise greatly in later
stages. Therefore, the company would like to go ahead only with those product ideas that
will turn into profitable products.

3. Concept development and Testing

To go on in the new product development process, attractive ideas must be developed into a
product concept. A product concept is a detailed version of the new-product idea stated in
meaningful consumer terms. Attractive ideas must be refined into testable product
concepts. In the past, creating physical prototypes was costly and time-consuming. Today
companies are alsousing virtual reality to test product concepts.

4. Marketing strategy development

The next step in the new product development process is the marketing strategy

development. When a promising concept has been developed and tested, it is time to design

an initial marketing strategy for the new product based on the product concept for

introducing this new product to the market.

The marketing strategy statement consists of three parts and should be formulated carefully:

i. A description of the target market, the planned value proposition, and the sales,

market share and profit goals for the first few years

ii. An outline of the product’s planned price, distribution and marketing budget for the

first year

iii. The planned long-term sales, profit goals and the marketing mix strategy.

5. Business analysis

Once decided upon a product concept and marketing strategy, management can evaluate

the business attractiveness of the proposed new product. The fifth step in the new product

development process involves a review of the sales, costs and profit projections for the new

product to find out whether these factors satisfy the company’s objectives. If they do, the

product can be moved on to the product development stage.

In order to estimate sales, the company could look at the sales history of similar products

and conduct market surveys. Then, it should be able to estimate minimum and maximum

19



sales to assess the range of risk. When the sales forecast is prepared, the firm can estimate

the expected costs and profits for a product, including marketing, R&D, operations etc. All

the sales and costs figures together can eventually be used to analyse the new product’s

financial attractiveness.

6. Product development

The new product development process goes on with the actual product development. Up to
this point, for many new product concepts, there may exist only a word description, a
drawing or perhaps a rough prototype. But if the product concept passes the business test, it
must be developed into a physical product to ensure that the product idea can be turned
into a workable market offering. The problem is, though, that at this stage, R&D and
engineering costs cause a huge jump in investment.

The R&D department will develop and test one or more physical versions of the product
concept. Developing a successful prototype, however, can take days, weeks, months or even
years, depending on the product and prototype methods. Also, products often undergo tests
to make sure they perform safely and effectively. This can be done by the firm itself or
outsourced.

In many cases, marketers involve actual customers in product testing. Consumers can
evaluate prototypes and work with pre-release products. Their experiences may be very
useful in the product development stage.

7. Test marketing

The last stage before commercialisation in the new product development process is test
marketing. In this stage of the new product development process, the product and its
proposed marketing programme are tested in realistic market settings. Therefore, test
marketing gives the marketer experience with marketing the product before going to the
great expense of full introduction. In fact, it allows the company to test the product and its
entire marketing programme, including targeting and positioning strategy, advertising,
distributions, packaging etc. before the full investment is made.

The amount of test marketing necessary varies with each new product. Especially when
introducing a new product requiring a large investment, when the risks are high, or when
the firm is not sure of the product or its marketing programme, a lot of test marketing may
be carried out.

8. Commercialisation

Test marketing has given management the information needed to make the final decision:
launch or do not launch the new product. The final stage in the new product development
process is commercialisation. Commercialisation means nothing else than introducing a new
product into the market. At this point, the highest costs are incurred: the company may need
to build or rent a manufacturing facility. Large amounts may be spent on advertising, sales
promotion and other marketing efforts in the first year.

THE CONSUMER-ADOPTION PROCESS

Adoption is an individual’s decision to become a regular user of a product.
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Stages in the Adoption Process - An innovation is any goods, service, or idea that is

perceived by someone as new. Innovations take time to spread through the social

system.Adopters of new products have been observed to move through five stages:

Awareness, Interest, Evaluation, Trial, Adoption. The new-product marketers should facilitate

movement through these stages.

People can be classified into these adopter categories

1) Innovators.

2) Early adopters.

3) Early majority.

4) Late majority.

5) Laggards.

Each of the five groups must be approached with a different type of marketing if the firm

wants to move its innovation through the full product life cycle.

New Product Development Process, Cocreation and Leapfrogging

Developing a Marketing Strategy

A successful marketing strategy differs from a marketing plan in that the strategy outlines

the goals and direction for marketing whereas the plan identifies the specific actions that

will be taken in order to reach those goals (Bangad, n.d.).Every marketing strategy must

support the mission and vision of the business. It will affect the way in which the business is

run, and therefore should focus primarily how new products fit into the goals of the

organization as a whole. It should, in addition, accomplish each of the following:

1. Describe new products and services to be offered

2. Explain the role of the new product in the market as well as in terms of the organization

3. Profile customers (to profile simply means to identify the characteristics and attributes of

the person targeted to purchase the product, including how, where, and what customers

buy)

4. Profile competition (similar to profiling customers, but in this sense, you will want to

identify products offered by competition, as well as their pricing and marketing

strategies)

5. Identify how marketing will be accomplished – the marketing plan

6. Build marketing plan and ways in which its effectiveness will be measured

With each of the above in mind, the company is then able to consider overarching business

goals as they relate to the new product, including goals that focus on how the organization

will increase awareness of the new product, how it will both promote and sell the new

product and the distribution channels to be used, and how, if applicable, new customer

segments will be reached (Bangad, n.d.). 

Co-creation in New Product Development:
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In today’s markets, technology has provided consumers with access to unlimited amounts of

information and an ability to communicate with other consumers and companies anywhere

in the world. This has provided them with a sense of ‘‘empowerment,’’ such that they desire

a greater role in exchanges with companies (Ernst, Hoyer, Krafft, and Soll 2010). One impor-

tant outcome of this increased consumer empowerment is thatconsumers now desire to

play a greater role in the process of value creation. This process is referred to as cocreation

and can occur in a variety of contexts (Bolton and Saxena-Iyer 2009).

Cocreation is considered as an important manifestation of customer engagement behavior

(van Doorn et al. 2010).One context in particular where consumer cocreation is increasingly

vital is the area of new product development(NPD). Consumers are able and willing to

provide ideas for new goods or services that may fulfil needs that have not yet been met by

the market or might improve on existing offerings (Ernst, Hoyer, Krafft, and Soll 2010).

Furthermore, they are now able to easily communicate these ideas to the company through

Internet websites, e-mail, and social networks. Thus, cocreation in this context is defined as

‘‘a collaborative new product development (NPD) activity in which consumers actively

contribute and select various elements of a new product offering’’ (O’Hern and Rindfleisch

2009, p. 4). In other words, cocreation in NPD is the practice of collaborative product

development by firms and consumers.

Leap frogging

An alternative theory of “leapfrog” development has been growing in popularity as the

development community has searched for new ways to leverage technological progress to

drive growth and help emerging economies avoid the so-called “middle-income trap.”

Leapfrogging occurs when a nation bypasses traditional stages of development to either

jump directly to the latest technologies (stage-skipping) or explore an alternative path of

technological development involving emerging technologies with new benefits and new

opportunities (path-creating). Probably the most famous and regularly cited instance of

stage-skipping is the mobile revolution, which put phones in the hands of millions of people

while allowing developing nations to skip directly to mobile phones without the need to

invest in landline infrastructure. The opportunities of path-creating leapfrogging, on the

other hand, are exemplified by the explosion of mobile payment systems and digital banking

apps in the developing world. These new services have dramatically expanded access to

financial services while allowing emerging economies to chart an alternative, superior path

to the credit card-based systems that still dominate in most developed nations.

Lessons from Successful Leapfrogging

Even in the absence of explicit leapfrogging strategies, a number of countries have already

seen success in supporting leapfrog development. These countries have taken advantage of

innovative business models and flexible regulatory approaches to encourage growth. The

poster boy of leapfrogging is : mobile money. When M-Pesa—the now-ubiquitous African

mobile payment system—first emerged in Kenya, the Central Bank of Kenya (CBK) took a

deliberately hands-off approach to regulation. Besides requiring users to register, the CBK

imposed few restrictions on the service. When combined with the proliferation of cheap

22

https://openknowledge.worldbank.org/bitstream/handle/10986/6798/399860REPLACEM1601OFFICAL0USE0ONLY1.pdf?sequence=1
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.540.7018&rep=rep1&type=pdf


mobile devices and a growing demand for financial services, this regulatory flexibility helped

mobile payment apps spread rapidly across the country.

Pitfalls to Avoid in Leap frogging :

Despite these successes, we must be careful not to misunderstand the way leapfrogging can

contribute to countries’ economic development. Enthusiasm for taking advantage of

leapfrog opportunities should not distract developing nations from what should be their

overarching goal: becoming producers in their own right, rather than simply consumers of

technologies and services developed elsewhere. Leapfrogging has not always served this

purpose.

Chapter: Pricing Decisions

Concept of Price

1) Factors to consider when setting prices

2) New product pricing strategies

Price is the amount of money charged for a product or a service. It can also be called as the

value put to an offering after a complex set of calculations, research and risk-taking ability. A

pricing strategy takes into account customer segments, their ability to pay, market

conditions, competitor actions, trade margins and input costs. This important aspect of

marketing strategy targets at the defined customers and against competitors.

Marketers take utmost care for setting prices for their products. Pricing should be consistent

with the objectives of a business. A business positioned as a ‘high quality provider’ may

price the offering at a premium price to signal high quality to the consumer. A limited edition

or designer wear brands may also apply ‘Premium’ or ‘Luxury’ prices. On the other hand, if

the marketer wants to position the business as a low-cost or discount provider it will set

prices that are lower or at-par to rival prices, leading to pricing wars. For example- price wars

between various retailers like ‘Reliance Fresh’, ‘Big Bazaar’, ‘Spencer’s Daily’, ‘D Mart’.

An ineffective pricing can cause massive damage to the growth and sustainability of a firm. A

variety of factors may affect a pricing decision independently or may be in combination,

(which can either be Internal to the business or even be External to the business.)

Internal and external factors considered for setting prices:

The marketers have a control over the internal factors, while they have little, if any, control

over the external ones.

Internal Factors:

1.Cost or expenses incurred by the firm: In case of products, the production cost or cost of

buying the product is very important and is directly proportional to the price. If the selling

price is lesser than cost, the business will not be able to financially sustain in the long run.

The price should at least be able to cover the fixed costs (the expenses that will come in

every month regardless of sales) and direct costs (the expenses you incur by producing and

delivering your products and services) in the business. Realistic prices are decided

considering the demand and competition in the market. Once the product goes to the pre-
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decided customer segment, the customer’s capacity to pay the price will fix the final

cost;else, product may not work in the market.

2. Organisational Factors: “What are the marketing objectives of the firm?” decides the final

price to consumers. Various ‘Value- oriented objectives’ like maximizing revenue, increasing

market share, capitalize on and increase/ reduce customer base, maintaining company

image, sustaining stable price etc. also have a huge influence on the ‘Pricing Strategy’ of the

firm.

3. Marketing Mix- Product Differentiation: Price is probably the most important element in

marketing mix, as it produces revenue; unlike the other elements in marketing mix that

produce cost. However, prices have to be set with reference to the other elements of

marketing mix. A shift price along with a supporting marketing strategy can affect the other

three ‘P’s—Product, Promotion and Place/ Distribution.

External factors:

1. Intensity of Competition: If the quality of product by the two companies is similar, a

company can fix the price equal to or lower than that of the competitors. Competitive prices

for different products and services, their offerings as against the price have to be critically

compared for a competitive positioning in the marketplace. Considering how your

competitors may react to your pricing, it can trigger a price war, or it will have a new price

point that can be a competitive differentiator.

2. Nature of Market- The demand and supply conditions in the market:

Market demand for a product or service is affected by factors like number of competitors,

size of competitors, prospective buyers, their preferences, capacity and willingness to pay

etc.

If the demand of the product is fixed/ inelastic, high prices can be fixed. However, if the

demand is elastic, the company has to fix competitive prices. If there is a high demand for

the product, but a shortage of supply, then the business can put prices up.

3. Channel members’ expectations- Suppliers, distributors, retailers:

Suppliers of raw materials and other goods can have a significant effect on the price of a

product. If the price of crude oil goes down, suppliers pass on the price drop to

manufacturers of soap. Manufacturers, in turn, pass on the profits to consumers.

If a manufacturer appears to be making large profits on a particular product, suppliers may

attempt to make profits by charging higher for their supplies. In other words, the price of a

finished product is closely linked up with the price of the raw materials. Scarcity or

abundance of the raw materials largely determines pricing.

4. Environmental factors- Pricing is affected by inflation or deflation. In recession period, the

prices are reduced to a sizeable extent to maintain the level of turnover, while prices are

increased to cover the increasing cost of production and distribution in affluent period.

Some products are sensitive towards the changes in unemployment and workers’ wages

while luxury goods may need to drop prices during economic downturn.

5. Customers: Customers’ perception about the product/ firm and his bargaining power

would play a vital role in company’s pricing decision. No matter what the cost or value is, if

the customers do not perceive it as fair, they will not buy the offering. It becomes very
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important to understand the consumer psyche while pricing the offering, as challenge may

not be only the direct competition, but the whole product basket that the customer is likely

to buy at one goes.

In an ideal world, a lower price will increase demand and a higher price will reduce demand.

Marketer should be mindful of tracking the demand when prices vary. Market research

would be helpful in having a continuous track of the situation.

New product pricing strategies-

A number of pricing strategies can be used for new products. Some businesses calculate

production and advertising costs then add a profit percentage to their cost per unit. Some

companies have a specific return on investment in mind for new products.

Premium pricing: Defining criterion is higher price. If the company has a strong competitive

advantage, a higher price can be successfully charged. BMW charges a higher price than the

market for better features than the other available cars.

Economy pricing/ Value pricing: Truncated profit margins with very low overheads costs-

marketing and advertising. Targets the mass market to gain higher volumes. Example:

Wheel, Nirma in detergent powders; local tea producer brands etc.

Price Skimming strategy: ‘Market skimming’ strategy is applied when the product has an

early mover advantage in the market. A high price is charged initially to quickly recoup

product and advertising costs, recover maximum money layer by layer before the product or

segment attracts more competitors. Company then lowers the price stepwise to skim

maximum profit from the offering. As a result, the company makes fewer but more

profitable sales. Ex. Apple

Penetration pricing: This strategy works opposite to Price Skimming strategy. The business

owner will deliberately price her products low to achieve a high business volume and

achieve market shares. Contrary to setting a high initial price to skim off each segment, this

strategy refers to setting a low price for a new product to penetrate the market quickly and

deeply. Thereby, a large number of buyers and a large market share are won, but at the

expense of profitability. The high sales volume leads to falling costs, which allows companies

to cut their prices even further. After the promotion is over and a required market share is

attained, the prices are raised. Subsequently, the business is likely to focus on producing

high quality products to maintain those customers. Ex. Ikea

Companies introducing a new product often use a price skimming or penetration pricing

strategy. It may also price its product comparable with competitive products. These new

product pricing strategies are temporary as no company can continue with prices too low or

too high. The company will risk losing potential customers with high prices and sacrifice

profits with low prices. However, a business owner can continue to offer occasional price

reductions for new products. For example, some companies offer rebates on new products,

where customers will receive money at a future date.

PRODUCT MIX PRICING STRATEGIES

The strategy designed for product’s pricing often needs to be changed when it becomes a

part of the product mix. In such situation the company looks for different types of prices that

ensure maximization of its profit while there will be a variety of product mix. There are five
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different types of product mix situations in a given scenario which can be explained with the

help of following diagram. The above types can be explained as follows:

Product Line Pricing In this type of pricing, management determines the price and sets up

price based upon cost differences between the products, customer evaluation of different

features and competitor prices. For example, Pix and Pix, a watch manufacturing company

offers an entire line of designer watches including basic, deluxe, premium and luxurious

versions of watches priced at $15.99, $30.99, $45.99 and $60.99 respectively.

Optional Product Pricing In this pricing, the pricing of optional or connected product related

in form of accessory with the main product is offered. In many cases the consumer may be

wanting of optional pricing with the main product for instance when we order a new laptop,

we can select array of processors, hard drives, docking systems, software options and service

plans. At times pricing these options as per the requirement of customers is a challenging

problem. Companies must decide which items to include in the base price and which to offer

as options.

Captive – Product Pricing In this kind of product pricing, the companies make the product

that must be used along with the main product. This is an extremely powerful strategy in

product mix pricing strategy. For instance, for captive product pricing are razor blade and

printer blade cartridges where in with razor and printers, eventually blades would be needed

for customer to use it. Also, at times producer of main products often price their main

products at very low price and set high markups on the supplies which is needed in order to

operate the main products. However, companies that use this type of product mix pricing

must be very careful as they need to find the right balance between the main product and

captive product prices.

By – Product Pricing It is a product pricing in which setting a price for by-products is

designed in such a way that the main products price becomes more competitive. It is a result

in which the by-products would not have any value and getting rid of them is costly. This

would then increase the price of the main product, but by using by-product pricing, the

company tries to find a market for these by-products to help offset the costs of disposing of

them and make the price of the main product more competitive. For instance, wastage of

the products turns into profit making products through converting wastage into using

product. E.g., Papermaker Company.

Product Bundle Pricing The product mix pricing strategy at the concluding point is product

bundle pricing strategy. By adapting this strategy of product bundle pricing, companies

combine several products and offer the bundle at a reduced price. Few instances where a

fast-food restaurant like McDonalds has adapted this strategy very often where one can get

a bundle of food items consisting of a burger, fries and soft drink at a reduced price.

PRICE ADJUSTMENT STRATEGIES

Many a times, companies adjust their basic prices to account for various customer

differences and changing situations. There are seven types of price adjustment strategies

comprising of discount and allowance pricing, segmented pricing, psychological pricing,

promotional pricing, geographical pricing, dynamic pricing, and international pricing
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1. Discount and Allowance Pricing Many companies in the competitive arena adjust their

basic prices to reward customers for certain responses like before date payment, buying in

bulk and buying in off-season. These types of adjustment in pricing are called as discounts

and allowances, which can also take in many forms as well. Discount may be designed or

valued in many ways and types like

a) Cash discount – where the buyer would make their bills promptly.

b) Quantity discount – where the purchaser would buy in bulk or large volumes.

c) Trade discount – where the buyer would be a channel member who would sell it to

another member buying in bulk would be offered trade or functional discount.

d) Seasonal discount – Where the price is reduced to ensure buyer who buy merchandise or

services out of season.

Allowances are also a type of decreasing in the price list where promotional money is paid

by manufacturers to retailers in return for an agreement to feature the manufacturer’s

products. There are two types of allowances a) Trade in Allowances – where prices are

reduced given for turning in an old item when buying a new one. b) Promotional Allowances

– where price reductions that reward dealers for participating in advertising and sales

support programs.

2. Segmented Pricing Segmented pricing is used when a company sells a product at two or

more prices even though the difference is not based on cost. There are different types of

segmented pricing like

Customer segment pricing: where different customers pay different prices for the same

product or service. For ex. Museums charge a lower admission for students.

Product form pricing: where different versions of the product are priced differently but not

according to differences in their costs

Location pricing: Where company charges different prices for different locations

Time pricing: where a firm varies it prices by season, by month, by day and even the hour

3. Psychological Pricing Psychological pricing occurs when sellers consider the psychology of

prices and not simply the economics, the price is used to say something about the product.

For instance, many consumers use price to judge quality. A $100 bottle of perfume may

contain only $3 worth of scent, but people will be willing to pay the $100 because the high

price indicates that product is something special.

4. Promotional Pricing Promotional pricing is when prices are temporarily priced below list

price or cost to increase demand. The different types of promotional pricing categorization

can be done on the basis of a) Loss leaders - supermarkets and department stores often

drop the price on well-known brands to stimulate additional store traffic, b) Special event

pricing – sellers well establish special pricing in certain seasons to draw in more customers,

c) Cash rebates – companies offer cash rebates to encourage purchase of the manufacturers

products within a specified time period, d) Low interest financing – the company can offer

customers low-interest financing

5. Geographical Pricing Geographical pricing is used for customers in different parts of the

country or the world such as FOB pricing, Uniformed-delivery pricing, Zone pricing,

Basing-point pricing and Freight absorption pricing
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6. Dynamic Pricing Dynamic pricing is when prices are adjusted continually to meet the

characteristics and needs of the individual customer and situations. For instance, Ex. Alaska

airlines creates unique prices and advertisements for people as they surf the web

7. International Pricing International pricing is when prices are set in a specific country

based on country-specific factors such as Economic conditions, Competitive conditions, Laws

and regulations, Infrastructure, Company marketing objective, etc. For example, Boeing sells

its jetliners at about the same price everywhere, whether in the United States, Europe or the

third world. Also, A pair of Levi’s selling for $30 in Canada might go for $ 63 in Tokyo and $

88 in Paris.

Price Changes, Ease of Price and Product Comparisons because of Technology, Yield

Pricing, Dynamic Nature of Pricing

Price Changes : When companies develop their pricing structures & strategies, they wanted

to see the customers & competitors reaction. There’re some factors that affect the cut off

price & increase of price.

 Initiating price changes:  Sometimes, companies try to find out it the desirable price cut off

or price increase but in both cases, it depends upon the buyers & competitor’s reaction.

Initiating price cuts: There’re several reasons for the company to cut off it’s pricing. One of

the reasons is excess capacity; another one is the falling demand in the face of competitors.

In this type of situation, companies cut off their price aggressively to boost their sales &

growth of market share. A company also do that for dominate the market growth through

lower costs. For example, HP reduces its pricing aggressively to increase its share of the PC

market in the developing countries.

Initiating price increases: A strategic pricing can bring improve profits. Profit is determined

by the cost of producing of a product. One of the major factors in price increase is cost

inflation; another one is over demand. Over demand occurs when the company can’t supply

products to all customers need, then the company increase its price.

Buyer reactions to price changes

Customers have always nothing to say directly if price increase of any product that

previously was lower. Obviously, changing price may have some positive meanings for

buyers. Similarly, if the company cutting off price may have the negative impact on the

consumer mind. For example: If the price of Rolex watch reduces its price suddenly, the

consumer may think it has something wrong or defect. The consumer also doubts about its

quality. Every brand is influenced by its price & quality.

Competitor reactions to price changes

Competitors also worry about the change of price in others company. They also worry about

others better quality product. This problem is so complex because the competitor can

interpret a company price cut off in many ways. First, they think that other company may try

to grab the large market share or boost their present sales or increase the demand of their

product in the market.

Responding to price changes

In this sector, we‘ll reverse the question & ask how a company should respond to the

changes in price by competitors. The company needs to consider several factors like –
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● Why did the competitor change their price?

● Is the change is temporary or permanent?

● Are the competitors going to respond?

Besides this entire question, the company considers their own position in the present

market, their strategy & their target customer’s reaction about price changes.

Suppose, a company learns that a competitor just reduces its price & decides that this

reduction will likely harm its sales & profits. But the company believes that this reduction

will not lose too much market share, so they should wait & respond when their competitors

change their price. After waiting too long, the competitors get stronger & more confident as

its sales increase.  The company should take some corrective action like-

● Reduce price to match with competitors

● Raised the perceived value of its offer

● Maintain its quality as it cuts prices

● Launch a low price “ fighter brand”

This is extremely necessary for every company. Because if the company lost its target

segment being price sensitivity.

Technological Factors That Impact Pricing Strategies

There are many factors to consider when pricing an item. Ultimately, however, the price will

depend on the product, market and the competition. Setting the wrong price for a product

can adversely affect your business and result in unsold inventory. Technology plays a critical

role in everything from manufacturing to the sale of the final product, and you should,

therefore, weigh technological factors when pricing a product.

The price you establish for a product can also affect the demand for the product. Therefore,

set prices only after careful analysis. How you price the product will also determine how

your business markets the product and to whom you should market the product to. You can

use advanced technologies such as computerized pricing models to help your business gauge

the demand of a product and set the optimum sale price.

Yield Pricing : Yield Pricing is a pricing strategy, which is commonly utilised by businesses in

hospitality, air travel and other tourism related fields, in order to generate maximum

revenue from a perishable inventory (e.g. hotel rooms, or airline seats).

In simple terms, yield pricing is a strategy based on selling to the right customer, at the right

time, for the right price. Within the hotel industry, this typically means selling the right

room, to the right guest(s), at the best possible time, for the highest amount, in order to

maximise the revenue earned.

Dynamic Pricing: Dynamic pricing is a customer or user billing mode in which the price for a

product frequently rotates based on market demand, growth and other trends. Dynamic

pricing is also known as real-time pricing. Dynamic pricing is designed for products and

services that experience high fluctuation in demand. Dynamic pricing enables price setting

that changes according to current trends and requirements.
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Typically, dynamic pricing is implemented through specialized bots or programs that scrape

through Web analytics, big data and other market/user insight data to gather pricing,

competitor and demand info. Some factors that help in setting dynamic pricing include

customer location, age, time of day/week/month, market/competitor pricing and overall

demand.

Dynamic Pricing Advantages and Disadvantages
List of the Advantages of Dynamic Pricing
1. It can be used as a way to boost sales.

2. It can be used to maximize profits.

3. It can create higher levels of demand.

4. It allows for pricing to reflect demand.

5. It provides more insights into customer behaviors.

List of the Disadvantages of Dynamic Pricing

1. It is something that customers hate with a passion.
2. It is a system that some customers can game.
3. It offers the potential of a price war.
4. It may lead to customer alienation.
5. It may lead to the loss of a sale.
6. It reduces customer loyalty.
7. It increases industry competition.
8. It may create a customer service headache.
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