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 LECTURE 1 – Introduction To Pricing 
 

Price & The Marketing Mix 

 “Cost is a matter of fact. Price is a matter of policy.” – Richard Pratt. 

 The 4 P’s: 

 Product, PRICE, Promotion, Place (distribution). 

 Additional P’s include: People, Process, Physical evidence. 

 Price – the price of a product or service is the number of monetary units a customer 
has to pay to receive one unit of that product or service. 

 Some of the different ways of looking at price: 

 Possibilities of value extraction through pricing. 

 Base price. 

 Rebates, bonuses, conditions, price promotions. 

 Differing prices for different package sizes or product variants. 

 Differing prices for customer segments, time, place or product life cycle.  

 Prices for substitute or complementary products. 

 Prices for extra equipment and services. 

 Multidimensional prices (e.g. base price and usage fee). 

 Bundle and single component prices. 

 Determining actual prices can be difficult both for the seller and the buyer due to: 

 Divergence of “official” and actual prices. 

 Type of price formation. 

 Non-linear pricing. 

 Complexity of terms of payment. 

 Kind and complexity of the product/service. 

 Base of price comparison. 

 Aggregation problems with respect to time and space. 

 Products that provide superior benefits at equal prices or equal benefits at lower 
prices have probabilities of success greater than 50% (according to a UK study). 
 

Importance of Pricing 

 Pricing is on the top of marketing managers’ worries (along with consumer goods, 
industry goods, and services). 

 Stores and businesses such as Aldi, Bing Lee, Pulse Pharmacy, wotif.com, 
shopbot.com.au, and dealsdirect.com.au represent the increase in importance. 

 Reasons for the increasing importance of price: 

 Fastest and easiest to alter. 

 Increased competition. 

 Lower customer loyalty. 

 Better informed customers. 

 New media enable price comparison (online). 

 Increased expectations. 

 Consumers start cherry picking. 

 Financial insecurity. 

 Research shows that price elasticity is about 20× greater than advertising 
elasticity. 
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Price-Value Relationship 

 Pricing process needs to take different aspects into account: 
 

 Pricing needs to find the balance between value delivery and value extraction: 

 Value delivery: utility for the customer (what do we offer our customers?). 

 Value extraction: sacrifice for the customer (how can we get value back?). 

 A customer will buy a product or service if its perceived value (measured in 
monetary units) is greater than the price. The customer will mostly prefer the 
product with the highest net value, i.e. the greatest differential between perceived 
value and price. 

 Value of a product is driven by three factors: 
1. Unique selling proposition. 
2. Product design. 
3. Value added services. 

 The role of price in the strategic triangle: 
 
 

 
 
 
 
 
 
 
 

 
Price As A Profit Driver 

 Prices, costs, and volume are the only drivers of profit: 

 Profit = ([Price – Variable costs] × Volume) – Fixed costs. 

 Profit = (Price × Sales volume) – Total costs.

 Price is the most effective driver of profit. 

 Price = 
(Profit + FC)

Volume
 + Variable costs. 

 Volume = 
(Profit + FC)

(Pricenew) – VC
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Multidimensionality of Price Impact 

 Assume you decrease the price by 10%. By how much does volume need to increase 
so that profit does not change? 

1. What is the current profit? (Substitute price, volume, variable costs, and fixed 
costs into the profit formula). 

2. What is the required volume for profit to remain the same? (Substitute 
profit, price, variable costs, and fixed costs into the profit formula and solve 
for volume). 

 Price decrease requires volume increase to maintain same profit. 
 

Price As A Management Process 
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LECTURE 2 – Strategy and Price Positioning 
 

Strategy and Company Aims 

 Basis for professional pricing is a pricing strategy which fits into the company 
strategy and which defines the frame for pricing decisions. 

 Defining a company strategy needs a clear definition of company aims. 

 Companies often follow more aims at the same time. 

 There are common conflicts of interests between quantity based and profitability 
aims. The quadrants of “positive growth of profitability and negative growth of sales 
volume” or “negative growth of profitability and positive growth of sales” are 
balanced zones. 
 
The Context of Strategy 

 
Different Levels of Strategy 

 Corporate level: 

 Mission and vision statements 

 Objectives 

 Business portfolio strategy 

 Resource development 

 Corporate values 

 Strategic business-unit (SBU) level: 

 Business definition 

 Objectives 

 Product market portfolio 

 Competitive strategy 

 Resource allocation and management 
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The Context of Strategy 

* Hambrick and Fredrickson AME 2005  
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 Functional level of SBU: 

 Marketing strategy: 
o Marketing objectives o Product market strategies 

 R&D strategy: 
o Technology o Product development 

 Production and operation strategy 

 Finance and administration strategy 

 Human resources strategy 
 
Five Major Elements of Strategy 

 Statements to the above topics/questions are needed to develop a strategy. 

 Necessity for professional pricing (clearly defined strategy). 

 Strategy in turn needs a clearly defined company mission. 

 A pricing decision is not a strategy. It is a critically important choice, which should 
reinforce and support the strategy, but it does not make up the strategy itself. 
 

Price Positioning 

 Price positioning – the effort of a company to design its’ products so that they 
deliver the highest perceived value to customers and differ from competitors’ offers. 

 The goal is to position each product at exactly the right spot to capture the greatest 
reward for the benefits based on customers’ perceived benefits and prices of your 
products and your main competitors. 

 Given the price frame defined by the strategy, price positioning further narrows the 
range of prices for your price decision. 

 Three main price positions: 

 Luxury price position. 

 Premium price position. 

 Middle price position. 

 Low price position. 
 
Increasing Importance of Targeted Price Positioning 

 Hybrid customers (consumers nowadays often switch between price positioning 
categories dependent on the product category). 

 Shrinking middle price position segment (companies have recently introduced 
different brands to target different segments). 

 More price and value transparency through new technologies like the Internet. 
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Establishing An Appropriate Price Position 
1. Rough classification of the 

market. 
2. Fine positioning of your 

price (zoom into your 
related price position). 

3. Differentiate further, based 
on performance attributes. 

 Value = Perceived benefits 
– Perceived Price. 

 If a market is stable 
(market share is not 
shifting among 
competitors), then the 
competitors will align along 
the value equivalence line (VEL). 
 

 Methods of Developing Value Maps 

 Direct questioning (e.g. deep structure interviews and focus groups to 
explore similarities and dissimilarities). 

 Multidimensional scaling (MDS) – statistical technique to visualise and 
explore similarities and dissimilarities (e.g. “On a scale of 1 to 7…”). 

 Tradeoff-based research: 

 Cojoint analysis/Choice-based conjoint analysis: statistical 
technique to determine how people value different features that 
make up an individual product or service. 

 

 Types of Benefits 

 The benefits that suppliers provide to their customers fall into three 
categories: 

 Functional benefits: the physical nature or performance of the 
product. Since this category of benefits is the easiest to measure 
and compare against competitors, it is often the first (and too 
often the only) category considered. 

 Process benefits: those that make transactions between buyers 
and sellers easier, quicker, more efficient, or even more pleasant. 
In some markets, process benefits can provide more of the net 
benefits delivered than functional benefits. 

 Relationship benefits: those that accrue to the customer from 
entering into a mutually beneficial relationship with the seller. 
They include both softer relationship benefits like a customer’s 
emotional connection to a brand or personalised service, as well 
as more tangible relationship benefits like differentiated loyalty 
rewards or exchanges of information that provides benefits to 
both customer and supplier. In many markets, these relationship 
benefits are becoming increasingly powerful drivers of actual 
buying behavior. 
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Price Positioning and Management 
Low Price Position 

 Products/services that create low value and are offered with low prices in 
comparison to average market numbers. 

 Cost advantages in comparison to competitors are needed to survive in the long-
term. 

 Examples: Aldi; Lowes; Kmart; Virgin Blue; Kia Motors; Ikea. 

 
Middle Price Position 

 Products/services that create middle value and are offered with middle prices in 
comparison to average market numbers. 

 Clear brand image (e.g. proof of origin, quality insurance). 

 Examples: Coles; Holden; Vegemite; Billabong; Sunbeam; Quicksilver. 

 
Premium Price Position 

 Products/services create high value and are offered with high prices in comparison 
to average market numbers. 

 Focus on small and exclusive target group; beneficial for companies from ‘high-cost’ 
countries; emotional benefits. 

 Examples: BMW; Hugo Boss; D&G; Ferrari.  

PRODUCT PRICE PLACE PROMOTION 

 Outstanding functionality 
and quality. 

 Extensive service features. 

 Either focus on 
innovations or keep 
product the same 
(dependent on branch). 

 Constant and 
high pricing. 

 No special 
offers. 

 Price 
monitoring 
essential. 

 High exclusiveness. 

 Ensure high standards 
in product 
presentation. 

 Monitor and ensure 
high retailing 
standards. 

 High investments. 

 Focus on non-pricing 
aspects. 

 Constant 
communication. 

 Selective investment 
in promotions. 

PRODUCT PRICE PLACE PROMOTION 

 Focus on rudimentary 
product features. 

 Little amount of 
product variants. 

 Everyday low pricing. 

 Few special offers. 

 Avoid complex price 
systems. 

 Avoid rebates. 

 Little service 
orientation. 

 Few distribution 
channels. 

 Cheap locations. 

 Focus on price. 

 Little (cheap) 
advertisement. 

 Simple long-term 
slogans. 

PRODUCT PRICE PLACE PROMOTION 

 Functional 
products. 

 Sustainable 
product 
improvements. 

 High amount of 
product variants. 

 High brand 
importance. 

 Constant pricing. 

 Price monitoring. 

 Use special offers. 

 Implement different prices 
for different prices for 
different product variants. 

 Use bundling and 
unbundling (especially with 
service features). 

 Ubiquity. 

 Many distribution 
channels. 

 Monitor quality in 
distribution channels. 

 Support retailers (‘high’ 
margins, especially for 
products with high 
sales assistance). 

 High 
investments. 

 Focus on 
functional 
product 
features and 
quality. 

 Create a 
neutral image. 
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Luxury Price Position 

 In some markets exists an additional price position above the premium price 
position. 

 Marketing mix instruments similar to premium price position. 

 Examples: Virgin Galactic; Jumeirah. 

 
Five Major Elements of Strategy for McDonald’s 

 Arena: Australia and the world; Fast food; Children and family. 

 Differentiator: Wider range; price?; quality; standardised. 

 Vehicles: Franchising and company stores. 

 Staging: Release of healthy range; open when new areas are available (e.g. shopping 
centres). 

 Economic logic: Economies of scale; processes lead to efficiencies. 
 

Reading Notes 

 Pricing at the product/market strategy level entails managing the crucial tradeoff 
between benefits and price. To approach this level systematically, pricers should 
consider four aspects of product/market pricing: 

1. The value map for a market segment. 
2. Competitors may raise or lower prices, add or subtract benefits, or some 

combination, which can change the value map. 
3. Understand how customers populate the value map. 
4. Understand the variability in customer price and benefit perceptions. 

PRODUCT PRICE PLACE PROMOTION 

 Outstanding functionality 
and quality. 

 Extensive and personalised 
service. 

 Either focus on innovations 
or keep product the same 
(dependent on branch). 

 Limited editions. 

 Constant and 
high pricing. 

 No special 
offers. 

 Price monitoring 
essential. 

 High 
exclusiveness. 

 Tendency for 
no distribution 
partners (no 
retail partners). 

 High investments. 

 Focus on non-pricing 
aspects. 

 Constant communication. 

 Selective investment in 
promotions. 

 Focus on tradition. 


