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Chapter 5

Dynamics in Developing
Pricing Strategies

ABSTRACT

The most responsive element in the marketing functions is considered to be the pricing, which drives

consumer decision making. Prices respond to supply and demand pressures in real time or near-real
time. In this chapter, how systems thinking can be applied to develop right pricing strategy is discussed.
Product pricing and tactical moves that help stabilizing the business and build its performance in the
Sfuture among competitors have also been emphasized in the chapter. Also examined in the chapter is how
many companies serving business markets believe that practicing value-based pricing is changing. The
benefits of value based pricing approach are revealed in improved relations with customers that often
lead to longer-term, more profitable relationships. It is argued here that pricing is a creative exercise,
and companies should stay focused on profits. Further discussion provides guidelines for creating ef-
fective base prices using systems thinking approaches and enhancing profitability of firms.

INTRODUCTION

...pricing with Confidence is a road map for
senior leadership in sales, marketing, finance,
and pricing to work together to outperform the
competition. Pricing with Confidence is organized
into ten simple and practical rules to help senior
leaders tackle rampant price discounting, negoti-
ate with poker-faced customers, and protect the
value a company works so hard to create...

Holden, R. and Burton, M (2008)
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Pricing is the most sensitive factor of the mar-
keting-mix that drives the business growth in a
competitive marketplace. Prices respond to supply
and demand pressures in real time or near-real time.
Such attributes of pricing is referred as dynamic
pricing that has long been used by airlines and
hotels. The dynamic pricing has become a point
of pricing strategy for competitive marketing in
different sectors, including apparel, automobiles,
consumer electronics, personal services, tele-
communications, and second-hand goods. The
multi-domestic companies are making use of new
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findings on dynamic pricing by analyzing more
sensitive market information to raise their average
realized prices, thereby increasing revenues and
profits. There are two mechanisms for dynamic
pricing that includes posted prices as seen by the
consumers and price-discovery mechanisms, in
which customers determine prices through their
ownactions. These two mechanisms are employed
inyield management (commonly used by airlines),
demand-based pricing, three types of auctions,

group buying, and business to business nego-
tiations. An important constraint in employing
dynamic pricing is consumers’ liberty of price
acceptance, which varies for different products and
situations and which can be discovered through
observation, surveys, or analysis of demand elas-
ticity. Customers also tend to embrace dynamic
pricing in the following situations: where the
price reflects intensity of demand for the product,
there is communication between the seller and the
consumer, and the price difference is explained by
a difference in perceived value across channels
through which the transaction occurred (Sahay,
2007). The more the managers understands the
buying cycles and habits of the customer, the more
they become able to manage price margins to suits
the customer’s shopping, to segment customers,
and to develop price discrimination.

PRICING FUNDAMENTALS

The fundamentals of global pricing are derived
through the conventional practices followed in
home markets. The basic determinants for the
pricing of products and services are production
costs, competitive factors, and break-even analysis
and demand considerations. Domestic price is af-
fected by the considerations on pricing objectives,
cost, competition, customer, and state regulations.
These considerations apply at home and in the
host country. In addition to the conventional con-
siderations on pricing, multiple currencies, trade
barriers, and longer distribution channels make

the pricing decision more difficult. The pricing
objectives should be closely aligned to market-
ing objectives, which in turn need to be derived
from overall corporate objectives. Essentially, the
pricing objectives of a foreign firm intending to
operate in the host country should be evolved in
terms of profit or volume. The pricing process in
a firm should include the following levels:

. Price setting- goals, competitive advan-
tage, market share, revenue on sales

. Negotiation tactics and criteria for dis-
counting-customer acquisition and
retention

. Price and value communication, develop-
ing value selling tools

. Price structure- metrics, fences, controls

. Value Creation- economic value, offering
design, segmentation

The cost factors play a significant role in de-
termining the international prices of products and
services. The mark-up on cost or price or a target
returns on investment may constitute the profit
objectives of pricing while anticipated volume of
growth in sales may be considered towards the
volume objectives of the international pricing.
The standard pricing procedure for exporting
consists of a cost-plus formula. The firm may
revise export prices by adding up the various
costs involved in producing and shipping the
product (which refers to cost-based pricing) and
then adding a mark-up (that refers to the concept
of “plus”) to this amount to achieve a reasonable
rate of return. The cost drivers of pricing include
production costs, administrative costs, allocated
research and development expenditures, selling
costs, transport and warehousing charges, custom
duties, and requisite fees towards documentation
etc. paid through various facilitating agencies. In
practice most firms seem to use full cost approach
that includes direct costs and managerial costs in
determining the international prices. However,
the emphasis varies with the company strategy
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