 
Pricing – A “How to” and “How Not to” Guide        
Poor Pricing strategy is one of the easiest ways to undermine all the good work your organization is doing.

Good Pricing strategy requires thought and courage. Poor Pricing strategy is based on fears.

Read this Summary and fill in the worksheet as you read:

Read and learn “How increasing prices with a good price increase strategy, will make your increases much more successful”.

Fewer than one-third of business owners surveyed by the National Federation of Independent Business reported in February that they had increased their prices over the previous three months.

In March, the consumer price index rose 3.1 % over the previous year. (Brent Lippman, CEO of Khimetrics, a pricing consultancy in Scottsdale, Ariz.)

Reed K. Holden “The Strategy and Tactics of Pricing”

Robert J. Dolan “Power Pricing: How Managing Price Transforms the Bottom Line”

 Wrong way:

1.      base their prices on their costs

2.      Others look at what their competitors charge. That may be your only option if your product or service is identical to that of the competition.

3.      consult with customers before arriving at a price

4.      Setting prices based on what your salespeople report back. 

You can’t make smart pricing decisions without taking your costs, competitors, customers, and salespeople into account. But nearly all experts agree that making any of those factors the primary basis for your decision is a big mistake. The right price for a product or service should rest on one thing – the value that a product or service provides.

First Question: How much would a rational consumer be willing to pay for your product, assuming the consumer had a perfect understanding of its actual worth? Think through the benefits of your product and make a rough calculation of what you think they’re worth in dollar terms.

INC. Magazine, June 2005

Do you offer discounts?
(Maybe you shouldn’t?)

Don’t give away a penny without a clear understanding of what you’re trying to accomplish. Another big mistake: grandfathering in discounts forever. Companies often offer discounts to close a particular deal, only to have the client insist on the same low price in the future.

There are two kinds of value: objective value and perceived value. The Value price of a product or service assuming the customer has a perfect understanding of its value – and understands it in the same way the seller does. Think of objective value as the most that you could rationally charge for a product. At the other end of the spectrum, the least you could rationally charge for a product would be the incremental cost of producing it – a breakeven price. Somewhere between the two lies what is known as the perceived value of your product – that is, what a person actually is willing to spend.

Study after study has demonstrated that when it comes to purchasing decisions, people are irrational. Richard H. Thaler author of (“Mental Accounting Matter”, an article published in 1999 in the Journal of Behavioral Decision Making)”. People make [purchasing] decisions piecemeal, influenced by the context of the choice”, writes Thaler, who won a Nobel Prize for his work in behavioral economics.

The greatest influence on the context of a purchasing decision is whether the consumer believes the price is fair. 

You’re lying on a beach on a hot day and you crave a cold beer. A friend offers to get one and wants to know what you’re willing to spend. When she offers to go to a small grocery store, the median response is $ 1.50. But if the friend is buying the same beer at the bar of a fancy resort hotel, the price jumps to $ 2.65. Context and expectation drive the price up nearly 80 %. Because we expect to pay more for a beer at a resort, we’re willing to pay more.

The real trick in setting prices, then, is to understand – and try to shape – your customer; expectations. One of the key ways people set their expectations is to base them on what they’ve paid for similar products or services. Call this the “reference price”. Simply shop your competitors.

Satellite radio companies, for example, have been able to charge annual subscription fees of as much as $ 142 – even though most listeners are accustomed to getting radio for free. How do they do that? Primarily through marketing and making the case that they offer more value.

Sam Calagione, president of Dogfish Head Craft Brewery – Some Dogfish Head beers retail at about twice the price of most microbrews and four times that of most mass-market brands. He encourages customers to use fine wine, rather than competing beers, as their reference price. The company for example, sells its premium Pangaea beer in 750 milliliter cork – finished wine bottles – at a cost of $ 14 a bottle. That’s well above an average beer drinker’s price expectation. But it’s right in line with that of a wine connoisseur. He shuns the consumer advertising used by competing brands, instead hosting “beer dinners”. Calagione expected to host 18 such dinners in May alone. Every time he launches a new product, he makes sure that there’s not enough of it to satisfy demand.

Price Buyers
Price buyers are not particularly loyal because they’re always ready to drop you for a lower bidder. The key is to do business with a price buyer only when you can do it profitably. Another option with price buyers is to sell only what they’re buying. “If people want a lower price, always be willing to give it to them.” But be sure to take away some value.”

Determining your new, higher price is one thing. Actually selling it to customers is something else. Simply explaining the situation – is among the most effective. When costs increase, and a company cites that as a reason to justify a price hike, few customers react badly.

Offer Price Hike Strategies
1.      You can slide a price hike in through the back door. One way is to eliminate discounts or change your terms and conditions.

2.      You can also stop the gravy train and begin charging for add on services you currently provide gratis. 

3.      Another option is to keep prices constant but reduce the amount of product or service you’re providing. (Dogfish Head, for example, sells some of its beer in four-packs, rather than six-packs, which boost the price per bottle.

4.      Price hikes also can be made by bundling an array of products or services together. Studies have shown that people think they’re getting a better deal when they cannot determine the costs of the individual items they’re purchasing.

5.      People are going to use your past price as a reference point. There are two ways around this. You can convince customers that the new, higher price is accompanied by greater value. 

6.      Or you can “destroy the reference point” Dolan says – through, say a redesign or relaunch.

7.      If that’s not possible, introducing “premium” versions of your service can help reference prices across the board.

 Pricing Strategy Work Sheet
 1.     Price increase history
Year:                     2005    2004    2003    2002    2001    2000

% increase             ……    ……    ……    ……    ……    ……

Consumer*

Price                      2-3%   2-3%   2-3%   2-3%   2-3%   2-3%

Increase                 ……    …….   ……    …….   ……    ……

 2.      Our Price increases are based on:

Divide 100% across the items below –

…… our costs + their changes

…… our competitor’s prices

…… asking our customers

…… asking our sales people

…… objective value your product / service / experience 

…… perceived “           “           “ “           “

…… other ………………………………………………

 3.     Discounts
We give discounts …….% of sales. 

Total dollars ‘given’ away in discounts last year $ ………..

What did we accomplish – achieve by giving away discounts?

Specify if possible ………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………

Given a discount to a customer once, does it automatically continue with every future purchase? ……….

Total discount dollars given away in last Ten years $ ………………..

 4.     Objective value of our service assume customer has a full understanding of the value you deliver + understand it the way you do –
      What. The Values                             What. Objectives pricing
       ………………………                      ………………………..

       ………………………                      ………………………..

       ………………………                      ………………………..

       ………………………                      ………………………..

       ………………………                      ………………………..

                                           Total               ………………………..

 

 

5.     Do we proactively have a
a)      Program/Approach to shape customer expectations so we make the case for the value we deliver? ………………………………………………………………………………………………………………………………………………………………………………………………………………

b)      Can you apply the Dogfish strategy to your business? How? ………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………

 
c)      Can you apply the satellite radio strategy? How? .................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................................... 

 
d)      Other formulations of your Good Pricing Strategy ……………………………………………………………………………………………………….……………………………………………………………………………………………………….……………………………………………………………………………………………………….

 

6.     Selling The Price Increase
How could you use each of the following strategies.

1)      Eliminate discounts, charge terms + conditions ………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………………

2)      Charge for current free services ………………………………………………………………

3)      Reduce product/service supplied

4)      Bundle products/Services to mark price increase.

5)      Explain great value

6)      Destroy old refund price with remodel, relaunch, rebrand

7)      Premium versions

  

7.     What will you do about price increases? + When? 
 ……………………………………………………………………………

