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"~ very few consumers are willing (o pay 4
(#) The public is likely to accepl the
new product as a part of its daily Tife.
‘Nirma' detergent powder quickly
penetrated into the mass market by providing
value for money and displaced the higher-priced
*Surf” in India.

Sometimes, a product can be rescued from a
premature death by adopting penetrating pricing
after the ¢ream of the market has been skimmed
For a product having big market potential, a
policy of low initial price makes sense.
However, very low price may bring in demuand

which the firm is unable to meet. Some
tansumers may think that the low priced produc
15 of poor quality. In case costs are
underestimated, it may be difficult 1o raise prices
!un::" on 1o cover the unforesecen cosis. The
cl‘{nﬁu:_e I:nrelwr:en skimming and penetrating
Hking 1:“” depend largely on the ease and speed
with which competitors can bring out substitute
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. Cost Plus Pricing : The basic

! . ' ! Idea
underlying this approach is tha o

the selling price

The actual formula used for
pﬂﬂlﬂﬂ may vary Wiﬂﬂj" between ind
sven hetween firms within an' indyg
variation arises due to differenceg
composition of cost ar{d different app .
practices, or methods of cost delerminag

The term ‘total unil cost” may be d'
several ways. Actual, expected and s
costs are the usual concepts of cost. Actyg)
implies historical cost or cumrent cost. It teflaak :
the cost for the latest available perjod 3t I'-'hf
current rate of output. Expected cost is’u_;:.-
forecast or estimated cost calculated op the hasis
of expected rate of output, :.‘fﬁ::iﬂn,;}r and
expected umt prices Standard cost is the cost that
should be at some normal rate of outpot and gt
the standard level of efficiency. In actusl
practice, cost 18 determined on the basis of
estimates and cost experience. Actual cost
appears to be the most relevant concept as
expected and standard costs are conjectures:

The profit margin or mark-up that is added

o cost differs from fi o-firm. The amount of
the margin depends upon the distinctiveness of

the |'I.f'|:'--:1||'..'=.. derree competition, ilyduslry

tion of a reasonable
vestment s a useful
mark up, particularly for
large well-establi d firms. Under this
approach, the firm

practice und som
profit. Rate of return

method of decidine the

first of all determines the
I*'“'.'_—'J-'l A OF return. Then the nomaal volume 'Uf
["i'lll_['ll'-.'l:l!-]i ana s "‘-..:"'l.'.l.l cosl 18 ‘h-.“_:numﬂd_,
-”]f JdIMOUTE 1) Ciipial investment -._1':"|'IL1.|:EE h}' thﬂ
stiandird cost of normal output gives the figure
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: e must be consistent with the
6. Promotional Strategy : Firms using
intensive techniques of sales promotion may
e their products above the market price.
They attempt to differentiate the product from
wmﬂiﬁvﬂ- products and satisfy the customers
that the product is high priced due to its special

Similarly, policies relating to channels of

distribution, after-sales services, etc., influence
prices.
7. Risks : Some seasonal goods and fashion
articles are sold at prices out of line with costs
1o cover unusual risks undertaken by the seller.
Goods which are sold on liberal terms of credit
may also be high priced to cover loss of interes!
and risk of bad debts.

8. Government Control : Prices of certain
products are regulated by the government. In
India, maximum prices of edible oils,
automobiles, sugar, cement, elc., are fixed by the
government. Public policy, therefore, influences
prices.

2.6.1. Pricing Strategies

Individual pricing decisions should be taken
n the basis of a systematic approach. Pricing
trategies provide a framework within which
ricing decisions can be taken systematically to
chieve the pricing objectives. These strategies
srovide guidelines for deciding and
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mplementing prices for different products and
narkets. A sound pricing strategy facilitates a
salanced and rational approach to pricing

distinctive product which is aggressively
promoted in the eatly stages of its 'ﬁfu
Skimming pricing is effective for new and
distinctive products due to the following
FEeasons
(@) In the early stages the product is
distinctive and imitation has not taken
effect. Therefore, price is less likely to
affect the sales volume, i.e., the demand
15 inelastic.
High price in the initial stages will
provide funds for expansion into the big
volume segments of the market.
Skimming pricing takes the cream of the
market before attempting to penetrate
the more price sensitive sections of the
market.
The strategy can be used to feel out the
market. It is easier to start out with a
high initial price and reduce it later than
to set a low price initially and then raise
the price to cover unforeseen COSIS.
(¢) By setting initial price at a high level the
manufacturer can restrict demand to the T
level which he can meet. -

Skimming the cream stralegy is likely to
attract competitors and as new firms enter 10
reap good profits, price may have to be lowered.

“ Penetrating Pricing @ This strategy
price in the initial stage sO
as to make the brand quickly popular and 1o
maximise the market share. The manufacturer
secks to sell to the masses. Many firms use this

(b)

(c)

(d)

involves setting a low
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: s, availability of public warehouses
gesire to reduce dependence on ik

irect sale means the producer direct

: gwdﬁ to ultimate consumers auddhtth:ij;

middleman  or intermediary. A

=_._.-|:"“"' er can sell iilﬂ‘-ﬂ-'{l}l" o Cconsumers

through the following methods :

@’]]pnr-ta-ﬂnnr Salespersons : The

producer employs sales force who
approach customers at their residences/
offices, book orders and deliver the
goods. For example, Eureka Forbes
Ltd. has been selling its ‘Aquaguard’
brand of water purifiers and vacuum
cleaners through this method. Sales call
is the original and the oldest form of
direct marketing. Many companies such
as Avon, Amway and Tupperwave are
also using this method

._ﬂjf Retail Outlets : A big company opens
its own chain of retail stores in
different parts of the country. It may
also franchise a number of retailers to
sell its products. Bata India Ltd. and
Raymonds have adopted this method.

/El':] Catalogue Selling : In this method the
geller mails one or more product
catalogues (o selected persons who are
likely to place an order, For exumph!:.
Avon sells cosmetics through this
method. Also known as direct mail
selling, it involves preparing a higlhl}r
selective mailing list and sending
catalogues, letters, folders, audio tapes
and video tapes 10 prospective
customers in the list. The prospective
customers read these and send nrd‘cra.
Direct mail is a popular medium
because it permits high degree of
selectivity, is flexible and allows early

g

for mwhﬁmﬁ‘ﬁuﬂﬁ i.

interested can 1:
delivered to customers thro
V.PP. or the producer’s own vehicles
Asian Sky Shop s sing this method in

Telemarketing has become a major
direct marketing tool. Some
telemarketing systems are fu!.ljr
automated. For example, automatic
dialing and recorded message prayers
(ADRMPs) can dial numbers, play a
recorded advertising message and take
orders from. interested customers, on
an answering machine device or by
forwarding the call to an operator.

_{e) On Line Marketing OR Internet
Marketing : This is the latest method
of direct selling. It is a very convenient
and hasslefree method. Customers can
order products 24 hours a day wherever
they are. They need not visit the store
and face salespersons. They can access
information on the Internet about
competing brands, This method is less
expensive for the seller, He can quickly
add products and change prices and
descriptions. It also helps the seller in
building relationship with customers.

Direct distribution 18 useful when
aggressive selling is required o push
up a new product or when the benefits
of the product need to be
effectively demonstrated oF ?Eh:n
specific targel customers €5+
h?:unewiw'cﬂ} are to be reached. Direct
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_:wﬁlﬂtﬂgﬂﬂ'! Cost plus pricing suffers
from following limitations :

g (a) It is very often difficult to determine

" accurately the cost per unit due to
’ common overheads and joint products.
The method involves arbitrary

allocation of costs in such cases.

(p) The method ignores the nature and
level of demand. The resulting price
may, therefore, be out of line with
market conditions.

(c) It fails to reflect competition in the

market.
(d) The mark-up on the cost of the product
ie not fixed but may change with

changes in demand [n practice, the
rule of thumb methods are used 10
determine the mark-up.

(¢) The method makes for rigidity 1n
pricing and may restrict the size of the
firm below the optimum level.

(f) The strict adherence 10 cost plus
pricing may result 1n loss of business
as the firm does not know how much a
customer is willing to pay-

(2) It presumes a fixed margin of profit.
But in practice, businessmen INCrease
the margin of profit when they expect
good demand.

the following sitnations :

Parity pricing is an appropriate stra :

e A

(@) When it is very difficult to measure
costs, parity pricing may be the logical
first step in a rational pricing strategy.

(b) When price leadership is well
established, charging according to what
competitors are charging may be the
only safe policy. In an oligopolistic
market, charging lower than the leader
may lead to price war.

(¢) Where competition is very severe and
competitive products are homoge-
neous.

(d) Tt may be less troublesome and less
costly than an individualistic pricing
strategy.

2.7. PLACE — DISTRIBUTION CHANNELS

- Distribution of products is an important

clement of marketing mix. Distribution element
involves two broad functions, namely : (@) the
choice of distribution channel through which the
product shall flow from the manufacturer to
Jltimate users, and (b) physical distribution
comprising  transportation and storage of goods.
Qo far as the choice of channel is concerned, the
firm may distribute its product dirm:ll:lyl (o
customers without any intermediaries.
Alternatively, it may distribute through one or
more middlemen such as wholesaler, retailer,
selling agent, etc. Whatever channel is used, the

—_ a - _—
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“ pe m and perishable
i ar. afien soid. through this channcl
) ;.. . m the manufacturer from

S e *‘ﬂmw at the same (ime
1 ) control over distribution.
nufacturer-Wholesaler-Retailer-

' ;Tﬂ:ﬁﬂ‘lﬁ ‘traditional’ or normal
_ ﬂrtha&lﬂhtﬂm of consumer goods.
Thi | is suitable where the producer has
M and a nparrow product line or
m"ﬁu wholesalers are specialised and
ided strong promotional support. Small
acers and small retailers find this channel
- convenient especially in case of

TR

! "m with widely scattered markets. This

is mlso used In case of consumer
w which are not subject 1o frequent

in fashion., Producers of industrial

w Wiy use an industrial distributor who
%n:ihnlnsuigr as well as a rerailer,

distribution. It is used when M s
wants o be fully relieved of ﬂm
distribution. The producer hands gye
output to the selling agent who g
among a few wholesalers. Each whele
to a number of retailers who' in
ultimate consumers. In case of ¢loth this ¢
is widely used. For the sale of many jnq
products an industrial dlﬂtrﬁm

employed due to the storage facilities

by him. This channel results ip 'Wlﬂﬁ';

distribution of the product,

2.8. FACTORS DETERMINING CHOIGE
OF CHANNEL OF DISTRIBUTION

While choosing a channel of distri
the following factors should be taken inlo
consideration.

L. Product Considerations : The natute and
type of the product have an important bearing
on the choice of distribution channels, The main
characteristics of the product in this respect are

given below

(a) Unit Value : Products of low unit
value and common use are generally
sold through middlemen as they
cannot bear the costs of direct selling:
Low priced and high turnover aricles
like cosmetics. hDEiET}' Eﬂ'uds‘
stationery and small accessory
cquipment usually flow thrﬂUEhﬂl""E
channel. On the other hand, ':3'1I_i"'-ﬂ"m'“‘!'t
cansumer goods and 1“"1“51“&1
products, e.g., jewellery, machines 4%
sold directly by the producers:
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