Pricing Strategies   

Pampers disposable diapers failed in the original market test because of pricing. 

Pampers were introduced when most people resisted the idea of using a noncloth 

material to diaper a baby. Pampers also sold for more than the per-use cost of buying 

a cloth diaper and washing it, and so the product failed in the marketplace. P&G 

redesigned production equipment and reduced production costs to the extent that 

Pampers' per-unit retail price could be slashed 40 percent. This reduced price brought 

the product's cost more into line with the cost of cloth diapers, and the convenience 

of using disposables soon found favor among American families. 

Procter & Gamble's experience with Pampers shows how difficult it is to select a 

price for a product line. Because pricing decisions are risky, it is usually best to fieldtest alternative prices with sample groups of consumers. Once the product is 

launched, it is difficult to modify its price during the introductory period. 

Pricing involves important decisions for the firm. One option is to price the 

product competitively—that is, to match the competitor's price. A marketer that 

selects a competitive pricing strategy is attempting to use nonprice competition. Thus 

the marketer seeks to compete on the basis of advertising, distribution superiority, 

and other non-pricing factors. Pricing can be based on either of two strategies: the 

skimming price policy or the penetration price strategy. 

Skimming Pricing  

Skimming pricing involves setting the price of the product relatively high 

compared to similar goods and then gradually lowering it. This strategy is used when 

the market is segmented on a price basis, that is, where some people may buy the 

product if it is priced at $10, a larger group may buy it at $7.50, and a still larger 

group may buy it at $6. It is effective in situations where a firm has a substantial lead 

on competition with a new product. The skimming strategy has been used effectively 

on such products as color televisions, pocket calculators, personal computers, and 

VCRs. 

A skimming strategy allows the firm to recover its cost rapidly by maximizing the 

revenue it receives. But the disadvantage is that early profits tend to attract 

competition, thus putting eventual pressure on prices. For example, most ball-point 

pens now sell for less than $1, but when the product was first introduced after World 

War II, it sold for about $20. 

Some firms continue to use skimming pricing throughout the product's life cycle. 

For example, Bausch & Lomb's Ray-Ban sunglasses range in price from $50 to $140. 

The company plans to continue the high-price strategy, even though "knock-off" 

imitations of Ray-Ban products sell for as low as $12. Lower-priced products do not 

pose a threat to Ray-Ban because Ray-Ban  customers are brand loyal. The firm's 

marketing research indicates 90 percent of Ray-Ban customers would buy the brand 

again.
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Penetration Pricing  

The second strategy,  penetration pricing, involves pricing the product 

relatively low compared to similar goods in the hope that it will secure wide market 

acceptance that will allow the company to raise its price. Soaps and toothpastes are 

often introduced this way. Penetration pricing discourages competition because of 

its low profits. It is often used when the firm expects competition with similar 

products within a short time and when  large-scale production and marketing will 

produce substantial reductions in overall costs. 

Product Line Pricing  

Under product line pricing, a seller offers merchandise at a limited number of 

prices rather than having individual prices for each item. For instance, a boutique 

might offer lines of women's sportswear priced at $120, $150, and $200. Product 

line pricing is a common marketing practice among retailers. The original five-andten-cent stores are an example of its early use. Today’s  99¢ Stores are an recent 

example. 

As a pricing strategy, product line pricing prevents the confusion common in 

situations where all items are priced individually. It makes the pricing function 

easier. But marketers must clearly identify the market segments to which they are 

appealing. Three high-priced lines might not be appropriate for a store located in a 

low-to-middle-income area. 

A disadvantage of product line pricing is that it is sometimes difficult to alter the 

price ranges once they have been set. If costs go up, the firm must either raise the 

price of the line or reduce its quality. Consumers may resist these alternatives. 

While product line pricing can be useful, its implementation must be considered 

carefully.
