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  Welcome back everyone.  Today we will be beginning with session 3 of the week 6 of 

the course Retail Marketing Strategy.  So, as far as week 6 is concerned and last two 

sessions were concerned we discussed in detail about the location mechanics for retailers 

and what is the importance that we need to give to location decisions.  And we ended that 

particular module with the discussion about whether we are in the transition phase as far 

as location and experience based mechanics are concerned or how much importance we 

need to give to locations in the advent of emergence of online retailing.  But as we begin 

with this module we will start looking at the pricing mechanics or pricing decisions for a 

retailer.   

 

So, considering this module we will be looking at pricing decisions along with that we 

will also be looking at the tactics or pricing strategies which can be adopted by the 

retailers. 

 

  Along with that we will be looking at the section extra fodder for thought and learning 

something new. While in extra fodder for thought we will be learning about hotter is 

cooler and you will be surprised to see at this particular retailing strategy which was 



adopted by a  leading brand in Kuwait along with that we will be learning about right 

tailing.  But as we begin let us first understand what is pricing.  See technically it is the 

payment or compensation given by one party to another in return of  goods and services. 

 
   

Now another way of looking at it even when you look at 4 Ps this is the only P which 

brings in kinds of a revenue for a particular marketer or a retailer.  Other Ps are precisely 

the cost whether it is a product manufacturing, developing a product, doing experiments 

to figure out the best versions of a product or likewise there are lot of the cost which can 

be associated with that particular P.  Now, when you talk about promotions again 

executing a integrated marketing communications campaign whether it is about 

advertising, sales promotion tactics, organizing events or managing public relations or 

having a sales team who will be selling products face to face anyway entails a lot of cost.  

Now if you get to the other P which is again place kind of having retail establishments 

you need to pay for their rent you also need to incur cost as fast as far as their 

management  is concerned.  So, eventually we are left with only P the price which brings 

in revenue for a particular  marketer or a retailer. 

So, the another advantage you can actually associate with prices it can be changed 

quickly  as compared to product features or channel commitments right.  Even if you 

decide to add more channels it might require some time even if you think  of a mobile 

application or let us say having a new brick and mortar store you might be  taking a lot of 

decisions how the app should be, how it can be designed, what will be the  kind of social 

presence that you can have on a particular mobile app with respect to  channels you might 

be figuring out which is going to be the best location.  Then you might also be 



considering a lot of facets with respect to site characteristics,  but it is only price which 

can be easily changed and many times retailers do that also when  they see a lot of 

competitors changing prices and this precisely happens if the products  are too much 

comparable.  If you are not offering anything which is unique or if you are not working 

on the experiences  which you are creating for customers you will be bound to decrease 

prices if the retailers  other competing retailers do so right.  So, that is how the mechanics 

can be looked at. 

 

Apart from this the another thing which can be associated as far as the pricing mechanics 

are concerned are the changing time.  So, there was certainly a time when the customers 

was merely a price taker manufacturer or the retailers would decide what is going to be 

the price and the customer has to accept it,  but now the situation has completely changed 

and these changes have precisely happened  on account of the changing technical 

environment or maybe you can say with the penetration  of internet.  Now, there are a 

various ways in which the internet allows retailers to discriminate between buyers and 

buyers to discriminate between retailers or sellers.   



 

Now as far as today's dynamics are concerned buyers can get instant price comparisons 

they  can name their price and have it met they can also get products for free which is 

precisely  called as freemiums.  Now see the one power which buyers have gathered is 

the power of internet. 

Gone are the days when they would go to a store and whatever price the retailers would 

say they will believe in that is not the case today.  Many times you will even see a lot of 

customers kind of negotiating or having an argument with a particular retailer or a sales 

agent or a customer care executive that the prices is so less online why are you charging 

me so much.  They definitely use this information as a way to kind of negotiate, but when 

you talk about sellers the internet also allows them to access a lot more things or maybe 

we can say the marketing intelligence system right.  It allows them to monitor consumer 

behavior and provide tailored offerings.  Let us say if you are talking about sales 

promotions offers or having a bundled offer which can also be mapped with pricing it is 

only possible because you can map the behavior of consumers and that also becomes 

possible in account of the power of internet. 

You can also give access to special prices to consumers by having robust email marketing 

campaign or through some other means right.  Sellers can also negotiate prices with 

buyers in online auctions.  So precisely what we need to understand is just because of the 

internet dynamics or the penetration of internet things have changed as far as the pricing 

mechanics are considered for both sellers retailers or buyers right.  But I have a question 

for you is pricing only monetary is this the only thing that you pay in money what about 

the expenses or let us say the efforts that you have to make in reaching out to a store 

which is far away.  If you remember I talked about the concept of a trade off right. 



So, along with money you will also be considering the facets of effort or psychological 

effort  that you are making with respect to making a particular product choice or picking 

a particular  retailer or even going to a particular retailer right.  Let us say if there is a 

particular mobile app which is owned by an online retailer and it is very difficult for you 

to retrieve information out of it the app is very chaotic it does not have any element of 

social presence right.  It is neither easier to filter information this is definitely going to 

involve a lot of kind of cognitive effort that you would be investing in.  So, we also need 

to consider these facets as far as the context of pricing is concerned and also we should 

not forget the concept of a trade off which happens with respect  to picking the retail 

stores where we are going to purchase our products from that is  why this is definitely 

going to make an impact in retail store choices.  Now these are the popular pricing 

strategies which are actually used by retailers. 

 
  

So, the first one is penetration pricing, the second price skimming, competitive pricing,  

bundle pricing, psychological pricing, value based pricing, promotional pricing, dynamic,  

target return and markup and we will also be looking at the context of a reference price  

that in some ways can also be linked to the psychological aspects, but when we get there  

I will explain what it means and what is the relevance that it has for retailers.  Now 

whenever you are talking about penetration pricing this is about setting a price relatively  

lower as compared to the competitors to quickly capture market share.   



 

See in this case the whole objective of the retailer is to marketer is to capture larger  

market share and that is only going to happen when you offer a lesser price as compared  

to the competitor.  Let us say if it is a commodity driven market which means the 

products are very much identical  there is not too much difference with respect to 

experience creation or relationship building  and all these facets and in this case as I was 

saying the objective is to attract customers  new as well as the customers of competitors 

by offering a lower price, but with time prices  could be increased to push profits, but 

overall penetration pricing is to penetrate more into  the markets to have a larger market 

pie or to have a larger customer base as compared  to competitors by offering a lower 

price or by decreasing a price to the little as compared  to the competitors.  Now one 

example which can be best for understanding this is Jio when it was competing with let 

us say Airtel, Idea and Vodafone which merged together later on it kind of captured the 

market by decreasing the prices which was very less as compared to all these competing 

service providers. 

So, that is how by using the penetration pricing they were able to capture all the 

customers  and were even able to capitalize on the customers which actually be linked to 

Airtel or Idea  or Vodafone at that time.  Another example with respect to penetration 

pricing can also be Amazon prime.   



 

So, what they are doing is they are offering a special offer with respect to 3 months of 

prime subscription which is at a very less price as compared to what they offer generally 

and this can also be some way lesser than let us say what Netflix is charging right.  So, 

that also becomes a case of a penetration pricing.  Now the next strategy which we have 

is price skimming. 

So, this has been derived from skimming the cream which is all about setting high prices 

initially.  So, what you are trying to do is you are trying to make up a major part of your 

profits from  the initial customers which are basically early adopters or innovators.   

 



Now these basically are the people specifically innovators who would be willing to pay a 

premium  for getting a product as a part of first few set of customers right.  Now over 

time in this case prices could be reduced, but this is a strategy which is precisely works 

best for technical or highly advanced products.  Now what you see on screen is the 

snapshot of a particular mobile. 

 

 
  Initially its price was 149,999 or could be even more.  But with time the price was 

reduced because they wanted to kind of now penetrate more 

 



into the markets.  Initially it was high priced because the tactic which this particular 

retailer was following was price skimming.   

 

Now the another example which you can see is in case of Apple phones whenever you 

see an iPhone being launched it is heavily priced, but as and when they launch newer 

models they decrease the prices of older ones to make it more accessible for the late 

adopters right.  So, this is again one example which you can consider. 

Now this is again one category definitely for technological products or innovative 

products  this happens.   



 

So, if you see the third one Sony Alpha you can see in ways it was priced at 75,990, but  

now it is being priced at 66,993.  Now this price could also be on account of other offers, 

but as far as price skimming strategy is concerned the essence lies in charging high 

pricing initially to make up for a larger part of profits or to kind of capitalize on 

innovators who would be willing to pay a higher price premium then you decrease the 

price to capture other segments who are a little price sensitive.  Another strategy could be 

competitive pricing.   

 



Now in this case prices are set in line with competitors either at par with them or a 

slightly  below. 

Now this strategy aims to capture market share and remain competitive by offering a 

similar pricing.  Now see even in case of services these are going to hold true many times 

let us say if you talk about saloons you will see in a particular city they will be charging 

very similar prices.  You might have a particular saloon who could be charging more, but 

definitely then they will be offering something extra or something more.  Now if it is that 

not the case then you will not see customers visiting there more often.  So, many times in 

case of competitive pricing prices are very much at par right you will see all the 

competitors charging very similar pricing. 

 
  So, the another important pricing strategy is value based pricing.  Now in this case 

prices are set on the basis of perceived value which they provide to customers or in 

another way of saying this could be the pricing is indeed based on value customers 

attribute to a product or service.  Now in this case before deciding prices we definitely do 

some kind of research which could be experiments in service to analyze what is the price 

which consumers are willing to pay for this product and consumers eventually decide this 

on the basis of the value which they attribute to a particular product.  So, as far as value 

based pricing is concerned businesses excess the perceived value to the customer instead 

of determining manufacturing cost and then applying a typical markup and then charge 

appropriately.  So, in this case the your manufacturing cost and other things on a second 

threshold how you are deciding pricing on the basis of how consumers perceive the 

product or how much  value they attach to a particular product. 



 
 

So, another strategy psychological pricing now this precisely aims to exploit customer 

psychological tendencies and perceptions.  So, setting prices like 99 instead of 100 

psychologically indicates a lower price and this also works best because people always 

read prices from left to right and it gives the impression of a lower price that is why many 

times you see that products are priced at 199 299 399 or 999 right and this anyway 

captures the essence of how psychologically we perceive prices.   

 



Now another important strategy is bundle pricing now in this case one objective is to 

decrease  price comparisons because when you offer something as a bundled offer many 

time consumers are  not able to make out the individual prices of those products and even 

the sum would appear  larger than its parts right.  That is why bundle pricing works best.  

So, in this case it involves offering multiple products or services together as a package at 

a low price and contrast with individual prices. 

The advantage is this projects a perceived cost benefit to the customers and also helps  

businesses promote slower selling products like if you bundle a star product with a slower  

selling product you will many times see because of the perception which is built around 

cost  saving benefit consumers would eventually buy them collectively.   

 

 



 

Now this can be an example of a bundled offer 5 for 4 dollars now this again indicates a  

bundled offer another one could be this now different pack of biscuits now many times  

different grocery items sugar flour or tea or another things could also be bundled together  

to kind of indicate more of cost benefit to the customers you will see a lot of grocery  

retailers doing this and many times they also display all these collectively in their brick  

and mortar stores or on their websites just to give an indication to the customers or  allow 

them to make out that they are getting much larger benefit with respect to what they  are 

paying and that is where the essence of bundled offering lies.   

 



Now another could be promotional pricing now this definitely indicates temporary 

reductions  to stimulate sales it includes tactics like discounts buy one get one limited 

time promotions  or flash sales, but one of the biggest advantages of promotional pricing 

can be aligned with  the fact that it can help you clear out excess inventory it sometimes 

also generates excitement  in the people and you will see a more of customer foot traffic 

in your stores.  

 

Now this can be considered as an example of promotional pricing up to 60 percent of 

next  gen store hottest trends now another could be this up to 60 percent of DSL virtual 



mall  Dmart now open now this again can be considered as an example of promotional 

pricing.   

 

Now this another snapshot 40 percent of can also be aligned with promotional pricing,  

but many times you will see retailers can also partner with others to offer promotional  

pricing and  

 



this is very popular with respect to online ticketing platforms like Yatra,  make my trip 

they many times partner with banks and credit cards companies to offer  promotional 

offers to the customers. 

Now in this case what you see is RBL bank flat 14 percent off if you use the credit card  

of RBL bank what you get is an additional 14 percent off likewise for HSBC and for 

excess  bank it is 12 percent off see, but the advantage to the partnering organization is 

you will  see customers kind of you know subscribing or taking up these credit cards 

when they  see that regular benefits are available with respect to booking tickets.   

 

Now the another important pricing tactic which is used by retailers is dynamic pricing 

now  in this case prices keep changing on real time basis on the basis of factors like 

demand  time of the day seasonality customer segment and competitors many times yield 

pricing is  also used and it is very popular with respect to flight bookings which means 

that initially  if you book the ticket initially or very early the prices would be less, but as 

and when  you approach the date of travel or a specific date on which you want to travel 

you will  see the prices would be very high.  So, you can see the snapshot for different 

dates there are different prices like on third it is 28,316 then if you see it on 14 it is 

80,320 then on 25 it is 29,907 then if you get to August on 13th it is 40,148 now this can 

be considered as a case of dynamic pricing.  Now there are two more pricing strategies 

which we need to understand now one could be markup pricing and other one is target 

return. 



 

Now these will precisely work best  in case of private labels let us say when the retailer 

decides to manufacture because  in this case the cost of manufacturing a product is 

calculated then we add a markup to it. 

 
  So, the formula is unit cost by 1 minus desired return on sales this is going to give you  

an idea of the markup price. Apart from that in case of target return pricing the firm 

determines the price that would yield its target return of on investments and for this this 

formula is used unit cost plus desired return into invested capital by unit sales.  I am 

again repeating it these will make more of sense for a retailer only when they are into the 

business of manufacturing private labels because that is how they would be looking at the 



return on investment as far as the investment which they have made with respect to 

manufacturing private labels is concerned. Otherwise these are many times used by 

marketers or the manufacturers itself. Now as I told you in the beginning we will 

understand the concept of reference pricing. 

 
 See you will see consumers actively process price information they might look at it on 

various platforms websites they might read about in newspapers they might even hear 

about it in their circle. So, what happens is they will develop a case of a reference price. 

Now reference price is something which is precisely an internal price point reference 

which they remember or might have seen on hoardings or heard from their friends.  



 

Now they will start using this price as a benchmark to compare it with the  price which 

retailer is saving right. Now these can be the possible consumer price references  fair 

price which the customer thinks is the fair price or what the product should cost  that is 

why you many times see people telling to the retailers you are charging this much  I do 

not think price the product is worth it right. 

Now another consumer reference price  could be last price paid you always compare it 

with the last price which you have paid  for the same product or similar product and that 

is why again you will see people negotiating  I paid this much last time by the price has 

increased and all these things. Upper bound  price can also be a reference price which 

means the most or the maximum amount which  consumers would pay lower bound price 

is the lowest threshold that is why whenever there  are negotiations between the customer 

and the retailer you will see the retailer would  ask what is the amount that you think is 

right or how much you would be willing to  pay. Then if the customer says a certain price  

the retailer might say no no I cannot go below this particular price now that becomes the  

lower threshold price, but it has to be from the eyes of the customers. Then discounted  

price can also be a reference price let us say if you have purchased the same product  at 

some discounts last time then that is definitely going to register as a reference price. 

Along  with that competitors price are also used as a point for reference or for a point of  

comparison with respect to the prices being charged in the present state. 



 
  Now see I will explain the process of setting prices in brief. So, it starts from selecting  

the pricing objective determining demand estimating cost analyzing competitors pricing 

selecting  a pricing method and finally, selecting the final pricing.  

 

So, I am just giving you a  snapshot of these factors if your pricing objective is all about 

survival right then  you would not be charging more of price rather the focus would be on 

selling it at a lower  price which is with respect to covering variable cost and some fixed 

cost right because you  just need to survive in the market you are not thinking of making 

profits.  Now this will only happen in situations when the marketer or the retailer is 



plucked with  over capacity intense competition or consumers preferences have changed 

the products which  you want to sell just now considering survival as your objective has 

become obsolete right.  So, in that case this might work when the price is considered or 

decided on the objective  of covering only variable cost in some form of fixed cost. 

 

 But when your objective is  to kind of capture maximum market share then you will be 

following market penetration the  prices are going to be kept low as compared to 

competitors because you are eyeing a larger  pie of the market. But if you want to kind of 

have the objective  of earning maximum as far as the present situation is concerned or to 

maximize profits then prices  start high and you can slowly drop them and what you 

would be adopting is a market skimming  or price skimming strategy. Another way could 

be product quality leadership. Now in this  case pure luxuries are usually highly priced 

and you have selective sales mechanisms right.  In this case you are not compromising on 

the quality of the product how you want the  consumers to perceive you is on the basis of 

product quality leadership. 

You are one  of the retailers or marketers who wants to be perceived as we supply or sell 

best quality  products. So, that is why the prices are also kept high, but whenever we are 

talking about  the context of a food able luxuries prices are high, but just high that they 

do not go  out of customers reach. Now these are a few objectives which need  to be 

considered as far as the process of determining prices is concerned. Along with  that you 

also need to determine demand. Now in this case you need to consider the facets  of price 

sensitivity how sensitive consumers are with respect to changing prices. 

Now these  can be kind of decoded by conducting some surveys or doing some 

experimental studies  right. See if the consumers are too much price sensitive  then higher 

prices will not work you will see a lot of consumers moving to competitors,  but there 

could be certain situations where let us say you are offering a unique experience  or your 

merchandise is exclusive or your product is much superior as compared to competitors  

then things may work otherwise. You also check out the facets of elasticity of demand 

which  means what is the change in quantity demanded due to a change in price.  Now 

this in a ways allows you to arrive at the optimum price at which you will be able  to sell 

the maximum units of a product. Because each price will lead to a different level  of 

demand and will have different impact as far as the company's marketing objectives  are 

concerned. 

 

 You also need to analyze cost. Now this is again going to be a case where  the retailer is 

involved with respect to manufacturing private labels. You need to take account of  both 

fixed and variable cost. Now fixed cost are also known as overheads and earth cost  that 

do not vary with production or sales revenue like the rent of the retail establishment.  



This is not going to increase if you are manufacturing more of product or less of product. 

We are  talking in context of manufacturing of private labels. 

 
 Now variable costs are the ones which  vary with the level of production which could be 

the cost of raw materials right. Considering  the mechanics of cost your price should be 

such that it should surpass both the fixed  and variable cost if a retailer wants to be 

profitable. But if there are unique circumstances  let us say if the product has become 

obsolete as I told you in the beginning in that case  you will be pricing your product or 

you will be reducing the price of the product in such  a way that you are able to at least 

cover variable cost or some kind of fixed cost right.  In otherwise also you might keep a 

very less markup to the actual cost in case you want  to follow the market penetration 

right. But if you want to follow market skimming that  you could price is much higher as 

compared to what is the actual cost of the product. 



 
   

Along with this you also need to see the competitors pricing right. We also discussed 

about competitive pricing in this case prices are kept at par with competitors. But in case 

your product is much superior things can be looked at from a different perspective. 

Because many times in highly competitive markets you will see if you decrease the price 

even the competitors will decrease the price right. Now in that case it will become very 

much difficult for you to survive you will anyway have to decrease the prices otherwise 

all your customers can even move to competitors if the product is more like a commodity 

which means it is not  differentiated from other products in the market. 

That is why we also consider the facets of responding to competitors right. Now in this 

case let us say if you follow a price cutting strategy there can be a case of falling into 

traps also. So, the first one is low quality trap if you are continuously decreasing the 

prices as competitors are doing it then there could be a low quality trap which indicates 

that the consumers assume that the quality of your product is low. It can also lead to a 

fragile market share strap which means decreasing the price will not going to buy you 

loyal customers if another retailer decreases the price they will move to them right. So, 

these such kind of customers who are basically called as switchers will keep shifting to 

the retailer who is offering  a lower price. 



 
 

It can also lead to shallow pocket strap which means high priced competitors who have 

longer staying power or have more of money power will be able to survive all these price 

cuts. And if you also keep doing it regularly in order to stay in competition with them it 

might not work. You can consider the case of Jio what it did with other players and it can 

eventually also lead to continuous price reactions by the players leading to price wars 

which eventually is going to impact the profitability of all the players who are competing 

in that particular market. So, now we are back with the exciting element which is extra 

fodder for thought. So, today we will be looking at hotter is cooler this is one of the most 

stimulating strategies which was adopted by Burger King in Kuwait. 



 
 

  I would urge you to look at this video and you will be able to figure out how fascinating  

this was and this can also be looked at as a way of a very different dynamic pricing.  So, 

please have a look at this video and then we will get to the facet of learning something  

new.   

We don't have it yet. 

That's a good one.  That's a good one.   We don't have it yet.  That's a good one. 

  That's a good one.  That's a good one.  That's a good one.  That's a good one.  That's a 

good one. 

That's a good one.  And that's our job.  And that's our job.  We want to live a life and 

cape.  And that's our job. 

That's our job.  And that's our job.  We're here.  That's our job.   

So, I really hope that you enjoyed looking at the video and that you got into the facets  of 

Hotter is Cooler Strategy which was adopted by Burger King in Kuwait and it indeed 

gave  you a different perspective on pricing.  Now, we will be learning a new term which 

is called as tribe tailing.   



 

Tribe tailing is all about marketing and selling goods and services to a particular tribe or  

group of people and is technically called as tribe tailing.  Let us say if you consider the 

market of sneaker heads that can be considered as one of the  examples of tribe tailing or 

if there is a certain group which has a very unique or distinguished  needs and if you 

decide to manufacture products for them or you are kind of keeping on track  with how 

their preferences are changing or what is it new that they would prefer that  will also 

amount to the facet of tribe tailing. 

So, as far as this particular module was concerned I really hope that you enjoyed learning 

about  the pricing mechanisms and you also gained some enhanced perspective 

considering the  strategy which was adopted by Burger King and also with respect to 

learning the new  term tribe tailing.  So, wishing you a good day for now and we will 

soon be meeting for the next session.  Thank you for now.  Thank you very much. 


