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Pricing is Often an Afterthought���

 [(Price  –  marginal costs)  ×  volume]  –  fixed costs���

Large 
marketing & 
sales effort���

Large R&D effort, process re-engineering, outsourcing, etc.���

How much 
effort do 

firms spend 
here?���

LESSONS FROM THE CASE���



… But it Beats All Other Profit Levers���

Dolan, R.J. and H. Simon (1996), Power Pricing 

Price���

Variable���
unit cost���

Sales���
volume ���

Fixed���
costs���

€100���

€60���

1m���

€30m���

Old       New���

+100%���€110���

Profit Driver���

€10m���

Old       New���

€20m���

Profit���
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+30%���

+60%���

Price���

Variable���
unit cost���

Sales���
volume ���

Fixed���
costs���

€100���

€60���

1m���

€30m���

Old       New���

+100%���

+40%���

€110���

€54���

1.1m���

€27m���

Profit Driver���

€10m���

€10m���

€10m���

€10m ���

Old       New���

€20m���

€16m���

€14m���

€13m���

Profit���



THE STORY OF KATHON MWX���



Industrial biocide���



Kathon MWX���

•  Safe and easy to use on 
small metalworking fluid 
tanks���

•  Will extend metalworking 
fluid lifetime���

•  One teabag can extend the 
life of a 200 liter tank by 
50%���

•  Manufacturing cost ���
 = 50 cents���













Marketing Plan���

•  150 teabags in a pack���
•  Sold through 10 largest 

distributors���
•  Branded Kathon MWX ���
     (no private label)���
•  Price to customer is $2 per teabag���
•  Advert. in 40 specialized journals���
•  Coupon for sample, datasheet, 

flyer���

RESULT: 70 packs sold in six months, 200 requests for sample���



What’s Wrong?���



Do you want to know more about…���
- competitors?���
-distributors?���
-customers?���



Competition���

•  Tris-Nitro Tablets���
•  9 tablets do the same 

work as one Kathon 
teabag���

•  Each tablet is sold for 
$1���



Distribution���

• fluid is replaced 6 times a year instead of 12 times a year 
thanks to Kathon MWX ���
• loss of $70 revenue for every small customer���
• compensated by $2 x 12 = $72 in biocide revenue….���

NO INCENTIVE TO SELL ���
UNLESS THE PRICE IS AT LEAST $6!���



Value for the Customer���

Benefit���
•  Saving the cost of buying 

new metalworking fluid���
    (7 cents per liter)���

Value created by each teabag ���

•  $7 ���
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Value for the Customer���

Benefit���
•  Saving the cost of buying 

new metalworking fluid���
    (7 cents per liter)���

•  Saving the cost of 
disposing spoiled 
metalworking fluid���

    (34 cents per liter)���

Value created by each teabag ���

•  $7 ���

•  $34���



What Happened?���



LESSONS FROM THE CASE���

“The prices we charge should cover full unit costs 

and enable us to earn the desired rate of return”���



But…���
The most common pricing method (approx. 60% of firms) is to 

mark up average total unit cost by some constant m !���

Why?���

“Measuring costs is easy, measuring demand is hard”���

“Costs are real, demand is ambiguous”���

“Keeps the competition off my back”���

“Keeps the boss off my back”���



It’s More Complicated���



Customer 

Context 

Collaborators 

Company 

Competition 
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The Marketing Approach To Pricing ���

cost���0���

value as 
perceived by 
customer���

Look this way!! ���


??���

 Don’t look this way!!���

VALUE PRICING���

1. Create value���

2. Raise awareness of value���

3. Commit to an acceptable sharing point as close to perceived value as possible���



PRICING ���
THERMOMETER���

UNIT COST ���

COST + MARKUP���
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The Logic of Customer Focus���



TOOLBOX: ASSESSING VALUE 
CREATED AND PERCEIVED VALUE���



Percentage of marketing managers who think 

they are well informed on . . .���

81%���

75%���

84%���

Fixed costs���

Competitive prices���

Variable cost���

61%���

34%���

21%���

Product value to customer���

Consumer price response���

Consumer price acceptance���



Assessing Economic Value (1)���

“Laddering”���

•  Take Baseline Competition���
•  Identify Differentiating Feature���
•  Understand the Underlying Benefit 

Associated with that Feature���
•  Research the Consumer Cost Attached to 

that Benefit ���



DeWalt Power Tools���



DeWalt Power Tools���



DeWalt Power Tools���

$$$$$$	
  ??	
  	
   $$$$$$	
  ??	
  	
  



“Van Westendorp’s Price Sensitivity Meter”���

“What price for this product ���
would you consider…���

     Inexpensive?   ���
     Acceptable?���
     Expensive?���
     Prohibitively Expensive?”���

Assessing Economic Value (2)���





Eliciting Perceived Value (1)���

What is your willingness to pay W? ���



Eliciting Perceived Value (1)���

The BDM Willingness To Pay Elicitation Method���
(Becker-DeGroote-Marschak or BDM method of willingness to pay elicitation http://en.wikipedia.org/wiki/Becker–DeGroot–Marschak_method)���

“You have a chance to buy {our product} without spending more money 
than you truly want to. The buying price, P, will be drawn at random in 
the range {price range}���

What is your willingness to pay W? Knowing that… ���

If P ≤ W; then you will need to buy the product and pay price P���

If P ≥ W; then you can’t buy the product���



(c)	
  Luc	
  Wathieu	
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0.05

0.26
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-
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Eliciting Perceived Value (2)���
Conjoint Analysis���



POWER	
  OF	
  CONJOINT	
  ANALYSIS	
  

Job Attribute What MBA's Said...  Rank Based on 
Conjoint  

Salary 

Region of US 

Job Location 

People/Culture 

Functional Area 

Firm Growth 

Business Travel 

Opp. to Advance 

6th 

2nd 

5th 

1st 

3rd 

7th 

8th 

4th 

1st 

2nd 

3rd 

4th 

5th 

6th 

7th 

8th 



PSYCHOLOGY OF PRICING: WHAT 
MAKES A PRICE ACCEPTABLE?���



“Coca-­‐Cola	
  is	
  a	
  product	
  whose	
  
u9lity	
  varies	
  from	
  moment	
  to	
  
moment.	
  In	
  a	
  final	
  summer	
  
championship,	
  when	
  people	
  
meet	
  in	
  a	
  stadium	
  to	
  have	
  fun,	
  
the	
  u9lity	
  of	
  a	
  cold	
  Coca-­‐Cola	
  is	
  
very	
  high.	
  So	
  it	
  is	
  fair	
  that	
  it	
  
should	
  be	
  more	
  expensive.	
  The	
  
machine	
  will	
  simply	
  make	
  this	
  
process	
  automa9c.”	
  	
  

Douglas	
  Ivester,	
  Coca-­‐Cola	
  
Chairman	
  and	
  CEO1999	
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a	
  Need	
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Benefits	
  and	
  
Quali9es	
  

Balance	
  	
  
Quality/Price	
   Choice	
  

Consumer	
  Choice	
  “in	
  Theory”	
  

PSYCHOLOGY OF PRICING: CAN WE 
REDUCE CONSUMER FOCUS ON PRICE?���
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ORGANIC LETTUCE (10-ounce bag)

FAIR-TRADE COFFEE (12-ounce bag)

$2.49 $2.59 $2.59 $2.54 $2.79 (C1)

$4.59 (C2)

$6.39 (C3)

$10.49 (C1)

$14.49 (C2)

$18.49 (C3)

$9.49$9.59$9.59$9.39



Can High Prices Make Us Smarter?���



How Discounts Can Hurt���

BASE	
  PACK	
  

OR	
  

MAX	
  PACK?	
  



Airline A  

Boston – San Juan 

1 stop 

7 hours, 49 minutes 

- 

- 

$165 

Airline B  

Boston – San Juan 

non-stop 

4 hours, 15 minutes 

in-flight entertainment 

meal service 

$215 or $205 + $10 

Bertini, M. and L. Wathieu (2008), Attention Arousal through Price Partitioning 

“Magic” of Price Partitioning���



Bertini, M. and L. Wathieu (2008), Attention Arousal through Price Partitioning 



Price Structure: ���
Price What You Sell!���



“Magic” of Price Equalization���

EP	
  MBA	
  MARKETING	
  @	
  MSB	
  with	
  Luc	
  
Wathieu	
  Fall	
  2010	
  



EP	
  MBA	
  MARKETING	
  @	
  MSB	
  with	
  Luc	
  
Wathieu	
  Fall	
  2010	
  



Summary: How Simple Pricing Tactics Can 
Change the Mindset of the Customer���



Conclusions���
    Pricing is MORE CENTRAL than we think. It is 

at the CORE of the marketing strategy and the 
KEY profit lever.���

    Pricing is about EXTRACTING the economic 
value that our innovations generate���

    There is a SCIENCE aspect: evaluating 
economic value and perceived value���

    There is an ART aspect: influencing perception 
of value and fairness, making sure customers 
think about the product more than its price.���


