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Satisfaction and Loyalty




Recommended reading: Giese, J. L., & Cote, J. A. (2000). Defining consumer satisfaction.
fm.vse.cz Academy of marketing science review, 2000, 1.

Satisfaction

*  "everyone knows what [satisfaction] is until asked to give a definition. Then it seemes,
nobody knows,,
— Dozens of various definitions of satisfaction, lack of consensus, what satisfaction is
— Without a uniform definition, we cannot develop valid measures and/or compare studies
* Three general components of satisfaction
— Satisfaction is a response
* Cognitive response

* Emotional response — most studies concede an emotional response, using more
affective descriptions; allows to measure intensity of the response

Response intensity refers to the strength of the satisfaction response, ranging from strong to weak. Terms such as, "like love," "excited," "euphoria,’
"thrilled," "very satisfied," "pleasantly surprised," "relieved," "helpless," "frustrated," "cheated," "indifferent," "relieved," "apathy," and "neutral"
reveal the range of intensity. In sum, the literature and consumers both view satisfaction as a summary affective response of varying intensity.

— Satisfaction has a particular focus of the response
* Identifies the object of satisfaction
* Usually entails a comparison to a standard or benchmark (or expectations)

* Often multiple foci including the product itself, consumption, purchase process,
salespersons, store/acquisition

* Attribute satisfaction x overall satisfaction
* Additive x multiplicative models of satisfaction
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Satisfaction

— Timing of the response

In general, satisfaction is a post-purchase phenomenon — however may occur i.e. after

choice but before the purchase of the product, or even in absence of the purchase
 Satisfaction has some duration (the length of the response)

* Dissatisfaction

May be understood as bipolar opposite of the satisfaction, or as a different concept (e.g.
Herzberg’s two factor theory)

Satisfaction and dissatisfaction are not on a continuum with one increasing as the other diminishes, but are independent phenomena. The opposite
of Satisfaction is ‘No Satisfaction’ but not dissatisfaction. The opposite of Dissatisfaction is ‘No Dissatisfaction’ but not Satisfaction. Satisfaction is
mostly affected by the "motivator factors". Motivation factors help increase the satisfaction but aren't that affective on dissatisfaction.

Dissatisfaction is the results of the "hygiene factors". These factors, if absent or inadequate, cause dissatisfaction, but their presence has little effect
on long-term satisfaction.

The customers response (satisfaction) to a product performance is not linear and
symmetric

— Kahneman & Tversky Prospect Theory

— Expectation confirmation theory by Oliver

— Kano model (surprisingly by Kano)

v 14-fij-18 Tomas Kincl
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Satisfaction

* Kahneman & Tversky Prospect Theory

— people make decisions based on the potential value of losses and gains rather than the

final outc

ome

— people tend to prefer avoiding losses to acquiring equivalent gains (it is better to not lose
S5 than to find S5)
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1.Most people tend to avoid risk when facing “gain.”
2.Most people tend to prefer risk when facing “loss.”
3.People are more sensitive to loss than to gain.
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Developed by: Kahneman & Tversky (1979)
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Gains

Overall customer satisfaction is sensitive to quality attribute performance, and
decreases if the performance decreases. The impact of negative attribute
performance on overall customer satisfaction was determined to be greater
than the impact of the positive attribute performance.

The influence of low performance on overall customer satisfaction was found
to be greater than that of high performance, and utility-preserving attributes
were applicable to the S-shaped value function curve in prospect theory.

Lin, F. H., Tsai, S. B., Lee, Y. C,, Hsiao, C. F., Zhou, J., Wang, J., & Shang, Z. (2017).

Empirical research on Kano’s model and customer satisfaction. PloS one, 12(9),

— The customers’ response (satisfaction) is asymmetric and non-linear
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Satisfaction

* Expectation confirmation theory (ECT or expectation disconfirmation theory) by Oliver

— explains post-purchase or post-adoption satisfaction as a function of expectations,
perceived performance, and disconfirmation of beliefs; satisfaction and dissatisfaction are
separate constructs

— satisfaction is the discrepancy between expectations and perceived quality
— expectations work as a reference point
* negative disconfirmation — performance < expected
N _ : > satisfaction
* confirmation — performance = reference point
* positive disconfirmation — performance > expected

— the model works with symmetric effect, however some have identified that increasing
performance or disconfirmation does not have a corresponding increase in satisfaction

— “negative experiences are thought to be more salient, are perceived with greater intensity,
and are expressed with a greater variety”

— Positive asymmetry finds its roots in customer delight theory — customer delight is “a
profoundly positive emotional state generally resulting from having one’s expectations
exceeded to a surprising degree”

— types of asymmetric effects (i.e., negative or positive)
may depend on product quality attribute type

Expectations

Disconfirmaton Satisfacton

Performance
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Satisfaction

* Kano model

— Kano classified five types of quality attribute that lead to customer satisfaction

1.

Over time delightful
innovation becomes
another basic need

Not implemented

Must-be quality attributes — sufficient quality attributes do not lead to customer satisfaction,
but insufficient quality attributes lead to customer dissatisfaction.

One-dimensional quality attributes — sufficient quality attributes lead to customer satisfaction,
and insufficient quality attributes lead to customer dissatisfaction.

Attractive quality attributes — sufficient quality attributes lead to customer satisfaction, but
insufficient quality attributes do not lead to customer dissatisfaction.

Indifferent quality attributes — sufficient quality attributes do not lead to customer satisfaction,
and insufficient quality attributes do not lead to customer dissatisfaction.

Reverse quality attributes — sufficient quality attributes lead to customer dissatisfaction, and
insufficient quality attributes lead to customer satisfaction

Satisfied
Performance needs

Delighters TABLE 1

The Taxonomies of Antecedents to (Dis)Satisfaction

Kano N, Seraku N, Takahashi F & Tsuji S (1984). Attractive quality and must-be
quality, The Journal of the Japanese Society for Quality Control, 14(2), 39-48.

Pl Herzberg et al. (1959)
~ Soliman (1970) Motivators Hygienes
\ \ P ) Zhang & Dran (2000)
\ ' Fully implemented Expressive Instrumental
\ v, Swan & Combs (1976)
L g Factors Factors
P -
Eg = /= Kano et al. (1984)
\ \ - < Matzler & Hinterhuber Attractive Must-Be
\ ) S (1998)
. Monovalent Monovalent
Basic needs Oliver (1995) Satisfiers Dissatisfiers
Cadotte & Turgeon . .
(1988) Satisfiers Dissatisfiers

One-
Dimensional

Bivalent
Satisfiers

Criticals

Indifferent

Null
Relationships

Neutrals

Delight attributes become performance or even basic attributes over time

Dissatisfied
v 14-Fij-18

NILSSON-WITELL, Lars; FUNDIN, Anders. Dynamics of service attributes: a test of Kano's theory of
attractive quality. International Journal of Service Industry Management, 2005, 16.2: 152-168.
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Lin, F. H.,, Tsai, S. B., Lee, Y. C,, Hsiao, C. F., Zhou, J., Wang, J., & Shang, Z. (2017).
Empirical research on Kano’s model and customer satisfaction. PloS one, 12(9),
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Aksoy, Lerzan, Timothy L. Keiningham, and Richard L. Oliver (2014), "3 Loyalty: Its Many Sources and Variations."

Loya Ity Handbook of Service Marketing Research, 37.

*  Multi-dimensional construct consisting of purchase intention, recommendations, price
tolerance, word of mouth, complaint behavior, and propensity to leave

— (1) a perceived specialness of a relationship; (2) favorable treatment to objects of loyalty;
(3) a desire to maintain the relationship even when sacrifice is required; and (4) defense and
reinforcement of the relationship

— "Loyalty is the recognition of the specialness of a relationship, the creation of a bond as the
result of the relationship, and the defense and reinforcement of this relationship.”

— Types of loyalty

* Behavioral loyalty — repeating purchase behavior —is it “a real” loyalty?
However, the behavioral definition has its own drawbacks. It’s quite possible for a

customer to behave loyally even when they don’t really like a brand, provided there ggﬂmgsﬂ:[;gmne;&gz’dalgbeng amiss o
are other reasons for purchasing. An airline with poor customer service, for instance, s the s el strsugiiof theltoyatty 12 el cumers preci B EEE
might have customers who behave loyally but aren’t happy about it, if its prices are o N ik
significantly lower than those of other airlines. (Some Londoners, for instance, dgiitinel H
complain that they hate Ryanair every weekend when they take it to their weekend Sl 19% 22K ’ :
house in Barcelona!) Or, a business-to-business firm selling complex services may rely FRoh itk ity parerally s ﬁ l I " Y
on long-term legal contracts in order to ensure they are adequately compensated for il Q,“e'?e??f,{,"u"y”}tfgié?fnost S S em-m.v e
high set-up costs. (I once participated in a meeting with EDS executives at their oier stemates
Plano, Texas, headquarters in which one of the executives joked that their primary _ s0%
. . . Behavioral Loyalty 37% P
customer loyalty tactic was probably the lawsuit.) Customer Loyalty: A Behavior? Or This is a measure of how consistently Jox | 8
an Attitude? e I I
over time. % A
4% 2
H H ’ H i avioral loyalty can result from . 2
* Attitudinal loyalty — consumer’s psychological attachment e oy oreaion mm BB B8 B o,
affordable alternatives, or purchasing always
to the product/service or brand/producer/provider
— customers may show a brand preference, beliefs, strong commitment, intention to
buy, provide word-of-mouth or recommend to others, but not necessarily buy or
repur chase v 14-1ij-18 Toméa$ Kincl 8


https://www.linkedin.com/pulse/20121217135529-17102372-customer-loyalty-is-it-a-behavior-or-an-attitude/
http://hitlaboratories.com/article/how-to-do-a-beauty-product-loyalty-analysis-in-5-steps/
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Satisfaction—Loyalty link

*  Many studies confirm link between satisfaction loyalty
— Is it worth to delight the customers?

* loyal (and most profitable) customers are often aware of their value to the company

and request better support and services

For most firms, customer profitability is not evenly distributed. Often the most expensive customers to retain are those who
generate the most profits for the firm (Desired Customers). For obvious reasons, they are most desirable to competitors,
thus are more likely to receive attractive offers from the competition. Desired Customers also often know that their
relationship is significant to the firm and, consequently, they expect a higher level of service.

* The costs do delight the customers might not be worth it — attitude is not behavior

HESKETT, James L., et al. Putting the service-profit chain to work. Harvard i e P:"’e”m“
business review, 3-4/1994 Loyal /
CEB looked at the customer service departments results from 100s > The Reality
of companies and 10,000s of agents. They discovered that exceeding
the customers expectations increased the operational costs between
10-20% and had only a marginal increase in customer loyalty vs meet-
ing the customers expectations. tﬁ;‘;,
Why CEB's 'Stop delighting your customers' makes sense for your business CE;‘;;‘VM Cmfr‘;er 532;?;’;
Expectations Expectations Expectations

* Some customers are satisfied but not loyal (or are loyal, despite being dissatisfied)

A Satisfied Customer Is Loyal

apostle High
100% * Apostles
zone of affection
) Near Aposties
& Hostages Loyalists

zone of indifferance

Repurchase

Recommended reading: The Apostle Model
JONES, Thomas O., Sasser, W Earl. Why Satisfied
Customers Defect. Harvard business review, 11-12/1995

L21]

Satisfaction

Lovalty (Retention)

40

zone of defecti

n
terrorist -

T 2 3 4
extremely somawhat slightly satisfied very
dissatisfiad dissatichied iesatichad satisfied

High v 14-fij-18 Tomas Kincl 9
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https://hbr.org/1994/03/putting-the-service-profit-chain-to-work-2
http://blog.nickelled.com/stop-trying-to-delight-your-customers/
http://www.cx-journey.com/2012/02/apostle-model.html
https://hbr.org/1995/11/why-satisfied-customers-defect
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Satisfaction—Loyalty link

— The link between satisfaction and loyalty varies among industries

Noncompetitive Zone

* Includes type of competition, presence of Reguiated :
monopoly or high
. . . . few substitutes local telephone
dominant brands, switching costs, proprietary Dramoare
. t.)rand equity

technologies, ... o

Recommended reading : JONES, Thomas O., Sasser, W Earl. Why ioyeity pregran E ‘z;z'::ﬂ“i"e

Satisfied Customers Defect. Harvard business review, 11-12/1995 Pﬁ:'c’::fjo'gy & Con':modilization
* May depend on customer involvement or trust Siereniion

indifference

CASTANEDA, José Alberto. Relationship between customer satisfaction e automobiles 'L\:jvng;t:ims

and loyalty on the internet. Journal of Business and Psychology, 2011, 1 2 3 4 5 swiching

pp 371-383 completely Satisfaction completely

dissatisfied satisfied

*  Focus on customer acquisition or retention (actions to retain behavioral loyalty)
“A retained customer is not necessarily a loyal customer,” Retention also takes the form of an inducement to stay with the brand under
unfavorable circumstances. If you call up your telecom or Internet provider to cancel, they will undoubtedly offer some deal to keep
you. Even if you remain retained, you are not very loyal and even may be a negative brand influence on people in your social circle.
Knowing the Difference Between Loyalty and Retention Programs

— it costs five times more to get new customer than to maintain the one you already have (?)
No business can afford to lose customers, if only because it costs much more to replace a customer than it does to retain one—five times

more, most industry experts agree.
HART, Christopher W.; HESKETT, James L.; SASSER JR, W. Earl. The profitable art of service recovery. Harvard business review, 7-8/1990

— Many studies suggest a direct link between satisfaction and loyalty and companies able to

maintain customers are more successful
Nordstrom, Federal Express, IBM, The Morgan Bank, Frito Lay, American Express, McDonald's, Disney, and all too few others seem
to understand that service pays. The PIMS [Profit Impact of Market Strategy] data base once more provides decisive support. It split
a sample of firms into those rated as better and those rated as worse than average on service --by their customers. The better the
performers on service charged about 9 percent more for their goods. They grew twice as fast as well, and picked up market share at
6 percent a year, while the also-rans lost share at 2 percent a year... ... It costs five times more to go out and get a new customer
than it does to maintain a customer you already have. PETERS, Tom. Thriving on Chaos: Handbook for a Management Revolution.
HarperBusiness. 1987

v 14-fij-18 Tomas Kincl 10


https://hbr.org/1995/11/why-satisfied-customers-defect
http://www.dmnews.com/agency/knowing-the-difference-between-loyalty-and-retention-programs/article/649508/

Various product characteristics have different impact on customer loyalty
fm.vse.cz BOWEN, John T.; CHEN, Shiang-Lih. The relationship between customer loyalty and customer

satisfaction. International journal of contemporary hospitality management, 2001, pp. 213-217

Satisfaction—Loyalty link

However other studies indicate otherwise KEININGHAM, Timothy L., et al. Loyalty myths: hyped strategies that will put you
out of business--and proven tactics that really work. John Wiley & Sons, 2005.

* Focus on retention requires less marketing communications expenditures(?)

Advertising and promotion are not simply about inducing first time purchases. Much of advertising is about reinforcing
brand imagery and maintaining awareness among current customers of the brand. And while some firms promotionally
“price to lose” to attract new customers in the short-term, typically such promotions are enjoyed by both prospective and

current customers.

* Simplified perspective does not include product/industry life cycle context

The assertion ignores the lifecycle of products, services, and institutions. When firms are in their introductory and growth
phases allocations to acquire customers will be substantial. The customer acquisition-retention cost ratio will typically be
heavily weighted to acquisition. Conversely, when products or firms are in the decline phase, allocations required to retain
customers will be substantial, making the typical acquisition/retention cost ratio weighted heavily to retention.

According to conventional wisdom, customers are more loyal to firms that go above and beyond. But
our research shows that exceeding their expectations during service interactions (for example, by
offering a refund, a free product, or a free service such as expedited shipping) makes customers only
marginally more loyal than simply meeting their needs.

89 of the 100 customer service heads we surveyed said that their main strategy is to exceed
expectations. But despite these Herculean—and costly—efforts, 84% of customers told us that their
expectations had not been exceeded during their most recent interaction.

...managers often assume that the more satisfied customers are, the more loyal they will be. But, like
others before us, we find little relationship between satisfaction and loyalty. Twenty percent of the
“satisfied” customers in our study said they intended to leave the company in question; 28% of the
“dissatisfied” customers intended to stay.

DIXON, Matthew; FREEMAN, Karen; TOMAN, Nicholas. Stop trying to delight your customers. Harvard
Business Review, 2010, 88.7/8: 116-122.

We evaluated the predictive power of three metrics—customer satisfaction (CSAT), the Net Promoter
Score (NPS), and a new metric we developed, the Customer Effort Score (CES)—on customer loyalty,
defined as customers’ intention to keep doing business with the company, increase the amount they
spend, or spread positive (and not negative) word of mouth. Not surprisingly, CSAT was a poor
predictor. NPS proved better (and has been shown to be a powerful gauge at the company level). CES
outperformed both in customer service interactions.

PREDICTIVE POWER
FOR REPURCHASING
HIGH

CES
uﬁ@

The Customer Effort
Score outperforms
the Net Promoter
Score and customer
satisfaction measures
CSAT in predicting behavior.

HIGH

PREDICTIVE POWER FOR
INCREASED SPENDING

v 14-fij-18 Tomas Kincl 11
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Pricing strategy

The only element of marketing mix that produces revenue

Can be quickly (in comparison with other components of
marketing mix) adjusted

Marketing mix (and thus price) is a tactical tool, pricing also includes
a strategic perspective

Is not just a simple exchange of goods for money

In recent years business increasingly has been viewed as a major cause of social, environmental, and
economic problems. Companies are widely perceived to be prospering at the expense of the broader
community. A big part of the problem lies with companies themselves, which remain trapped in an outdated
approach to value creation that has emerged over the past few decades. They continue to view value
creation narrowly, optimizing short-term financial performance in a bubble while missing the most
important customer needs and ignoring the broader influences that determine their longer-term success.
Companies must take the lead in bringing business and society back together. Societal needs, not just
conventional economic needs, define markets, and social harms can create internal costs for firms.
Recommended reading: PORTER, Michael E.; KRAMER, Mark R. Creating shared value. Harvard business
review, 1/2011

Pricing must include also other important aspects

The way most companies make money is not just broken; it’s destructive. Today’s consumers are not passive
price takers. They root out and disseminate information about a firm’s prices, exploiting social media
platforms to publicize policies that they believe are unfair. And they don’t hesitate to abandon companies
that cross the line.

A firm’s brand communications may say, “We value you as a person,” but its pricing practices often say, “We
value you as a wallet.” Traditional pricing strategy is by definition antagonistic, but it needs to become a
more socially conscious, collaborative exercise. Businesses should look beyond the dry mechanics of
“running the numbers” —still relevant but no longer sufficient—and recognize that humanizing the way they
generate revenue can open up opportunities to create additional value. That means viewing customers as
partners in value creation—a collaboration that increases customers’ engagement and taps their insights
about the value they seek and how firms could deliver it. The result is a bigger pie, which benefits firms and
customers alike.

BERTINI, Marco; GOURVILLE, John T. Pricing to create shared value. Harvard Business Review, 6/2012

Creating shared value (CSV) should supersede corporate social responsibil-
ity (CSR) in guiding the investments of companies in their communities. CSR
programs focus mostly on reputation and have only a limited connection to
the business, making them hard to justify and maintain over the long run. In
contrast, CSV is integral to a company’s profitability and competitive posi-
tion. It leverages the unique resources and expertise of the company to create

economic value by creating social value.
» Value: economic and societal

» Value: doing good
benefits relative to cost

+ Citizenship, philanthropy,
sustainability

» Joint company and community
value creation

» Discretionary or in response > Integral to competing
to extemal pressure

» Separate from profit

maximization

» Agenda is determined by
external reporting and
personal preferences

» Impact limited by corporate
footprint and CSR budget

Example: Fair trade purchasing

> Integral to profit maximization

» Agenda is company specific
and internally generated

» Realigns the entire company
budget
Example: Transforming procure-
ment to increase quality and yield
-NE,“,GE#%;?"@,N" “PRICED AT ST sa99”
Pricing importance: WiRELESS
Number of tweets/min
during the iPad

introduction

11:21 AM
“THE IPAD 2
WILL START

10:23 AM AT JUST $399”

“THE NEW IPAD"

11:25 AM
EVENT CLOSES

10:16 AM
“THAT BRINGS
US TO IPAD”

10:00 AM
EVENT
OPENS

The number of tweets
per minute during the

TWEETS PER MINUTE public presentation on

March 7, 2012


https://hbr.org/2011/01/the-big-idea-creating-shared-value/
https://hbr.org/2012/06/pricing-to-create-shared-value

Pricing Strategy

Companies do not pay that much attention to pricing as the should

Fewer than 5% of Fortune 500 companies have a full-time function dedicated to pricing. Fewer
than 15% of companies do systematic research on this subject. Numerous studies have confirmed
that pricing has a substantial and immediate effect on company profitability. Studies have shown
that small variations in price can raise or lower profitability by as much as 20% or 50%.

Recommended reading: HINTERHUBER, Andreas; LIOZU, Stephan. Is it time to rethink your pricing

strategy. MIT Sloan Management Review, 2012, 53.4: 69-77.

NEXT STEPS FOR IMPROVING PRICING CAPABILITIES

Some companies are good
in price setting (customer
value-based pricing), some
are good in price
realization (convince
customers about the value
delivered). Price realization
failures — Pricing leakage

Pricing Power Zone
and price realization

Value Surrender Zone

Price Capture Zone

Zone of Good Intentions
price realization

White Flag Zone
orientation or price realization

*  Price represents the (customers) value

— It comes in many forms (rent, tuition,
fares, fees, rates, tolls, retainers, wages,
and commissions)

*  Most of history — individual prices set by
negotiation between buyers and sellers

One price for all since the end of the
19t century and the development of
large-scale retailing

Good price orientation capabilities

Good price realization capabilities

Some advantages in price orientation and

No significant strengths in either price

Regardless of industry, it's almost always possible for companies to improve their pricing capabilities

PRICING MATURITY LEVEL STRENGTHS CHALLENGES

Excellent capabilities in price orientation

The price of

happiness

Price
orientation
Customer Value
value-based Surrender
pricing Zone
Manage costs and complexity; ensure
sustainability and innovation in pricing.
Improve consistency of price realization; Competition-

focus sales personnel on price realization.

Quantify and capture customer willingness to
pay through customer value-based pricing.

Increase customer orientation; further
improve pricing capabilities.

Increase executive awareness and sponsor-
ship of pricing; improve pricing capabilities.

Octavia Hatch

Octavia Hatch

+ The new third-gen Octavia

+ Wide range of 'Simply Clever' solutions

« Innovative safety, comfort and driver assistant systems

boot space O up ta® from
590 1580 Dl\f74.3 mpg G 99 g/km

* Standard EU Test figures for comparative purposes and may nat reflect
real driving results. Cick_here for more information,

based pricing

Cost-based
pricing

Weak

THE PRICING CAPABILITY GRID
While competition, costs and price sensitivity within a market affect the pa-
rameters within which companies set prices, superior pricing is almost always
based on skill. In particular, the companies we found that had achieved better
pricing all had top managers who championed the development of skills in
price setting (price orientation) and price getting (price realization).

Zone of
Good
Intentions

Medium

~n £16,310 BMW 3 SERIES OVERVIEW.

Price
realization

The BMW 3 Series models combine the pleasure of driving and practicality for daily use,
ranging from the BMW 3 Series Saloon, BMW 3 Series Touring and BMW 3 Series Gran

Turismo.

BMW 3 Series Saloon
from £ 23 65000

LTS |

SO0

BMW X3
from £ 30,865.00

BMW 3 Series Touring
from £ 24.865.00

=

BMW ActiveHybrid 3
from £ 40,680.00

v 14-Fij-18

BMW 3 Series Gran Turisme
from £ 29.200.00
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http://pricingidiot.com/2014/11/04/pricing-leakage-rychly-prachy-s-jistotou-uspechu/
http://www.ted.com/talks/benjamin_wallace_on_the_price_of_happiness

fm.vse.cz

e o . . Recommended reading: MICHEL, Stefan. Capture More
PrICI ng St rategy ‘ Strateglc perspeCtlve Value Harvard Business Review 10/2014
*  When common (cost-, competition- or customer value-based) approaches don’t work

— Alternatives to pricing

* Auctioning — can result in prices that don’t please the seller but must be honored
nonetheless, But can also bear prices the seller would never have had ask

* Demand-driven pricing — fluctuations in aggregate demand drive the changes of price
(hotel, car rentals, flight tickets, ...)

Having implemented it in five nonprofit “community

* Pay what you want, name your price cafés” over three years, Panera reports that although
20% of customers pay less than the suggested donation

¢ Changing the payer (and sometimes nothing), another 20% pay more.
A metraf® * There are not only two-sided markets (buyer—seller)

" Bush: this was horrible

Preident cests mistves

* Metro paper — advertisers are the sole payers
- — Changing the price carrier

* Product is for “free”, the costs are covered by other products (often Spotify:
bundling as well); Free Wi-fi at McDonald’s, pre-paid services (Spotify, Netflix)

— Changing the timing
* Purchase now pay later, “desynchronized” exchange; (cheap) printers
and (expensive) ink, (cheap) Gillette starting kit and (expensive) blades

__SAVE®®® g

2 %\\
) — Changing the segments

* Address another segment by new offerings (often just a new brand; the product
remains the same/similar) without weakening product value proposition to the others

* Instead of low prices for everyone — coupons for those who want to bother with
coupon finding, checking, its validity, presenting coupons at checkout, ... viais Tom&SKind 15


https://hbr.org/2014/10/capture-more-value

When the price cannot be changed:
fm.vse.cz * Introduce smaller packaging
* Lower quality (plastic parts instead of metal ones)
e o . . * Adjust conditions of sale (cancel free delivery)
PrICIng Strategy ‘ TaCtlcaI perSpECtlve * Backward-costing — set the price and try to develop

best achievable product

* When common (cost-, competition- or customer value-based) approaches don’t work

. Ways how to make expensive Williams-Sonoma had a $275 bread maker listed in their

. print catalog, and almost no one was buying it. When
prOdUCt IOOk Ilke d Steal they introduced a similar bread maker for $429 and

— Introduce a more expensive positioned it next to the $275 bread maker, sales of the
$275 bread maker nearly doubled.

product

n L,L'ﬁg = - Divide a larger fee == e e s

w il 1pto e . N o /month 49/month 19/month /month
— * daily or monthly Prices instead of annual s - - =
@News (i mons ) ) g g business : :
WHY MOMS ES COMMUNITY ABOUT TAKE ACTION — Com pa re expenslve product to Somethlng mv“.m‘d mmmm wmm“ wmmw
Saving A Baby's Life, For Less Than The .
Price Of A Cup Of Coffee tangible

. — Increase the perception of value
Dyson has claimed 27% market share in the U.S. vacuum cleaner space with their story of

Ultra-lightweight,

the years of thinking and experimentation that went into redesigning vacuums and the compod endeesy o

DC29 Multi Floor

steer.

patents that were obtained. They detail everything behind their products on their About &
page, explicitly referencing the following:

5 years of prototyping

5,127 prototypes

Experiments held in “development laboratories”

1,000 Dyson engineers and scientists in Britain, Singapore, and Malaysia

Engineers in disciplines like Fluid Dynamics, Aerodynamics, Turbo Machinery, and Acoustics
And their product sales pages focus heavily on the patents behind their products:

Trusted by over 1 million users. All plans have a 7-day free trial - Remove the currency Sign and ma ke the number Visua”y
Forever Free Plan  Creste public quizzes with limited features @J‘j
smaller
e e — Emphasize that previous customers (influencers) have
S — - accepted the price

9 Ways to Make Your Expensive Product Look like a Total Steal

suppont x v v CAD 259731 CAD 259731 CAD 2380 41



https://blog.kissmetrics.com/a-total-steal/
http://blog.kissmetrics.com/a-total-steal/
http://blog.kissmetrics.com/a-total-steal/
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JERSEY T-SHIRT WITH DOUBLE
COLLAR

$225.00

Pricing strategy — Factors

1. Psychological factors

— Product value can be based not only on quality, materials, utility f a9

but also on price

— Some prices have psychological impact, being perceived as
significantly lower than they actually are

rrrrrrr

— Reference pricing — as a base for comparison — “fair” price,
usual price, recent price, historical prices, expected price,
price estimates, ...

d] %/ e-Bay bidders are not willing to bid that high if they are aware there are
also other auctions running
WOLK, Agnieszka; SPANN, Martin. The effects of reference prices on
bidding behavior in interactive pricing mechanisms. Journal of
Interactive Marketing, 2008, 22.4: 2-18.

SAM FRANCISCO, CALIFORNIA

Customer confusion — what is the reference price?
Price per kg and per piece? Is pepper for 12 CZK
expensive or not (~ 70 CZK per kg in another store at
the same time)

Dan Ariely — When Free is Dangerous

Why we make bad Q

decisions

v 14-fij-18 Tomas Kincl



http://www.researchgate.net/profile/Martin_Spann/publication/227635620_The_effects_of_reference_prices_on_bidding_behavior_in_interactive_pricing_mechanisms/links/00b7d517b9971a0da1000000.pdf
http://bigthink.com/videos/when-free-is-dangerous
https://www.ted.com/talks/dan_gilbert_researches_happiness
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Pricing strategy — Factors

— The price is perceived as a sign of quality — especially when the customer doesn’t have any
other information available

* Comparison with reference price

Suri, R., & Monroe, K. B. (2003). The effects of time constraints on
consumers’ judgments of prices and products. Journal of consumer
research,30(1), 92-104.

* There are other thresholds that influence whether the price is accepted or not

Erdem, T., Mayhew, G., & Sun, B. (2001). Understanding reference-
price shoppers: a within-and cross-category analysis. Journal of
Marketing Research, 38(4), 445-457.

r, = differential psychological threshold for the losses
r. = differential psychological threshold for the gains
1; = saturation psychological threshold for the gains
Ly = absolute psychological threshold for the losses
Is = absolute psychological threshold for the gains

Acceptable Prices Interval

rejection | iecti
& e : Fringe of Price acceptation zone : d.. el
Too cheap 1 profit Price Assimilation Range : Too expensive
: saturation -
1 Noticeable Profit o gy NOticable loss |
1 I | 1
(o I I | 1
Is 13 n I I4
< i |
Ob d ! I Ex, ;cted !
o Perceived noticeable gain. P 5 Perceived noticeable ‘ODserved
Prices - Customer (of course) buys Price loss. Customer stillbuys ~ Prices
22 % 8 T 2
82 25 5 25 L
L= g9 © g & Is the reference price influenced by customer’s
t; - o [
>0 £ 3 s £7Q cultural background?
[%) — 0O — —_ = .
2 g 85 XS S g BOLTON, Lisa E.; KEH, Hean Tat; ALBA, Joseph W.
‘5 O w2 2 . . . . .
35 S5 o g How do price fairness perceptions differ across
2] .
a° -§ S -E>, 2 culture?. Journal of Marketing Research, 2010, 47.3:
£ 3 g 3 564-576. v 14-fij-18 Toma3 Kincl
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Pricing strategy — Factors

2. Market/Industry
Type of competition (monopoly, oligopoly, perfect competition)

Monopolies

Pure Competition

h $

Ceny ko3( nizké a neomezené spotfeby v r. 2013
1600 K&

LY

vodafone

2 —MNO — MNO

T - -Mobile* - = 1000k nizka

1400 K&

1200 KE

neomezend

800 KE

600 K

400 K&

200 K&

———

0 KE
10/2012

The effect of unlimited flat tariffs

20/2013 30/2013 40/2013

Producer
Surplus

@

HYUNDAI

Qlll Qp( Qlll
* Price makers, price takers

Qpe

* Competition intensity; direct, non-direct;
price,non-price competition

— The nature of demand (elasticity)

Relatively Inelastic Demand Relatively Elastic Demand

Price Price

Costs/Revenu

P2

P1 P1

introduction on Czech mobile market in
April 2013. Tarify pro domacnosti a
virtualni operatofi v CR 2013

Hyundai executives seemed to understand what many leaders fail to
grasp—emotional storytelling was the key to connecting with
customers. In 2009, during the depths of the recession, Hyundai
launched the “assurance program,” a one-year promise to buy back a
new Hyundai should the customer lose their job. It humanized the
automaker. The buyback program ended in 2011, but the
“assurance” label stuck and now defines what the carmaker calls
“America’s best warranty.” How Hyundai's New CEO Taught Me To
Create An Irresistible Brand Story

Revenue

How And Why Rolex Prices Have Increased Over Time

Rolex Daytona in steel (116520)

$14 000 w
ROLEX

“OrIncrease in price of the Rolex
- Daytona in steel (116520)

$12000 |

$10000 |
$8 000

$6 000

P3

Demand

1 1

Fincrease in price of the Rolex
Daytona in steel (116520)
when adjusting for
monetary inflation

$4000

$2000 |

$0 - v . v . v . v v r
R P T R O R R R I
~ ~ N od

Q2 Q1 Q3 Q2 Q1 Q3

s S L F SN
¥ &N ¥ &b A K PO
Volume R R AR AN I O B

Some Patek Philippe watches (especially the Nautilus Stainless Steel) and Rolex (especially the Daytona Stainless Steel in black) are really hard to
get if you try at the local authorized dealer in some regions. Even the waiting lists are long there, and it might take a year to get a'certain Rolex
sport model. For the 50% birthday of the Submariner Rolex launched the 16610 LV a few years ago with a green bezel. The prices of second-hand

watch sales exploded up to more than 25 percent higher than the original list price. Wrist Watch Brands & Models Of High Value

v 14-fij-18 Tomas Kincl 19


http://www.tarifon.cz/aktuality/virtualni-operatori-v-cr/
http://www.ablogtowatch.com/rolex-prices-past-60-years-revealing-analysis/2/
http://www.minus4plus6.com/PriceEvolution.htm
http://www.forbes.com/sites/arieladams/2013/01/10/wrist-watch-brands-models-of-high-value/
http://www.forbes.com/sites/carminegallo/2013/12/30/how-hyundais-new-ceo-taught-me-to-create-an-irresistible-brand-story/

Pricing strategy — Factors
3.

Law and governmental conditions

fm.vse.cz

Cigarette Taxes and Cigarette
Consumption in the U.S.

$2.50 =

$2.00 {3,000

$1.50

Median Cigarette Tax
p

Taxation, customs duties

The empirical evidence clearly indicates that higher tobacco taxes will e e £
significantly reduce cigarette smoking and other tobacco use 0 ”E
CHALOUPKA, Frank J. How effective are taxes in reducing tobacco - e .

consumption?. In: Valuing the Cost of Smoking. Springer Netherlands, LI I FF S F PSS
1999. p. 205‘2 18. Median state and federal tax === Total number of cigarettes sold,

ona pack of cigarettes per capita (adult)

SOURCES: AMERICAN LUNG SOCIETY; CENTERS FOR DISEASE CONTROL; AND
THE TAX BURDEN ON TOBACCO, BY ORZECHOWSKI & WALKER

In a major setback to auto industry, Finance Minister Arun Jaitely has announced a hike in the customs duty on commercial
vehicles. The FM increased the duty to 40 percent from the current 10 percent. However, on the brighter side, to give a
boost to the government's green theme he has waived off duty on electric & hybrid vehicles. Furthermore, the FM has
allocated Rs 75 crore for electric vehicles. Auto analysts do not see this benefitting domestic CV majors like Tata Motors
and Ashok Leyland in a big way. That is because it affects only the high end hydraulic power steering CVs produced by
players like Volvo and Mercedes. According to CNBC-TV18, only 500-1000 high HP CVs are imported annually.

Union Budget 2015: Customs duty on commercial vehicles raised to 40% from 10%

On June 24, 2009, President Obama signed into law the Car Allowance Rebate System (CARS,
commonly known as 'Cash-For-Clunkers'), one of several stimulus programs whose purpose was
to shift expenditures by households, businesses, and governments from future periods when the
economy is likely to be stronger, to the present when the economy has an abundance of
unemployed resources that can be put to work at low net economic cost.

Critics of the CARS program argued that it would have little ultimate effect because most of the
purchases under the program would have happened soon anyway - they were merely 'pulled
forward' from the following few months.

A plausible interpretation of the available data, in fact, is that many of the CARS sales were to the
kinds of thrifty people who can afford to buy a new car but normally wait until the old one is
thoroughly worn out. Did 'Cash-for-Clunkers' work as intended?

Thanks to EU roaming rules, the cost of making and receiving calls when abroad in the EU is now Data Rosining (o @)
Turn off data roaming when traveling to

substantially cheaper than in 2007, when the EU first started to tackle excessive roaming e e
. . using email and other data services.
charges. Roaming Tariffs : it

Tomas Kincl

20


http://www.moneycontrol.com/news/business/union-budget-2015-customs-dutycommercial-vehicles-raised-to-4010_1315964.html
https://www.whitehouse.gov/blog/2010/04/05/did-cash-clunkers-work-intended
http://ec.europa.eu/digital-agenda/en/roaming-tariffs
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Technology's long
tail

Pricing strategy — Factors
4. Industry life cycle

— Initial stage (hi-tech, innovative products) high costs — skimming, initial high prices and hen
lowering the price over time (temporal price discrimination)

Cheaper Viewing o _ Average HDD and SSD prices in USD per gigabyte Qraqual reduction of DVD and Blu-ray prices over time.
The annual drop in the median Li-lon p"‘:'"Eﬂ?zif:::ﬁlzﬁ?;ﬁ‘:’ 1831-2005 Z HDD ) Similar to HDTV (Sony, 1990 - 43.000 USD, 2006 — 600
price of disc players: - o :

DVD players, launched May 1997 200 o ~— $56.30/GB L usD)

Initial price 240 N 175 280 $45

Year 1 ('98) 571 I 150 240

Year 2 ('99) 467 I g 125 wo §
Year 3 ('00) $345 N £ 100 160 § ——w $30
Black Friday ('00) $245 I 75 120 —8-US$,
Blu-ray players, launched May 2006 | 7 = “
Initial mlrire 5300 N 0 D'm
e — PSSP PP STSSS .
e wemasll [N 2007 two months after introduction, Apple lowered the
Elack Friday ('09) $221 - Data sources: Mkomo.com, Gartner, and Pingdom (December 2011) www.pingdom.com . .
Saurce: The Envisioneering Group the price of Iphone. Current customers got angry since
. . .. - they paid 200 USD more just a few week before. Steve
[ J ===
Sklmmmg 15 I"ISky When competltlon enters the Jobs had to apologize (including 100 USD voucher).
market or when the prices change dramatically Price Skimming’s Unintended Consequences

* When entering a well developed market (without hi-tech product) the goal might b%
market penetration — low initial prices strategy

— Aim to become market leader, experience effect, economies of scale, cost leadership

this will be Google’s final Nexus tablet. It wouldn’t be the first time we’ve heard a rumor
like that, with earlier reports stating Google will eventually look to sunset the Nexus line.
The stated cause? Because the Nexus tablets were only ever made to boost market
penetration for Android tablets, and now that they’re beginning to beat out the iPad in
sales that task is reportedly checked off as complete.

HTC said to be responsible for upcoming 8-inch Nexus tablet, could be Google’s last one

NEXUS



http://royal.pingdom.com/2011/12/19/would-you-pay-7260-for-a-3-tb-drive-charting-hdd-and-ssd-prices-over-time/
http://www.lupa.cz/clanky/loni-se-prodalo-temer-200-milionu-tabletu-na-vetsine-z-nich-byl-android/
http://phandroid.com/2014/04/21/nexus-8-htc-rumor/
http://www.ted.com/talks/chris_anderson_of_wired_on_tech_s_long_tail/
http://www.computerworld.com/s/article/9034738/Jobs_apologizes_for_iPhone_price_cut_Apple_to_issue_100_credit
http://www.msi.org/reports/price-skimmings-unintended-consequences/
http://tech.blorge.com/Structure: /2009/12/27/blu-ray-price-history-tracking-close-to-that-of-the-dvd/

fm.vse.cz

Pricing strategy — Factors

— Growth — costs decrease, competition enters the market, pressure to lower
prices to attract new customers (and keep current customers)

— Maturity — intensive competition, production volume rises, intensive
marketing communication, market segmentation, differentiation and
distribution optimization; weaker competitors leave the market — might be
an opportunity to even rise the prices (for specialized products or services)

My price point puts myself rather low on the value chain. As the field of SEO has grown and my share of voice has 7
grown | have attracted far too many wankers. Potential changes may include any of the following: increasing price I%:—f\\,
point to $299 to filter out many of the wankers A (D) 5\
SEO Book changing business model ( b: Y, \\;.:j‘}// J .\ \
e T oo | -\

— Decline — most of the companies try to harvest the market and leave. Some
companies stay on the market and focus on cost leadership through e, mewsion | coun v oo
economies of scale of experience effect — consolidation. Usually another
price decline. However less companies left in the industry, advanced
segmentation, targeting profitable market nichés can even lead to averagesx

price increase (industry restart, fashion or fads, repositioning strategies)

Industry Price|Points

Consumers have shown an increasing willingness to spend more money on mattresses of a higher quality
and provide extra comfort to achieve a better night's sleep. The average price for a mattress has increased

Industry Industry

from $92 in 1990 to $239 in 2010, representing an average annual growth rate of 5%. This increasing price Heven(E I /pmm
\\,« 4 point trend is primarily the result of: (1) an industry shift towards specialty mattresses, such as foam and A T —
\\Z/— ~air mattresses, which were sold at wholesale for an average of $537 per mattress in 2010 compared to . /,/ ]
#/’Z?/ $201 for a traditional innerspring mattress, (2) consumers desiring more expensive innerspring mattresses ~/__~ fime
/ that have enhanced technology and comfort features, and (3) an increase in the sale of queen- and king- usty Fovenue

size mattresses as a percentage of total mattress units sold. Will You Sleep Well With This Mattress o

Retailer?

Smith, T. Pricing Strategy: Setting Price Levels, Managing Price Discounts and Establishing Price Structures. Cengage Learning. 2011 v 14-Fij-18 Tomas Kincl 22


http://scottgrannis.blogspot.cz/2012/10/inflation-deflation-and-ipad-mini.html
http://www.mysanantonio.com/business/fool/article/Will-You-Sleep-Well-With-This-Mattress-Retailer-4306372.php
http://www.seobook.com/archives/002165.shtml
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5. Product life cycle
— Difficult to determine the stage of the life cycle
— Different objectives in different life cycle stages
— Form more see product life cycle

600
The Kindle's astonishing price drop over the years
500
ZDNet DIY-IT
http://www.zdnet.com/blog/diy-it
400 -

300

200

100

2007 2009 2010 2011
®mKindle mKindleDX mKindleTouch ™ Kindle Fire

> * Unit Maximization
Phase

Y * Revenue Maximization
Phase
w * Profit Maximization

% e« Profit Maximization
Phase

N\

N\

N

Figure 1. Product life cycle pricing

o e 4/03 10/08 1104 10004 2105 A . .
iPod iPod iTunes Store  iTunesStore  Apple responds  iPod Photo D’Aveni, Richard. A. Mapping Your Competitive
launch b nline b to entri introduced . ) )

I Position. Harvard Business Review 11/2007

Pri with IBM PCs Creative
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v

Primary henefit: functionality
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http://www.zdnet.com/blog/diy-it/by-next-year-the-kindle-will-be-free-chart/259
https://hbr.org/2007/11/mapping-your-competitive-position

NAKLADY NA JEDNOTLIVE EASTI IPHONU 6 R > Rt oy by ey
Gdaje ickjch dolarech, v zivores cena u pledchoa verze 55) 16)50 Jednotlivich Esti Phonu se

viak téméF shodujl. Cistd marze
Farrn firmy a jejich prodejc pak
(17.39) Zile2 predeviim na obchodnich
dohodach. Dlouhodobé nejvy3si je
v Japonsku.

Displej @:-xeeeeee

41,50

Pricing strategy — Factors

Dopliikové materidly e

6. Internal f R =228 ‘
. Internal factors | 11,00

<@ Oviddani napdjent a zvuku

7,00

(M,07)

— Costs, economies of scale, experience effect et

Per-Unit 120 (318)
Cost (S) :

15,50

(10,52)

Building the world's cheapest car

The cheapest car in the world, set to sell for just $2,500, is being unveiled at the Delhi Auto Expo by the Indian car manufacturer Antény a pfipojent
Tata Motars. The "one lakh" ~ slang for 100,000 rupees ~ pecple's car is aimed at the country's 65 million scoater riders currently
unable to afford a car
Celkem

Rear-mounted engine: (SRR Instruments: Front luggage

Two-cylinder petrol, Limited to snalogue compartment: 227‘ M5

660cc, t33bhp, speedometer, Holds battery, NS

built by Bosch adometer and windshield washer o

fuel geuge bottle. Room for Maloobchodnfi cena

snle suitcase

iPhonu 6 bez dotace

649 usp ¢ .’ ./ ,,,,,,,,,,,,,,,,,,,,,, m

9,00

(1076)

¥w

Single
windstreen
wipet

0 s
0 50 100 150 200 250 Hruba marze

Cumulative Output (units) 65 02 \
& - 0% e 80% w=» 70% | ) % N oy xcRe G
savin EoS = Economies of Scale 27)50 S)OO

ensive use of plastic ( EoL = Economies of Learning .. 5 (@07 (549)
How much is iOS~
Cest saving:
No radio, powsr steering,
ﬁ-av wheel drive: 7 2ir conditioning, emissions Wheel bearings:
ses continuous varisble transmission, control, antilock brakes, Strong enough to drive car 2t 45mph, o =S T L = ¢ . " "

lighter altemative to manual of sutomatic air bags, safety beams but will quickly wear out at higher speeds :‘;ﬂ: :f;ﬁh::;?:aﬁt?:: :;g:‘ zt;:i(ﬂem": )Pr‘lmu Applu podle regiond: (idaje za prvni Etvrtleti 2014) ;;h't;r‘: ;:l:; sva:;::::’t‘gz f,",:f"m v
Souroes: Injwr‘ opets (v miliardich dolar)

Apple je stile predeviim hardwarova spoletnost.
Prodej zaHizen! tvoF 85 procent jejich zisk( a 86,9
procenta prijm. Hiavnim tahouner je iPhone,

Walmart R et P
od: | novou éru firmy, dnes zistévaj i

chvostu.
bt O ) Evropa Coaloa 3
Transportation Strategic Goals v oy 0 0 @ e S :
pres iTunes
« Doue fieet efficiency by 2015 LGS Hoven (1]

* Transition to alternative fuels éé.») W?O‘;: — Zoyek ® Google 15,96
'mprwement in eﬁiCiency of e Send zero waste to landfills / P . M'ﬂffé'“; % ooy - o
Wal-Mart's truck fleet since 2005 | * Utiize sustainable products <o 1% — Lomim e e *
2012 Efficiency Achievements _MR |

e s D i i Company can have a non-price objectives — i.e. introduction of unlimited plans in 2013 in
* Stipped an crase of 11 blon cases o R e Czech republic? How did in influence the acquisition of O2 mobile carrier by PPF group?
« Savd aimost $15 milion ST IR e S BT napf. uvedeni neomezenych tarifli v roce 2013? What about EU regulations? How difficult
gy ey bl . . is to manage hundreds of historical and obsolete plans in the information systerms? How

is the market influenced by entry of virtual mobile carriers?
— Costs must be considered when setting the prices. However customers don’t care about

company costs at all v 14-Fij-18 Tomas Kincl 24


http://www.greenprophet.com/2009/04/india-tata-nano/
http://www.patria.cz/zpravodajstvi/2310888/telefonica-zautocila-tarify-neomezene-volani-i-sms-za-749-kc-v-siti-za-249-kc.html
http://www.theinquirer.net/inquirer/news/2293147/europe-to-make-roaming-charges-illegal-in-2014
http://www.cianews.cz/rozhovory-cianews/p-matejovsky-nabidka-tarifu-operatoru-byla-neprehledna/
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— Company objectives

e Survival —short-term objective when i.e. the company is not able to utilize production

capacity, on highly competitive markets, in time of crisis, ... company operates between
closing and breakeven points

S&P Case-Shiller 10-City Home Price Index (SPCS10RSA)
Source: Standard and Poor's

240 -

A AC
P/C AVC
Construction industry in times g =
of crisis (US, but in CR as well)
5 OGS,

(Index January 2000

iclgosing Point

Quantity

120 I L L L L L L L L I
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

L Shaded areas indicate US recessions.
FRED #, 2011 research.stlouisfed.org

* Financial goals — profit maximization, return of investments or reaching markup (i.e.
higher than industry average)

fixed cost £300,00 unit cost £16
Unit cost = variabl t + ————— = §10 + ——— = §16 Mark ice = = = $20
Tk Cost = VATEDIe COSE T it sales 5 50,000 i VAP PHEE = desired return on sales) 1 — 0.2 §
T et ) " . desired return < invested capital _$16 + .20 % $1,000,000 $20
arget-return price = unit cost umit sales 50,000 =

— Markup pricing is common in restaurants, but also in pharmacies (in CR by law)

* Not a very suitable method, since it doesn’t consider demand; however it is
pretty common approach

v 14-fij-18 Tomas Kincl 25


http://recipes.howstuffworks.com/menus/restaurant-markups.htm
http://www.olecich.cz/encyklopedie/z-ceho-se-sklada-cena-leku
http://socialdemocracy21stcentury.blogspot.cz/2014/02/mark-up-pricing-in-uk.html
http://crookedtimber.org/2011/10/21/wealth-and-recession/
http://byznys.ihned.cz/c1-54372940-ceske-stavebnictvi-bude-za-rok-propadlikem-stredni-evropy-letos-je-horsi-madarsko
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Pricing strategy — Factors & B, o

* Perceived value pricing

— In recent years some companies adopted value pricing — fairly low prices but high
quality offerings S|Iverste|n', ‘M. )., & Fl‘ske,. N. (2003). Trading up to new luxury. ‘
Opportunities for action in consumer markets. Boston Consulting Group

maker of Kenworth and Peterbilt trucks, able to charge cATEHP“.lAH‘E $90,000 is the tractor’s price if it is only equivalent to the competitor’s tractor
10 % premium through continuous innovations, increasing o $7,000 is the price premium for Caterpillar’s superior durability
reliability, fuel efficiency, hybrid technologies — third Caterpillar is $6,000 is the price premium for Caterpillar's superior reliability

largest truck manufacturer worldwide, Fortune 500, M\L $5,000 is the price premium for Caterpillar's superior service

success on emerging markets ... China Develops a Taste for crushing it $2,000 is the price premium for Caterpillar’s longer warranty on parts
Expensive Trucks $110,000 is the normal price to cover Caterpillar's superior value

- $10,000 discount
$100,000 final price

* Value pricing (not necessarily low-prices)

— EDLP (everyday low-pricing) — constantly low prices with little or  |Gillef#e
no promotions or sales to eliminate customers uncertainty

Gillette and product
innovations

— high-low pricing — high prices on everyday basis but frequent

Walmart = < promotions and temporarily sales; often with bait-pricing, leads to B et

Save money. Live better. Car discounts, Germany, selected models
FAMILY ® DOLLAR brand and value erosion, customers wait for sales et (it
0 5 10 15 20 25 30 35
1992 study — only 26 % US retailers EDLP, 74 % Hi-Lo, 10% EDLP category price decrease led to PR [5550]
a 3% sales volume increase, whereas a 10% Hi-Lo price increase led to a 3% sales decrease. An Renault Kangoo 14,990
Low i everyday price reduction of 10% requires a sales increase of over 39% in order to maintain existing | FatPanda
gffg{g;g;mw profit levels HOCH, Stephen J.; DREZE, Xavier; PURK, Mary E. EDLP, Hi-Lo, and margin arithmetic. E_“:l:”:a
o 1at Punto i
The Journal of Marketing, 1994, 16-27. / e -
Volkswagen Golf
* Retailers but also Italian or French car manufacturers Ford Focus [16,770]
Y Citroén €3 15,325
ﬁ ?/A g\\ Peugeot 207 15,810
PEUGEOT CITROEN Source: Guter Rat magazine
v 14-fij-18 Tomas Kincl 26


http://www.bcg.com.cn/export/sites/default/en/files/publications/articles_pdf/Trading_Up_New_Luxury_Oct2003.pdf
http://blogs.wsj.com/corporate-intelligence/2013/10/18/china-develops-a-taste-for-expensive-trucks/
http://www.innovationexcellence.com/blog/2011/09/30/can-gillette-disrupt-itself/
http://businesscasestudies.co.uk/gillette/developing-the-new-products/beating-the-competition-and-growing-the-business.html
http://www.economist.com/node/21547788
http://en.wikipedia.org/wiki/Paccar
http://fortune.com/2011/05/12/caterpillar-is-absolutely-crushing-it/

Product Lines Pricing

Citigo 3 Door

Product lines pricing

from &

Considering product line length (number of products in the line)

8,090 Fabia Hatch

Model page >

a T

«—

The R Castron®
o G L1

Exquisite
Luxury
Hotels

JW MARRIOTT.

HOTELS & RESOKTS

tom £9,945)

Model page 3

Rapid

~. £13,185

New Yeti

B—0

veti).... £16,600 Octavia Hatch

Model page >

_Keep thEFeq_ce

ime
@ )

.n £16,310 Superb Hatch

Model page >

Considering product line depth (versions offered of each product in the line)

Octavia Estate - List prices
;: :::I'vup List prices | Business prices | Motability scheme and prices
3, TaillFog 7

4, TaillStop

ancic

Product line stretching — increasing number of products within an
existing product range; downward or upward stretching, filling

S\ \arrioft

|
i
i
i
i
!

() ' arnoft.
RENAISSANCE. : HOTELS & RESORTS
MOTELS & RESORTS H B e
i

=
i
i
i
i
i
Contemporary | Quality
i
Quality i Destination
Hotels ¢ Hotels
i

5. Tail lightpipe)
6.Fog

7.5top

How

costly
underbody protection for Octavia Scout?
Are the LED lights (or power windows)
really that much costly than bulb lights

is plastic

(manual windows)?

0%
Aarrioft.

OxxcuTve AT

Hc‘I‘dcn(t'

Narmott

Extended
Stay

~
T

Value
Hotels

cladding

and

SE 2.0 TDI CR 150PS 4X4
Elegance 1.4 TSI 140PS

Elegance 1.4 TST 140PS DSG
Elegance 1.6 TDI CR 105PS
Elegance 1.6 TDI CR 105PS DSG
Elegance 1.6 TDI CR 105PS 4X4
Elegance 2.0 TDI CR 150PS
Elegance 2.0 TDI CR 150PS DSG
Elegance 2.0 TDI CR 150PS 4X4
VRS 2.0 TSI 220PS

VRS 2.0 TSI 220PS DSG

VRS 2.0 TDI CR 184PS DPF

VRS 2.0 TDI CR 184PS DSG DPF

SE Business 1.6 TDI CR 105PS

SE Business 1.6 TDI CR 105PS DSG
SE Business 2.0 TDI CR 150PS

SE Business 2.0 TDI CR 150PS DSG

124 D/£0
121 D/£0
116 C/£0
98 A/£0
104 B/£0
119 C/£0
110 B/£0
119 C/€0
124 D/£0

142 F/£140

149 F/£140
119 c/g0
129 D/f0
99 A/f0
104 B/£0
110 B/£0
119 C/£0

£18,458.33
£17,333.33
£18,375.00
£18,041.67
£19,083.33
£19,250.00
£18,791.67
£19,833.33
£20,000.00
£19,508.33
£20,666.67
£19,850.00
£21,008.33
£16,500.00
£17,541.67
£17,250.00

£18,291.67

£3,601.67 19E £22,715.00
£3,466.67  19E £21,365.00
£3,675.00 19E £22,615.00
£3,608.33 | 14E £22,215.00
£3,816.67 14E £23,465.00
£3,850.00 | 14E £23,665.00
£3,758.33 |20E £23,115.00
£3,966.67 | 20E £24,365.00
£4,000.00 20€ £24,565.00
£3,901.67 29€ £24,115.00
£4,133.33  20€ £25,505.00
£3,970.00 26E £24,385.00
£4,201.67 26E £25,775.00
£3,300.00 14E £20,365.00
£3,508.33 |14E £21,615.00
£3,450.00 20E £21,265.00
£3,658.33 | 20E £22,515.00
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http://www.lidovky.cz/skoda-rapid-je-propadak-duvodem-je-zrejme-vysoka-cena-pcv-/ln-auto.asp?c=a121229_114156_ln-auto-aktuality_hm
http://wheels.blogs.nytimes.com/2007/10/15/jaguar-x-type-dud-of-the-decade/
http://www.mckinsey.com/insights/marketing_sales/do_you_have_a_long-term_pricing_strategy
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Product Mix Pricing

Product mix pricing strategy — maximize profit for the whole mix

1. Captive products — cannot be used without the core product. Usually the core product is priced

3.

low but high prices are placed on captive products — ink and printers, film rolls and camera,
phones with contracts. Allows sellers to make a profit off the captive products. If the price is
too high — aftermarket offers an alternative (ink cartridge refill)

Standardni cena < DP4 3cos ke (TR < The printers used to be sold without ink.
However the customers did not appreciate
the additional costs to start printing.
Therefore companies have introduced
starter cartridges — smaller and lower-
e quality cartridges

Na splatky bez navy3enf ceny X /‘J'J ‘

399 K& mésitné + 95 K¢ jednorazové

m FREE 02 (2493 KE mésitné, neomezené volani a SMS do 02,
u, SMS 1,50 KE a MIMS 5,60 K¢) a pfi zavazku na 24 mésich.

Optional feature —i.e. beverages in restaurants, again, often the true source of profit. Again, if
the price of optional product is too high — customers wont buy it

Two-part pricing — cell phone plan including a limited amount of data for a monthly charge
(with additional fee when exceeded the limit), a amusement parks (admission fee plus pay-as

you go)

Neomezené volani a SMS
v siti Vodafone 250 MB

+ 130 min. intemet
do ostatnich sitf

v 14-fij-18 Tomas Kincl 28


http://www.bloomberg.com/bw/stories/2003-07-13/can-hps-printer-biz-keep-printing-money
http://www.dailyfinance.com/2010/09/08/top-5-food-mark-ups-where-restaurants-make-huge-profits/
http://www.sfgate.com/business/article/Restaurant-markups-deconstructed-2370995.php
http://www.businessinsider.com/how-much-restaurants-mark-up-food-2013-10
http://en.wikipedia.org/wiki/Amusement_park
http://www.tonerrefillkits.com/blog/what-is-a-starter-print-cartridge/
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Product Mix Pricing

4. By-products — produced as a side-effect while producing something else

company. The company began to sell by-products: waste sugar cane fiber was used to
manufacture wallboard. Today — one of the TOP10 Australian selling building and
construction materials

m CSR — originally named Colonial Sugar Refinery — since 19. century as a sugar

JET FISH

W Meat and Bone Meal — a by-product in food-processing industry. In some countries
W forbidden as animal feed (yet still happening)

&=

5. Bait-pricing — customers are “baited” by advertising low-priced product which is just limited

availability. Therefore customers are pressured to “switch” to similar but higher-priced product.

Sometimes the products are not even on stock —illegal in some countries.

‘Real Cost’ Breakdown - Lufthansa v Ryanair

Lufthansa Ryanair
® AllinCost  ®minfant Fee  ® Credit Card ® All-in Cost ® Infant Fee = Admin./Service
m Baggage ® Infant Equipment B Priority Boarding

1%
3% A%

Vs.
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http://www.encyclopedia.com/topic/CSR_Limited.aspx
http://www.novinky.cz/ekonomika/313097-v-polsku-krmi-jatecni-dobytek-masokostni-mouckou-ze-zdechlin.html
http://uk.finance.yahoo.com/news/how-does-ryanair-money-29102012.html
https://en.wikipedia.org/wiki/Bait-and-switch
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* Bundling — offering multiple products for sale as one combined product

— pure bundling — customer can purchase the entire bundle or

}_ o we nothing —i.e. entrée and side dish in restaurant or Digital Cable TV
1795 249 2905 @290 s _
e B e Service Plans & Packages

=l Komplet
on —

* Joint bundling — two products are offered for one bundled
price or leader bundling — leader product is discounted when
purchased with a non-leader product

Restaurant Ambiente Churrasco-rodizio offers a salad buffet
eat-all-you-can for 685 CZK/person (Spring 2014)

1 Big Mac® 3 B‘I:Im Pounders* 5 Angus Deluxe y

_RIGINAL clﬁnm\scu-nowlu “7%
"RESTAURANTE BRASILEIRTY S Bl 4
— mixed bundling — the products can be purchased either separately

or in one bundle for a favorable price

i b i 300 §.80m 4.1 wia
AT v 800-1130u Bilnt 1140-73800. 760

2 2 Cheeseburgers 4 !gu‘hr_nunmr Pounder=

5.00m .18 To0m 460 mua
080-17200c G000itwmider | 1120-1360 740

* For products where the demand is negatively correlated

ppe—— — * MS Office, consoles and (some) games, CD albumes,
| C,L PlayStation.Plus Yea r|y ACC@SS
4 t’z g 2 ' e 120 article PDF downloads
‘ L =l TIEIOR Unlimited reading
I§ $179 $480/year

— unbundling —the bundle is sold as separate products g
game DLC, academic journals (JSTOR) v 14-Fij-18 Toma Kincl 30



http://www.musicthinktank.com/blog/unbundling-the-album-a-business-case-for-releasing-single-so.html
http://venturebeat.com/2013/12/23/dlc-please-make-it-stop/
http://www.skylink.cz/zakladni-balicky
http://brasileiro-slovanskydum.ambi.cz/cz/
http://www.amazon.com/Unapologetic-Standard-Explicit-Rihanna/dp/B00A7ZWUJC/ref=sr_1_1_title_1_mus?s=music&ie=UTF8&qid=1395594767&sr=1-1&keywords=rihanna
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Mixed bundling

Mixed bundling is
not always the
most profitable
option —it
depends on unit
costs, production
volumes and
reservation prices!

* Use mixed bundling to increase profits

Lets have a restaurant selling just a cake (kolac) and fish (ryba). The cake is 8 USD, the fish 8 USD
as well. The products ale sold just separately.

A customer buys a cake just if his reservation price (how much is he willing to pay) is higher
than the price of the product. If the customer’s reservation price for cake is 10 USD and 6 USD
for fish, he buys just the cake (point x). If another customer values cake at 6 USD and fish at 11
USD, he buys just fish (point y). Another customer who values both products at 6 USD buys
nothing (point z).

The restaurant changes the offering and decides to sell just the pure bundle (fish and cake) for
12 USD. The customer buys the bundle when his reservation price for the combination is higher
than the price (all points in the colored area).

The restaurant changes the offering and decides to sell each product for 8 USD or the bundle for
12 USD. A customer buys the bundle when:
1. Reservation price of fish + Reservation price of cake > Price of bundle, or
2. Reservation price of fish > Price of bundle - Price of cake, or
3. Reservation price of cake > Price of bundle - Price of fish
For (w) the condition (3) is not met — therefore the customer buys just the fish

Consider customers a, b a ¢, and cost of cake 2 USD and
; cost of fish 3 USD
] : For fish and cake sold separately, the optimal price of
cake is 8 USD, when both a and b buy; profit 2 x (8 - 2) =
S : 12 USD and optimal price of fish is 11 USD, when just ¢
] b § buys the product; profit 11 — 3 = 8, total profit 20 USD

C ] For pure bundling (12 USD), all a, b and ¢ buy the
: bundle, which means total profit 3 x (12 — (2+3)) =
] : 21 USD
j i However for mixed bundling, the separate prices could
' c.  be set even higher — cake could be 9,99 USD (a buys
. | . either; profit 9,99 - 2 = 7,99), fish could be 10,99 (c buys
Cem s b anyway; profi 10,99 - 3 = 7,99) and b chooses the

bundle (profit 12 — 5 = 7), total profit 22,98 USD

lag
Ll

kolacg
1 L

jen kolaé rybu i koldé
X
x
z ¥
x =
nic jen rybu
w
»
S e T 1
8 ryba
X\ :
rybu i koldé
X
x
z ¥
-1 x =
nic
W
»
T T T T T T T T T T T ='
8 ryba
L
rybu i kolag
1 jenkolat x
z ¥
x x
nic
w
x
jen rybu
J |-
T T T T T T L
8 ryba
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http://wps.aw.com/bp_perloff_microecon_6/180/46080/11796588.cw/content/index.html
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Price adjustments

1. Promotional pricing

LET

SERVIS

Loss-leader pricing — drop the price on well-known brands to stimulate

additional store traffic. Manufacturers don’t like much — brand value/image

erosion
Special event pricing — black Friday, back-to-school, Easter

Special customer pricing — loyalty programme/scheme

TESCO

Cash rebates — to clear inventories without cutting the list prices

Low-interest financing or Longer payment terms — lowering the costs of
loans (interest rate) to attract customers worried about whether they can
afford the monthly payment

Warranties and service contracts — promote sales by adding free or low
cost warranty

Psychological discounting — artificially high initial prices, then offer

a substantial savings — often an illegal discount tactic

Nexus 7 (2013) Price Cut By Up
To $50 Today On Woot

The discount shopping website is currently promating a factory reconditioned version of the

Nexus 7 (2013), promising to ship the refurbished Android slate in three to five business

days. For the 16GB model you'll pay $189.99 for a $40 saving, while the 32GB model is just

$219.99 at a $50 discount.

In Czech Republic, the prices are additionally increased before the Christmas sales. When the Christmas
sales begin, the retailers introduce “discounted” prices (lowered to the previous level). This is a pretty
common approach on Czech market (5,6 % cases). A real bargains occur only in 3 % of products on sale.
Povanocni slevy na ¢eskych e-shopech jsou ¢asto jen naoko, opravdu zlevnéné jsou jen 3 % zbozi

T
il i

g Y

' | » , e L
o 223 \%, N ot
' R £ ;
~y i
o b
d B8, =1
(s8ly i R \E R

N
~

1((0knl$‘::vﬂ \
= 90 i\
P | 59 &
m
; % Za vase staré
5.y auto VIAC!
¥ Y

o 2 000 € wyhodnejsie
Vybaveny

CITROEN C4
11590€

SkoFIN 5 i e i ]

o 0 ur
"'00‘

ok, 0 poplatek

Dooo =
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http://www.feedit.cz/wordpress/2015/01/27/povanocni-slevy-na-ceskych-e-shopech-jsou-casto-jen-naoko-opravdu-zlevnene-jsou-jen-3-zbozi/
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Price adjustments
2. Price discrimination (price differentiation) |

— CUStomer'Segment priCing ::‘é':l'“f“' 1;222 720KE' 720Ké' GGDKE'
* Different prices for different customer segments — gy e o

it is more usual than people think

Evian Mineral Water Spi

— Product-form pricing — different price in different markets for XAk = 10 cutomer oon 4,;
i the same product) — Evian mineral water (~ 1-2 USD), Evian Price: $7.00.+ $6.95 shpping = W
refresher (mineral water spray — 50 ml for 7 USD 3 -

% {5%\'\
| — Image pricing @@ ,. 4
+ same products different packaging ' L

— Channel pricing o
 Bricks and mortar, outlets, online stores, daily deal 7 Baby o -l it
sites (Groupon), exclusive dealerships or retailers, ... eicsmicmmmcos
— Location pricing M ’
- List
* Based on the location (i.e. Amazon Kindle in EU) AT s
Kindle Paperwhite, 15 cm (6 Zoll) ““"h hl.

Kindle Paperwhite, 6" High Resolution
$119.00 Prime

¢f About this product

EUR 129,00 «Prime

Bestellen Sie in den ndchsten 8 Stunden, um den Arti
Andere Angebote
EUR 127,71 gebraucht (1 Angebot)

— Time pricing

Q Zzoom | [ Video

rin the next 32 hours and get it by Monday, Mar 34

Iare Buying Choices
$97.00 used (5 offers)

MIN. 30 % SLEVA

* (Flight) tickets, seasonal discounts
(early or last minute) hotel room booking, ...

AZ 60 % SLEVA
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Distribution strategy

To manufacture a great product is not enough

There are usually some/many intermediaries between the manufacturer and customers —
distribution channel

Distribution costs usually much higher than i.e. cost of marketing communications

— Intermediaries usually split around 30-50 % of the final price paid by the customer

— In comparison, marketing communications usually represents around 5-7 % of the final price

— Shipping and handling often reach 20 % of the final price

Figure 3

Raw materials and packaging

Manufacturing

Distribution and transportation

Trade marketing and selling

Store operations

G&A

Combined profit

Retail price

[Source: AT. Kearney analysis

How a combined cost waterfall can reveal key insights

IRetail shelf price index = $1.00 (food example)

i
e |tem production costs m
|
» CPG D&T (Plant to DC to store)
* Retailer D&T (DC to store)
I
e Trade funding

» Consumer and marketing expenses 0.14
= Advertising

i
I

 Receiving to shelf handling
o In-store labor and facility costs m
« CPG in-store sales and merchandising

1

|
+ Support functions
 Building and office expenses m
e Indirect materials spend

I
|

Notes: CPG is consumer packaged goods; D&T is distribution and transportation; DC is distribution center; G&A is general and administrative.

US logistics spend is estimated ~ 10 % of GDP.

Due to the fragmented environment, in China

the logistics spend could reach almost 20 %.

v 14-Fij-18
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http://mhlnews.com/archive/2011-logistics-spend-was-85-us-gdp
http://www.joc.com/international-logistics/global-sourcing/china-unveils-six-year-plan-cut-logistics-costs_20141007.html
https://www.youtube.com/watch?v=qeZFc7b42gg
http://www.atkearney.com/consumer-products-retail/ideas-insights/featured-article/-/asset_publisher/KQNW4F0xInID/content/virtual-vertical-collaboration/10192
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Distribucni strategie — vyznam

Marketing perspective doesn't include just transportation (supply chain), a broader view

also incorporates a comprehensive network of partners.

The goal is to deliver the value to the customer — value delivery network/marketing

channels

Includes both upstream and downstream activities. Here focus on downstream.

All components of marketing mix are strategic complements

We find that advertising and pricing are strategic complements as manufacturer advertising increases the price elasticity of
demand; advertising competition intensifies price competition but it also improves the profitability of manufacturers; the
presence of retailers in the channel leads to increased advertising spending while mitigating the extent of price competition.
Manufacturers can enjoy a higher profit from using retailers when they compete in both price and advertising. Finally, we
show that the emergence of ecommerce, which enables manufacturers directly selling to end consumers, has asymmetric
profit impacts on manufacturers, as brands with lower cost and lower brand goodwill are more benefited from ecommerce.
Chan, T. Y., Narasimhan, C., & Yoon, Y. (2017). Advertising and price competition in a manufacturer-retailer
channel. International Journal of Research in Marketing.

Farris and Albion (1987) show that, by and large, the evidence on advertising and price elasticity is consistent with the notion
that advertising decreases price elasticities for manufacturers and increases price elasticity for retailers. This earlier work was
later buttressed by additional research showing lower retail gross margins for highly advertised national brands (Albion and
Farris 1987). Together with analyses that showed higher gross margins and higher relative prices for high-advertising
manufacturers, there is support for the argument that advertising helps manufacturers differentiate their product (advertising
= market power), but induces greater retail price sensitivity, more intense retail price competition, and lower retail margins
(advertising = information).

Chan, T. Y., Narasimhan, C., & Yoon, Y. (2017). Advertising and price competition in a manufacturer-retailer
channel. International Journal of Research in Marketing.
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fm.vse.cz Recommended reading: STERN, Louis W.; STURDIVANT, Frederick D. Customer-driven
distribution systems. Harvard Business Review, 7/1987

NARUS, James A.; ANDERSON, James C. Rethinking distribution: adaptive channels.

D i St ri b uti O n St rategy Harvard Business Review, 7/1996

Table 1: Components of Retail Prices
Per cent of final sale price

— Intermediaries usually split around 30-50 % of the e —
final price paid by the customer T pm——
Notwithstanding dispersion across different types of goods, on average, around half _2007/0s 20 32 52 48

Sources: ABS; RBA

of the final price of retail items can be attributed to the cost of the goods

themselves, with the remaining half covering the gross margins of wholesale and |, ..icais _ CostofDolg CostofDoing
retail firms in the distribution supply chain. i usiness (008) Buaness (Co09
The retail supply chain, which includes both retailers and parts of the wholesale l l
sector, accounts for a significant part of Australian economic activity, representing rrognt || Tonke: Net margin Netmargn
around 7 per cent of GDP and more than 10 per cent of total employment. i F'e"’r 7 ;
\J v
Gooss | + | GrosswaRoN | + | cRossArGm | = | | PRice
 Distribution costs among industries/sectors \ :

Summarizing all this, the cost of goods accounts for around half of the final sale l PTRETIORS MAREH ‘

price of retail items, shared between its two inputs — imports and domestically

Source; RBA

produced goods. The remainder reflects the cost of distribution. Splitting this into Distributors’ Gross Margins by Product Type
the various inputs involved in distribution shows that around 20 per cent of the final % Share of final sale price, 2007/08 "
price is attributable to each of labor and intermediate inputs used by distributors,
with the final 10 per cent of the sale price being the net profit of wholesalers and l
retailers combined. ost Structure of Consumer Goods 50 5
hare of final sale price, 2007/08
% % |
25 25
75 75
D'ARCY, Patrick, NORMAN, David, and
SHAN, Shalini. Costs and Margins in the
Retail Supply Chain. The Reserve Bank of 50 50 © 0 0
Australia. Bulletin — June Quarter 2012. g g E 28 8¢ 8 8%
k5] 5] = 2 E 8T = § g
25 25 © & z £8 §§ i 3
0 By sector By input 0 Source: ABS
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http://www.rba.gov.au/publications/bulletin/2012/jun/2.html
https://hbr.org/1987/07/customer-driven-distribution-systems
https://hbr.org/1996/07/rethinking-distribution-adaptive-channels
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Distribution strategy Py

-
rd

e Coca-Cola case w———

Vending
Plants Machines
& Coolers

— Coca-Cola produces concentrate/syrup which is

sold to licensed Coca-Cola bottlers throughout §

the world Ingredients & s
Packaging

Our $64 billion supply chain covers more than 900 manufacturing facilities, 270 bottling

partners and more than 20 million customer outlets. For two-thirds of our 20 million customers,

we use one of the world’s largest direct store delivery (DSD) systems. We have more trucks on

the road than UPS and FedEx combined.

Since we produce and distribute locally in every country, we have the flexibility to tailor our

brands, products and packages to fit the needs of our customers and consumers.

Building Brand Love Through Agility

Bottling Warehouse &
Plants Transport

Consumers

we source locally
we manufacture locally

- Only few facilities are owned by the company, bottling partners M ' we distribute locally
Distribution . y
strategy developed N0ld Coca-Cola franchises for one or more geographical areas il
i - Bottling Investments G Global Footprint
durlnlg.W_Vl\jHS Bottling Investments Group is a division of The Coca-Cola Company dedicated to investing in g iy, | rLrocprd
:upp y|n.g 'I' Coca-Cola bottling operations around the world. BIG provides leadership to drive growth in
frooi)s.(Junge critical markets, provides venture capital to move quickly, and often amends structural or { .
ountains) ownership challenges. BIG is currently in 19 countries and works to maintain a healthy balance 05 § ,)’_
of franchise and Company-owned bottlers in the system. ; .\-\’W}.-
The Coca-Cola System, New and Improved: The Story of Mass Marketing in America P e
» e
— In emerging countries — micro distribution el P :

Our micro distribution centers (MDCs) in Africa, many of which are run by women, help our
beverages reach small shops and kiosks that can’t be served by more trucks and vans and create
value for our business, our retail and restaurant customers, and the broader communities.

The CEO of Coca-Cola on Using the Company’s Scale for Good
Supporting Small Business Development Dasani OS5I Jsh. 3077

[

* A part of Coca-Cola CSR activities b (B - WEG
, 4 "‘0/; . v 14-Fij-18 38
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http://www.coca-colacompany.com/stories/opinion-building-brand-love-through-agility
http://www.coca-colacompany.com/our-company/the-coca-cola-system
http://www.businessweek.com/chapter/tedlow.htm
https://hbr.org/2014/05/the-ceo-of-coca-cola-on-using-the-companys-scale-for-good/
http://www.coca-colacompany.com/stories/supporting-small-business-development
https://www.youtube.com/watch?v=NvNTyFeBMns
http://www.coca-colacompany.com/history/2008/11/coke-and-the-us.html
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Distribution Strategy — Channel Functions and Flows

Storage and movement, title, and communications constitute a forward flow, ordering and

payment represent backward flow, information, negotiation, finance, and risk taking can
occur in both directions

1. Physical Flow

[ 1 ¢
SUPPIIETS [y e Manufacturer T e Dealers || Transporters == Customers
2. Title Flow
Suppliers Manufacturer Dealers Customers
3. Payment Flow
Suppliers | === Banks |- Manufacturer Banks | Dealers |e— Banks |~ (Customers
4. Information Flow
Transporters, ; v Transporters, vi T I 'l
Suppliers |==—| warehouses, Manufacturer warehouses, Dealers |- > banks =1 Customers
banks banks
5. Promotion Flow | p ¥ *
Advertising Advertising .
Suppliers - agency Manufacturer agency = Dealers *=| Customers

I"- b
e, 151 2
g. 1o,

Five .\];n'l\vling Flows in the .\];n'l\vl]ng Channel for Forklift Trucks

KOTLER, P., KELLER, K.L. Marketing Management .14t ed.Pearson 2012
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Distribution strategy — Types of Intermediaries X<

For FMCG, the intermediaries are the only option for an effective

distribution

Dramatically reduces the number of transactions

Various types of intermediaries — wholesalers, merchant wholesalers
(limited-service, cash-and-carry, drop shippers, mail-order, truck
jobbers, rack jobbers), dealers (brokers), sales offices, branches,
retailers, supermarkets, convenience stores, specialty stores,
department stores, superstores, warehouse clubs, off-price
retailers, pop-up stores, nonstore/direct retailers, ...

Intermediaries have many other functions
Marketing research about existing or potential customers,
competing products and other subjects on the market, ...

Marketing communication with the customer
Price negotiation, orders frequency and quantities

Storage of goods, product assembly, packaging, ...

o

Inventory administration, financing, risk taking
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Distribution Strategy — Channel Levels, Chanel Design

* The distribution channel can consist of a number of partners and can be of various length

(a) Consumer Marketing Channels

(b) Industrial Marketing Channels

Direct and indirect marketing channels

0-level 1-level 2-level 3-level 0-level 1-level 2-level 3-level
Manufacturer ‘ ‘ Manufacturer ‘ ‘ Manufacturer ‘ ‘ Manufacturer ‘ ‘ Manufacturer ‘ ‘ Manufacturer ‘ ‘ Manufacturer ‘ ‘ Manufacturer ‘ ngn
-
Value-added
Manufacturer's Manufacturer's
‘ Wholesaler ‘ ‘ Wholesaler ‘ representative | | sales branch 2 "‘"""’/‘W
- Distributors channels
e g
= “Indirect” channels
Industrial
‘ Retailer ‘ ‘ Retailer ‘ ‘ Retailer ‘ distributors Direct marketing
4 channels
Industrial Industrial Industrial Industrial Low -
‘ Consumer ‘ ‘ Consumer ‘ ‘ Consumer ‘ ‘ Consumer ‘ customer customer customer customer Low High
Cost per Transaction
Fig. 152/ A KOTLER, P., KELLER, K.L. Marketing Management.14t ed.Pearson 2012
Consumer and Industrial Marketing Channels
The length of distribution channel can reach a high number of levels — for example Food processing industry in Japan
has often more than six levels (while still being effective)
2] 2]
ITO, T., & MARUYAMA, M. (1990). Is the Japanese distribution system really inefficient? (No. w3306). National ° 2 < § ©
Bureau of Economic Research ° § % E’ @ 0 g
s 3 58 2 T T 7 3
. - : e ¢ e & & E £ 3
* Channel Design Decisions are influenced by many factors l .
(]
1 HE B =
Kodak's printers and ink cartridges 4
— =
were initially available only at Best Buy ﬂUdUb‘-‘" L
:rt]ores odr dltrect fr.orT:j Kodadkd(.)tr.wlmel— | FlyDubai uses a variety of
€ prot ;chrelz.qwrfh an adai '0?:: :a € distribution channels to reach
:Epi(')rh ° e_ |ve?r ﬁ? rr;ebsszige a different segments. The
€ |g‘ €rprice1s offset by loOwer demands of channels varies
operating costs
Tomas Kincl
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http://www.nber.org/chapters/c8663.pdf
http://www.computerworld.com/article/2542249/computer-hardware/ink-wars--kodak-vs--hp-in-the-ink-jet-consumables-battle.html
https://www.techdirt.com/articles/20070205/232213.shtml

Distribution Strategy — Chanel Design

Clothing Grocery

Service/quality Price/value  Affinity Service/guality Price/valoe  Affinity
cuslomens customers cuslomers customers customers cusbomers

France H = 3 France H - 5 |
Germany || 30 5 | Gormany | 42 5|
; Producer | United Kingdom 1| 19 | United Kingdom | 32 |

*  Channel Design Factors
— Type/nature of the product
— Market mapping, Segmentation

|
1 * Service/quality customers care most about the variety and performance of
products in stores as well as the service they provide.

* * Price/value customers are most concerned about spending their money

S wisely.
Internet | Retailers | | Dealers | N * Affinity customers primarily seek stores that suit people like themselves or
& * * & the members of groups they aspire to loin. In fact, our research shows that
. ' affinity in this sense-the social associations of stores-is a more important

et b i b consideration for all groups than marketers have traditionally recognized.

CHILD, P. N., HEYWOOD, S., & Kliger, M. (2002). Do retail brands travel?.
The McKinsey Quarterly, 1, 11-13.

@ JOHN DEERE

On Site
Cur John Deere dealers and distributors are the experts that can help you find the right
solution to your equipment needs. Specializing by industry or residential equipment
dealers — they can help with your buying decision from defining your requirements,

There are many different kinds of people, and they display about as many

ordering your equipment, finalizing and financing your purchase to servicing your different buying patterns. That simple truth is well understood by those
equipment. . ..

i responsible for market research, product development, pricing, sales, and
For maintaining your residential property, you can also find select lohn Deere equipment strategy. But they haven’t been getting much he|p from a venerable
at Home Depot and Lowes home improvement stores. . . .

F technlque — market segmentation. Market segmentation has become
Online narrowly focused on the needs of advertising.
= You can order select models of John Deere equipment to maintain your residential . . . .
property using our Buy Online Web site. These online orders are sourced through The idea was to broaden the use of Segmentatlon so that it could inform
your local John Deere dealer. They will contact you ta set up delivery and finalize not just adver‘tlsmg but also prOdUCt innovation, pricing, choice of
the fi i d hase. N . . .
° TNAREE and parenese. . _ _ distribution channels, and the like. Yet today’s segmentations do very
= Some basic homeowner equipment service parts can be ordered online and shipped kK R .
directly to your home. little of this, even though markets and media are even more fragmented
= Amaore cnmprehensive online parts ordering Web site is also available for a the and consumers even more diverse and accustomed to fo”ow|ng their own
complete line of lohn Deere parts. You order online and your local John Deere .
dealer fulfills the order — for delivery, pick-up, or to ship directly to you. tastes and 'mpUIses-
= For governmental agencies or military entities, John Deere has special Web sites to YANKELOVICH, Daniel, MEER, David. Rediscovering Market Segmentation.

help meet your purchasing requirements. . .
" youre & e Harvard Business Review, 2/2006 v 14-Fij-18 Tomas Kincl 42


http://museum.brandhome.com/docs/P0031_Do retail Brands travel.pdf
http://www.deere.com/wps/dcom/en_US/buying_and_finance/usa/where_to_buy/where_to_buy.page
https://hbr.org/2006/02/rediscovering-market-segmentation
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Distribution Strategy — Chanel Design

Customer’s characteristics

Millennials—born between 1980 and 2000—are both the 20th century’s last generation and its first truly
digital one. This old century/new technology dichotomy gives pause to marketers attempting to understand

and connect with this key demographic.

Millennials are not only transforming their own shopping behaviors but those of their parents, who are
increasingly mimicking the demands of their children for seamlessness as they climb the digital learning curve.
One consequence of this evolution is that the retail environment will probably change faster than many
companies expect in the coming years, and many retailers will find themselves falling further and further

behind. That’s because delivering products and services in a truly seamless fashion will require companies to
make profound changes across their entire organizations—changes that many seem either unprepared or

unwilling to make. Who are Millennial shoppers? And what they do really want?

Company objectives

In 2001, Apple has opened its first Apple Store. Analysts
predicted failure (BusinessWeek: Sorry, Steve: Here's Why
Apple Stores Will not Work. Today, there is over 400 stores
in 16 countries. Although these Apple stores does not sell
most of their products (Breaking Down Apple's Retail
Distribution Strategy), Apple has created a specific site for
enthusiasts, looking for the brand experience, a complete
range of products, or advice of specially trained dealers
(Genius Bar).

Law

Drinking laws are usually culturally derived and there is substantial international variation in
minimum legal drinking and purchase ages. In general, a state’s drinking or purchase age -
corresponds to the legal age of majority or the point at which an individual assumes adult
roles in society. Among those countries that set a legal age, 18 is the most common, although
in many cases the legal drinking age is ignored or unenforced. What is the drinking age in other
countries? Global Status Report: Alcohol Policy

25%

20%

Percertage
@
Ed

10%

5%

0% |

iPhone Sales by Outlet

ATET Verizon Apple 'BestBLn" Sprint Mass Amazon
retailers

Data via Consumer Inteligence Research Partners

u25
UNDER 25?

Please be prepared
to show ID when

buying alcohol

drinkaware
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http://www.businessweek.com/stories/2001-05-20/commentary-sorry-steve-heres-why-apple-stores-wont-work
http://allthingsd.com/20121003/apple-stores-get-the-glory-but-retail-partners-shoulder-load/
http://www.accenture.com/us-en/outlook/Pages/outlook-journal-2013-who-are-millennial-shoppers-what-do-they-really-want-retail.aspx
https://www.chooseresponsibility.org/frequently_asked_questions/#countriesage
http://www.who.int/substance_abuse/publications/alcoholpolicycountryprofiles/en/
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— Type/nature of intermediaries

A new study by the mobile marketing firm Vibes indicates that showrooming is not necessarily a bad
thing for brick-and-mortar retailers. The fact that consumers are increasingly hitting stores with
smartphones in hand can actually boost sales, researchers say. Could ‘Showrooming’ Actually Be Good
for Brick-and-Mortar Retailers?

The changes come as margins and profits slump at the traditional dealership model and a new
generation of buyers look to shop for vehicles in the same way they purchase music, clothes and
gadgets. “Digital showrooms and online retailing is the big shift that is coming to the car industry, and
it is coming fast,” says Sarwant Singh, a partner at Frost & Sullivan. “This is going to completely change
the way people choose and buy their cars.”

Brick and mortar dealerships are expensive. Margins for dealers on new car sales in Europe are
typically less than 1 per cent of the price of the vehicle, as tough competition and heavy discounting
drive down prices. Online showrooms and digital dealerships revolutionise car buying

— Nature of demand
* Push strategy — stable demand, economies of scale
* Pull strategy — unstable demand, economies of scale are hard to reach

* Hybrid strategy — unstable demand, however economies of scale are important to
reach the profit

Push Strategy
In the "push" model, the U.S. auto industry consistently produces too many cars

and trucks, which in turn forces deep discounting. That's been the case since the ‘ a»n »m
mid-1970s, when Chrysler was the first manufacturer to start writing rebate checks. Ancheaa sl

Can U.S. Auto Industry Make the Switch from Push to Pull?

James O’Donnell, BMW'’s most senior U.S. executive, wants to change that and, in
the process, maybe change the way cars are made in America. BMW is launching a —— : e———
marketing push to convince more American consumers to order their car exactly v » _{ m
the way they want it and take delivery in two to six weeks. To entice them, BMW and Retailers)

will offer them unique choices and provide a video link of their car being “born” A

while they’re waiting for delivery.
BMW's Push for Made-to-Order Cars v 14-7ij-18

Pull Strategy

Tomas Kincl a4



http://business.time.com/2012/09/12/could-showrooming-actually-be-good-for-brick-and-mortar-retailers/
http://www.ft.com/intl/cms/s/0/d13c6b1e-6e51-11e3-ac2a-00144feabdc0.html#axzz31rfT7kc8
http://www.cbsnews.com/news/can-us-auto-industry-make-the-switch-from-push-to-pull/
http://www.forbes.com/forbes/2010/0927/companies-bmw-general-motors-cars-bespoke-auto.html
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— Competition Intensity

— Length/levels of the distribution channel

Distribution Strategy — Chanel Design

Many Americans believe that the Japanese food industry's distribution system is a deliberate barrier to
foreign goods. It isn't - it arises from the way the Japanese prefer to do business domestically. If
anything, it offers significant benefits to exporters who take the time to learn its workings and plot their
marketing strategies accordingly. Japanese System: How Japan’s Distribution System Works for You, The

Japanese Market

Distribution Channels for Imported Fresh Fruit
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http://importexport.about.com/od/DoingBusinessIn/a/Japanese-System-How-Japans-Distribution-System-Works-For-You.htm
http://blog.pic.or.jp/EN/archives/market/fruits.html
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Distribution Strategy — Chanel Design
*  Packaging

— Not only protection of goods during distribution
or storage

Amazon Certified Frustration-Free Packaging
Packaging Is All the Rage, and Not in a Good Way

— First impression — what customer sees on the shelf

— Can be useful while using the product

v 14-fij-18 Tomas Kincl 46


http://www.amazon.com/b/?&node=5521637011
http://www.nytimes.com/2010/09/08/technology/08packaging.html?_r=0
http://www.buzzfeed.com/gabbynoone/18-everyday-products-youve-been-using-wrong

/——100

Distribution Strategy — Types of Distribution

* Intensive distribution 5"%
— Fast-moving consumer goods | »

— Products that do not require premium sales or after-sales imovators Eary  Eary  Late  Laggards

2.5% Adopters Majority Majority 16%

support or specific customer service e R

— Products at the end of their lifecycle

— Retailers as intermediaries Ehjectved| it il ate:

coverage, channel

acceptance, high volume

m", ,i\ LOW Price sales and high profits.
v
Resellers Many in number, all type of
s2 $6 98? firms (outlets)

Customers  Many in number,

(Final convenience oriented.
consumers)

Major Limited channel control.
Weakness

Marketing  Mass advertising, nearby

D ns w Emphasis location, items in stock.
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Distribution Strategy — Types of Distribution

Selective distribution
— Does not use retail chains
— Better control over the (distribution) process
— Lower costs than intensive distribution

100
/ &

25

Market share %

| 0

Innovators  Early Early Late Laggards
2.5% Adopters Majority Majority 16%
13.5% 34% 34%

— Very often as (some type of) vertical integration

— In the later stages of the industry lifecycle

— The usual method of distribution for electronics,
household appliances or furniture, jewelry,
watches, accessories

m Stihl power tools are only

WE KEEP IT distributed through “Independent
IN THE FAMILY. Servicing Dealers.” And the
You will ol nd ST in stores with  prod company is quite proud of it, telling

from its website.

Stihl chce mit jistotu, Ze zakaznik
dostane odpovidajici servis a Skoleni
pfi nakupu jejich vyrobkad...

Objectives

Resellers

Customers
(Final
consumers)

Major
Weakness

Marketing
Emphasis

Selective Distribution

Moderate Market coverage,
solid image, some channel
control and loyalty, good
sales and profits

Moderate in number, well
established better firms
(outlets)

Moderate in number, brand
conscious, somewhat
willing to travel to store.

May be difficult to crave

out niche

Promotional mix, pleasant
shopping condition, good

services

Ray-Ban, Oakley, Chanel Or Prada Sunglasses? They're All Made By This Obscure

S9B Company

Pro nékteré produkty ale vyuziva i dalsi Siroce rozsitené retézce.

Luxottica produced 46.6 million sunglasses and 26.1 million prescription frames (it MOIIIm
does not make prescription lenses.) Then it sold them through one of its 7,000 retail

stores like Sunglasses Hut, Pearle Vision or LensCrafters around the globe.

v 14-fij-18 Tomas Kincl 48


http://www.whirlpool.cz/kontakt/prodejci/certifikovani
http://www.rolf-benz.com/site/int/service/retail-partners.html?submitted=1&country_submit=&lang=en&zip_or_city_submit=&country=CZ
http://www.omegawatches.com/stores/search-on-map
http://www.forbes.com/sites/halahtouryalai/2013/07/02/ray-ban-oakley-chanel-or-prada-sunglasses-theyre-all-made-by-this-obscure-9b-company/
http://masstoclass.wordpress.com/2013/01/18/limiting-distribution-increases-value-and-market-share/
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Exclusive distribution
— Premium products

— Superior sales and after-sales support/services imovators Earty  Eay  Late  Laggards

100

Market share %

2.5% Adopters Majority Majority 16%
13.5% 34% 34%

— (often) products in the initial stage of the PLC
— Limited number of dealers in the geographic area

Objectives

Resellers

Customers
(Final
consumers)

In 2011, Bentley had 161 dealers worldwide, a large number Major

of the vehicles (half of Arnage models) is customized in a

Weakness

special division Bentley Mulliner.

The car accessories can be purchased from exclusive partners

Marketing
Emphasis

(watches, pens, perfumes, sunglasses, ...)

TN |

The first generation of iPhone: Phone to be available at
2000 store fronts on launch

Apple retail chief Ron Johnson and Director of Mac
Product Marketing Tom Boger informed the analyst that
those store fronts would consist exclusively of Apple and
AT&T retail stores.

The fifth generation was available in 25 countries right
from the beginning

v 14-Fij-18

Exclusive
Distribution

Prestige image,
channel control
loyalty, prices stability
and high margins.

Few in number, well
established, reputable
fir outlets (Outlets)

Fewer in no., trends
setters, willing to
travel to store, brand
loyal.

Limited sales

potential.

Personal selling,
pleasant shopping
conditions, good

services.
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http://www.bloomberg.com/news/2012-01-03/vw-s-bentley-2011-sales-jump-37-on-china.html
http://www.caranddriver.com/features/bentley-motor-cars-crewe-factory-tour-feature-assembly-line-and-mulliner-page-2
http://www.motorauthority.com/news/1073298_bentley-unveils-muslanne-mulliner-driving-specification-ahead-of-geneva-debut
http://www.bentleymotors.com/en/world-of-bentley/bentley-collection.html
http://appleinsider.com/articles/07/05/18/iphone_to_be_available_at_2000_store_fronts_on_launch
http://bgr.com/2013/10/09/iphone-5s-release-date-new-markets/
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Is the exclusive distribution suitable for low priced products?

Everybody wants a perfect phone, but such a thing simply doesn't exist. OnePlus believes it doesn't
have to be this way. Its motto, "Never Settle," represents the fledgling Chinese company's mission to
build and sell the perfect smartphone. Its first attempt is the One, a premium-looking device that has
customizable firmware and top-shelf specs. Oh, and it'll sell for $299 unlocked and free of contract.
Good things come to those who wait. Phones with lower asking prices often come with excruciating
delays, and OnePlus' first handset is no exception. The company is going to have a difficult time
meeting demand right away, which is one reason why it's offering the One on an invite-only basis at
the beginning. OnePlus One review: a $300 smartphone has never looked so good

So, the OnePlus One is out, and yes, you will need an invitation to buy one. Some have voiced their
concerns about this novel method of purchase, while others have been outright in sounding their
disappointment.

However, what amazed me the most is how many people are willing to whip out their credit cards and
buy a phone they’ve never seen before, made by a Chinese company that’s barely five months old.

The company is not planning to make any profit at all in the first two years. It’s imperative for One Plus
to keep costs down. The company is planning to do this by selling its products solely through e-
commerce, in effect cutting out the middlemen and the overheads of normal distribution channels.
While big name companies are spending millions in their endorsement programs, One Plus One has
potentially recruited thousands of brand evangelists from all across the globe, for free. What every
phone maker could learn from OnePlus

OnePlus began supplementing it with a horribly conceived and deeply sexist contest that allows
women to jump the line if they're willing to have a bunch of internet dudes vote on their appearance.
The contest asks women to draw the OnePlus logo on their body (or on a sheet of paper that they're
holding) and then take a photo of themselves and post it in OnePlus' forums. From there, the 50 "most
well liked" will get a free T-shirt and have the option of buying the phone. OnePlus asks women to
participate in degrading contest to get a smartphone

INVITES TO SHARE

One - 64 GB Sandstone Black One - 64 GB Sandstone Black
2DAYS 2DAYS
LEFT LEFT
SHAREIT SHARE IT
One - 64 GB Sandstone Black
2DAYS
LEFT
SHAREIT

v 14-fij-18 Tomas Kincl
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http://www.engadget.com/2014/05/08/oneplus-one-review/
http://www.androidauthority.com/oneplus-tips-for-success-372198/
http://www.theverge.com/2014/8/12/5994877/oneplus-holding-sexist-ladies-first-contest-for-smartphone-invites

fm.vse.cz Recommended reading: MORIARTY, Rowland T.; MORAN, Ursula.
: : Managing Hybrid Marketing Systems. Harvard Business Review,

11/1990.

Multichannel Distribution

*  More customers interact with multiple channels during
the purchase process (and more at the same time)

As more people interact with more companies in more channels—from websites and
mobile apps to in-store online kiosks—chief information officers (ClOs) are delivering
value from cross-channel integration.

Even in historically single-channel sectors such as grocery, more than half of customers
now use two or more. And although differences remain across sectors, customers are
building on behaviors developed in highly multichannel sectors and are beginning to
expect similar options in other sectors.

First major finding is that most customers across all industries use multiple channels.
Second major finding is that consumers are engaging companies through multiple
channels simultaneously. Engaging Multichannel Consumers

Most shoppers use multiple channels

% of end-consumers

Offline Account
promation manager

Online
promotion

Initiate dialogue

Account
manager

Exchange information

Commit

In-house Delivery
logistics Invoice

Delivery

Field Telephone
service support

Service Service

Invoice

Exchange value

Web
support

In-house
repairs.

Telephone
support

Technologies extend the capabilities of distribution channels
MCDONALD, M., & DUNBAR, I. (2004). Market Segmentation:
How to do it, how to profit from it. Butterworth-Heinemann.

Multichannel Marketing & Sales

Many people shop using multiple channels at the same time 2015: Skuteén\'/ USpéCh 7Z00T

nastartovaly az vydejny radosti

Banking Electronics Grocery How often do you use multiple channels simultaneously?
1 1 39% 1
2 2 33% —‘ 2 Ofte
3 3 15% 3 Occasional Iy
4 4 7% 61% g W rarely
5 5 a% J B W vever
1 1 2% 6

Millenials Generation X Baby boomers Seniors

Note: Three select sectors are displayed.
Source: AT. Kearney Multichannel Shoppers Study, 2012 Mote: Millennials include people born since 1980, Generation X between 1964 and 1980, baby boomers between 1946 to 1964, and seniors before 1946.

Source: AT, Kearney Multichannel Shoppers Study, 2012

— Essential for complex and large markets with many (distinct) customer

segments
— Hard to manage, conflicts can occur between channels

Recommended reading: PwC (2013) Demystifying the online shopper 10 myths of multichannel retailing

Multi Channel
Shopping

Customer
Touchpoints

A.T. Kearney Engaging Multichannel Consumers
Accenture: Winning the retail war
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http://www.atkearney.com/paper/-/asset_publisher/dVxv4Hz2h8bS/content/engaging-multichannel-consumers/10192
http://www.atkearney.com/documents/10192/666269/Engaging+Multichannel+Consumers.pdf/d3c31b47-4227-4b3e-a0c6-0a170f65fcda
http://www.pwc.pl/pl_pl/pl/publikacje/assets/pwc-multi-channel-shopper-survey.pdf
http://www.atkearney.com/documents/10192/666269/Engaging+Multichannel+Consumers.pdf/d3c31b47-4227-4b3e-a0c6-0a170f65fcda
http://www.accenture.com/sitecollectiondocuments/pdf/accenture-winning-retail-war.pdf
https://hbr.org/1990/11/managing-hybrid-marketing-systems
http://www.m-journal.cz/cs/aktuality/multichannel-marketing---sales-2015--skutecny-uspech-zoot-nastartovaly-az-vydejny-radosti__s288x11326.html
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Multichannel Distribution

Walmart

DUNKIN‘

TESCO

DONUTS

Could substantially increase company’s profit

Site To Store, a Click & Collect service which offers free delivery to any Walmart store in the
contiguous US, now accounts for more than half of all the company’s online orders and
generates around USS3.5 billion in revenues. While Pick Up Today, a free Click & Reserve
service that allows a customer to order store items online and pick them up at their Walmart
store that same day or the next day if the order is made after 6:00 p.m. local time, has resulted
in a 22 percent increase in basket size.

Some retailers have gone further. In the UK, both the fashion retailer Oasis and the general
merchandiser Argos use Shutl, a Web service that connects retailers with local, same-day
delivery companies and can bring consumers their goods within 90 minutes of purchase.
Winning the retail war

Tesco has revealed it made £127m of trading profit in its UK online grocery arm last year, lifting
a shadowy veil from one of the biggest unanswered questions in grocery. The retailer is to step
up activity in broadening its multichannel offer with the introduction of a free click-and-collect
service for food and non-food and dropping the price of grocery home delivery Tesco reveals
online grocery profits as it builds multichannel offer

If you are the person responsible for supplying the office with Dunkin' Donuts products,
prepare to have your mind blown. Dunkin' Donuts new "Dunkin' Run" iPhone app is going to
change your life forever.

Dunkin' Run brings customers a completely new and unique social online group ordering
experience and tools. To begin, "Runners" can initiate a group order through their computer or
mobile device. Interactive alerts are sent to the Runner's list of friends or co-workers, telling
them when a trip to Dunkin' Donuts is planned along with a personal message inviting them to
place an order online. Invitees can view the Dunkin' Donuts menu to place their order, and
registered users can select from their own personal list of favorites and/or previous orders.

All of the orders are integrated onto a single page/screen which the Runner either prints or
uses their mobile device to bring to any Dunkin' Donuts store. Dunkin' Donuts crew members
will use this checklist to fulfill orders quickly and ensure order accuracy. The Runner can also
use this page as a checklist to ensure that everyone in the group gets what he or she ordered.
Dunkin' Donuts 'Dunkin Run'iPhone App Will Change The Lives Of Office Lackeys

Essential for complex and large markets with many (distinct) customer segments

Figure 1. Multi-Channel Retail Customer Spend (Example: Billion-dollar apparel retailer)

100%)
BO%

60%
4 of Total
Revenue

40%

20% of

095w

Segment Size Revenue Contribution

= Retail Only 1 Direct Cndy ® Factory Only | Multi-Channe!

source; Deloitte Analysis

Multichannel customers of a well-known fashion
retailer represent just 26 % of all customers, but make
up 57 % of total income
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http://gizmodo.com/5299799/dunkin-donuts-dunkin-run-iphone-app-will-change-the-lives-of-office-lackeys
http://www.dmnews.com/dunkin-donuts-debuts-online-ordering-forms/article/139129/
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Multichannel Distribution

— Assignificant synergies can be achieved

In a time of multichannels and connected consumers, retailers must adapt or die. Over the past few years
as the Internet, mobile technology, and modern consumer expectations have increasingly turned the old
notion of how retail traditionally works on its head. The problem is they paint the picture of a zero-sum
conflict, an almost Highlander-esque scenario (“there can only be one!”), where mobile and online stores
are directly at odds with their brick and mortar counterparts and where one side is destined to
exterminate the other. But this isn’t the way it works. In fact, not only are these various channels not { L
mutually exclusive, they’re actually best used to complement one another. But that kind of harmony / 6’“\\‘ ,\
would take work and a firm focus on innovation. more and more pure play eCommerce retailers have v
begun setting up their own brick and mortar locations after realizing that there really is no such thing as a

“one channel fits all” solution. Brick and Mortar Retail Isn’t Dead, But It is Evolving, Once Proudly Web

Only, Shopping Sites Hang Out Real Shingles

— Hard to manage, conflicts can occur between channels

] rd . . .
The conventionals The 3 party loyals The searchers A luxury hotel chain approach (just 3/7 channels are displayed):
soucr I Thira party | “Expedia GOU}F[E Around 10 % of customers are still “conventionals”, initiating their search
website .
London 1 *Lastminute with a printed guide and contacting the hotel via phone. Some of them
eet . . . . .
I Coogle & Third party consult the choice with a 3" party website, i.e. Expedia.
> website . .
P 3 A larger share of customers are 3™ party loyals who put their trust in one
=\ l W’ 40% of the intermediaries (i.e. Expedia or Booking.com), but still can check
o \ further information on the hotel website. However they finish their
Deliberation Tripadvisor.com Hotel Third pa Hotel ; rd ; i i 9
ahotel Thind party hotel transaction on the 3™ party website (where intermediary takes 10-25 %
0,
o0 / share.
l | 303 | 70%  The third group of customers start searching online, some of them still
Booking ¢ L) Third party Third party Hotel visit the hotel website for further information but most of them book
S website website website through the 3rd party Website

Surprisingly, the main reason for returning to the 3™ party website from
puenieac the hotel website was price expectation — the customers wrongly believed
that the price would be better with the intermediary. The hotel adjusted
its marketing message on the website to explain that the best prices are
offered directly.
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Horizontal conflicts

Conflicts Between Channels

i.e. conflicts between Ford dealers operating in the same geographical area (and therefore competing each other)

Wyndham Hotel Group is major lodging brand operating worldwide. In many locations, the properties are right next to each other

(and therefore may target the same customer segments)

n Fox Ford Lincoln 2.47 miles awa

2401 South Michigan Avenue, Chicago, IL 60616
(312) 605-4200

Hours
Service

Send to Phone

~ Directlons and more Info

a Metro Ford Sales & Service, Inc. 7.91 miles

6455 South Western, Chicago, IL 60636
(773) 776-7600

~ Directlons and more Info
a Joe Rizza Ford, Inc. 9.12 miles away

2100 S Harlem Ave, N Riverside, IL 60546

Displaying 1-5 of 25 /5 Next »

Vertical conflicts
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The conflict between Burger King and its franchisees over the
S$1 Double Cheeseburger is as hot as the restaurants’

flamebroilers.

The debate has centered on the issue of the $1 price point
for a double cheeseburger, yet the program’s true impact

hinges on much more.

Franchisee Dan Fitzpatrick states

“You could conservatively indicate that it costs us between
$1.10 and $1.15 per double cheeseburger that we sell with
all of our fixed and variable costs being covered.”

The price returned back to the previous level

Weighing in on the BK $1 Double Cheeseburger Battle

WYNDHAM

HOTEL GROUP

Q2 WYNDHAM 1 WYNDH

and Resorts NS eBection KA GARDEN
W . .
WINGATE  HawWTHorN ~ DFRE3M Il
L
RAMADA £
WomLowiDt [Daysinn] BAYFI?%T

WYNDHAM

“—~— A .
Microtel'  o00m Gonnson | Travelodge m

DOUBLE
CHEESEBURGER

03
DOUBLE CHEESEBURGER
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Integration of Distribution Channels 0® ()
(JC ()

(XX

* Integrated distribution channels — avoid conflicts, OOOO

maximize profit of the whole channel OOOOO

— Horizontal distribution channels ¢
¢ Companies on the same level of the distribution level join the integrated channel

*  Companies in the distribution channel maximize their
profit — the interests may be contradictory— conflicts,
worse customer support/services

[vertical

A 4

* Either competitors or not competitors
* Temporary or permanent

McDonald's restaurants in Walmart stores - McDonald's profits from the number of customers in the store, Walmart customers can
spend more time in the store since there is a refreshment available

2009 Microsoft and Yahoo! deal — Yahoo! Search will utilize Bing technology (and Yahoo! will receive
88% of all advertising revenue over five years). Since 2008 Microsoft tries to acquire Yahoo

uuuuuu
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http://www.forbes.com/sites/petercohan/2014/01/21/should-microsoft-acquire-yahoo-for-53-billion/
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Source: POPELKA, O., VILEMOVA, E. Distribuéni strategie, horizontalni a
fm.vse.cz vertikalni integrace, semestralni prace z predmet@u 62STMO (LS 2014/2015)
prodej v ﬁ i~
AGROPODNIK pobockach B ~ y

Integration of Distribution Channels i NS

o - b
b o " - supermarkety
— Vertical distribution channels/systems (VMS) At s PENAM, as. ~ J
* The entire channel is owned/managed/controlled o , % p
by one company % PENAM, as. ~~ . PROFROS;I',a.s, Wsﬁn';ﬁm
* To optimize the process to maximize channel profi. IWOTA
° Corporate VMS EYEWEAR BRANDS RETAIL BRANDS
Exomm Luxotica company produces (among other products) RayBan glasses. The company also owns the Trvmre o omca S e
largest chains selling glasses (LensCrafters and Sunglass Hut). L i
Zara has control over the entire chain from the design, production, distribution and sale. This allows [ e
ZARA Zara to to get their new designs on the market within a few weeks (competition up to 6 months) DKNY SEARS OPTICAL
* Contractual VMS i
s — The customer hardly recognizes the difference between contractual s
7 and coprporate VMS o s s
Hertz. AVIS By far the most common, only in the US about 1500 franchised business types. Fast food PRADA
restaurants (McDonald's, Burger King), car rental companies (Hertz, Avis), motels (Holiday Inn), real o=
Omu!yzl estate brokers (Century21). Ten mega-corporations control the STLEREE
d production of almost everything that R
*  Administered VMS you buy. \ i
— builds on the bargaining power of partners, Procter &
Producer .
l Produdt] Gamble or Kraft Foods have a very wide range of
i — products, providing better opportunity to negotiate
| e with large retail chains AN
- = Mondelez, ~ PEPSICO
Retailer
l l Danone stopped deliveries for Kaufland chain shop.
Consumer Consumer

Danone products are again available in Kaufland

Conventional Vertical
marketing channel marketing channel


http://www.marsdd.com/mars-library/distribution-and-channels-kotler-on-marketing/
http://www.socialphy.com/posts/off-topic/11574/The-10-Companies-that-Control-Your-Consumption.html
http://byznys.ihned.cz/zpravodajstvi-cesko/c1-54332990-danone-zastavilo-dodavky-do-retezce-kaufland-firmy-se-nedohodly-na-spolupraci
http://zpravy.e15.cz/byznys/obchod-a-sluzby/konec-bojkotu-vyrobky-danone-se-vraceji-do-kauflandu-983758
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Integration of Distribution Channels

— Vertical distribution channels can be

Partialy or fully integrated (according to the costs or scope of the company)

* Companies can pursue forward (few quality distributors are available, distributors or

retailers have high profit margins, the industry is expected to grow, ...) backward

(suppliers are unreliable, only few suppliers but many competitors, prices of inputs are
unstable, ...) or balanced integration strategies

Industry Value Chain

Raw materials

I

Intermediate
goods

Manufacturing

Marketing
Sales

After-sales
SEINVICES

Level of integration
None Partial Full

.:§

smartphones

Design

Apple. Huawei, HTC. Sony.
MNokia & Samsung

Software

Apple. Google. RIM &
Microsoft

Manufacturing

Flextronics, Foxconn, HTC,
LG, Samsung & other OEMs

Marketing and Sales

Apple, Huawei HTC, Sony.
Nokia & Samsung

After-sales services

ATAT, Verizon, Virgin, China
Maobile, Vivo, Vodafone

\
\

automotive

Raw materials

ArcelorMittal, Baosteel,
POSCO, Nippon Steel

Components

Denso, Bosch, Aisin Seiki,
Continental, Magna, Hyndai

Assembly

Ford, GM, Hyundai, Nissan,
Toyota, Volkswagen

Importing/Exporting

Ford, GM, Hyundai, Nissan,
Toyota, Volkswagen

Marketing and Sales

Ford, GM, Hyundai, Nissan,
Toyota, Volkswagen

Raw materials

I

Intermediate
goods

Manufacturing

Forward

integration

-®

Marketing \
Sales | \b

After-sales
services

\
\

oil industry

Backward
integration

r®
3

Exploration

BP. Chevron, ExcconMobil,
Eni, Shell, Total S.A.

Production

BP, Chevron, ExcconMobil,
Eni, Shell, Total S5.A.

€L

Transportation

BP, Chevron, ExcconMabil,
Eni, Shell, Total 5.A.

Refining

BP, Chevron, ExoconMobil,
Eni, Shell, Total 5.A.

Marketing and Sales

BP, Chevron, ExcconMabil,
Eni, Shell, Total 5.A.

Balanced
integration

.
%

N

media

Content Production

ACL-Time warner, Disney,
Paramount, NBC Universal

Content Distribution

AOL-Time warner, Comcast,
Liberty Media, Viacom

User Interface

Television sets, Mobile
Devices, Radio sets,
Computer hardwara.

JUREVICIUS, O. Vertical Integration

http://www.strategicmanagementinsight

.com/topics/vertical-integration.html
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Distribution Strategy

e /Zara

Fashion retailer owned by Inditex Group

Business model based on imitation of haute cotoure designers and brands, worn by
celebrities and on a fast distribution channel

4
A
-

Exhibit 2: Zara’s Competitive Economics

o
P—
P
—_—
e
=
——
——
=

78
L%
=4

[Compared to an unnamed but real specialty retailer, Zara [a fashion retailer owned by the Inditex Groupl has lower prices and higher production costs, It
advantages: gross margins (light blue areas) that are 55 percent greater and sales of approximately 20 percent more units per square foot

GIVENCHY SPECIALTY RETAILER ZARA

$100
Company employs a number of people who follow trends and young designers el A

who are flexible and able to create similar designs quickly Regular

Gross Markdown Gross Markdown

Production back in Europe (higher costs but faster distribution), Zara owns and
operates the entire channel chain from design, manufacture substances, sewing,
distribution to shops

It takes only a few weeks from the initial design stage to the moment when the
products are on the racks in th stores (6 moths average among industry)

UNITS PER SQUARE FOOT UNITS PER SQUARE FOOT

Source: Company financials and Booz Allen Hamilton

Shops are supplied several times a week, goods are not produced to be carried in stock
Customers visit Zara stores 17 times a year on average (the industry average is 5) not to miss the new trends

Products are cheap, so called "disposable fashion"
Rapid turnover of goods and limited storage means that (after)seasonal sales are not needed as much . .
P & & (after) Video: Store Wars - Fast/Fashion

Industry revolution, other companies and fashion houses are not able to strike back o
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fm.vse.cz
- Kotler, P., & Armstrong, G. (2010). Principles

of marketing. Pearson Education.

Product strategy

Core decision: through which products to satisfy customer’s needs and e

achieve company’s objectives . ;'
— Related to the nature, number, diversity, innovativeness of product, x N\

product design, product life cycle, position in product line/portfolio, ... & Warany

 —

— Product strategies include all product layers e et

Recommended reading: QUINN, James Brian; DOORLEY, Thomas L.; PAQUETTE, Penny C. Beyond
products: services-based strategy. Harvard Business Review, 3/1990

QANTAS
The Australian airline

Qantas Club

In-flight services

Augmented

Features

After-
sales

" Styling ' service

Core

Priority :
e Duty-free shopping
The role of services in providing value is ever more important. Not long ago, most of a product’s ey Sl =)
value added came from the production processes that converted raw material into useful forms e T':“°-°:“:" s i
. . L . . TanSpa! ooking
(steel into auto bodies, for example, or grain into edible cereals). Now, however, value added is S
increasingly likely to come from technological improvements, styling features, product image, and Tours ' o)
. . Flight booking 2
other attributes that only services can create. = s ki
packages
Holiday
) . . pack requent Flyer
Recommended reading: SHANKAR, Venkatesh; BERRY, Leonard L.; DOTZEL, Thomas. A practical guide to = g ‘
combining products and services. Harvard Business Review, 11/2009 v

These days, many firms are trying to mix products with services in an effort to boost revenue and balance cash flows. Hybrid
solutions — products and services combined into innovative offerings — can help companies attract new customers and increase
demand among existing ones by providing superior value. Such offerings are commonplace — think Apple (the iPod product
combined with the iTunes service) and Xerox (copiers and printers bundled with maintenance or customer support services).
Hybrid solutions have spurred growth or helped reverse market-share or profit decline. Developing hybrid solutions can be tricky
because various combinations may have potential. Companies should keep in mind four rules related to differentiation, scalability,
pricing, and branding.

Rule 1: Look for points of differentiation in product and service markets (What is the degree of commoditization? Is the
customer’s problem complex? Can the quality of the service be improved? )

Rule 2: Scope the service and scale the product (What can be centralized? Can the service be digitized?)

Rule 3: Assess the revenue and profit potentials of various hybrids (Which half of the offering has the most profit potential? How
often do customers repurchase either goods or services? Which should lead the customer purchase, the product or the service?)

Rule 4: Invest in the brand.

v 14-Fij-18

Tomas Kincl

60


https://hbr.org/2009/11/a-practical-guide-to-combining-products-and-services
https://hbr.org/1990/03/beyond-products-services-based-strateg

Krok za krokem: jak se (ne)kupuje auto

Prodejni cena (2]
auta: 164 900 Ké S heg
Vinternetovych vyhleda- 0 EM’
vatich je inzerované za
129 900 K pfi financova- Kupuijici
ni Gvérem, tento rozdil je Ma viastnich 20 000 K¢
dale oznacova;e]a:‘? (akontace), na zbytek si
s, bere v bazaru Gvér.
Vyjedna si ,slevu"
35000 KE.

’ .
— From where comes the company’s profit? o
Splatkova
. . spole¢nost
— i f Autob:
Is it always the core business/product? ST,
R o minus akontace plus ndklady) nf. Zadava zakladni parametry.
Used cars dealers transformed into loan sharks P> poskytnutd sleva/akce: 35 000 K Cena auta po slevé: 129 900 K&
Pocet splatek: 60 Poskytnutd sleva: 35 000 K&
Splatka: 4 277 K Akontace: 20 000 Ke
Urokova sazba: 21,74 % Néklady spojené s vyfizenim
RPSN (uvedend ve smlouvé): 24,05 % uvéru: 46 022 Ké

RPSN (podle metodiky COI): 48,57 %

Car dealers made an average of $23 for every new car they sold in 2011, according to the
National Automobile Dealers Association. Dealers are celebrating that $23, because it's a Kdo co ziska a zaplati
huge swing from 2010 figures, when dealers lost $180 for every car they sold. Turns out 2 ¢

» that new cars are essentially a loss leader for dealers, who make most of their money by sl ™= E%Og%‘g’gg
. . . . . el Za prodej auta na uver:
fixing your car, selling you a warranty when you buy a new car, financing car loans, and ;. .ouissoreenosr
. pujcuje klientovi: 155 922 K¢
used car sales. New car sales are the smallest part of the puzzle, something most dealers sl sy b o
. . eikem vypiact: = ¢
do only because the automakers insist. LT ST e D
The recession may be partly to thank for the profits. Many people are hanging on to their  «wewiciam
. . . akontace: 20 000 K&
cars longer and longer, stretching the average life of a car from 8.4 years in 1995 to 10.8  gatvasiicc  zeoic e e o

1 years in 2011, and many of them are having repairs done more often than they have in
the past. Car Dealers Earn Just $23 Per Car Sold.

F&I is an important source of dealership income. Nearly 37 percent of a dealership's gross
profit comes from the sale of F&I products and service contracts on new and used cars.
" While the gross margin on the sale of new cars and trucks fell to 4.2 percent in 2012 from
4.6 percent in 2011, aftermarket income rose, "because of increasing F&| and service
contract dollars,". In economic hard times, service bays have kept many dealerships
afloat. Dealers know that there's a good chance that a car buyer will bring the vehicle in
for regular service, and even if the dealership only ekes out a thin margin on a new car
< sale, there's the possibility of continued cash flow from a service relationship. Where

| Does the Car Dealer Make Money? Mostly From Service, Not From Car Sales

Apple revenue sources, 2014
(billions of dollars)

iPod and

" Accessories

iTunes,
_— software,
and services

First, for both this quarter (Q1 2010) and the (new) previous quarter, iPhone revenue was
greater than CPU revenue. Apple was still, primarily, a computer company and it was
computers, not iPods, that drove Apple’s revenue machine. That no longer seems to be
the case. Apple Accounting — The Director’s Cut
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fm.vse.cz

Product strategy and Type of Consumer Product

Marketing
Considerations

Kotler, P., & Armstrong, G. (2010). Principles of marketing. Pearson Education.

Type of Consumer Product

Convenience

Shopping

Specialty

Unsought

Customer buying
behavior

Price

Distribution

Promotion

Examples

Frequent purchase; little
planning, little
comparison or shopping
effort; low customer
involvement

Low price

Widespread
distribution; convenient
locations

Mass promotion by the
producer

Toothpaste, magazines,
and laundry detergent

Less frequent purchase;
much planning and
shopping effort;
comparison of brands
on price, quality, and style

Higher price

Selective distribution in
fewer outlets

Advertising and
personal selling by both
the producer and
resellers

Major appliances,
televisions, furniture,
and clothing

Strong brand preference
and loyalty; special
purchase effort; little
comparison of brands;
low price sensitivity
High price

Exclusive distribution in

only one or a few
outlets per market area

More carefully targeted
promotion by both the
producer and resellers

Luxury goods, such as
Rolex watches or fine

crystal

Little product
awareness; knowledge
{or, if aware, little or
even negative interest)

Varies

Varies

Aggressive advertising
and personal selling by
the producer and
resellers

Life insurance and Red
Cross blood donations
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Dimensions of Product Strategies

*  Product strategies address various aspects, following strategies are recognized
1. Product-positioning strategy

Product-repositioning strategy

Product-overlap strategy

Product-scope strategy

Product-design strategy

Product-elimination strategy

New-product strategy

Diversification strategy

O o N O UL A WD

Value-marketing strategy
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P rOd u Ct-pOSition i ng St rategy women who favor light beers in smaller bottles (0,33 litre). These =
1.

In 1964 Ford launched Mustang model. In the first year, 70 % of
Mustang sales were those who would have purchased another Ford
model, just the remaining 30 % came from new customers

fm.vse.cz

In 1975 Bud introduced a low-calorie Bud light. It has targeted | :

days Bud Light is the most popular beer in US

Product-positioning strategy

Product attribute(s)

Price/quality

Placing a brand in that part of the market where it will receive a favorable reception compared
to competing products

Product should stand apart from competing brands;

Positioning tells what the product stands for, what is it, for what customers and how it should
be perceived

Positioning product lines/portfolios — to avoid threats from competitors, to better cover
targeted segments, to seek opportunities for growth (but avoid brand cannibalism)

Through marketing mix components
Recommended reading: LEVITT, Theodore. Marketing Success through Differentiation of Anything. Harvard Business Review 1/1980

Fabricators of consumer and industrial goods seek competitive distinction via product features — some visually or measurably identifiable,
some cosmetically implied, and some rhetorically claimed by reference to real or suggested hidden attributes that promise results or values
different from those of competitors’ products.

So too with consumer and industrial services — what | call, to be accurate, “intangibles.” On the commodities exchanges, for example, dealers
in metals, grains, and pork bellies trade in totally undifferentiated generic products. But what they “sell” is the claimed distinction of their
execution — the efficiency of their transactions in their clients’ behalf, their responsiveness to inquiries, the clarity and speed of their
confirmations, and the like. In short, the offered product is differentiated, though the generic product is identical.

Positioning by

Associating the product with an attribute or feature; asociace prostifednictvim vlastnosti i charakteristiky,
pfipadné zakaznickym benefitem; fast cash loan, cheapest mortgage, free-charge account, ...

Price/quality is so important that it can be considered as a specific approach to positioning; i.e. Dacia cars as the
cheapest cars on the market

Use or application Associating the product with a use or application; i.e. Bosch tools — for professionals

User/consumer Associating the product with a user a class of users; Nespresso and George Clooney, Omega and James Bond
Product class Associating the product with respect to a product class; positioning Dove soap rather as a hydrating body lotion
Respect to a competitor Making a reference to a competitor; AVIS car rental ,We are only Number 2, but we try harder”
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Product-repositioning strategy
2.

Product-repositioning strategy

fm.vse.cz

Reconsidering the current position of
the product on the market

* Repositioning among existing customers
* Repositioning among new customers
* Repositioning for new use

More for Less

—_ i~ —
." Dunkin’ Donuts / 4 o .
f - ke O \
, ‘ & Starbucks .
1 Grab & Go ,/ \
\ .
N . | 1
~ ! o
—” High End ’
\ 3
K N M Erands
. N /
Unappealing ° ~ Next Door Cafe ,*
Environment - H, . ~ Apf g
—2‘0 15 s — "1 Tt~ . r -~ 5 —: . ~ 10 15 Environment
v N | A4
. . |
t‘\ ’ Caribou ]
-
( Low End Seattle’s Besty " ’
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Less for More

The aim to extend the product life cycle, deal with the changes on the market, increase product

profit, ...

Form more see product life cycle, positioning and market research, and Pstrategies for

(re)positioning

Before its success with the Prius, Toyota was seen as a "fast follower,
a With a rigid system of seniority and hierarchy. It seemed to outdo its competitors only through its lean production
system. Toyota depicted itself as the Japanese "Volkswagen" trying to appeal to its customers with its affordability and
down-to-earth style. The "birth of the Prius," therefore, was revolutionary not only for its hybrid technology but also

a copycat," and a stodgy, "risk-averse company"

for its repositioning of Toyota from a backward, risk-averse company to an innovative risk embracer.

For the 2014 model year the Toyota Prius Plug-in hybrid will get a price cut. Toyota cuts 2014 Prius Plug-in hybrid prices
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Product-overlap strategy

3. Product-overlap strategy
— Company decides to (partially) compete with its own brand

— Attract more customers (capacity utilization, market share, economies of scale, experience
effect, filling market gaps)

— Often market leader
— Brand cannibalism can occur

— Not only as competing brands, but also private labeling or OEM
(Original Equipment Manufacturer) products

Podil privatnich znacek W7

fetézciinatrhu Clevef
(v % v hodnoté prodeji :
v fetézcich, rok 2011)
M: Y Y SR 3
B2 ok s,

Velka Britanie
50,6

Zdroj: Nielsen
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Product-scope strategy
4. Product-scope strategy " L A L
— Deals with the perspective of the product mix — » .

— Single product advantages — specialization, economies of scale,
high productivity, resources utilization, better targeting a market = &=
niche; disadvantages — when the product becomes obsolete o —  — i —

i‘\;‘l"u . ——

and/or a new technology disrupts the market b n i

— Multiple products often overlap, are hard to manage; but can |
better cover targeted segments and satisfy customers needs
—the aim to create a comprehensive system pro products

WINTER

—  For more see Product line strategies

Line Extensions Don’t Increase Demand Recommended reading: QUELCH, John A.; KENNY, David. Extend 50 years later: Pampers revolutionized diapering,

profits, not product lines. Harvard Business Review, 9/1994 but cloth vs. disposable debate continues

>
(=]

§ ‘ In the last ten vyears, products have proliferated at an TheéosfofVcrioty ) ‘
g8 a7% MA% — unprecedented rate in every category of consumer goods and = '
e o . . . £
é.; = 3% 3643 ‘ services, and the deluge shows few signs of letting up. Most E; |
=3 companies are pursuing product expansion strategies—in 8 1
Eg 2*““‘ ‘ particular, line extensions—full steam ahead. At the same time, 5;’ T
Ez * ‘ NNTER however, more and more evidence is indicating the pitfalls of EE
Eg = '3 ‘ such aggressive expansion if it is not well managed: hidden cost ——» 52

;i o)) | ‘é‘t | ‘ increases, weakened brand images, and troubled relations with é;
= W & & .,_ﬁe - distributors and retailers. 32

< c:%a,\b” ¥ ¢ Next to sales promotions, line extensions represent the most e

effective and least imaginative way to increase sales quickly and
inexpensively. People do not eat more, drink more, or wash
their hair more just because they have more products from
which to choose.

(16%) (2.6% (141%) (35%) (157% (9.3% 639
Real cotegory growth [decline) in 1993 dollars G —
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Product-design Strategy

5.

Product-design strategy

Decision whether to produce a standardized product (and build on economies of scale,
experience effect, cost leadership), customized product (differentiation or focus strategy),
standardized product with individual modifications.

Recommended reading: GILMORE, James H.; PINE Il, B. J. The four faces of mass customization. Harvard business review, 1/1997

As the concept of a mass market gained currency a century ago with the success of such giants as Sears, A&P, Coca-Cola, and Ford, all too
many managers lost sight of a simple fact known for ages by every butcher, cobbler, and corner grocer: every customer is unique. Economies
of scale in manufacturing and distribution brought down the price of mass-produced goods so much that all but the most well-to-do
customers were often willing to forgo their individuality and settle for standardized — but very affordable — goods.

Still, the uniqueness of individual customers never went away; it was just subsumed in the averages of countless bell curves in every market-
research study ever performed. The concept began coming back into view when companies discovered segmentation in the 1950s and niche
marketing in the 1980s. The rise of mass customization in the 1990s has been both a response to and, with the pioneers’ success, the
impetus behind the now commonplace notion of segments of one: every customer is his or her own market segment with specific
requirements that must be fulfilled. And so it seems that we have come to the end of a 100-year progression.

PINE Il, B. J., Victor, Bart, and Boynton, Andrew C. Making mass customization work. Harvard business review, 9/1993

Not all markets are appropriate for mass customization. Customers of commodity products like oil, gas, and wheat, for example, do not
demand differentiation. In other markets, like public utilities and government services, regulation often bars customization. In some
markets, the possible variations in services or products simply are of little value to customers. Also, variety in and of itself is not necessarily
customization, and it can be dangerously expensive. Some consumer electronics retailers and supermarkets today are experiencing a
backlash from customers confused by too broad a range of choices.

Nike can make a pair of custom shoes in under an hour

The athletic company will open Nike Makers' Experience at the Nike By You Studio in New York. Part
of that experience is the ability to create Nike shoes with a custom look. And you don't even have
to wait for them: From start to finish, the process takes less than 90 minutes -- significantly

faster than something like Nike's Bespoke iD process that takes 6 - 8 weeks for delivery.

Atelier 27 Combines Additive Manufacturing with Consumer Co-Creation

What Unistudio Design has done with the Atelier 27 project for Eram is revolutionary for the
footwear business. What the agency has done is develop a means for consumers to design and 3D
print unique stiletto heels for their pumps, enabling them to jazz up a pair of bland-looking party
shoes, or to replace a broken or scuffed heel with something a whole lot more exciting.

Q.
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https://www.trendhunter.com/trends/atelier-27

fm.vse.cz

GILMORE, James H.; PINE Il, B. J. The four faces of mass customization.
Harvard business review, 1/1997

Transparent Customization

Transparent customizers fulfill the needs of individual
customers in an indiscernible way — changing the
product for them but in such a way that they may not
even know that the product has been customized.
Instead of requiring customers to take the time to
describe their needs, transparent customizers observe
behaviors over time, looking for predictable preferences.
To avoid annoying customers with an endless barrage of
surveys on preferences, Ritz-Carlton established a less
intrusive means of learning about individual needs. It
observes the preferences that individual guests manifest
during each stay—preferences for, say, hypoallergenic
pillows, classical radio stations, or chocolate chip
cookies. The company then stores that information in a
database and uses it to tailor the service that each
customer receives on his or her next visit.

Adaptive Customization.

Rather than provide customized offerings, adaptive
customizers create standard goods or services that can
easily be tailored, modified, or reconfigured to suit each
customer’s needs without any direct interaction with the
company. Each customer independently derives his or
her own value from the product because the company
has designed multiple permutations into a standard, but
customizable, offering. It is the product itself, rather than
the provider, that interacts with customers.

Sometimes the technology permits each user to adapt
the product—such as the control panels and embedded
microprocessors in Lutron’s products that enable
customers to create different lighting settings.

change

Product

ne change

Transparent Collaborative

no changs change

Representation

Collaborative Customization

Collaborative customizers change the product itself in
addition to changing some aspect of the representation.
Collaborative customization also works effectively in the
shoe industry. Many buyers of mass-produced shoes
have to sacrifice a perfect fit on one foot to avoid a fit
that is too tight or too loose on the other.

Mass producers frequently add new features that seek
to improve the functionality of existing offerings, such as
more types of fasteners on fabric, additional locks and
latches on windows, and more gauges and gadgets on
manufacturing equipment. Such features generally
provide increased value to individual customers, but in
many instances they are not enough.

Companies are forced to modify the product: clothing is
tailored, shoes have pads inserted, windows are
remolded, and equipment is realigned. Collaborative
customization replaces such back-end solutions with
front-end specifications.

Cosmetic Customization

A company should adopt the cosmetic approach when
its standard product satisfies almost every customer and
only the product’s form needs to be customized. In doing
so, the company visibly demonstrates that it
understands the unique ways in which each customer
likes the standard product to be presented.

Hertz Corporation’s #1 Club Gold Program effectively
uses cosmetic customization to increase the value of its
otherwise standard rental cars. After signing up for the
service, Gold Program customers still receive the same
basic vehicle, but they bypass the line at the counter. By
doing only and exactly what each customer required,
Hertz discovered that its Gold service was less costly to
provide than its standard service.
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Product-elimination Strategy

6.

Product-elimination strategy

Decision whether (and when) to eliminate the product
Related to product life cycle or portfolio analysis

The aim is to optimize the product portfolio
No longer just decision to eliminate the product

* Various strategies according various characteristics
(situation on the market/in the industry, nature of

products, profitability, ...

Harvesting, product line simplification, total-line divestment

Recommended reading: HARRIGAN, Kathryn Rudie; PORTER, Michael E. End-game
strategies for declining industries. Harvard Business Review, 7/1983

]

Exhibitll

Strategies for Declining Businesses
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7. New-product strategy

— Essential activity (not only) when seeking growth
The long-term competitiveness of any manufacturing company depends ultimately on the success of its —
product development capabilities. New product development holds hope for improving market position and Wow T win
financial performance, creating new industry standards and new niche markets, and even renewing the
organization. Yet few development projects fully deliver on their early promises.

WHEELWRIGHT, Steven C.; CLARK, Kim B. Creating project plans to focus product development. Harvard Business Review. 3/1992

CORE

Optimizing existing
products for existing
customers

How to split innovation resources?

WHERE TO PLAY
SERVE EXISTING MARKETS
AND CUSTOMERS

PRODUCTS ADD INCREMENTAL DEVELOP NEW PRODUCTS
PRODUCTS AND ASSETS AND ASSETS

[
»

However, the mortality rate of new product ideas has declined considerably since the 1960s. In 1968, on average, 58 new-product
ideas were considered for every successful new product. In 1981, only seven ideas were required to generate one successful new
product. However, these statistics vary by industry. Consumer nondurable companies consider more than twice as many new
product ideas in order to generate one successful new product, compared to industrial or consumer durable manufacturers.

BOOZ; ALLEN & HAMILTON. New products management for the 1980s. New York, 1982.

* Various levels from modification/derivates to completely new/breakthrough products

* Some companies are afraid of being first on unexplored market —second bite is
good enough (focus on imitation) for more see product life cycle, how to deal with
hypercompetition,

NAGJI, Bansi, TUFF, Geoff Managing

Your Innovation Portfolio Harvard
Business Review, 5/2012 (uzZ znate)

Research
:T;uncad =3 Mare Pradue! E'.hurlgn Less =
development
Pmie:ls Faw Core [Mext Generafion Ackdition Darivatives
Praduct Fresduct o Product and
Family Enbancements
[daw Core Breakthrough
é Prescass pr\oia:rs
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standardized B Frocass
[}
Companies can cooperate on product development (even though D &
they compete each other on the market — FORD and PSA Peugeot : 3;33;:3"'
Citroén announce development of EURO 6 diesel Engines and i | |
- ricremantal
celebrate Ten years of successful diesel Engine Co-operation Change



http://www.psa-peugeot-citroen.com/en/media/press-releases/ford-and-psa-peugeot-citroen-announce-development-euro-6-diesel-engines
https://hbr.org/1992/03/creating-project-plans-to-focus-product-development
https://hbr.org/2012/05/managing-your-innovation-portfolio
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Diversification Strategy

8. Diversification strategy

— When company objectives can no longer be met within the actual product/market scope

— The alternatives could be more or less demanding —i.e. a combination of new/existing
product on new/existing market — for more see Ansoff’s matrix

Concentric diversification Conglomerate diversification Horizontal diversification

New products share a common threat
with the company’s existing products

MINORITY STAKE

FASHION & LEATHER :00DS

New products bear no relationship
to the company’s existing products

New products are not related to
company'’s existing products but can
be sold to the same segment
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Value-marketing strategy
9. Value-marketing strategy

— Today the customers are demanding something different then they did in past. They want
the right combination of product quality, good service and timely delivery .

— Value marketing strategy stresses real product performance and delivering on promises
— Related to value delivery network/marketing channels, or creating shared value

— Can build on either upstream or downstream activities

— Alot of influencing aspects Quality is when our customers come back and our products

_ SIEMENS don't.
* Product quality

. . Quality is our best assurance of customer allegiance, our
— What are the attributes of qua“ty strongest defense against foreign competition, and the only
— Are they distinguished by customers path to sustained growth and earnings

What cars are more reliable? Fiat or Bentley?
Honda named most reliable car for eighth
year in a row while Bentley hits back at claim

86% of cars suffered faults last year. — o
— TQM, Lean management, Six Sigma, ...?

Peter Drucker: Quality in a service or product is not what
you put into it. It is what the client or customer gets out of it

Not-stick ting Ketch . . . . « g
oSlSLCOsIE RS R product parameters - achieving much or more than competition (differentiation, focus),

bottle?
ﬁ unigue parameters or elimination of unfavoured characteristics(creating blue ocean)

What are the core parameters for a new car?
Reliability?

Fuels-consumption?

Safety?

Assistant systems?

Laser LED light?

Entertainment systems?

Artificial intelligence?

Forbes: The Hottest New-Car Features For 2014

LED HIGHBEAM LED HIGHBEAM WITH LASER LIGHT


http://www.thisismoney.co.uk/money/cars/article-2377617/Most-reliable-cars-2013-Honda-tops-league-Bentley-comes-last.html
http://www.forbes.com/sites/jimgorzelany/2013/09/20/the-hottest-new-car-features-for-2014/
http://www.fastcoexist.com/1679878/mits-freaky-non-stick-coating-keeps-ketchup-flowing
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Value-marketing strategy

 Sales Support Services =
— Related to product layers HYLNDAI

* Style and design

After 26 Months, Hyundai Assurance

Program Gets Its Walking Papers,

— For many products the only way how to differentiate from the competition

* Branding
— Related to positioning

David Ogilvy: The intangible sum of a product's attributes: its
name, packaging, and price, its history, its reputation, and the
way it's advertised.

Roberto Goizueta, the late CEO of Coca-Cola: All our factories
and facilities could burn down tomorrow but you’d hardly touch
the value of the company; all that actually lies in the goodwill of
our brand franchise and the collective knowledge in the
company.

* Distribution (speed, availability, reliability, ...)

 Packaging

(] 02 03 04 05 06 o7 08
P y =ma=
= Google Casgely HE & Plinnng S
+21% +15% +3% 8% +3% -3% +15% +20%
118,863 $m 107,439 $m 81,563 $m 72,244 $m 61,154 $m 45,480 $m 45,462 $m 42,392 $m
03 10 1 12 13 1 15
intel) %fi " Nmim
@ (nte! ¥ cisco
+1% +8% +7% -8% +14% +6%
42,254 $m 34,338 $m 34,214 $m 34,153 $m 32,223 8m 30,936 $m amazon
16 17 8 19 20 21
ORACLE @ Gillette HONDA # M
+8% -8% -9% -9% 7% +16% +25% @
25,980 $m 23,758 Sm 22,845 $m 22,552 $m 21,673 $m 21,083 5m 29,478 $m
22 23 24 25 26 27 28 30
CAD A T
- P} SAB, Tmesy @ ebay Pampars
+1 +11% +7% +4% +15% +5% +9% +8%
19,875 $m 19,510 $m 19,119 $m 17,340 $m 15,885 $m 14,470 $m 14,358 $m 14,078 $m
29 3 32 33 34 35
Hbtlggis HSBC > oy LEMorgan
+4% +8% +3% +9%
13,442 $m 18,142 $m 13,024 $m 12,456 $m
36 ar 38 39
ZARA Canon NF-:rnFr =
+86% @ +23% @ +12% +6% +T% +18%
14,349 $m 13,716 $m 12,126 $m 1,702 $m 11406 §m 10,676 $m



http://www.businessinsider.com/heres-what-the-32-billion-nest-thermostat-does-2014-1
http://www.thecarconnection.com/news/1057680_after-26-months-hyundai-assurance-program-gets-its-walking-papers
http://www.bestglobalbrands.com/2014/ranking/




