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Intended Learning Outcomes

Explain why key rules of pricing change in a
digitized world

Understand the concept of Dynamic Pricing

Get an overview of Pricing Models for Digital Markets




Understanding Pricing

Price is the one element of the marketing mix
that generates both: revenues and costs.

Price decisions are complex and must take
into account many factors i the company,
the customers, the competition, and the
market environment.

Holistic marketers know their pricing decisions must also be consistent with
the firmés marketing startegy.

Downward price pressure from a changing economic environment coincided
with some longer-term trends in the technological environment, in particular
the Internet.

Source Kotler/Keller 2016, p. 483-484



Digitization Disrupts the Conventional Ground Rules of Pricing

Challenges for pricing

1 Consumers have access to
unlimited information

2 Information in real time

3 Customer expectations are

changing

4 The dynamic customer

Source: Meffert/Swaminathan, 2017, p. 113

Never before have customers had so many ways
to research products and compare prices in real
time

Real-time information on competitors and
consumer behavior enable multiple price changes
in one day

Experiences with new providers have changed
customer expectations of pricing and promotions

Customer decision journeys now follow multiple
channels—and the customer expects that



Consumers Have Access to Unlimited Information
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Source: Meffert/Swaminathan, 2017

Preisentwicklung
Samsung NU7379

1 Monat 3 Monate

Preis zu hoch? [ Preiswecker setzen



Informationen in Real Time
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Customer Expectations Are Changing

Bis zu 15% sparen mit
regelmaRiger Lieferung

Versandkostenfrei. Jederzeit kiindigen
oder Lieferung tberspringen

@Spar-Abo

So geht’s

Lassen Sie sich mit dem Spar-Abo regelmafig Ihre Lieblingsprodukte nach Hause liefern. Sie erhalten lhre Lieferung immer versandkostenfrei.

Wenn Sie funf oder mehr Produkte innerhalb eines Monats an die gleiche Adresse liefern lassen, erhalten sie zudem sogar 15% Rabatt. Von
Windeln tber Zahnpasta bis hinzu Hundefutter — Sie kénnen aus tausenden von Produkten auswahlen.

Source: Meffert/Swaminathan, 2017

O Einmalige Lieferung
9,95 € (0,12 € / Tuch)

@ Spar-Abo | 5% @ 15%
9,45 € (0,12 € / Tuch)

Sparen Sie jetzt 5% und bis zu
15% mit regelmaRiger Lieferung.
« keine Versandkosten

= jederzeit kiindbar

Weitere Informationen

Erhalten Sie es bis Montag, 14.
Oktober.

Menge: 1 ¥

Lieferintervall:

3 Monate ( Am haufigsten) v

Jetzt aktivieren




The Dynamic Customer
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Source: Meffert/Swaminathan, 2017
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Characteristics of Pricing Digital Goods (E-Goods)

Digitale Products

A Digital goods or e-goods are intangible goods that exist
in digital form.

A Digital goods have a specific cost structure: The biggest cost component are
First Copy Costs - the costs for the first produced unit.

A Significant Economies of Scale: the higher first copy costs in relation to
variable costs are, the bigger the economies of scale are (e.g. software, films).

A Short-term price floor could be at variable costs.

Source: Meffert/Burmann/Kirchgeorg/Eisenbeild 2019 10



Intended Learning Outcomes

Explain why key rules of pricing change in a digitized
world

Understand the concept of Dynamic Pricing

Get an overview of Pricing Models for Digital Markets
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Dynamic Pricing Is a Form of Price Discrimination

Price discrimination occurs when a company sells a product or service at two or
more prices that do not reflect a proportional difference in costs.

Examples for price discrimination are
Customer-segment pricing

Product-form pricing e
Price discrimination

Image pricing
Channel pricing

\ b
Location pricing : < J
Time pricing ] = ‘

Dynamic pricing

> > > > D> B

Dynamic pricing is a pricing strategy in which businesses set flexible prices for
products or services based on current market demands.

Businesses are able to change prices based on algorithms that take into account competitor
pricing, supply and demand, and other external factors in the market.

Dynamic pricing has been the norm for most of human history. Traditionally, two parties would
negotiate a price for a product based on a variety of factors, including who was involved, stock
levels, time of day, and more. Store owners relied heavily on experienced shopkeepers to manage
this process, and these shopkeepers would negotiate the price for every single product in a store.

Source: Kotler/Keller 2016, p. 506; https://en.wikipedia.org/wiki/Dynamic_pricing
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Dynamic Pricing: Algorithms find the Optimal Prices 1

Two Approaches

Price optimization for a product range

Example for a key article at Amazon
Canon PGI-5 B

von Canon
oiniodlr ~ o

Preis: EUR 22,32
Alle Preisangab

Nur noch 14 auf |

Lieferung Montag, 8.
Siehe Details

Verkauf und Versand ¢
81 neu ab EUR 22,32

Grolte: Doppelpack

Doppelpack
EUR 22,32 vPrime

+ Geben Sie Ihr Mod:
« Tintenpatronen fir
« Falimenge pro Patr
+ Geeignet fur folgen

Canon PGI-5 BK Tintenpatront

* 92 Kundenrezensionen

Preis: EUR 14,33 vprime
Alle Preisangaben inkl. deutscher USt

Hinweis: Dieser Artikel ist zu einem gunstige

Auf Lager.

Lieferung Montag, 8. Okt.: Bestellen Sie int
Details.

Verkauf und Versand durch Amazon. Gescht

104 neu ab EUR 10,00
\e Einzelpack
Doppelpack Einzelpack
EUR 2232 /Prime | EUR 14,33 vprime

+ Tintenpatronen fur exzellente Scharfe, na

+ Falimenge pro Patrone in ml: 26

+ Geeignet fur folgende Gerate: iP3300/35(
MPANMMPA1SINVAEANRNNIRNNRIATNAN

Far grofere Ansicht Maus aber das Bild ziehen

Source: Meffert/Swaminathan, 2017

Optimal individual price / customer

Example tourism

o [ Uitoteimarken Inspraon @ DEALS

ROBINSON CLUB CALA SERENA

18 - 11.05.2019 e SUCHE ANPASSEN

Zuriick Suche Reiseziel Hotelliste

Balearen Mallorca Cala d'Or

ROBINSON CLUB CALA SERENA

GALERIE

Hotel & Termin

95% Weiterempfehlung HolidayCheck

Karte Tellen Merken

Ideal fur Golf- und Tennisfreunde
Entspannung im WellFit®-Spa-Bereich
Top Ausgangspunkt fur Biketouren

7 Nachte, Economy-Doppelzimmer,
Vollpension, inkl. Flug ab Dusseldorf
TUI PLUS PAKET"

VIDEOS Eraad 25 ]

RUNDGANGE 28€

Anreise Abreise
@ Montag, 15.10.18 @ Sonntag, 21.10.18

&5 Doppelzimmer

max. 1.000€ Unterkunftsart Gastebewertung Hotelstandort Mehr Filter

@ ceienig ~ | Beliebig

Robinson Club Cala Serena
Hotel

' Cala d"Or, 0.4 km vom Strand entfernt

m Hervorragend (1449 Bewertungen)
~ | Hervorragende Lage (8.7 /10)

~ | Robinson Cl... ~ | Wahlen

Sortiert nach | Unseren Empfehlungen |o

airtours de
Expedia
3ss€ -386€
ab-in-den-urlaub Hotels.com
a7z 369€

ebookers.de 6 Nachte far 2.212€

#ee Vollpension
Mehr Angebote
ab szvge v zum Angebot >
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Dynamic Pricing Is Now Also Used in Retail Outlets

Example for electronic labeling

Source: Meffert/Swaminathan, 2017

Dynamic Digital Price Display

Creating Ultra Efficient Store & Enhanging Customer Experience
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Four Key Challenges for Dynamic Pricing

Large amount of items available to customers
Huge leading to high complexity and workload in
assortment = managing detailed pricing strategies

Short product Very short lifecycles of products call for right

lifecycles priging from the start while (extensive time
series) data is not yet available

Product variety makes price comparison

Limited difficult. Comparable products need to be

comparability matched dynamically based on product

features

Long tall item sales) requires complex identification of

challenge ‘similar’ items to enable dynamic pricing for
most profitable part of assortment

Source: Meffert/Swaminathan, 2017




Huge Assortments Require Automated Pricing Engine

to Tally with Front-Runners

A Dynamic pricing challenges

Typical number of items in online store
Thousands of SKUs

Apparel -‘ 7,000

Consumer
. 150
electronics

=ETNY
Cosmetics

Source: Meffert/Swaminathan, 2017

Implication

To change prices once Amazon changes
per day, 30 merchants prices for single
would need to review > SKUs up to every
~500 SKU prices per 15 minutes
minute

— pricing can’t be
done manually
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