Price Discounting To Gain Market Share

Of course, you could attempt to gain your share of the Christmas Pie by simply discounting – in other words offer the same goods as your competitors but at a cheaper price.

The fundamental flaw in this policy is the fact that if you can do it, so can they – and this leads inevitably to a price war, where you could easily be the loser – you only need to look at entrepreneurs trying to undercut Air New Zealand or Cook Strait Ferries.

This policy only works when (a) price is the only driver and (b) when you can effectively undercut the opposition and still make an acceptable profit.

The alternative is to sell your goods at the same price, or even slightly higher and target those customers that don’t shop on price alone – and you would be amazed how many of them there are.  Your challenge is simple:  create the perception of value then back it up with superb service. Remember, price is only important when all other things are equal.

	
	Present Margin
	
	

	
	20%
	25%
	30%
	35%
	40%

	
	
	
	 
	
	

	Reduction
	
	
	 
	
	

	2%
	11%
	9%
	7%
	6%
	5%

	4%
	25%
	19%
	15%
	13%
	11%

	6%
	43%
	32%
	25%
	21%
	18%

	8%
	67%
	47%
	36%
	30%
	25%

	10%
	100%
	67%
	50%
	40%
	33%

	
	Sales Increase Required


The following table indicates the increased sales required to compensate for a price discounting policy.  If your gross margin is 30% and you reduce by 10%, you need sales volume to increase by 50% to maintain your initial profit.  

On the other hand, the next table shows the amount by which your sales would have to decline following a price increase before your gross profit is reduced below its previous level.  At a 30% margin and a 10% increase in price, you could sustain a 25% reduction in sales volume before your profit is reduced to the previous level…you would have to lose 1 out of every 4 customers.

	
	Present Margin
	
	

	
	20%
	25%
	30%
	35%
	40%

	Increase
	
	
	 
	
	

	2%
	9%
	7%
	6%
	5%
	5%

	4%
	17%
	14%
	12%
	10%
	9%

	6%
	23%
	19%
	17%
	15%
	13%

	8%
	29%
	24%
	21%
	19%
	17%

	10%
	33%
	29%
	25%
	22%
	20%

	
	Sales Decrease Required
	

	
	
	


There is no absolute ‘right way’ or ‘wrong way’ – the point here is to make you think about the total impact of pricing policies and weigh up the advantages and disadvantages.

