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Abstraét
This study propped up as a result of the lack of awareness on the role of pricing in market
share gain or loss among retailers in general. The empirical focus of the study was in the
Ngaka Modiri Molema district. The study was performed on the three largest supermarkets in
the fast consumer goods retail sector within the Ngaka Modiri Molema district (Pick n Pay,

Spar and Shoprite). The research objectives were to:

e To examine the impact of pricing on the market share of the three largest grocery retailers
in the Ngaka Modiri district.

e To investigate the type of pricing decisions made by the three largest grocery retailers in
the Ngaka Modiri district. |

e To examine the challenges face by these supermarkets in making pricing decisions.

e To determine the influence of these pricing decisions on their consumer’s behaviour and
market share performance.

e To determine the importance of market share for Ngaka Modiri Molema grocery
supermarkets.

¢ To recommend possible pricing decision majors that can be use by Ngaka Modiri

Molema retailers to gain market share.

Literature review was done on pricing and market share related issues. The research methods
employed were exploratory and a quantitative research design. The population of the study
comprised of the three largest supermarkets in the Ngaka Modiri Molema district. Focus was
in the Ditsobotla, Mafikeng and Ramotshere local municipalities. The head quarters of each
of the focus local municipalities éomprised the targeted area for selected participating
supermatkets. Purposive sampling was used in selecting participating supermarket stores.
Participating employees included the regional and branch managers of each sampled
supermarket brand. Data collection involved the selling price index (SPI) and the sales
figures for 11 selected items commonly available in the database of the selected supermarkets
(Appendix 4). The data analyses employed an ordinary linear simple regression model

specification and a panel data analyses technique.

The study revealed that pricing play a major role in market share gain or loss among Ngaka
Modiri Molema retailers. Hence, there is need to increase retailers awareness with regards to
the mentioned finding. Practical recommendations were made and a pricing decision support

system suggested to assist Ngaka Modiri Molema retailers
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Re’sume
Ce projet de recherche resulte d’un manque de prise de conscience sur la question de
’importance de I’élaboration des prix de ventes en ce qui concerne les acquis ou les pertes
depart de marchés dans le secteur de la revente en general. Le point focal de cette etude est
base dans I’espace geographique du district de Ngaka Modiri Molema. Ce projet de recherche
met un accent particulier sur les trois plus larges supermarchés de Ngaka Modiri Molema,
faisant dans la revente des produits de grande consommation (Pick n Pay, Spar and Shoprite).
Les principaux objectifs consistentent donc:
* A examiner I’ impact de la détermination des prix sur la part de marché des trois plus grand
magazins du district de Ngaka Modiri.
* D’ enquéter sur la fixation des pfix établie par les trois plus large magazin de revente de
Ngaka Modiri.
* D’ étudier les difficultés dont font face les magazins en question dans la fixation des prix.
+ D’ établir I’ influence de ces decisions de prix sur I’ attitude de la clientéle et les ventes.
* De déterminer I” importance des parts de marché des grand supermarches de Ngaka Modiri.
* De recommander certaines measures de prise de decision a adopter concernant la fixation
des prix par les grands magazins de revente de Ngaka Modiri Molema question d’améliorer

respectivement leurs parts de marché.

La revue de la littérature en matiére de fixation des prix et part de marché a éte
soigneusement faite. Ainsi la méthode utilisée dans cette recherche consiste a un
echantillonage quantitative. La population étudiée comprend les trois plus grand
supermarchés du district de Ngaka Modiri Molema, plus précisement dans les municipalités
de Ditsobotla, Mafikeng et de Ramotshere. Les chef lieux de chaque municipalité choisie
comprend des coins a grand intérét, pour chaque supermarché selectioné. Un echantiollonage
resolu est utilisé dans les magazins participants. Parmis les employés participants I’ on
compte entre autre: les directeurs regionaux et chefs de branches de chaque echantillon par
marque de magazin choisi. Les données statistiques ont ét¢ collectée de sources secondaires.
Elles comprennent ’index des prix de vente et les figures d’ onze produits communement
disponible dans la base de donnée des supermarchés choisis (voir appendice 2). L’analyse des
données emploie le model ordinaire de simple regression lineaire et la technique d’analyse
des données de panel. L’etude révéle que les prix jouent un role majeur dans les acquisitions
ou les pertes des parts de marché chez les revendeurs de Ngaka Modiri Molema. De ce fait, il

s’y trouve un besoin imminent d’ augmenter la prise de conscience au regard des
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constatations faites. Des recommendations pratiques ont éte faites et un systéme de soutient a
ét¢ mis sur pied question d’ assister les grands magazins de reventes de Ngaka Modiri

Molema dans les choix des prix de reventes.
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CHAPTER ONE

INTRODUCTION AND BACKGROUND TO THE STUDY
1.1 INTRODUCTION

Rapsomanikis and Sarris (2009-2010) states that the world has currently experience a
dramatic increase in the prices of commodities like maize, rice and wheat. Although the
prices of such commodities have now declined, they continue to remain at a significantly
high rate compared to the prices pre 2005. Rapsomanikis and Sarris allude that in general, the
changes in commodity prices are characterised by the increase or decrease in purchase. This
is because these fluctuations in prices present a serious challenge to consumers buying power.
Balcombe (2009-2010) indicate that changes in price, either increase or decrease impact on
the trading position of producers and retailers in a long-term. Whitehouse and Associates
(2007:35) maintain that the Bureau of Marketing Research predicted a slower average growth
in the South African fast moving consumer goods market from 2007 due to the economic
recession, which generated an indirect decline in consumers’ income. Claessen et al. (2009)
points out that an economic recession like the one in 2008, can affect consumers’
consumption by more than one percent after every quarter in any economy. In such situations,

consumers become very price sensitive.

Bruweri and Watkins (2010) state that the downturn experienced in 2008 had negative effects
on the South African fast moving consumer goods retailers in general. Roger (2003:1-2)
argues that this meant retailers had to adopt their marketing mix strategy to changing
consumer behaviour tendencies. Pricing has been referred by most researchers to be the key
element among all marketing mix elements. As indiéated by Lee and Griffith (2004),
adjustment of prices to market conditions has a positive influence on the market share and
adaptation of the pricing strategy could increase the market share of a business. This study
seeks to investigate the degree to which pricing strategies used by the three largest
supermarket retailers (Shoprite holdings, Pick n Pay and Spar Group) in the Nkaga Modiri
Molema district of the North-West Province (NWP) of South Africa play a role in

determining their market share.



1.2 MOTIVATION FOR THE STUDY

Avlonitis and Indounas (2004) indicate that pricing remains one of the least research areas of
marketing. Delatolas and Jacobson (2012:2-3) argue that pricing is a complex issue but
constitutes an important process that has a large influence on the performance of a business.
However, few managers utilize the ability of pricing effectively to increase their business
market share. Limited research on pricing strategies and the lack of adequate pricing abilities

by retailers may lead to negligence of the importance of price in generating market share.

The limited research on pricing strategies and the lack of awareness on the importance of
price in gaining market share motivated the researcher to conduct the study. The researcher
saw the need to prove to retailers in the Ngaka Modiri Molema district that price is a valuable
tool in gaining market share. Also, a framework that will assist these retailers as a

quantitative tool for future pricing decisions was developed.

1.3 BACKGROUND OF THE STUDY

Referring to Mokgele (2012/2013:3), Ngaka Modiri Molema district municipality is one of
the four district municipalities in the North-West province of South Africa. It is a category C
district bordered by Ruth Mompati district in the west, Bojanala platinum district in the east,
Dr Kenneth Kaunda district in the south and Botswana in the north. Mojaki (2012/2013:7)
indicate that it is home to nearly 800,000 inhabitants, estimated households over 1,835,000
and its principal towns being Mafikeng, Zeerust and Lichtenburg. Mojaki further indicates
that Ngaka Modiri Molema district is made up of five local municipalities namely: Mafikeng,
Ratlou, Ramotshere Moiloa, Ditsobotla and Twaing. Figure 1.1 reflects the different local

municipalities with reference to areas and demographic size.



Figure 1.1 Ngaka Modiri Molema municipalities

Source: NMMDIDP (2013/14:6)

1.4 LITERATURE STUDY

In the following section, the development of the marketing mix elements and their
contributing role to market share gain in general will be briefly discussed. The role of price in

the market and its role as an important tool for market share gain will conclude this section.

1.4,1 Marketing mix

Marketing mix is the set of controllable marketing tools consisting of products, price, place

and promotion (Shankar & Chin 2011:1542). Each of these tools is explained below.

¢ Promotion
Drummond and Ensor (2005:9) indicate that promotion is the way a business creates
awareness of its product offerings to its target consumers. Promotion decisions consist of
sales promotions, sales force, public relations, direct marketing, word of mouth
communication and point of sales displays (Shankar & Chin 2011:1542). Drummond and
Ensor (2005:9) contend that a blend of all these elements of promotion can be referred to
as the communication mix. Meldrum and McDonald (2007:12) equate promotion to

communication because it is all about how businesses communicate with their target



audience or convince them to positively consider their products or services. Effective
communication is a two way process in which the sender’s intentions need to be received,
understood and acted on (Drummond & Ensor, 2005:151).

Place

Shankar and Chin (2011:1546) define place as activities associated with the distribution
of products or services to target consumers. Drummond and Ensor (2005:9) say place is
more often described as distribution since it is all about making products available to the
target audience. Distribution is defined as the “steps taken to move and store a product
from the supplier stage to a consumer stage in a supply chain” (Chopra & Meindl,
2010:86). Chopra and Meindl holds that distribution occurs when raw materials and
components are moved from supplier to manufacturer and finished goods from
manufacturer to end consumer. Strydom ef al. (2013:2) specify that the main objective of
distribution is aimed at getting the right product and service to the right place, in the right
quantity, with the right quality and at the best prices in the market in order to provide time
and place utility to consumers.

Product

Jooste et al. (2005:2) define products as offerings to a market to satisfy the need or desire
of target consumers. Jooste et al. (2010:2) states that a product consists of a
multidimensional mix of tangible features and intangible attributes. Products can be
broadly defined to include physical objects, services, events, persons, places,
organisations, ideas, or mixes of these entities (Mohammadian & Habibi, 2012). Since the
primary objective of a product’s decision is to satisfy consumer need, Meldrum and
McDonald (2007:12) indicate that organisations should always ask them-selves if the
product they offer provide relevant and desired benefits to its consumers.

Price

Venter and Van Rensburg (2009:260) define price to be the amount of money that
consumers pay to obtain a product. Kotler and Keller (2012:206) mention that price is the
only marketing mix element that produces revenues. For this reason, it is important that
pricing decisions should take profit margins into account. For instance, low prices may
not generate enough profits for the organisation. Very high prices may drive consumets
away, because the amount of money that is demanded in exchange for a product entirely

depends on a consumer’s means (Shankar & Chin, 2011:1546). Pricing is an important



element of marketing with tremendous potential for an organisation. If mismanaged, this

can bring a business to its knees (Meldrum & McDonald, 2007:11).

1.4.2 Marketing mix development

Constantinides (2006) states that the term ‘marketing mix’ as identified by Neil Borden, was
only introduced in the marketing field during the 1960°s with twelve controllable marketing
elements (product planning, pricing, branding, channels of distribution, personal selling,
advertising, promotion, packaging, display, servicing, physical handling and fact finding and
analysis). Marketing mix was later reduced to the four-element framework (product, price
place and promotion) by Jerome McCarthy in 1964. Goi (2009) indicate that the marketing
mix elements (price, promotion, product and place) are the main tools in pursuing the
marketing objectives of a business. Goi also mentions that the marketing mix elements are
currently seen to be the basis of the five sub-disciplines of marketing management which
include consumer, relationship, services, industrial and retail-marketing. However, Moller
(2006) asserts that several criticisms about the effectiveness of marketing’s 4p’s have
appeared in recent studies. Some of these researchers have gone as far as rejecting the 4p’s

and have come up with their own proposed alternative marketing mix frameworks.

The seven marketing mix elements seem to be the most popular of these alternative
marketing mix elements as indicated by Goi (2006) and introduced by Booms & Bitner in
1981. The 7p’s include all the elements of the 4p’s with people, packaging and process being
the additional elements. Other researchers like Wood (2008) and Gandolfo (2009) argue that
that the 4p’s of marketing are the milestone of marketing theories. However, there is a need
to review the 4p’s paradigm due to the fact that there have been some evolutions in the
marketing discipline, especially in commercial marketing where the 4p’s cannot effectively
adapt to certain aspects. Farshid and Amir (2012) maintain market share responds to elements
of the marketing mix (4p’s) and that the marketing mix is the most important entity that can

affect the market share of a business.

1.4.3 Marketing mix development in the Ngaka Modiri Molema district

Information provided by Managers of the selected supermarkets (Shoprite, Pick n Pay and
Spar) indicated that centralisation is a primary factor that affects performance. Thus, one can
say the high level of centralisation practised by these supermarkets is a clear indication of

limited application of the marketing mix elements. Guruprakash and Sohn (2008:9) state that




centralisation impede the ability of departmental stores to appropriately respond to customer
needs and improve customer service. According to De Jager (2004:112-113), Pick n Pay and
Shoprite (NWP, Potchefstroom) in the Dr Kenneth Kaunda district used the Living Standard
Model (LSM) to target consumers. Results obtained include:

e Current market segment targeted by these retailers differ from their actual target market.
e The marketing mix elements in place were not in any way appropriate to what was seen to

be the actual market of these retailers.

De Jager’s findings indicate a clear misapplication of the marketing mix. He further assumes
that an inappropriate marketing mix to wrong target markets is likely to also be the case

among supermarkets in other areas of the North-West Province (NWP).

Furrier et al. (2007) have stressed that marketing activities has a great impact on the
performance of a business in the market place or to achieve its market share. A large number
of supermarket retailers in the Ngaka Modiri Molema district can be seen to be offering poor
business services. As confirmed by the Southern African Legal Information Institute
(SAFLII) (2012) database, there were 14 court cases in the Ngaka Modiri Molema magistrate
court in Mafikeng concerning poor customer service during 2012. The inability to structure
efficient business plans and objectives by most business enterprises in the Ngaka Modiri
Molema district stem from government’s failure to implement efficient support programmes

for these businesses.

Bafana (2011:7) highlights that the marketing unit of the North-West Province as a whole has
registered a number of failures based on internal reasons. Mojaki (2012/2013:22) indicates
that the 2012 Ngaka Modiri Molema local government effort to support business enterprises
did not meet its set target. Only 6 % growth success after a one million seven hundred
thousand rand investment by local government has been acquired. Mojaki further indicates
that during the first quarter of the 2012/2103 government calendar, only a one percent growth
rate has been achieved; (quarter-two and three), 2 % performance respectively and by quarter
four performance dropped back to 1%. This may seem like the government does not actually
put enough effort to support trading, which confers with Spaku and Majoki’s (2012:17)
statement that retail and trade are the fourth largest contributor to the economy of the Ngaka

Modiri Molema district.



1.4.4 Pricing in the market

Reviere (2009:1) highlights that the price concept differs whether a person lives in a market
economy, planned, command or traditional economy. Because pricing influences the
economic actions in a market economy, it is best to discuss pricing concept on a market
economy basis. Palley (2004:1-2) argues that in a market economy, the contemporary
framework of neoliberalism emphasises the efficiency of market competition, which is based
on the microeconomic theory of pricing, the key variable influencing the demand and supply
in the market place. Pitner (2007:1) indicates that when understanding price in the market or
how it works in business, all is about the demand and supply functions. Pitner (2007:1)
further points out that from the supply perspective, the higher the price of a product, the
higher the supply, the lower the price of a product, the lower the supply. The demand
perspective is connected to consumer behaviour in that, if pricing affects consumers’ buying
behaviour negatively, the demand curve will slope downward, meaning a drop in purchase
behaviour. Alternatively, if pricing is positive, consumer buying power will increase, leading
to the demand curve sloping upward, more sales and market performance for the business.
From the afore discussion of price influence in the market, this study focuses on showing that
price is an important tool for Ngaka Modiri Molema retailers in gaining market dominance.
The downward and the upward movement of the demand curve with respect to price is

further illustrated in figure 1.2

Price

@  Q Output
Figure 1.2 Demand and price ' ’ P

Colander (2004:99)



1.4.5 Market and market share defined

Kotler and Keller (2012:30) refer to a market as a physical place where buyers and sellers
gather to buy and sell goods. Currently, economists term a market as a collection of buyers
and sellers who transact over a particular product or product class. Sellers are viewed as
constituting the industry and buyers as constituting the market. Market share is defined as the

relative sale of a product in relation to the overall market sales.

According to Venter & Van Rensburg (2009:118), a market share indicates how an
organisation is performing relative to its competitors and a market share is calculated by
dividing an organisation’s share by the total sales of all organisations for a specified product-

market (Venter & Van Rensburg, 2009:118).

The market share of any business is considered to be the key element of the business
performance. Ernst and Young (2004:39) indicate that the most pressing issue in the South
African retail sector is currently the battle for market share. This is due to the rapid growth in
the retail sector consequent with relative maturity. Retailers are highly competing against
each other to achieve a positive market share position. McGregor (2013:1) indicates that there
has been a public battle in the media between Shoprite and Pick n Pay over who has the
~ dominant market share. This indicates how important it is for retailers of fast consumer goods
to be market share dominant. However, referring to Derby (2013:2) South Africa’s oldest and
most enduring retailer, Pick n Pay, has lost a great deal of its market share to rivals like Spar
and Shoprite since 2012 as a result of its poor marketing strategies. Derby alludes that Pick n

Pay has been struggling to regain its lost position for the past two years.

Mills (2009:63) states that it has become difficult to acquire a dominant market share position
amongst fast moving consumer goods retailers, due to the opening of many wholesalers,
convenience chains, independent stores and Spaza shops. This tendency leaves only about
fifty-four percent of the market share to top retailers (Pick n Pay, Spar, Shoprite and
Woolworth). A major phenomenon in South Africa has been the evolution of hypermarkets,
which sell large quantities of almost all consumer goods on a self-serve basis. The
hypermarkets, located in sub-urban shopping centres/malls, have disrupted the traditional
distribution chain by purchasing directly from manufacturers and by-passing major retailers,
with low margins achieving high turnover, thereby, placing price pressure on all competing
outlets as a means to attract sales and increase market share (The Report South Africa,

2008:5).



New supermarket brands scrambling for market share is also the case in the North-West
Province. Dirkie (2011/2012:15) has indicated how supermarket retailers like Choppies
Limited (ltd) are performing relatively well. This performance has contributed to its growing
market share. Choppies is busy aligning with the North-West government and other blue chip
companies to improve its operations. This has made Choppies a faster growing retailer in the
North-West province compared to its competitors in terms of market share since its
introduction in 2008 into the province. Keeping satisfying consumers loyal is a common
tactic to increase sales and market share since supermarkets are often located within close
proximity and sell more or less the same products. Thus, each retailer’s ability to sell its
merchandise sustainably, largely depends on the strength of its marketing mix activities

(Marriri & Chipunza, 2009).

1.4.6 Pricing influence on market share in the retail market sector

Lawrence and Lawrence (2008:1) indicate that before 1995, during the civil differences in
South Africa, trade protection and other economic bands seriously impeded the South African
economy. This made South Africa’s economy to depend on external global commodity prices
trends to avoid running into an external constraint. Thus, during such period, price had a little
role to play in the South African economy. During the period before 1995, a section of the
North-West was a separate entity (“Homeland”) in charge of its own economic decisions
under the presidency of Hon. Lucas Magope. Francis (2002:2-4) indicates that Magope’s
: regime"was based on personal rule on all state matters, including trade and commerce which

affected the traditional flow of the economy.

According to Du Plessis and Smith (2007:1-2), there has been a lot of growth in the South
African economy since 1995, due to the introduction of a more market economy backed by
microeconomic variables. Euromonitor International (EI) (2012:8) maintain that presently,
supermarket retailers like Shoprite and Spar Group have increased their market share
position, due to their ability to implement pricing strategies that will provide commodities to

consumers at reasonable prices.

According to Roger (2009:292), a business organisation’s market share should increase if
those in marketing can deliver more volumes in terms of sales. Venter and Van Rensburg
(2011:118), Donaldson (2007:133) and Fok and Franses (2000:3) points out that, there is a
positive relationship between sales and market share. Roger also holds that the only way to

achieve the objective of increasing market through sales depends on the careful application of
9



pricing. It should be noted, however, that, market share is obtained in both sales value and
sales volume. Thus, Mohr and Fourie (2004:182) explicitly show the influence price has on
market share through the concept of price elasticity of demand, which is all about an increase
or decrease in sales as price changes. Ferrel and Hartline (2008:234) refer to price elasticity
of demand as customers’ responsiveness or sensitivity to changes in price and pricing

strategies. This concept is further illustrated in figure 1.3

<

Yi Y §
) ( %
W 1 § e=0 Wi w /’/
o ! Of  e= Q s
gl S . g
| | v
| SO S oy A s S o i | Y *oN
O QUANTITY X QO QUANTITY X O quaNTITY X
(a) (b) {¢)
Y Y
§ [}
i /{
Y o
> Y e
Luj ;’:"_‘,m« § ex<1
[+ f‘ @
[+ Q.
{ o ¢
O qQuanTITY X O QUANTITY X

(d) (e}

Figure 1.3 Elasticity of demand,
Philip & Fourie (2007:184)
Figure 1.3 (a): Perfectly inelastic demand (ep = 0)

This describes a situation in which change in price shows no change in demand (sales) as

revealed in the vertical straight line.
Figure 1.3 (b): Perfectly elastic demand (e = )

Perfect elasticity is experienced when the demand is extremely sensitive to the changes in

prices. Price elasticity occurs when an insignificant change in price produces tremendous

change in demand.
Figure 1.3 (c): Unitary elasticity demand (e = 1)

This is a case when the percentage change in price produces equivalent percentage change in

demand.

Figure 1.3 (d): Elastic (more elastic) demand (e > 1)

10



This is when the demand for certain commodities are more responsive to the change in price.
Figure 1.3 (e): Inelastic (less elastic) demand (e < 1)

This is a situation where the proportionate change in demand is smaller compared to the
change in price. It is mostly theoretically concluded that just five different types of price
elasticity exist. However, in practice, Mohr and Fourie (2004:183) and Mohr and Fourie
(2007:184) indicate that two extreme cases are included which are perfectly elastic and

perfectly inelastic. These two cases are often mentioned because they are rarely experienced.

1.5 PROBLEM STATEMENT

Referring to Farshid and Amir (2012), the marketing mix elements (product, price, promotion
and place) are the most important elements for a firm to enhance its market share. This
statement is supported by the results of a study by Farshid and Amir undertaken within the
polymer sheet market in Iran. The outcome showed that the marketing mix elements and their
sub-elements are the primary instruments influencing market share gain. Munusamy and Hoo
(2008) used a simple regression to determine the relationship between the marketing mix and
consumer motives. Their aim was to determine which marketing mix element was the most
appropriate for the Malaysian fast consumer good industry. Using Tesco (a supermarket
chain) in their study, results revealed that pricing had a direct, either positive or negative
impact on consumer behaviour. Pricing thus is being emphasised as a direct influence on
market share, even when the other mix elements (place, promotion and product) tested

negative amongst respondents.

Although this empirical study focuses solely on the influence of price on market share, the
need and importance of price in gaining market share compared to the other mix elements as
-indicated by Munusamy and Hoo, already establish the relevance for the awareness of price
to businesses. According to Axaloglou (2007), the poor application of pricing strategies and
the lack of relevant knowledge regarding the role of pricing in expanding market share could
have a negative effect on the financial functioning of a business. During the pilot
investigation, it was found that price is an important tool for supermarkets in the Ngaka
Modiri Molema district in gaining market share over their rivals. Despite the role price has in
gaining market share, limited attention is given to price. Using just Tastic rice (2kg) and

White star maize meal 5kg, market results for January 2011 for sampled supermarkets in the

Ngaka Modiri Molema district were as follows:

11



Table 1.1 Tastic rice (2kg) and white star maize meal (5Skg) supermarkets prices and sales

Sfor January 2014

Supermarket Tastic rice 2kg White star maize meal Skg
Price Sales Price Sales

Pick n pay R27.79 1200 R19.99 1742

Spar R28.92 50 R20.25 1127

Shoprite R28 1023 R19.39 2262

Based on the evidence provided by Munusamy and Hoo (2008), Axaloglou (2007), Farshid
and Amir (2012) as well as indications from the preliminary study done to investigate the
effectiveness of price implications on the market share of the Ngaka Modiri Molema district
retailers, there seems to be a consensus that retailers in general do not realise the importance
of implementing adequate pricing strategies as a basis for gaining market share. Thus, the
problem indentified in this study relates to the neglect of the importance of price as a primary
tool in gaining market share by Ngaka Modiri Molema retailers. This tendency can contribute

to a lack of market share growth and growth in general amongst these retailers.

1.6 RESEARCH OBJECTIVES
1.6.1 Main objective

The primary objective of this study was to examine the impact of pricing on the market share

of the top three grocery retailers in the Ngaka Modiri Molema district.

1.6.2 Secondary objectives

In order to achieve the main objective of the study, the following secondary objectives were

raised:

e To investigate the type of pricing decisions made by the three largest grocery retailers in
the Ngaka Modiri Molema district. |

e To examine the challenges faced by these supermarkets in making pricing decisions.

e To determine the influence of these pricing decisions on consumers’ behaviour and
market share performance.

e To determine the importance of market share for Ngaka Modiri Molema grocery

supermarkets.
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o To recommend possible pricing decision majors that can be used by Ngaka Modiri

Molema retailers to gain market share.

1.7 RESEARCH QUESTION

1.7.1 Primary research question

e To what extent does pricing affect the market share of supermarket retailers in the Ngaka

Modiri Molema district?

1.7.2 Secondary research questions of the study was as follows:

e  Which pricing decisions are made by the top grocery retailers in Ngaka Modiri Molema?

e What challenges do these supermarkets face in making pricing decisions?

e How does these pricing decisions impact on pricing behaviour and its effects on market
share? |

e What is the importance of market share for Ngaka Modiri Molema grocery supermarkets?

e How can pricing be better applied by Ngaka Modiri Molema top grocery retailers to

improve their market share?

1.8 RESEARCH METHODOLOGY

Wilson (2009:5) refers to methodology as a plan of action that informs and links the methods
used to collect and analyse data to answer postulated research questions. The research design

to be applied in this study was a quantitative approach.

1.8.1 Population

Bickman and Rog (2009:77) refer to population as the large group to which a researcher
wants to generalise his or her sample results. In other words, it is the total group that a
researcher is interested in learning more about. The population in this study included the
three largest grocery supermarkets in the Ngaka Modiri Molema district. Three towns in the
district (Lichtenburg, Mafikeng and Zeerust) were targeted in order to select participating
supermarkets for the study. The district marketing managers and branch managers of these

stores were the participating employees.

1.8.2 Sampling

A sample according to Smith et al. (2013:162) is a subset of the whole population, actually
investigated by a researcher whose characteristics will be generalised to the entire population.

13



To this effect and according to these researchers, sampling refers to the process of drawing a
sample from a population. Researchers sample in order to study the characteristics of the
larger group and to understand the characteristics of the larger group. Researchers must carry
out a sampling process because factors such as expense, time and accessibility frequently
prevent researchers from gaining information from the whole population. For the purpose of
this study, a purposive sampling approach was used to select supermarkets and supermarket

employees to participate in this study.

Cohen et al. (2011:156) refer to purposive sampling as a non-probability sampling method
which involves purposive or deliberate selection of particular participants from the sample
considered to have the needed or actual information of the study. Purposive sampling was
used because just one of each sample supermarkets store was selected as participant based on
accessibility of needed data. It was aimed at targeting which supermarket employee was most
appropriate in providing the needed information for the study. Only one of each sampled
supermarket stores were selected as participant making a total of 3 stores. Employees in the
study included the marketing manager of each supermarket brand and the managers of each
selected sample store. This gave a total of 6 employees who participated in the study. Data
collected from all 3 participating stores were done on a monthly basis from January 2011 to
June 2013. This gave the sum of 30 observations per supermarket, amounting to a total of 90

observations.

1.8.3 Data collection method

Data was obtained in this study from both available literature and an empirical investigation.
Literature data was obtained through journals, articles, books, magazines and internet
sources. Literature data was based on marketing and price, price index, pricing process, ethics
of pricing, competitors and their pricing framework, the influence on pricing on sales
petformance, market share index/matrix, competitors and their market share positions and the

importance of market share advantage in the market.

Empirically, data gathering involved the obtaining of the Selling Price Index (SPI) and sales
figures for 11 selected items (appendix 4) commonly available in the database of the selected
supermarkets (Shoprite, Pick n Pay and Spar). Information obtained was used to determine
the relationship between price changes and its impact on market share of the participating

supermarket retailers.
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1.9 DATA PROCESSING AND ANALYSIS

The model specification of the regression type employed in this study and the analytical
technique used to analyse empirical were as follows.
1.9.1 Model specification

The model specification employed in this study was the Panel Ordinary Least Square (POLS)
regression method. This is because the main objective of the study was that, price as the
explanatory variable is the main factor influencing market share, the dependent variable and

fits with the main rule of linear regression.

The formula layout of the POLS regression method is as follows:
Least Square regression is denoted as y = f, + Bit + &€ Formula (1.1)
y = dependent variable or the explained variable.

Bo = the intercept of the equation.

p1 = the slope coefficient of the price variable.

t= the independent variable or explanatory variable.

£ = the error tem or the disturbance variable.

In this study, market share was the dependent variable represented by sales figures and
pricing the independent variable. Thus, the main aim was to verify if price has a linear effect
on market share of the top three fast moving consumer good supermarkets in the Ngaka
Modiri Molema district. As the rule of linearity implies, a unit change in * will have the same

effect on y if there is a relationship.

1.9.2 Analytical technique

The study made use of a simple panel data analysed through the Eviews software. A panel
matrix was appropriate for the study because it allows data analysis across more than one
entity since it contains both cross-sections (N) and time period information (t). Findings from
the linear regression were represented graphically on a scatter plot graph and a histogram to
display the potential relationship between price and market share on top of four supermarket

retailers in the Ngaka Modiri Molema district.
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1.10 LIMITATIONS

The study was originally designed to investigate the relationship between price and market
share for the top four supermarkets (Pick n Pay, Shoprite, Spar and Woolworth). After an
extensive and accurate investigation, all Woolworth supermarkets in the district did not
provide any of the item categories that were considered appropriate to test this study. For this

reason, Woolworth was disqualified as one of the selected samples for this study.

1.11 ETHICAL CONSIDERATIONS

Neuman (2003:116-118) indicates that the researcher has a moral and professional obligation
to be ethical, even if participants are unaware of or unconcerned about ethics. The ethical
considerations in this study followed Trochim’s (2006:42) ideas of a perfect ethical
consideration of research. It includes the principle of voluntary participation, requirement of
informed consent, principle of anonymity and guarantee of confidentiality. Other ethical

considerations included the following:

1.11.1 Gaining access

The researcher obtained a letter of permission from the department of management, North
West University, Mafikeng Campus in order to gain access to selected supermarkets. With

this letter, the researcher approached participants in the study to seek information.

1.12 CONCLUSION

This presented a detail introduction and background of the study. An organisation of the

study is represented as followings.
Chapter One: Introduction

In this chapter, the statement of the problem, the motivation, background, objectives, research

questions, ethical considerations of the study were discussed.
Chapter Two: Literature review

Literature review was conducted on pricing issues and its impact on the market share of

supermarket retailers.
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Chapter Three: Research methodology

In this chapter, a detailed explanation of the research procedure in terms of research design

used, research strategy, data collection, sample selection and population was presented.
Chapter Four: Data analysis and presentation

In this chapter, data collected from the previous chapters were analysed according to the

objectives of the study and findings from the literature.
Chapter Five: Discussion and recommendations

This chapter reported the findings from the analysis covered in the previous chapter.
Conclusions of the study were drawn from the findings and recommendations be made in

relation to the outcome of the study.
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CHAPTER TWO

THE RELATIONSHIP BETWEEEN PRICING AND MARKET SHARE

2.1 INTRODUCTION

A literature review provides a summary of existing studies on the main subjects of the study
and the methods employed by others and their results. The literature review in this study was
both theoretical and empirical. Empirical literature provided a summary of what methods

were used in this research and the findings, relating it to the theoretical literature.

Theoretical literature explores theories related to the following focus areas; marketing and
price, price index, pricing process, ethics of pricing, competitors and their pricing framework,
the influence of pricing on sales performance, market share index, competitors and their

market share positions, importance of market share advantage in the market.

2.2 MARKETING

Kazmi (2007:6) defines marketing as a means of creating superior value and delivering high
levels of customer satisfaction. Kazmi further states that marketers should therefore
endeavour to understand customers’ needs and wants, carefully study competition, make
products available at places convenient to customers, communicate with them effectively and
efficiently and finally, offer superior value at a reasonable price. Smith (2002) holds that the
focus of marketing is customer needs and wants. Through these, marketers are also obliged to
offer solutions to clients, not just tangible goods and services. The researcher further alludes
that each element of the marketing mix product, price, promotion and place are the centre in
achieving this marketing objective. Smith further points out that price play an important role
among all other elements in the marketing mix. According to Weitze and Wensley
(2005:267), pricing has received so much attention above the other factors not only due to its

key role in business but also because of its interdisciplinary nature.

In the business environment, organisations operate either on profit making or non-profit
making bases. Ballasy (200:4) indicates that non-profit making organisations are referred to
as savvy marketers as they practise a marketing style called social marketing. Social
marketing is oriented on improving the lives of individuals in a specific way. Schindler

(2012:365) however, states this does not mean they ignore making high revenue, since more
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money make available additional beneficial services. On profit making bases, marketing can
be defined as a process and a set of tools used to get things done either to achieve a goal,
solve a problem or take advantage of an opportunity (Ballasy, 2004:7). For a marketer to take
advantage of an opportunity, a good or service is to be offered to the consumer who has to
pay for the good or service. According to Ferrell and Hartline (2008:226), what the customer
pays for, include everything the customer must give up such as money, time, effort and all
non-selected alternatives. Value is a key component in setting price; the relationship between
pricing and value is intricately tied to every element in the marketing programme. Schindler
(2012:6) states that the marketing concept points out that price setters should also consider
customers’ value as a very important element when setting prices. This is because consumers’

feeling about the final price charge is also vital.

2.3 PRICING DECISION MAKING

Indounas and Avlonitis (2009) posit that pricing is an important management tool to achieve
the objectives of the organisation. Pellinen (2003) also mention that pricing is one of the most
important or central management tasks for any business. As eartlier indicated by Chattered
Institute of Marketing (CIM) (2009:5) pricing is the only function in the marketing mix that
generates revenue for a business, all others are cost. According to Dutta et al. (2003),
businesses without efficient pricing processes may be unable to set prices that reflect the
wishes of its target customers. Blyth (2006:448) and Escalana et al. (2012:159) indicate that
the pricing process involves all the steps in determining the final price for products or
services. The researchers further state that a pricing process should involve setting pricing
objectives, developing a pricing strategy, determining the demand for various levels, estimate
cost, review competitive offerings, select pricing methods, establish pricing policies and
determine prices. This is further illustrated in figure 2.1. Referring to Hinterhuber and Liozu
(2012), implementing a pricing structure requires a high degrée of discipline from any
business, and any business can improve its pricing performance so far as its pricing

approaches are well-structured.
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/ Set prices and objectives \

/ Develop pricing strategy

/ Estimate cost \

/ Review competitive offerings

/ Select pricing strategy \
/ Select pricing method \\
/ Establish pricing policies \
/ Determine final price \

Figure 2.1 Pricing process,

Blyth (2006:448)

2.3.1 Pricing objectives

According to Snieskiene and Pridotkiene (2010), the process of identifying pricing objectives
is the starting point for any organisation or business to achieve its pricing goals. This is
because pricing objectives constitutes the basis on which pricing methods and policies are
formulated. According to Indounas and Avlonitis (2009), there should be a correlation
between the pricing objectives and entire pricing process for better understanding of the
overall pricing structure. Avlonitis ef al. (2005) and Avlonitis and Indounas (2004) holds that
pricing objectives can be divided into quantitative and qualitative categories. Quantitative
objectives include financial indicators such as profits, sales, market share and cost coverage,
while qualitative objectives put more focus on the relationship with customers and
competitors, the long-term survival of the business and the achievement of social goals.
Avlonitis and Indounas (2004) argue that the main advantage of quantitative pricing
objectives relate to the fact that they can be measured easily and straightforwardly, while the
main contribution of qualitative objectives lies in the fact that they help organisations in
adopting a market orientation towards its pricing decision. Quantitative objectives tend to be
regarded as more important than qualitative with particular emphasis placed on profit

considerations (Avlonitis & Indounas, 2004).
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Avlonitis et al. (2005) and Avlonitis and Indounas (2004) also allude that with reference to
time frame of attainment, pricing objectives may be divided into short-term and long-term
objectives. Short-term objectives are mainly quantitative goals, while long-term objectives
are fundamentally qualitative goals. Avlonitis and Indounas (2004) state that most often, an
excessive emphasis on short-term objectives may risk the long-term position of a firm in the
market. Although Snieskiene and Pridotkiene (2010) points out that there is no single pricing
objective that serves as definite benchmark for all situations, Indounas and Avlonitis (2009)
point out that, a factor analysis indicates that pricing objectives can be summarised into eight
underlying factors placed under a quantitative or qualitative category. Indounas and
Avlonitis’ classification covers all what others have indicated. The classification is further

indicated below.

2.3.1.1 Quantitative objectives

As earlier indicated, quantitative objectives include those objectives that can be seen to be

financial indicators. They are further explained as follows:

¢ Financial objectives

It represents the effort to achieve liquidity and satisfactory return assets and potential

investments.

e Achieving satisfactory profits and sales objectives

This objective is aimed at ensuring adequate financial results in terms of profits and sales and

covers the cost of delivery services and products.

¢ Market share and capacity-related pricing objectives

The objective relates to increasing market share and managing the existing capacity.

¢ Maximisation of profits and sales objectives

It is all about achieving maximum financial results by high sales to achieve high profit

values.

2.3.1.2 Qualitative objectives

Qualitative objectives were earlier indicated to be elements that put more emphasis on

customers and competitors.
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e Stability in the market objectives

Stability in the market is related to achieving price and sales stability, satisfying distributors’

needs, developing the existing market and determining fair prices for customers,

¢ Customer — related pricing objectives

The effort here is to retain existing customers and satisfy their needs without disregarding the

acquisition of new customers, the achievement of social goals and long-term survival.

e Service quality-related pricing objectives
This objective is out to create prestigious image in terms of quality while differentiating

prices across different categories of customers.

¢ Competition-related pricing objectives
It involves avoiding price wars, offering similar prices to match the prices of competitors and

discourage the entrance of new competitors in the market.

2.3.2 Developing pricing strategies

Blyth (2006:450) maintains that developing a pricing strategy needs to fit within the overall
corporate vision. According to Lamb et al (2009:372), a pricing strategy is simply a
statement of what the business or organisation is trying to accomplish with a given product or
service at during its life-cycle. Dutta ef al. (2003) argue that strategists should develop or
consider pricing strategies that will create value for the customer to gain a competitive
advantage. Garrett (2011:1) holds that pricing is ultimately part of an organisation’s system,
therefore, it should be aligned to the overall strategic planning and mission of the
organisation. This is because an organisation’s purpose, self-perception, position in the
market and ethics are clearly spelt out in the overall organisation’s strategy and are elements
that must be incorporated in the pricing strategy. Most common pricing strategies used by

business organisations are further discussed below.

2.3.2.1 Cost-plus pricing

Blyth (2006:458) indicates that cost plus pricing works by calculating the cost of producing
the product, then adding on the fixed percentage profits to the total. Although this pricing
method appears logical and straightforward, it is actually fairly dangerous because it takes no
account of the market place. Hinterhuber and Liozu (2012) argue that cost-plus is currently

being been criticised for neglecting the market place because aspects related to demand and
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competitor are usually ignored. Cant (2005:61) posits that is the most popular among retailers

and wholesalers who have to decide on the prices of so many items.

2.3.2.2 Mark-up pricing

According to Blyth (2006:459) mark-up pricing is similar to cost-plus pricing, and is the
method used by most retailers. Blyth further states that the only difference from cost-plus is
that retailers are usually in close contact with customers and can therefore, develop a good
feel for what customers will be prepared to pay for. Secondly, retailers practising mark-up
pricing have ways of disposing of unsold stock. It is typically when a retailer buys in stock
and adds on a fixed percentage to the bought-in price in order to arrive at the shelf price. Cant
(2005:63) argues that the level of mark-up will vary from retailer to retailer depending on the
product category because there is usually a standard mark-up for each product category.
Retailers use this method because of the number of lines the shop may be carrying, since it
may be clearly impossible to carry out market research with customers for every line (Blyth,

2006:459).

2.3.2.3 Customary pricing

Cant (2005:86) indicates that customary pricing is when products and services are priced
based on the tradition and the prices of competitors. It can also be referred to as the practice
of maintaining the retail price of a product at the same level over long periods (Cant,

2005:86).

2.3.2.4 Price skimming

Kazmi (2007:514) refers to market skimming as the act of charging the highest possible price
that a sufficient number of the most desirable customers are willing to pay for. Skimming is
best practised under circumstances when consumers are willing to buy the product for its
unique advantage and in a case where production cannot be expanded rapidly because of
technology difficulties, shortages or constraints imposed by the skill and time required to
produce a product (Lamb et al., 20009:373). Kazmi (2007:514) holds that the approach offers
efficient profits to pioneers in a product’s introductory stage due to the absence of
competitors, However, Esclana et al. (2012:172) point out that skimming comes with future
challenges since competitors may have developed ways to challenge existing organisations in

the long-run.
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2.3.2.5 Penetration pricing

Penetration pricing means charging a relatively low price for a product as a way to reach the
. mass market. The low price is designed to capture a large share of a substantial market
resulting in lower production cost (Lamb ef al., 2009:373). A penetration strategy is effective
when the market is highly price sensitive so that a low price produces more market growth,
when research development and marketing or when new competitors will quickly enter the
market because of its ﬂexibilify (Ferrel & Hartline, 2011:247). Penetration pricing may be
disadvantageous because it could establish a poor-quality brand image and also difficult to
raise prices afterwards (Cant, 2005:83). However, Esclana (2012:172) indicates that is the
best way of preventing competitors from entering the market. This advantage makes

penetration pricing quite appealing.

Referring to Kehagias and Skourtis (2009), in all product categories (convenience,
preference, and shopping speciality), products increase in market share is what smaller
organisations desire, whereas, existing organisations maintaining their market share position
by preventing new entrance. These researchers point out that pricing decision will involve
either an increase or decrease in price. However, in order to achieve pricing goals,
organisations pricing strategy are to be guided by their pricing objectives. This is illustrated

in figure 2.2.
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Figure 2.2 Relationships between pricing objectives, pricing strategy and product
categories

Kehagias & Skourtis, 2009
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2.3.3 Determine demand

Lamb ef al. (2009:360) define demand as the quantity of goods and services that will be sold
in the market at various prices in a given period. The quantity of products or services that will
be purchased in a specific period will largely depend on its price. Concurring with Pindick
and Rubinfeld (2013:40) this means the higher the price, the fewer goods or services
consumers will demand, so too conversely, the lower the price, the more products or service
consumers will demand. Kazmi (2007:509) states that the determination of the quantity
demanded of goods and services is the responsibility of the marketing department, aided by
research personnel’s and forecasters with respect to the set price. Kotler and Armstrong
(2010:317) maintain that the relationship between the demand for goods and services and

price is inversely proportional. This is better illustrated in the figure 2.3.

Price

P
Py

Q Q, Output
Figure 2.3 Demand price
Mohr and Fourie (2007:138)

In the figure above, Kazmi (2007:509) indicates that the original demand for goods and
service is D1, negative behaviour from factors determining demand may lead to increase in
price of goods and services from P1 to P2, causing the demand to drop and the demand curve
to shift from D1 to D2. However, the supply function can also play a role in the market prices
of goods and services. The relationship between price change and quantity demanded is more
explicit in theory of Price Elasticity of Demand (PED) illustrated and discussed in chapter
one (figurel.3). Colander (2004:132) defines elasticity of demand as consumers’
responsiveness or sensitivity to changes in price. Referring to Colander’s (2004:133), price

elasticity of demand is denoted as:
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% change in quantiy demanded

PED

Formula (2.1)

% change in price

The aforementioned formula simply indicates that as changes in price lead to changes in
quantity demanded, the total percentage change in quantity demanded is divided by the total
percentage change in price to get the price elasticity of demand. Ferrel and Hartline
(2011:242) and Lamb et al. (2009:365) point out factors that influence price elasticity to
include; availability of substitutes, price relative to purchasing power, product durability and
other product uses. Kotler and Armstrong (2010:315) states that the seller’s pricing freedom
depends on the type of market the seller belongs, thus, Jehle and Reny (2011:164) points out
that economists recognise four types of markets as follows; pure competition, monopolistic,
oligopolistic and pure monopolistic competitions with each of these markets presenting a

different pricing challenge. Each of these markets are further discussed below.

2.3.3.1 Pure competition/perfect competition

Concurring with Jehle and Reny (2011:165) a market is where buyers and sellers are
sufficiently large in number to ensure that no single one of them acquires the power to
determine the market price of goods and services. Colander (2004:242) states that both
buyers and sellers are price takers rather than price makers, meaning price is determined in
the market by market supply and demand. Cant et al. (2010:238) also mention that in a
perfect competitive market, products offered by marketers are largely homogenous and prices

are the same, these make consumers to purchase from which ever seller they wish.

2.3.3.2 Monopoly/imperfect competition

Jehle and Reny (2011:170) define this type of market to be a market where there is a single
seller of a product or service for which there is no close substitutes in consumption, and the
entry into the market is completely blocked. Depken (2006:170) states that barriers
preventing entry into a monopoly market can be either legal or natural. Legal barriers to entry
are laws passed at local, regional or national level that makes it illegal to enter the market and
compete. Natural barriers on the other hand, are those that can be caused by geographical or
technological factors. Colander (2004:267) indicates that monopolists use the general rule
that any organisation must follow to maximise profit which is to produce the quantity at
which Marginal Cost (MC) = Marginal Revenue (MR). That quantity determines the price a

business will charge for its goods or services.
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2.3.3.3 Monopolistic competition

According to Jehle and Reny (2011:177), monopolistic competition is a situation where
relatively large groups of businesses provide differentiated products and services that
consumers view as close substitutes for one another. Within these circumstances, each
business enjoys a limited degree of monopoly power for its particular product variants,
though the markets for different variants are closely related. Jehle and Reny (2011:177)
mentions that the demand for a product depends on its own price and the prices of all other
variants. This means an organisation’s profit depends on the prices of all other variants being

the change between revenue and cost,

2.3.3.4 Oligopoly

According to Depken (2006:200), oligopoly is a market structure in which a few firms
compete with each other, typically in a strategic fashion. Oligopoly models explicitly
recognise that the decision of one business organisation likely impacts the decision of others.
Jehle and Reny (2011:174) indicate that oligopoly can be sub-divided into Cournot and
Bertrand oligopolies. The Cournot model involves firms that sell output on a common
market, where market price depends on the total output sold to all firms in the market. The
price of goods and services will approach marginal cost as the number of competitors grew.
Sunil and Steenburgh (2008:6-8) highlights three main approaches to which demand can be

better applied, with any of the marketing functions. These approaches are as follows:

¢ Decision calculus approach

Decision calculus provides means of applying price and demand through managerial
judgement. When an organisation does not have historic data and cannot afford either due to

lack of money or time.

¢ Experiment approach
Experiments provide a useful way to experience consumer response to a certain price. It is all
about gauging consumer response to new prices which have not been implemented before by

the organisation.

e Kconomic approaches
This is achieved by using academic studies that have built models to understand the
effectiveness of demand and price. An example is the elasticity of demand theory.
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2.3.4 Cost

Jehle and Reny (2011:135) define business cost to include all expenditures incurred in
acquiring the inputs used to produce a good or service. Ferrel & Hartline (2011:237) maintain
that the cost of producing and marketing a product is mostly used as the benchmark in setting
the selling price of products. Kazmi (2007:511) concurs by indicating that the purpose of
price setting for a business is to set a price to cover costs involved in a product’s or service
production, selling, distribution and ultimately to obtain some desired level of profit for its
effort and risk. Kazmi (2007:511) also states that it is important that prices must exceed
average unit cost to earn a profit. Cant er al. (2010:236) states that the costs involved in
providing a good or service for consumers, include fixed, variable, marginal and total cost.
Kotler and Armstrong (2010:308) indicate that fixed cost constitutes costs that do not vary
with production or sales. Examples of fixed costs include bills for rent and salaries. Boukhari
(2007:7) adds that, fixed cost also includes activities like expenditures for fielding a sales
force and carrying out an advertising campaign. Kazmi (2007:511) also points out that
average fixed cost can be obtained by dividing the fixed costs by the total number of units

produce.

Lamb et al. (2009:365) define variable cost as those costs that change with changes in the
level of production, like the cost of material. Kazmi (2007:511) also say that an average
variable cost can be obtained by dividing the total variable costs by the number of units
produces. According to Kazmi (2007:512), total variable cost is the sum of total fixed cost
and total variable cost. Average total cost is obtained by summing up average fixed cost and

average variable cost.

Pindyck and Rubinfeld (2013:236) holds marginal cost also known as incremental cost, as the
increase in cost that results from producing one extra unit of output. Ferrel and Hartline
(2011:237) state that the most popular ways of associating cost and price is by means of

profit maximisation and break even analysis. These two elements are further discussed in the
following section.
2.3.4.1 Profit maximisation pricing

Lamb ef al. (2007:367) state that profit maximisation occurs when marginal revenue equals
marginal cost. As earlier indicated that marginal cost is the change in the total cost associated

with a one unit change in output, so too is marginal revenue the extra revenue associated with
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selling an extra unit of output. Jehle and Reny (2011:135) point that if the aim of a business is
to maximise profit, it should choose the least costly, or cost-minimising production plan for
every level of output to be able to set its prices rightly without affecting the prevailing market

price.

2.3.4.2 Break even analysis

According to Cant (2005:55) break-even analysis should be used in the pricing process
because it determines whether the business will be able to break even or shield all its costs
with a particular price. Kotler and Armstrong (2010:312) add that break-even analysis can be
used to determine the sales volume needed at a certain price to cover costs. The level of sales
at which total revenue equals total cost is called the break-even point. Ferrel & Hartline
(2011:237) maintain that a business must look at the feasibility of selling more than the
break-even point in order to make a profit. Lamb ef al. (2009:368) indicate that an advantage
of break-even analysis is that it provides a quick estimate of how much profit can be made if

higher sales volumes are produced. Break even analysis can be denoted as:

Total fixed cost
Price — variable cost

Break even quantity = Formula (2.2)

2.3.5 Reviewing competitors offerings

Blyth (2006:457) states that understanding competitive offerings and prices by rivals is an
important issue that a business should not neglect. This is because assessment of competitor’s
reaction of either increasing or decreasing price may determine a better pricing strategy to be
adopted. Kotler and Armstrong (2010:319) reveal that for a business to better analyse its
competitors, it is to answer four essential questions which include: Firstly, the business
should ask, how does the business market offerings compare with competitors’ offerings in
terms of customer value? If consumers perceive that one business’ products and services
provide greater value, the firm may charge a higher price. Alternatively, if consumers
perceive less value relative to competing products, the business should either charge lower
prices or change customer perception to justify a higher price. Secondly, a business should
ask how strong are current competitors and what are their current pricing strategies? If the
business faces a large number of smaller competitors charging high prices relative to the
value they deliver, it might charge lower prices to send weaker competitors out of the market.
Thirdly, the business should ask, how does the competitive landscape influence customer

price sensitivity? Customers will be more prices sensitive if they see few differences between
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competing products or services. They will buy which ever products or services at the lowest
price. Finally, the last question should be the decision about what price to charge relative to
those of competitors? A business should always charge prices whether high or low to give
customers superior value for that price. However, Blyth (2006:465) states that businesses

with a larger market share will commonly be leaders in all pricing decision-making.

2.3.6 Pricing method

Blyth (2006:458) states that there are three methods of pricing an organisation can use which
are: cost-based, competition-based and customer-based pricings. Each of these pricing

methods will be further discussed below.

2.3.6.1 Cost-based pricing

Schindler (2012:21) defines cost-based pricing as the method that entails that the selling price
of items should be greater than what it costs to produce or acquire the item. Cost-based
pricing uses the information supplied by the management accounting system of the business
to determine prices. This means that, among other things, the fixed and variable component
of the product or service must be determined (Esclana, 2012:171). According to Kazmi
(2007:515), cost-based pricing does not take into consideration factors such as supply and
demand, competitors’ prices and they are not necessarily connected to pricing policies or
objectives. Blyth (2006:458) points out that the cost-based method contains two pricing
strategies which are: cost-plus and mark-up pricing strategies. Schindler (2012:27) declares
that the main advantage of cost-based pricing is because of its simplicity, based on the fact
that the idea of starting with cost is intuitive and cost-based prices are relatively easy to

calculate,

Another advantage is that cost-based pricing stems from the common practice of using
standard mark-up or margin levels in an industry or for a particular type of product. This is
because applying a standard mark-up or margin reduces the need to carry out research on
competitors’ prices (Schindler, 2012:27). Cant (2005:60) adds that cost-based pricing leads to
more stable prices over time since prices are set dependent on internal factors of the
organisation such as labour cost and availability of raw materials. However, Cant (2005:60)
highlights some limitations of cost-based pricing as follows: ignoring consumer demand
prices could be set at unrealistic levels and a high cost organisation can set prices higher than

what customers are willing to pay. Schindler (2012:27) states that such may lead to few items
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being sold as a result of the high prices leading to low profits made. Cant (2005:60) also adds
that alternatively, low cost organisation can set price levels well below than what consumers
are willing to pay. The result of this could be a level of total profits far lower than could

otherwise have been made (Schindler, 2012:27).

2.3.6.2 Competition-based pricing

Competition-based pricing pushes the costs and revenues as secondary considerations and the
main focus is on competitors’ prices. This pricing acquires more importance when different
competing brands are almost homogeneous and price is the major variable in the marketing
strategy (Kazmi, 2007:516). Cant (2005:84) points out that there are two aspects of
competition that influences an organisation’s pricing. The greater the number of competitors,
the closer to perfect competition and less autonomy an organisation has in price setting.
Another competitive factor is the product’s perceived value in the market. In other words, the
more differentiated an organisation’s product is from competition, the more its pricing (Cant,
2005:84). Referring to Blyth (2006:465), a competition-based organisation can play around
two decisions as follows: a meet-the-competition decision which has an advantage of
avoiding price wars, thus, maintaining profitability. Another decision is the “undercut-the-
competition” which is common among retailers with little control over the promotion of the
products they stock. However, Blyth (2006:465) adds that the danger of starting price wars

when using an undercut decision can affect total profits.

2.3.6.3 Customer-based pricing

Rather than starting with costs or competitors’ prices, the price setting process in a customer-
based pricing begins with thinking about the customer’s needs, especially the ability of the
seller’s product to satisfy those needs ( Schindler, 2012:30). According to Ferrel and Hartline
(2011:248), businesses that use value-based pricing or approaches set reasonable low prices
but still offer high-quality products and adequate customer service. Many different business
types use value-based pricing. It is currently widely embraced by the retailing sector (Ferrel
& Hartline, 2011:248). Cant (2005:74) adds that this pricing strategy considers all the
marketing mix variables before the price is set. However, Hinterhuber and Liozu (2012) point
that it is a mistake to assume that customers will immediately recognise and pay for truly
innovative and superior product. The researcher further suggests that since value created by a
product is the main element to satisfy customers’ needs and wants, there needs for a careful

selection for each value creating ways needed to satisfy customers.
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2.3.7 Establishing pricing policies/practices

Ahmetoglu et al. (2010:5) posit that pricing policies or practices are used to advertise
products or services to consumers during a time period of about a week to a month, to
increase benefits from a product or service. A rich literature on sales has shown that this
short-term strategy has positively been beneficial for organisations sales performance during
such periods (Ahmetoglu, 2010:7). Commonly used pricing policies by most retailers will be

discussed in the following sections.

2.3.7.1 Discounts

According to Kazmi (2007:518), discounts is the reduction of the list price that the seller
offers to the buyer for either giving up or providing some marketing function themselves in a
purchase. Lamb ef al. further point out that the base price of a good or service is commonly
lowered through the use of discounts. A summary of the most common discount tactics are as

follows:

e  Quantity discount

Lancastar and Reynolds (2005:143) indicate that quantity discount occurs in situations where
a customer may buy goods in large quantities, a reasonably lower price may be charged for
goods purchased in bulk than that charged to smaller purchases. Lamb et al. (2009:375) point
out that quantity discounts can further be divided into cumulative and non-cumulative
quantity discount. Cumulative discount is a reduction from list price that applies to the buyers
total purchases made during a specific periods, it is intended to encourage customer loyalty
(Lamb et al.,, 2009:375). A non-cumulative discount is a deduction from the list price that
applies to a single order rather than to the total volume of orders placed during a certain

period. It is intended to encourage orders in large quantity (Lamb et al., 2009:375).

¢ Seasonal discount

It encourages customers to purchase earlier than present demand requires. This can help
fluctuate sales to stabilise (Kazmi, 2007:518). Kotler and Armstrong (2010:335) add that

seasonal discounts allow the seller to keep production steady during the entire year.
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e Cash discount

It is the price reduction offered to a buyer in return for prompt payment. Prompt payment
saves the seller carry finance charges and invoicing expenses and allows the seller to avoid

bad debts (Lamb ef al.,, 2009:375).

e Functional/trade discount

This discount is offered by the seller to trade-channel members who perform certain
functions, such as selling, storing and keeping records. Manufacturers may offer different
functional discounts to different trade channels because of the varying services they perform,
but manufacturers must offer the same functional discount within each trade category (Kotler

& Armstrong, 2010:335).

2.3.7.2 Allowances

Kotler and Armstrong (2010:335) state that allowances can be divided into trade-in and
promotional allowance. Trade-in allowance is when price reduction is given for turning in an
old item when buying a new one (Kotler & Armstrong, 2010:335). Promotional allowance is

payment to a retailer for promoting the manufacturer’s product (Lamb et al., 2009:375).

2.3.7.3 Promotional pricing

Kotler and Armstrong (2010:337) state that in promotional pricing, the seller will temporarily
price products below list price and sometimes, even below cost to create excitement and

urgency on consumers. The most commonly used promotional pricing tactics are as follows:

e Rebates

According to Lamb et al. (2009:375), a rebate is the amount of cash refund to the purchaser
for purchasing a product or service during a specified period. Lamb et al. adds that the
advantage of using it is that, rebates are temporary inducement that can be taken away

without altering the basic structure.

e Loss leader pricing

Esclana (2012:171) maintains that loss leader pricing is an attempt used by the seller of a
product or service to price at or below cost in order to attract customers. In such situations,
the business hopes that the customers will also buy high-margin products and thereby
increase the sales volume and profits of the organisation. Lamb ef al. (2009:377) remark that

this type of pricing commonly appear on newspaper adverts of supermarkets, speciality and
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departmental stores. Cant (2005:87) mentions that this tactic is commonly used by new stores

with the objective of encouraging customers to visit more often.

2.3.7.4 Special pricing

Lamb ef al. (2009:376) state that special pricing are very unique tactics that defy
categorisation. Special pricing is use for stimulating the demand for a specific product or to

increase store patronage. Special pricing alternatives are as follows:

e Bait

Ahmetoglu et al. (2010:23) argue that rebates are deceptive because during the bait,
consumers are enticed with a price discount but end up acquiring subsequent purchases more
expensive. Also during a bait, there may be few products available or indeed no items

available at the discount price.

¢ Odd-even pricing

According to Cant (2005:77) odd-even pricing refer to prices that end in odd numbers or
prices ending just under round figures. The reason is that marketers have assumed that there
is a psychological response to odd prices that differs from the response to even prices (Cant
2005:77). Lamb et al. (2009:378) point out that most retailers like supermarkets, use odd-
number pricing because consumers perceive it to be the lowest possible price, thereby,

encouraging them to buy the products or visit the store again.

e Price bundling

According to Lancaster and Reynolds (2005:142), bundling is defined as the sale of two or
more products in a single package at a discount. The bundle is considered to be far cheaper
compared to adding together the price of individual items in the bundle, if sold separately.
Cant et al. (2010:256) state that bundling can be divided into pure bundling and mixed
bundling. An organisation using pure bundling offers its products only as part of a bundle.
Alternatively, mixed bundling is mostly used by organisations that provide electronic
services. Lamb ef al. (2009:378) argue that a related tactic to bundling is unbundling, which

is all about reducing the bundle of services that comes with a product.

e Two-part pricing
Kazmi (2007:517) maintains it is a method common with service providing organisations that
charge a fixed price for providing the basic service plus a variable usage rate. Lamb ef al.
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(2009:378) state that people who use a service, most often pay a higher total price. Thus, two-
part pricing can increase seller’s profits by attracting consumers who would not pay anything
high, even for unlimited use. Cant et al. (2010:256) note that in the case of a product, once a

buyer pays the set price of a product, any subsequent purchase is done at a discount.

e Price lining

Price lining means that marketers set a limited number of different specific prices, called
price points for items in a product line (Cant, 2005:78). Marketers insist that lining is a good
tactic because it is a good way to maximise profits. Lamb ef al. (2009:377) state that price
lining reduces confusion among the seller and the customer. Price lining also presents certain
drawbacks, especially if costs are continually rising. Rising cost may cause issues like
stocking low quality products, changing prices of products and sellers accepting lower profit

margins whilst holding quality and prices constant (Lamb et al., 2009:377).

2.3.7.5 Geographic pricing

This is a price where the selling organisation often quotes prices in terms of reduction or
increases, based on transportation cost or the actual physical distance between the seller and
the buyer (Ferrel & Hartline, 2011:252). Lancaster and Reynolds (2005:114) indicate that
organisations that deal with imports should expect geographic pricing, both international and

locally. Geographic pricing commonly used by organisations are as follows:

e Free on board pricing (FOB)

According Lamb et al. (2009:375) FOB is a price tactic that requires the buyer to absorb the
freight cost from the shipping point. Kotler and Armstrong (2010:106) states this pricing
entails, that the responsibility of paying freight is passed on to the customer at the point of
purchase, making it very expensive in the case of distant customers. Cant (2005:106) also
maintains, if an organisation wants to minimise freight cost in terms of distant, it can adopt a
freight-absorption pricing approach. Using this strategy, the seller might reason that if it can
get more business, its average cost will fall and more than compensate for its extra freight

cost (Kotler & Armstrong, 2010:339).

e Uniform-delivered pricing
Lamb et al. (2009:376) states that if a business aimed for total cost, including freight, to be
equal for all purchasers of identical products, the organisation will adopt uniform delivered

pricing. This pricing tactic involves that the seller pays the actual freight charges and bills as
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every purchaser, identical, flat charge, irrespective of where the goods are transported from.
Kotler and Armstrong (2010:339) maintain the advantage of this method of pricing is that it

is easier to administer and allows organisations to advertise prices internationally.

e Zone pricing

According to Kotler and Armstrong (2010:339), zone pricing is a pricing policy where the
selling organisation sets up two or more zones of its customers’ base. All customers within a
given zone pay a joint total price and the more distant a zone, the higher the price charged. In

this case, customers within a given price zone receive no price advantage from the firm.

e Base-point pricing

With base-point pricing, the seller designates a location as a base point and charges all buyers
the freight cost from that point, regardless of the city from which the goods are shipped
(Lamb et al, 2009:376). Some businesses set up multiple base-points to create more

flexibility (Cant, 2005:106).

2.3.7.6 Psychological pricing

Psychological pricing approach occurs when consumers’ purchases are based more on
feelings or emotional factors than rational, such as love, affection, prestige and self-image.
This is because technological advancement is making product differentiation difficult, thus
businesses attempt to differentiate their offers, based on non-functional product attributes

such as image and lifestyle (Kazmi, 2007:514). Psychological pricing include the following:

e Reference pricing

According to Ferrel and Hartline (2011:250), reference price is when the actual price is used
as a benchmark to the internal or external price. In this situation, all customers use the
internal reference price, or the internal expectation for what a product should cost.
Ahmetoglu et al. (2010:116) state that reference pricing can be practised on three
perspectives, as follows: comparing advertised price to a price the retailer formerly charges
for the product, comparing advertised price to a presumably charged price by other retailers
in the same trade area, and finally comparing an advertised price to a manufacturet’s
suggested retail price. Ferrel and Hartline (2011:250) indicate that reference price also
involves fake referencing which are prices that are compared to either an original or

recommended price, which may not be accurate or verifiable.
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e Prestige pricing

Esclana (2012:172) states that a prestige price is used to indicate the quality or prestige of a
product or service. Ferrel and Hartline (2011:247) argue that organisations use prestige
pricing in situations where it is difficult to objectively judge the true value of a product. In
such a situation, the retailer may use higher prices to indicate a better quality. Cant (2005:77)
criticised this tactic on the grounds that consumers mostly make poor rational decisions on
prestige priced products, because during the purchase consumers lack all the information

needed to figure out whether the price they pay is good value for money.

2.3.7.7 Dynamic pricing

Kotler and Armstrong (2010:339) state that dynamic pricing is all about matching prices
continuously to meet the needs and characteristics of individual customers and situations.
Rohani and Nazari (2010) argue that these changes are made in response to the marketplace’s
demand. Referring to Sahay (2007), it is a very profitable policy that can reallocate demand
to more appropriate times and manage a limited supply base. Rohani and Nazari (2012) state
that dynamic pricing concepts helps a business to sell the right inventory to the right

consumers at the right time and the right price.

2.3.8 Determine prices

Kazmi (2007:520) posits that after the pricing process have been produced and the pricing
objectives well directed to satisfy the needs and wants of target customers, the final price can
be set. Esclana (2011:175) mentions that the prices retailers commonly set as final price for
consumers is mostly the list price. Garrett (2011:5) adds that this is because after the pricing
processes, an organisation would have first-hand information like: what customers are willing
to pay?, what is likely to be demanded by them?, what are competitors’ products pricing, how
they compete? and finally the resultant costs, revenues and profits arising from specific price.
Garret also states that it is not an easy task to determine the final price because markets are
often volatile. Thus, prices might need to be reviewed and changed frequently. Esclana ef al.
(2012:162) however, state that the final price for a product or service should be determined

by the demand as well as the supply of the product or service.
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2.4 OTHER ELEMENTS INFLUENCING PRICING DECISIONS

Researchers such as Garrett (2011:1), Esclana (2012:159) and Kotler and Armstrong
(2010:305) points out that the pricing process can be referred to as elements influencing
pricing decisions, but there are also other factors influencing pricing decisions in the business
environment. Alkali and Isa (2012) define a business environment to be factors or variables,
both inside and outside the organisation that may influence the continued success of an

organisation,

2.4.1 Internal factors

Esclana (2012:160) defines internal factors influencing pricing as an organisation’s
uncertainties surrounding its internal pricing capabilities. Boukhari et al. (2007:5) indicate
that internal factors can be controlled and even altered by an organisation. Stucki (2009:4)
maintains, despite an organisation’s best efforts to succeed, the way people relate to
processes will be the final determinant of an organisation’s success in any organisational

function. Internal factors influencing pricing decisions are as follows:

2.4.1.1 Marketing objectives and marketing strategy

According to Kotler er al. (2005:24), marketing objectives refer to the goals that an
organisation wishes to attain through its overall marketing programme. For instance, Kotler
and Armstrong (2010:313) states that if a business marketing objective may include increased
current profit maximisation, market share leadership and customer retention, its pricing
strategy should be towards attracting new customers or retaining existing ones, setting lower

prices to prevent competition and to keep customers loyal.

Kotler et al. (2005:71) indicate that marketing strategy integrates the process of analysing
market opportunities, selecting target markets, developing marketing mix and managing the
marketing effort. Price, of course, is one of the key marketing mix decisions and since all
marketing mix decisions must work together, the final price will be impacted by how other
marketing decisions are made. For instance, marketers selling high quality products would be
expected to price their products in a range that will add to the perception of the product being
at a high-level (Boukhari et al, 2007:6). Indounas and Avlonitis (2009) advise that the

overall marketing objectives and strategy should be incorporated in the pricing strategy.
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2.4.1.2 Organisational structure and organisational culture

Referring to Indounas and Avlonitis (2009), organisation structure determines the manner and
extent to which roles, power and responsibilities are delegated, controlled and co-ordinated
and how information flows between levels of management while an organisation’s culture is
a system of values and beliefs shared by people in an organisation. In most cases, the
marketing department champions this role but presently, most organisations solely rely on
cross-functional collaboration or top management decisions when setting prices (Indounas &
Avlonitis, 2009). Kotler and Armstrong (2010:315) allege that most organisations that
consider pricing to be a key factor for their business performance, have departments to set the

best prices. These departments can either report to marketing or top management.

2.4.1.3 Product life-cycle

Esclana et al. (2012:160) state that as a product moves through its life-cycle, it influences
setting of price because the demand for the product and the competitive conditions tend to
change with the change in the product life cycle. Wong and Ellis (2007) indicate that a
product’s life cycle is a framework that classifies the evolution of the product or service
through the introductory, growth, maturity and decline stages. Lamb et al. (2009:369)
maintains that in the introductory stage, management u