Pricing Strategies - Activity

This Activity is encouraging you to think about pricing strategies and the factors influencing how firms decide on setting prices for their products and services. 

Case 1: PlayStation 2

You are presented with an example of a product which we have researched to find the prices available. We looked at the PlayStation 2 console - the silver edition! The table shows the range of prices, taken in February 2004 and again in October 2005.
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	Retailer
	Price - Feb 2004
	Price - Oct 2005

	Amazon.co.uk
	£134.99
	£112.99

	Argos
	£148.75
	£114.99

	Currys
	£169.99 (+ game)
	£139.99 (+ 3 games)

	Dabs.com
	£145.24
	£109.99

	Dixons
	£169.99 (+ game)
	£114.99

	Game
	£149.99
	£114.99

	HMV
	£169.98 (+ game)
	£114.99

	John Lewis
	£148.50
	£143.00 (+ game)

	Littlewoods Index
	£159.99
	£159.00 (+ eye toy)


As you can see, there was quite a variation in prices 18 months ago but since then prices have started to converge. The PlayStation 2 was launched in Japan in March 2000 - three months later than planned. It was eventually released in the UK in November 2000 and was priced at £299. The demand was so high that Sony had to 'ration' the hardware in the first few months of release! In September 2001 Sony announced that it was reducing the price to £199.

Some analysts predicted that the price would fall below £100 during 2004 but that does not seem to have happened. The convergence in price may have something to do with the plans by Sony to release a new version of the PlayStation console in 2006 and the cost structures of some of the retailers in the list.

Task 1

1. Describe the type of pricing strategy that seems to exist in this market and comment on the strategies that may be being adopted by the various retailers above. 

2. What factors might have affected the decision by the retailers in the examples above in setting their price? 

Case 2: Flights to New York

Next we looked at another example - this time a service. We looked at a flight from London (Gatwick Airport) to New York flying out on 14th February and returning one week later. We then got a comparison, the same service but flying out one week later (22nd February) again for one week. Look at the results below:
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Departing February 14th, returning February 21st (Economy Class)

	Carrier (Airline)
	Price (including all taxes)

	American Airlines
	£408

	British Airways/Delta
	£693

	Continental Airlines
	£1,047

	British Airways
	£860

	Northwest Airlines
	£703

	United Airlines
	£828

	KLM
	£892

	American Airlines/Virgin
	£863


Departing February 22nd, returning February 29th (Economy Class)

	Carrier (Airline)
	Price (including all taxes)

	American Airlines
	£229

	Continental Airlines
	£176

	British Airways
	£288

	Northwest Airlines
	£215

	United Airlines
	£828

	Virgin
	£300


Task 2

1. Describe the likely pricing strategy for an airline offering flights from London to New York. 

2. What explanation can you offer for the differences in the prices quoted, both within the two       
tables and between them? 

Task 3

Having been given two examples, find a third example - choose a different type of product or service from the two above. A useful place to find price comparisons at different outlets is on the Kelkoo site(http://www.kelkoo.co.uk). Select the product/service range and follow the instructions.

When you have gathered your information:

1. Consider the likely pricing strategy being adopted and suggest reasons why there might be 
differences (or not) in the prices you see. 

Things to think about in addition to the strategy when looking at the prices set by firms are as follows:

· Cost structures - amount of overheads, variable costs, etc. 

· Market structure - is it a highly competitive market, oligopoly or monopoly? 

· Quality of the product 

· Special offers 

· Time of year 

