
FOR SMALL BUSINESSES
FIVE PRICING STRATEGIES

Introduction
When any small business has to price a new product or service, they
tend to do so without any clear objective in mind. While it's true that the
main objective of setting a price is to make as much money as possible,
it's also worth pointing out that there are different routes to reach that
objective.

Being clear about your objective will have a significant impact on the
price you set for your product or service.

Without getting bogged down in too much detail, here are five pricing
strategies that small businesses can use to meet different business
objectives. Each strategy can result in a totally different price to meet
those objectives.



1.   Pricing low for market penetration

2. Pricing to be market competitive

The objective here is to gain as many customers as possible,

for example when you are entering a new market. You would

use this strategy if you have a big 'back-end' product or service

(one that you can use to get repeat custom) that you plan to sell

as a follow-up to your lower priced 'front-end' (the first sale you

get from a customer).

You'd consider this when your objective is to be competitive in

your market and ensure you're being considered for tenders,

proposals, auctions or other competitive pricing situations. You

would use this strategy when your product is very similar to

your competitors' and you're limited in the methods you can

deploy to differentiate your service.

3.   Pricing high to maximise your profits

Known as price 'skimming', the objective is to generate the

maximum amount of profit per unit that you sell in the shortest

amount of time. You would use this strategy when your product

or service is unique or new with no competition, and you have a

short-term window of opportunity to skim the maximum profits

before copycat products start flooding your market.
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The objective is to set a price that is perceived by your

customers as being honest and reasonable. You might use this

strategy when you have a key major customer or group of

customers, and where gaining their trust is of vital importance to

you. In this case, you could use a cost-plus pricing strategy

where you price your product or service to ensure you make a

'reasonable' profit, but your customers still think you're offering

them very good value for money.

4.   Pricing to make a 'normal' profit

The objective is to set a price that is perceived by your

customers as being honest and reasonable. You might use this

strategy when you have a key major customer or group of

customers, and where gaining their trust is of vital importance to

you. In this case, you could use a cost-plus pricing strategy

where you price your product or service to ensure you make a

'reasonable' profit, but your customers still think you're offering

them very good value for money.

4.   Pricing to make a 'normal' profit
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