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Introduction

A general lack of suitable information on pricing is one of the major rea-
sons we wrote this book. It may be possible to find anything about pricing and
pricing strategies online. With that said, if you were to try to apply them to your
business, you will come to the point where all these posts are more or less frag-
mented, and do not entirely fit your particular business goals.

The second reason is our vision of the future of eCommerce. We're very
forward looking and quite frankly, a large proportion of our predictions come true.
For example: Last year, we wrote about chatbots in online retail and also about a
huge seasonal holiday battle for a customer. After a short while, we came across
this announcement — Proof positive that we were not mistaken on both predic-
tions: Nordstrom launched a chatbot for holiday sales.

Yet the future of online retail is closer upon us than it could possibly ap-
pear in any forecast. It will rarely be forgiving to any Category, Product or Pricing
Manager who spends more than 20 hours per month on repricing. Nor will it offer
safe haven to businesses that are not able to achieve planned KPIs. Sleepless
nights are in store for C-level management of retailers who scale their human re-
sources or decrease assortment instead of growing their Al or machine learning.
The future is coming now.

We know retail will change dramatically over the next few years, and we
want our existing and potential clients to prepare and get ahead of those chang-
es.
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Archaic VS. Modern Pricing

There was, and still are a lot of ongoing speculations about the best
pricing strategies that should be used by every retailer (cost-, discount-, limit-,
competitor-based pricing..You name it!). The retail leaders of the market
know that one can't use these strategies independent of each other, and like-
wise, from the general business strategy either.

0ld, supply driven pricing is nearly dead. The shopper’s role having se-
riously increased over the last few decades to proclaim a new era of demand,
technology and competition driven pricing. Success is based more on the abili-
ty to balance on these external factors.

Today only those who implement new unconventional pricing logic will
win the battle for customers’ attention.

The foundation of this approach, is that all processes and results in an
e-commerce company are connected to the customers’ price perception, and
thereby to the retailer’s’ pricing strategy.

To build a successful retail business, you need to switch from the
old-fashioned pricing described above to a new one:

1. The general goals of the business should consider consumers’ de-
mand and the competition’s offerings. The prices should then be
set and they will determine the forecast of future sales.

2. Future sales determine the purchasing or manufacturing scope.

3. As a result, you'll get the planned sales profitability based on the
price.

So if we will compare the old and new pricing approaches visually, they
will look like this:

Old approach

Price

define

Future sales

g Customers'
ependent on price perception
dependent on Competitors' price
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This approach facilitates the achievement of any desired business
goal. Profit growth, market share — whatever you're looking to gain.

Keep in mind that the price affects not only sales, but all processes
within the company. Therefore, e-tailers’ pricing should always consider all
business stages:

*  Product category planning (depending on a product’s line quality
and defined variety of customers’ price expectations)

« Purchasing model (how quickly the product range can be updated,
how high the quality of inventory management is, etc...)

« Supplier merchandising (supplier’s selection for specific products,
brands, categories that the retailer has to offer defines the level of
sales that can be achieved)

* Marketing communications the way the company forms consumer’s
price expectations and their willingness to pay a higher price, or
conversely, perking customers’ shopping interest during a sales pe-
riod.

This new pricing approach we have described is based on new customers’

Customers'
price perception

Future sales

Competitors' price

behavioral patterns when any kind of information (including the prices of any
shop worldwide) is just a few clicks away. This holds true for offline retail as
well.

In addition to an entrepreneurial boom, it leads us to a reality where
customers can very quickly switch not only between shops/prices,
but also between analog items from different manufacturers.

This means that now retailers more than ever before need to manage
their prices effectively, along with reducing their additional expenses of any
kind (time spent on the repricing process or decision making, quantity of peo-
ple involved, etc...) Even more so — the best way to deal with this challenge is
to control and change prices automatically.

So today’s efficient pricing is an automated pricing that gives retailers
an option to act immediately within multiple parameters when any possible
market alert arrives, saves employee time and company costs and while fore-
casting future sales: just a perfect implementation of Agile Pricing!
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Agile Pricing

This is one of the most effective pricing strategies on the market today.
By our definition, Agile Pricing is pricing that adapts to every market change
automatically, yet can easily be corrected by a manager.

It allows a retailer to connect its pricing strategy with its business goals
by setting up predefined rules (scripts for price changes). It can be adjusted
by the manager if necessary or automated (fully or partially, for example, with
conventional Category Manager moderation). The biggest bonus of this strategy
is that it reliably works, no matter where the retailer’s products are, whether at
the supplier’s or within the retailer’'s own stock

Competitor's
price

Discounts

Costs

Product'’s

values ‘

Pic 3. Rule-based pricing molecule

There are many advantages of this strategy:

+ Ability to combine all positive parts of any of the existing pricing
strategies

« The retailer gets complete control of its goals (any pricing rule can
be applied to achieve them)

+ Gives an open field for experiments of any kind, when the retailer
can easily calculate the impact of tiny price changes

But we are also well aware of the controversial “point for agile pricing”
usage.

Agile Pricing is pricing that adapts to every market change auto-
matically, yet can easily be corrected by a manager.

It's difficult to implement for the company with smaller revenues (read
“small or young company”) because it needs a huge amount of the managers’
time to be applied effectively.

To apply this strategy, you need to allocate resources to implement it,
use tools to check and compare competitors’ prices (including their promo’s,
seasonal discounts, etc...) and to set up all the scripts that will change prices ac-
cording to desired scenarios and goals. This includes: costs, discounts, cus-
tomer perception research results on different items (values), etc...

Yet even this disadvantage can't hide the benefits of this strategy,
which any retailer in any industry, can apply. Just imagine that you are able to
build custom rules that offer you an ability to make any pricing decision
automatically according to long-term goals, comparing them to profits that
can be gained in the short-term and grow all metrics that need to be grown.
Those decisions are based on your company’s costs, customer’s price percep-
tion, and competitor’s prices.
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Bringing Agile Pricing Into The Game

There are only two basic steps that need to be completed before agile
pricing can be implemented: a general business strategy and a demand curve.

Use of any pricing strategy separately from the business’ strategy is
like designing a house before finding a plot of land, or planning a wedding
without any romantic partner on the horizon: It can be done, but the final result
may be totally opposite of what was originally planned. We're pretty sure you
already have a strong and reciprocal business strategy, yet we need to men-
tion this for retailers who are just starting to discover the new world of pricing
strategies who also may be reading this book.

Pic 1.0KRs: defining
and tracking objectives
and their outcomes

The second important component of agile pricing, is to deal with the
demand curve. You need to know the real demand curve of your customers
before you apply agile strategy because this is the only way you can play within
the boundaries of the demand shift. Otherwise, any changes in shoppers’ in-
come, behavioral trends, or related goods can unexpectedly affect sales.

Price

Demand
Pic 2. Demand Curve
Of course it is possible to use agile pricing without the demand curve

but remember that it is a component of value-based pricing (one of the strate-
gies that can be used within agile approach).
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Beware Of Real Competitors

Let's start from key competitors. They are not necessarily those who
you think of first as your competitors. This is a good place to leave the busi-
ness of prediction forecasting to the bandana-wearing astrologers. Key com-
petitors of any retailer in the world are those who actually affect sales. To spot
them, you need to retrospectively check whose actions influenced your sales
the most. Also, to choose them, you need change how you treat your data.

Correct, clean, full and timeliness of data you can rely on, is another
important component of implementing agile strategy. It seems obvious, yet
not many companies can really boast of it. If you are part of a highly competi-
tive industry, such as Electronics & Computers, Toys & Hobbies, etc... This part
is definitely a ‘must have’ for your business.

e A e

- = =

Pic 1. Visualization of which competitors’ activities affect market prices

In order to get this information, you need to collect some data about

their prices and activities. The data should fit into several components:

Clean data. Data needs to be taken directly from the competitor's web-
site and not from market places where this competitor sells its goods.

Timeliness data. There is no sense in analysing a competitor promos’
impact if you're grabbing their data only once a week, and they change their
prices or add promos daily.

Correct data. Your competitor (or you) can have millions of items on
the website. You only need to monitor the parts that corresponds yours.

Rich data. Price is not enough anymore. You also need to be aware of
stocks, promos, and all varieties of your competitors’ inventory.

Do all of your colleagues already know this?
Share the book, help them!

ORONO,
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Rules Examples For Different Retail Types

Now, after you have laid out a general business strategy, demand curve
and competitor information, you are ready to build pricing rules for your busi-
ness.

The choice is hardly dependent on the general business strategy and
other associated conditions (i.e. market specific properties like customer
habits of paying by cash). Here are a few examples that have been applied by
different retail businesses, yet almost all of them include a retailer’s need to
get a better return on inventory investment or win market share through opti-
mized pricing.

B 1EETY EFo ) TF) TE : . T e

BLnki b 2008 15 Sk S

If your online shop works as a discounter

. . . Pic 1. Repricing suggestion
The examples of discount rules which can be used include:

Just remember that the pure discount path is only available for those
retailers who have chosen to be a discounter. In other cases some of these
rules can be easily used along with other rules by anyone who can effectively
cut costs, get the best prices from suppliers, and wants to raise their market
share.

Loss leaders discounts, dedicated to increased traffic in the store,
e.g. if KVI-products are higher than competitors’, reduce price 1%
lower.

+ Discounts on orders of a minimum spend, e.g. for minimal spend

more than $200, give them $20 off.

o o If your online shop works as a mixed retailer
+ Large quantity discounts, e.g. every similar item added to the cart

to reduce the price for $1. You can rarely bump into a pure “discounter” nowadays. Mostly dis-
counts are a common tactic of any retailer. In this case they can take the best
of these approaches while avoiding its disadvantages. So you can mix all the
rules according to the current KPIs (margin, share, etc...). Actually, the variety
of rules that can be applied by mixed-type retailers is really pretty vast.

« Seasonal discounts for customers used to buy stuff during off-
peak, etc...

+ Promotional discounts, offering temporary advantages, etc..

« Gender discounts, such as 15% off men’s t-shirts . : . . .
’ ° On a higher level it could be rules built upon competitors, inner re-

+  Ete. tailer metrics, categories of products, etc... Yet, if you were to dig deeper, there
9
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would be many more options based on dozens of conditions or dependencies.

Here are some popular rules used by mixed retailers.

« All assortment prices should be lower than all competitors’ prices. \
The Apparel category should be cheaper than the same category
of competitor A.

s pric, wewrpne i O O e

«  Prices shouldn’t be lower than the vendor’'s’ MAP.

With that said, using them separately is out of date in a modern mar-
ket's competitive field. Therefore, more complicated rules are quite handy.
Think of the IFTTT approach if you need to rely on a few conditions before ma 0 A
repricing:

- If an item is cheaper than $1K, then it should be cheaper than a Pic 2. Repricing suggestion when competitors” are out of stock

competitor's’ item for 5%. Yet if it costs more than $1K, it should
be cheaper than $10.00. For both scenarios, price should be de-
creased by $0.01 to follow for the ‘odd’ psychological pricing.

+  If competitor monitoring shows some items as “out of stock”, then
we'll raise the price by 5%.

+  We will keep the middle prices for a particular group of products
and for another group we'll keep the minimum prices. Still, the com-
petitors’ and our own prices will be checked daily in the morning, to
make sure we are doing well.

Don't forget that these examples are just some of the possible rules
you can apply to your pricing. The main goal is to create credible rules and
keep their usage simple.

Note: A fairly common mistake e-tailers make, is a markdown reaction
when their competitor launches some promotional activity (not discount) like
free shipping. This leads them to loss of margins.

10
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Pricing Automation

Agile pricing can help you gain ROI easily. Yet the biggest issue is not
the setting of repricing rules by itself but applying them to the inventory auto-
matically. Some time ago we became acquainted with a retail company where
the Category Manager was using an Excel Spreadsheet a few times per day to
check the rules before applying them. They had been using so many rules it
was impossible to keep them all straight.

Along with a few quick changes in online retail that could take place
few times a day, to get the most out of agile pricing, it needs to be automated.
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Pic 1. Notifications for agile pricing setup

Especially in cases where the rules are complex, when it could be a real
mess to apply them manually (just imagine the manual repricing nightmare
within the previously mentioned rule "We decided that some group of
products will keep a middle...").

In Competera Price Intelligence Solution, you can add any repricing
scenarios, monitor your competitors, find out whose activities have the most
influence on your sales by using the Price Index report and set up any auto-
mated rules for your products, and for as many of your products as you may
need. This approach gives your managers a chance to focus on emergencies,
or alerts, or other important tasks instead of just the routine. As a direct result
they become so much more productive and achieve their KPIs.

Pic 2. Price Index: The increases on the diagram signals that you or some of the competitors made a

repricing and the market changed the prices following one of the players.

11
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Efficiency Monitoring single item.
-
0] g 20 )
In a data driven world you need to monitor your pricing efficiency as .y 0 W ¥y 5 (R § 5% & §
diligently as you would your marketing, because pricing affects sales as much L . |5
as the landing page quality or traffic sources (or even more so). Therefore it ¥ 3 '
becomes a good idea to connect all the active processes within your company 60 b 20 h ours
(marketing, sales, stocks, repricing) in a single place to track their efficiency, :..,Em per month
flawlessly.
Pic 2. Results of Competera usage. More details here
The share of lectc ketes Usage of such the solution gives retailers a possibility not only to react
in the turnover (quantity indicator)
:_6y 8°/) to the market changes but to predict and forecast future sales (as we spoke
.0/ ¢

about earlier in this e-book).

The share of electric kettles
in the turnover (money indicator)

+2.4% '

Marginal revenue
electric kettles share

+1.3%

Pic 1. Results of Competera usage. More details here

If you have never tried it before, imagine a dashboard where you can
visualise the entirety of your sales progress by category, brand or individual
item, in application with each active promo, competitors prices, stocks and
promos all together with repricing suggestions against market any changes.

This helps the Category Manager control prices on a whole new level.
If you note that some of the KPIs are not going to be achieved, send an alert
to change the rules (algorithms), not the prices of the separate category or

12
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Summary

In this e-book we discovered one of the most efficient pricing strate-
gies yet, agile pricing, and provided several examples for different retailers.

Nevertheless, to see its real efficacy, it is not enough to simply read this
book. You need to apply it to your online shop and measure its results with the
most important universal retailer KPls, such as Sales Growth, Average Profit
Margin, Sales Target, and Product Performance. Keep in mind that any of the
aforementioned metrics may need to be set according to the general business
goals.

Also keep in mind that agile pricing is a must have, leap forward, for all
modern retailers. Before it will serve you and do any good, you can’t do the next
step to onboarding a prediction and prescriptive based pricing, which we'll talk
in our next book. If you want to join an “early bird” community of those who'll
get this book before its official launch, please fill out a short form here. As we
have observed from our clients’ metrics, agile implementation gives a 3-15%
growth. The actual percentage is dependent on the business stage, Category
Managers’ qualification, etc...

What to Do Next?

Pricing is extremely important for e-tailers today. Still, what's even more
important is how it fits with business goals and other company processes,
and how it affect the workflow of a particular manager.

So, if you are going to rocket your pricing, you will need to choose a
solution that will help you do it. Before you choose a Price Intelligence Solu-
tion for your business, ask your future supplier a few questions:

1. Do they provide an SLA for data quality?

2. lIs it possible to adjust the monitoring schedule to your business
needs?

3. Canyou use your specific tags for managing the items (brand tags,
ABC tags, etc.) in the dashboard?

4. What options for integration with third party services do they have?

How exactly will it help your online store to optimize the workflow
(Price Intelligence, Price Index, etc.)?

6. Is there an ability to synchronise the results with the shop’s virtual
showcase?

Be eager for new information

Pricing is an infinite subject that you can delve into endlessly. However,
doesn't mean that you shouldn't try. Here are some links that will help you
master this topic:

Highbrow: Price Psychology

Coursera: Pricing Strategy

Quora: Pricing Strategy

Udemy: How to Price Your Product Or Service (With Confidence)

Udemy: Small Business - Pricing your Products or Services

Contact Us

To check whether Competera Price Intelligence Solution fits with your
business, use the checklist.

To request a demo and speak to a Competera pricing expert, please, fill

out the form and we will contact you within a few hours.

If you still have any questions regarding this e-book, or any of the de-
scribed strategies, do not hesitate to contact us.

13
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A short list of Competera benfits for modern retailer:
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Use Competera. Be a
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