
MARKET PENETRATION PRICING STRATEGY

Discount penetration pricing is a strategy designed to keep prices low to shut out potential competition. When used in an
existing market, it creates a price war.

At the end of a specified period, the price increases. As a manufacturer, for instance, you might get discounts
from a raw materials supplier by placing larger orders. That makes it difficult to eventually raise prices. In
essence, a product of moderate quality in a category that is highly sought-after may dictate a penetration
pricing approach. This is a common reason large retail chains use this strategy when going into local
communities. However, Kroger and Costco use a penetration pricing strategy. The aim of penetration pricing
is usually to increase market share of a product, providing the opportunity to increase price once this objective
has been achieved. Additionally, sales could suffer if customers perceive the product as too cheap, and the
quality brand image could be damaged. It discourages the entry of competitors. Another potential
disadvantage is that the low profit margins may not be sustainable long enough for the strategy to be effective.
These types of businesses compete much more heavily on price than on quality or other benefits and do
especially well in a weak economy. Also, production and distribution costs must decrease as sales volume
increases. Firms exhibit a mix of these pricing paths across their portfolios. Small businesses or those in niche
markets can benefit from price skimming when their products or services are differentiated from competitors'
and when synonymous with quality and a positive brand image. Penetration pricing strategies carry the risk of
giving an impression that your products are cheaply made or less desirable. To accomplish this goal, it offered
introductory subscription prices as low as a dollar. Android phones are available at a steep discount, in the
hopes that users will become loyal to the brand. There is not enough demand amongst consumers to make
price skimming work. It is likeliest to succeed in large, growing markets and is most often used in new
product introductions. Other examples can be found in categories like consumer electronics, furniture and
toys. Traditionally, the margin on groceries is minimal. The strategy can be very effective for companies that
do their market research carefully and know that they have the resources to make it work. It creates cost
control and cost reduction pressures from the start, leading to greater efficiency. Penetration pricing works on
the belief that a product has enough buyers to make up for the lower price point. The goal is to quickly attract
new customers based on the low cost. Another significant risk is that the competition will follow suit,
lowering its own prices and creating a price war. However, this new product pricing strategy does not work in
all cases. Often, once other companies disappear, prices are increased. Another alternative is status quo
pricing. It creates goodwill for the company if customers perceive that they are purchasing a high-quality
product at a fair price. Many companies inventing new products set high initial prices in order to skim
revenues layer by layer from the market. The product will face stiff competition soon after introduction. An
example for a company using this new product pricing strategy is Apple. This way, the company skimmed off
the maximum amount of revenue from the various segments of the market.


