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CHAPTER ONE
INTRODUCTION

1.1. Background of the Study

In today’s world of the competition a firm’s is leason the ability of its product with
competitive price that result in satisfied custosnes the key to gain a sustainable
competitive advantagéShemwell, 1998). Muffato and Panizzolo (1995) also suggested
that following the appropriate pricing strategy dsnsidered to be one of the most
important competitive factors for the future, andl Wwe the best indicators of a firm’'s
profitability. One of the main factors facing arganization in its efforts to improve its
market share involves pricing strategy and theegftire company must satisfy the need
of customers in ways that contribute to long teoyalty (Gomez-Megjia 2005: 8). In
today’s fast passing world of business evolutioattempting to thrive within a growing
global environment, to which an organization seritescustomers, must maintain an
equal emphasis as that of its strategic goals.ifigndays to improve the pricing strategy
is a major key to boosting sales and profitabi{Barker 2006: 30) and for this reason;
many business are attempting to refine their ti@uid practices of pricing strategy.
Pricing strategy refers to the method companiestag®ice their products and service.
Almost all companies, large or small, base theepdttheir certain percentage so they

can make profit.

Zeithaml and Bitner (1996) suggest that competitive pricing strategy has beached
with many manufactured goods. Technological supéyits increasingly more difficult
to maintain as a lasting strategy and maintainow price is equally challenging as a
differentiating strategy. Therefore, one potentiainpetitive strategy is the development
of a pricing strategy. According tdathieu (2001) pricing is becoming a smart strategy,
because it products a strong competitive advaritageigh differentiation opportunities
even within the competitive market, furthermdvgther and Shapiro (1993) think that a

pricing strategy can also help in building indugigyriers to entry.



1.2. Statement of the Problem

Pricing Strategy is important in the manufacturindustries that apparently sell only a
physical product. Giving a very series attentiontsopricing in general is very crucial,

because it includes sensitivity to profit, returhilmvestment, and maintenance. Also,
following good pricing strategy can be a strategray for firms to increase its

profitability and to the retail customer, and grdw their business in a competitive
market, adding better pricing strategy has themi@teto be a competitive advantage.
Zeithmal and Bitner, and (1996) suggested that pricing strategy has been reacited w

many manufactured goods.

The price of product to the seller it determine®thler a product gain market acceptance,
maintain its market position in the pace of growamnpetition and realize on optimum
profit level.(Ford D.,1998:417)

In the customer relationship management approacbing strategy is the basis for
customers attraction and retention, as serviceitguahd service delivery in modern
business practices are very often the source aj-term and sustainable competitive
advantage. It is very important in service to ustherd the impact of price strategy on
profit and financial indicators of business perfamoe. Price strategy must be viewed as
strategy is a significant source of sustainable prtitive advantage, as it affects the
constant improvement of profit by increasing markbare. Such a view of pricing
strategy yields an increase in financial resultd achieving sustainable competitive

advantage.

If we examine the situation in Mugher Cement Enisgy the pricing strategy is not
competitors and customer focused. Since the comigamanufacturing organization the
pricing systems are generally based on manufagiuamalogues and tend to be more
product oriented than customer. However, now a dayse competitive enough they
must look beyond product orientation and pay sigaift attention to pricing. The student

researcher was trying to assess and analyze tiegstrategy of the company.
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1.3. Basic Research Questions
For the above research problem, the study seeksstoer the following specific research
guestions.
1. What is the discrepancy between customers’ insigiviards the pricing in
Mugher Cement Enterprise?
2. To what extent does the company consider competdiwironment in setting
price?

3. How the company determines its product price?

1.4. Objective of the Study
1.4.1.General Objective

The main objective of the proposed study will beexamine the actual practices of the

price strategy system in Mugher Cement Enterprise.

1.4.2.Specific Objectives
» To assess the discrepancy between customer irtsighatds the pricing strategy
in the company;
* To analyze the practice of the company in detemgimirice for its products;

* To assess company’s consideration of competitive@mment in setting price.

1.5. Significance of the Study

The study gives understanding about a pricing &aadnsequence to the company. It
will serve as base for other researcher will stodythe same or related topics. For
student researcher the study helps to gain sonerierpe and in preparing senior project

to get BA Degree in marketing management.

1.6. Scope of the Study/Delimitation

Since the proposed research intends to addresgribeg strategy aspect of the

company, the chosen research problem is somewetsd| but the researcher will try to



narrow down the focus. The plan of the researdb gain a better understanding of the
pricing strategy dimensions that affect customegally in Mugher Cement Enterprise
from external customer perspectives. The study eeaslucted on the year 2005 E.C.

pricing strategy of the company’s branch in Addizaha.

1.7. Research Design and Methodology
1.7.1.Research Design

The proposed research is mainly descriptive. ltdescriptive because the study was
describing a reality as it is and it helps to anstue questions of what, how, when, and

where.

1.7.2.Population Size and Sampling Techniques
The target population for the proposed study is prised of employee of Mugher

Cement Enterprise.

In the proposed research study, the student rdsaigcexpecting to use non probability
sampling technique, particularly convenience samgplit is because it is hard to get all
the respondents at once, so it is rather easy ecgptable to collect data as the time of
the presence of the student researcher. Therebarg 200 employees in the enterprise
under marketing department. So the student reselaptans to select 25% of them i.e.,
50 respondents. Using larger sample size in tmgeguvould require more time and high
financial resources which the student researcheedfaime limit with in which the

research paper is expected to complete would nohipéhe use of larger sample size

more than this.

1.7.3.Types of Data to be collected

The student researcher plans to collect data frotim primary and secondary data source.

1.7.4.Method of Data Collection

Questionnaire and interview was prepared carefatig properly, administered as a
primary screening tool. The questionnaire was ithisted to customers and employees.
The questionnaire was designed in such a way tithtdlose ended and few open ended
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guestions were incorporated to understand prictrateg)y related to objective of the
study. The student researcher developed an intergigestions for Mugher Cement
Enterprise Manager, in his office at Addis Ababauad Gotera.

1.7.5.Method of Data Analysis

The data gathered through the above mentioned uietvere classified and analyzed.

Percentage is mainly used for analysis and inteapoa of the data.

After the data are organized, analyzed and integdreconclusion of the major finding

was drawn to finalize the research study.

The summarized data was presented in the formbtdga

1.8. Organization of the Study

This study has four chapters;

» Chapter one is introduction with relative backgrdtm the study, statement of the
problem objective of the study, research questisignificance, methodology,
limitation and scope of the study.

* In chapter two, an overview over the literatureeawvis presented.

» Chapter three provides a detail methodology partviich a description and
justification of the methods used obtaining theada¢eded for the thesis. The
collected data will be analyzed compared with theotetical framework in
chapter two.

» Chapter four presents the conclusion and recomntiendaart of the thesis.

1.9. Limitation

During the preparation of this research study theent researcher was constrained by
various limitations. Among the major limitations:
- Some of the customers and company employees weriliog to provide
necessary information.
- | faced limitation of time and resource.

- The research focused only in the case of Addis Abab
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CHAPTER TWO
REVIEW OF LITERATURE

2.1. Definition of Pricing

Price is the amount of money and /or other itenth wiility needed to acquire a product
recall that utility is an attribute with the poteh satisfy wants thus price may involve
more than monegEizel and others,2001:324]

Price is the sum of all values that consumer exghdor the benefits of having or using
the product or service through most of history ggievere set negotiation between buyers
and sellers fixed price polices setting one prareall buyers are a relatively modern idea
that arose with the development of large scaleliregaat the end of nineteenth century
price is the only elements in the marketing mix fhraduce s revenue. All other elements
represent costs prices is also one of the mogbfeerlements of the marketing mix.
(Kotler and Armstrong, 2005: 417)

The price of product or service is crucially im@ont to the seller, it determines whether a
product gain market acceptance maintain its mar&sition in the pace of growing

competition and realize on optimum profit le{EbrdD.,1998:417)

2.2. Methods of Pricing

Intelligent pricing is one of the most importanemlents of any successful business
venture. Yet many entrepreneurs fail to educatensiedves adequately about various
pricing components and strategies before launchingw business. Smart small business
owners will weigh many marketplace factors befoe#tiisg prices for their goods and
service. As the Small Business Administration (SBAgicated in the fact about pricing
your product and services, “you must understand yoarket, distribution costs, and
competition. Remember, the marketplace responddlyaie technological advance and
international compilation. You must keep abreagheffactors that affect pricing and be

ready to adjust quickly.”



2.2.1. Penetration Pricing

A small company that used penetration typicallg setow price for its product or service
in hopes of building market share, which is thecpetage of sales a company has in the
market versus total sales. The primary objectivepenetration pricing is to lots of
customers with low price and then uses various etary strategies to retain them for
example, a small internet software distributor nsay a low price for its products and
subsequently email customers with additional sa#waroduct offers every month. A
small company will work hard to serve these custsnte build brand loyalty among
them (Sexena, 2002:289)

2.2.2. Price Skimming
Another type of pricing strategy is price skimmimg,which a company sets its prices
high to quickly recover expenditures for productaord advertising. The key objective of
a price skimming strategy is to achieve a profitckly. Companies often use price
skimming when they lack financial resources to piaproducts in volume, according
to the article "Pricing Strategy” at Net MBA.constead, the company will use the quick

spurts of cash to finance additional production addertising (Ibid)

2.2.3. Product Life Cycle Pricing

All products have a life span, called product lifgcle. A product gradually progresses
through different stages in the cycle: introductigrowth, maturity and decline stages,
during the growth stage, when sales are boomingmall company usually will keep

prices higher. For example, if the company’s pradsiainique or of higher quality than

competitive products, customers will likely pay thigher price. A company that prices
its products high in the growth stage also may haveew technology that is in high
demand(lbid)

2.2.4. Competitive Based Pricing
There are times when a small company may havewerlds price to meet the prices of
competitors. A competitive based pricing strateggyrbe employed when there is little

difference between products in an industry. Fomgda, when people purchase paper
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plates or foam cups or a picnic, they often shaptlfie lowest price when there is
minimal product differentiation. Consequently, aadipaper company may need to price

its products lower or lose potential sal@bid)

2.2.5. Temporary Discount Pricing
Small companies also may use temporary discountEtease sales. Temporary discount
pricing strategies include coupons, cent-off sakegsonal price reductions after the
holiday to reduce product inventory. A volume disebmay include a buy two get one
free promotion(Elzel and others, 2001: 285)

2.3. Importance of Price

Price has much significance in the economy in tietamer mind and for the individual
firm.

2.3.1. Inthe Economy
A product price influence wag, rent, interest amdfips price is a basic regulator of the
economic system. Because it influences the allogaif the factors of product on labor
land and capital high wages attract labor highre@gtrate attract capital as an allocator to
resource price determines what will produced (sgpahd who will get to goods and
services produced (dem3dr(&lzel and others, 2001: 325)

2.3.2. In the Customer Mind
Since prospective customers are interested priynas price where as another segment
is more concerned with other factor such as semiadity value and brand image it's
safe to say that few, if any customers are attertovprice alone or are entity obvious to
price.(Elzel and others, 2001: 326)

2.3.3. Inthe Individual Firm
A product price is a major determinant of the mademand for it through prices money
comes in to com organization. Thus prices affedtend@s competitive position revenues

and net profit according to a making consultantipg is extremely because small



changes in price can translate into huge improvénterprofitability (Elzel and others,
2001:328)

2.4. Setting the Price

From the perspective of management the importactbifato setting the price is the
marketing which the firm operates. The type of pmidand the number and size
competitor must be considered, when setting pfiteee behavior that is rational and
constant with scientific principles in one typemoérketing may be irrational unscientific
in another marke(Gross, A. 1998: 417)

A firm must get a price for the first time whendévelops a new product. When it
introduce its regular product in to a new distribntchannel or geographic area and
when it inter bids on new contract work the firm shulecide where to position its
product quality and pric€Kotler, 2006: 436)

2.4.1. Selecting the Pricing Objective
The company first decides where it wants to pasitts market offering. The clearer a
firm’'s objective the easier it is to set price anpany can pursue most of the major
objective through pricing survival. Maximum currgarbfit, maximum market share and
maximum market swimming or product quality leadgrsare important to consider.
(Kotler, 2006: 437)

24.1.1. Survival
Companies pursue survival as their major objedfitieey are plague with over capacity
intense competition or changing consumer wantsgablsprice cover viable costs and
some fixed costs. The company stays in businessvaliis a short own objective in the

long run the firm must learn how to do add valuéage extinction(lbid)

2.4.1.2. Maximum Current Profit
The Estimate, the demand and costs associated aligmative price that produces
maximum current profit cash flow or rate or ret@minvestment. This strategy assumes

that the firm has knowledge of its demand and figsttion: in reality those are difficult



to estimate in emphasizing current performanceciapany may sacrifice long run
performance by ignoring the effects of other mangetmix variables competitors’

reactions and legal restrains on prigbid)

2.4.1.3. Maximum Market Share
Some companies want to maximize their market siidrey believe that a higher sales
volume will lead to lower unit costs and higherdomn profit they set the lowest price;
assuming the market is price sensitive. Texasunsgnt (T1) has practiced this market
penetration pricing it would build a large platt 8gorice as low as possible. Win a large
market share experience falling costs and cutrite gurther as cost stall. The following
conditions favor a low price accordingKotler (2006: 438).

* Production and distribution costs fall with accuatat production

experiences.
» Alow price discourage actual and potential comjmeti

» The market highly price sensitive and low pricenstliate market grow

2.4.1.4. Maximum Market Skimming
Company unwilling a new technology favor settinghhiprices to maximize market
skimming. This serve under the following conditidbid)
» Sufficient number of buyers have a high current aledn
* The unit of producing a small volume are not sdttat they council the
advantage charging what the traffic will bear
* The high initial price does not attract more contpet to the market

* The high price communicates the image of a supermauct.

2.4.1.5. Product Quality Leadership
The company’s main aim to be the product qualiggégship in the market many brands
strive to be affordable luxuries: product or seegicharacterized by high level to prestige
guality taste and status with a price just highugoon to be out of consumer reach
(Ibid).
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2.4.2. Determining Demand
Each price will lead to different level of demanwiaherefore have a different impact on
a company’s marketing objective in the normal cdeeand and price are inversely
related the high the price the lower the demantthéncase of good the curve sometimes
stapes upward. Sometimes slops upward. Some corsten& the higher price to signify
a better product. However, if the price is to htgk level of demand may falKotler,
2006: 439).

2.4.2.1. Price Sensitivity
The demand curve shows the markets probable pwapaantity at alternative prices.
Customers are most prices sensitive to productdbsit a lot or are brought frequently.
They are fewer sensitive to low cost items on itehey buy in the quantity. They are
also fewer price sensitive when price is only alspart of the total cost of obtaining

operating and servicing the product over its lifest

A seller can charge a higher price them competitord still get the business. If the

company convinces the customer that it offers olnekt total cost of ownershhid).

2.4.2.2. PriceElasticity of Demand
According toKotler (2006: 440) demand is quickly to be less elastic under thieohg

conditions:

Buyers are buy to change their buying habits

» Buyers think the higher prices are justified

» There are fewer number of substitutes as compgtitor

* Buyers do not readily notice the higher price. éhtand is elastic,

seller will consider lowering the price.

2.4.3. Accumulated Production
Taken companies methods of production workers &ahort costs materials flow more
smoothly procurement costs fall thus the averagésdalls with accumulated production

experience which is the experience curve.
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Experience curve pricing nevertheless major riglggressive pricing might give the
product a negative image. The strategies lead coynipéo building more plants to meet
demand while a competitor innovate a lower codtrietogy and obtain lower costs than
the market leader company which is new stock widhtechnology(Kotler, 2006: 442)

2.4.4. Analyzing Competitors’ Cost
Price and offers the firms should first considex tlrearestcompetitors’ price, if the firms
offers contains positive differentiation featurest ffered by the nearest competitors
their worth to the customer should be evaluatedaattéd to the competitors price, if the
competitor offer contains some features not offebgdthe firm, their worth to the
customer should be evaluated and subtracted frarfittns price now the firm can
decide whether it can charge more the some ortlessthe competitor(Kotler, 2006:
443)

2.4.5. Selecting the Pricing Method
Companies select a pricing method that includesoomaore of the following according
to (Kotler 2006: 444)
» Cost function
» Competitors price

e Customer demand schedule

A. Cost Based Pricing

The simplest pricing method is cost plus pricingliad a standard markup to cot of the
product construction companies for example subwiit lpids by estimating to total
product cost and adding a standard mark up foritplmivers, accountant and other
provisional typically price by adding a standardrknap to their costs, small sellers tell
their customers that they will charge cost plupecgy mark up(Kotler and Armstrong,
2006: 321)

B. Value Based Pricing
An increasing number of companies as basing th&e pn the product presided value

based pricing uses buyer’s insight of value notsiléer cost as the key to pricing value

12



based pricing means that the marketer cannot desigroduct and marketing program

and then setting the price.

Comparing cost based pricing with value based mgiaost based pricing is product
driven. The company designs what it considers t@ lgmod product totals the cost of
making the product and sets a price that curvets gss a target profit marketing must
than convince buyers that the products value dtghae justifies its purchase. If the
prices turns out to be too high the company mustestr lower a markups on lower

sales both resulting in disappointing profits.

Value Based pricing reversed this process. The eomgets its target prices based on
customer insight of the product value. The targeatalde and price the drive decision

about product design and what costs can be incuased result. Pricing begins with

mailing consumer, meets and value insight and psicet to match consumer perceived
value it is important to remember that “good valigehot the same as “low pricéotler

and Armstrong, 2006: 323)

C. Competitive Based Pricing

There are times when a small company may havewerlds price to meet the prices of

competitors. A competitive based pricing strateggyrbe employed when there is little

difference between products in an industry. Fomgda, when people purchase paper
plates or foam cups or a picnic, they often shoptlfie lowest price when there is

minimal product differentiation. Consequently, aafipaper company may need to price

its products lower or lose potential sales. (Mait2801)

D. Pricing a Based the Market Level

One can fix the price of the product above the miapkice only when one is confident
that the product is highly esteemed in the marlestabse it has a high class brand and
distinctive features it is good for those custonwin® expect a high priced product to be
high in quality.(Ibid)
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E. Pricing Below the Market

Unlike the above the seller may keep the pricehefrtproduct below the market rice
perhaps because it is defective or is inferiorualiy. Those that companies that do not
go for much propaganda also keep their price lagabge there are no promotional costs

to be recoveredbid)

Going rate pricing is quite popular, when demand elasticity is harcheasure, firms feel

that the giving price represent the collective wisdof the industry conveying the price
that will yield a fair return. They also feel tHadlding to the gaining price will prevent
harmful price wars(Kotler and Armstorng, 2006: 325)

Competition based pricing is associated when firms bid for jobs using se&lddpricing

a firms bases its prices on how it thinks compegiteill price rather than on its costs or
on the demand the firm want to win a contract amging the contact requires pricing
less than other firms get the firms cannot sepiiise below a certain level it cannot see
price below cost without harming its position imtmast, the higher the company sets it

price above its costs the lower its chance of ggitiontact(lbid)

Differential pricing strategy this strategy involves a firm differetitig its price accords
different market segment do not communicate or hdifferent search costs and value
insight of product. In other word heterogeneityha market motives as firm to adopt this
strategy(Sexena, 2002: 284)

F. Cost Factors and Pricing

There are three primary cost factors that neecetadmsidered by small business when
determining the prices that they charge for thewds or services. After all, price alone
means little if it is not figured within the conteaf operating costs. A company may be
able to command a hefty price for an item. Onlyfital that the various costs of
producing and delivering that item eliminate masalb of the profit that it realizes on the
sale. It is more difficult to accurately guess theosts, especially in the realm of

employee hours. A freelance copy editor may firat tne 2,500 word articles twice as
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long to complete as an article of the same sizaulss of difference in quality that are

often difficult to anticipate ahead of time.

Labor Cost: Labor cost consists of the cost ofwlek that goes into the manufacturing
of a product or the execution of a service. Ditabbr costs can be figures by multiplying
the cost of labor per hour by the number of empeyeurs required to complete the job.
Business owners however, need to keep in mindtiigatcost of per hour” includes not

only hourly wage or salary of the relevant offisiabut also the costs of the fringe
benefits that those workers receive. These fringeebts can include social security,
retirement benefits, insurance, unemployment cosgtern, workers compensation sand
other benefits.

Material Cost: Material cost is the costs of alltenils that are part of the final product
offered by the business. As with labor, this experen apply to both goods and services.
In the case of goods, material costs refer to ds af the various components that make

up product, while material costs associated withise rendered.

Typically include replacement parts, building pamrs$c. a deck builder, for example

would include such items as lumber, nails, andessas material costs.

Overhead Costs: Overhead costs are costs that tchendirectly attributed to one
particular product or service. Some business cterstsl simply refer to overhead costs as
those business expense that do not qualify as ledsis or material costs. These costs
include indirect expense such as general suppfieating and lighting expenditures,
depreciation, taxes, advertising, rental or leastwsts, transportation, employee
discounts, damaged merchandise, business membessidp insurance. A certain
percentage of employees usually fit in this catggas well. While the wages and
benefits received by an assembly line worker ingdhin the production of a specific
product might well qualify as a labor cost, the em@nd benefits accrued by general
supports personal-janitors, attorneys, accountaigsks, human resource personnel and
receptionists are included as overhead. Overhepénses are typically divided into two

categories-fixed expenses and variable expensged Féxpenses are regular (usually
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monthly) expenses that will not change much regasllof a company’s business
fortunes. Examples of fixed expenses include natiltties, insurance, membership dues,
subscriptions, accounting costs, and depreciatiofix@d assets. Variable expenses are
those expenses that undergo greater fluctuatiqmerading on variable such as time of
year (for seasonal businesses), competitor adweytend sales. Expenses that are more
heavily predicated on company revenue and busioeser strategies include office
supplies, mailing and advertising communicatioetefthone and fax bills) and employee
bonus.

Cost of Goods Sold: one of the most important tdlodg accountants and entrepreneurs
use to gauge the health of business is the “cogbofls sold.” This figure is in essence

the business’s total cost of manufacturing the petslit sells or in the case of retail firma

its total expenditures to purchase products foaleesDelivery and freight charges are

typically included within this equation. Cost ofagts sold provides business owners with
a rough measurement of their gross profit margine Tigure usually bears a close

relationship to sales. But it may vary significgnid increases in the prices paid for

merchandise cannot be offset by increases in galess, or if profit margins swell

because of special purchase deals or sudden sargesiuct popularity.

2.4.6. Selecting the Final Price
Pricing methods narrow the range from which the gany must select its final price in
selecting final price the company must consider itamddhl factors including
psychological pricing, gain and risk sharing prgcine influence of other marketing mix
elements on price company pricing policies and ithpact of price on other parties.
(Kotler, 2006: 487)

2.5. Other Pricing Setting Theory

Other several types of pricing are practiced byiriess market according @ross A.
(1998: 420) discussed three pricing methods such as applistuade pricing: cost plus

pricing and break even pricing.
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2.5.1. Supply Demand Pricing
This pricing method places similar emphasis on rothgply and demand factors it
assumes the firms are attempting to maximize pmrofitiey accomplish this goal by
determining a price where the extra revenue. Redeivom selling the last unit of
product is equal to the cost of producing it (maayirevenue = marginal cost) this

method of pricing is an ideal that should be airftedut it’s difficult to use in practice.

2.5.2. Cost plus Pricing
Firms set prices on the base of cost plus “faidfippercentage. Cost refers to average or
per unit cost and may be based on actual expectsthindard costs. The level of output
(expected demand) used in computing cost is usimbed on the quantity that is or

could be sold at the current price.

The major advantage of this form of pricing is titas simple. It appeals especially to

firms that to vary little market resear(libid).

The major objection to cost plus pricing is thasibased primarily on supply conditions

and pays little attention for the demand side efrtrarket.

2.5.3. Break Even Pricing
It's used to illustrate the relationship of costiaevenues to output. Break even pricing is
similar to cost plus pricing in that it is primarisupply or rented break even pricing
involves estimating a relationship between cost amgbut and computing relationship

between revenue and output at various prigdesd)

2.6. The Marketing Management Fix Low Prices when:-

* The product is ordinary
* The production cost is low
e The fast sales turnover is to be achieved and savioen there is mass

production.
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2.7. The Marketing Management Fix High Prices When:

* The production cost is high
* The product is unique

» Additional services provided.

2.8. Fair Pricing

The price of the product has considerable to th@amoting the product in a competitive

market customer should happy with the pritleid)

2.9. Responding to Competitors Price Changes
In homogenous product market, the firm should atersihe following issues according
to Kotler (2006: 460)
* What are the competitors and other firms respolisely to be each possible
reaction
* What will happen to the company’s market share grafits if it does not
respond? Are others responding?
» Does the competitor plan to make the price chaaggorary or permanent?
* Why the competitors did changes the price? To dtealmarket to utilize
excess capacity to meet changing cost conditiorte tgad an industry wide

price change?
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CHAPTER THREE
DATA PRESENTATION, ANALYSIS AND
INTERPRETATION

This chapter deals with the analysis and intergiceteof the study on the data gathered

from employee of Mugher Cement Enterprise.

The data was gathered through questionnaires tleaé wlistributed to 50 selected
employees of the company who fully completed artdrred the questionnaires. The
selection of those 50 employees out of all was dbased on their relation and

contribution in pricing strategy decision.

The data was also collected through interview thas made with the employee of
Mugher Cement Enterprise. In the subsequent sedfothis chapter, the data are

presented and analyzed using number and percentdgebles and others.

3.1. Respondent’s Characteristics

Distribution of respondents was based on gendsaitipo and educational level.

From item table 3:1 it is understood that from tb&al number of respondents 80% are
male and the remaining 20% are female this indécaibat the majority of recruited
employee s of Mugher Cement Enterprise are malbeud40% of the respondents are
found at higher level and 60% of the respondeniadcat middle level.
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Table 3.1. Characteristic of respondents

No ltem Category Number Percent
1 | Gender Male 40 80%
Female 10 20%

Total 50 100%

2 Position Higher level 20 40%
Middle level 20 60

Total 50 100%

3 Educational level Diploma 35 70%
First degree 10 20

Above first degree 5 20%

Total 50 100%

3.2. Respondents’ views Regarding Company’s Pricing Objective
Four questions were forwarded for employee to wtdad the company’s (Mugher
Cement Enterprise) pricing objective and the respsrare summarized in the following

figure.
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Table 3.2 Mugher Pricing Objective

Item Number Percentage
Collect info beforg Very well 13 26
setting price Well 30 60
Medium 7 14
Low 0 0
Total 50 100
Aim to create Always 10 20
positive image in Very often 25 50
the  minds  off gy etimes 15 30
customers Not at all 0 0
Total 50 100
Aim to  create Always 27 54
maximum  market Very often 13 26
share Sometimes 10 20
Not at all 0 0
Total 50 100
Aim to maximize| Always 7 14
current profit Very often 37 74
Sometimes 6 12
Not at all 0 0
Total 50 100

As it is clearly seen in the above table, respotslanswered four questions, all questions
are clearly analyzed here.

The first question in the questionnaire was “Howyam collect efficient information
before setting the price?” 25% of the respondeait$ wery well, 15% medium and 60%
said well. This implies that the company doesn’lexd adequate information before
setting price.
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The second question was “How often do aim to creatgtive image in the minds of
customers?” 20% of the respondents said always, &fléovery often and 30% replied
sometimes. This implies most of the employees antreate positive image during
setting price often.

For the third question regarding aim to create maxn market share, 54% said always,
26.0% very often and 20% not at all. This implieattmost of the employees try to create

maximum market share.

The fourth questions that is; aim to maximize corggrofit, 14% of the respondents say
always, 74% very often and 12% said sometime. ThiScates that most of the

employees somehow aim to maximize current profit.

It is important here to signify that their currgarocedure for price setting, the student
researcher obtained, that Mugher currently sumllugpats and add some values as mark
up. As it is indicated above 54% and 26% of theooegents are trying to maximize

market share. This implies almost all the employssgeve that they have a high sales

volume. This objective is important to have higlogrg run profit.
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Table 3.3. Regarding Customers Demand and Informatin Collection in Setting

Price
No tem Respondents
Number Percentage

1 How do you think that the pricingVery high 8 16%
policy of the firm contributes to theHigh 21 42%
attainment of the organization/Viedium 21 42%

objective? Low 0

Very low 0 0
Total 50 100

2 To what extent does the companyery high 0 0
take in to account the customedigh 10 20%
demand in setting price Medium 40 80%

Low 0 0

Very low 0 0

Total 50 100

As it is observed from table 3:3 16% of employesed as very high 42% of employee
rated high and 42% of employees rated medium, whey were asked the extent to
which their pricing policy contributes to meet @bjectives. From the responses of the
respondents, the contribution of the cost plusimgipolicy of the company meets the

general objective: that is profit maximization bétfirm is high. As they indicated in the

interview the main reason for this is that the campchanged its pricing policy along

with the current situation of the market.

As it is indicated in table 3.3 item 20.0% of emy@es respond that the company extent
of considering demand in to account is high and®0of the respondent rated the
company’s considering the demand of customer aglitm&. From the response it is
clear that the company considers customer demaild sétting the price. The company

mainly focuses on setting the price depending atocoer demand.
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Most of the respondents agreed that the compangtigood in collecting information
and continuously assessing the market.

Table 3.4. Legal Issues Considered by the Mugher Earprise

tem Respondent
Number Percentage

How far does the company take theéery high 8 16
government policy in to accoupHigh 34 68
during setting price Medium 8 16
Low 0 0

Very low 0 0
Total 50 100

As it is depicted on the table; 84% of respondeepdied high or very high when they
were asked how far the company take the legal issti@ account during setting price.
Our country follows a market oriented economic depment strategy. In order to
encourage, promote and expand cement factories, ginernment has issued
governmental firms. So Mugher Cement Enterpriseeiseficiary from this government

privileges.

The following table is about pricing method that psacticed in Mugher Cement
Enterprise.

Table 3.5. The Pricing Method of Mugher Cement Enteprise

tem Respondent
Number Percentage

What kind of pricing method isCost Plus pricing 39 78
experimented? Target Return 4 8
Perceived Value - -

Ongoing Rate - -

Say Nothing 7 14

Total 50 100
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We can clearly understand that 78% of the respdedegreed on the pricing method
implied, 8 percent of the employee replied thatthet a price when it covers all costs
and add some margin based on annual plan or retuinvestment, the remaining 14%

said nothing.

As we see right here almost all the employee (8&%ed that the pricing method

exercised is cost plus pricing method.

Regarding the availability of substitute producthe market, the answers of employee is

summarized as follows.

Table 3.6 Availability of Substitute Product in th&arket

Item Number Percentage
Availability of | No substitute 6 12
substitute  productWide substitute 19 38
in the market Available for some 13 26
Rarely available 12 24

Total 50 100

In table 3.6 38% of employee agreed that substppubeluct are widely available, 26%
feel that they exist somehow, 24% said rarely abédl and the remaining 12% said that

there are no substitute.

There are products that substitute for Mugher Cenkerierprise like products from
Mosobo, DerbaMedrok, Dangote and Habesha. Signifisize of employee are aware of

the existence of these companies.

After the employee replied about availability obstitute products the next question was
whether they are evaluating competitors’ produatsneot in this regard respondents

replied as follows.
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Table 3.7 About Analyzing Competitors Productsc@iand Offer

ltem Number Percentage
Analyzing competitors’ product Very often 13 26
Sometimes 31 62
Not at all 6 12
Total 50 100
Analyzing competitors’ price Very often 25 50
Sometimes 25 50
Not at all 0 0
Total 50 100
Analyzing competitors’ offer Yes 40 80
No 10 20
Total 50 100

As we see in the above graph 26% of respondenligddpat they analyze competitors’
products very often and another 62% said sometiames 12% said that they do not
analyze at all.

As it’s indicated in the previous table (table 3886 of employee agreed on availability
of substitute products, no matter widely or raréipwever, in the current table (table
3.7) question no one select the choice “alwayss ttmeans the company gives less
attention for competitors. We can clarify this ggithe next issue, which is about the
frequency at which the company considers compstifmices. To this end 50% of the
respondent said that they sometimes analyzes caopeprice, 50% respondent said

very often. It implies 100% of employees are faamilvith competitors’ price.

When we see the next question which said “Havetyptio analyze competitor offer?”
To this end 80% said ‘yes’ and the ‘remaining 2G#6l Sno”.
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However, since competitors’ offer is widely avall®b especially in the form of
descriptions and standards, 80% of employees amecant competitors offer and also the
respondents said that the company takes measwed ba analysis. That is to adjust the
company'’s offer is based on what competitors offied improve product quality, price
and promotion. From those who said “no” furthergjigm was asked for the reason all of

them answered that the difference was visible.
The next question was “How do you respond when @&titqps initiate a price change?”
74% of the employee said that they will respondigadly, 12% said they would respond

“fast” and the remaining 14% said very slowly.

Table 3.8 Response of Mugher Cement EnterprisénBrichange in the Market

ltem Number Percentage
Response to the prigé/ery fast 0 0
change in the market | Fast 6 12
Gradually 37 74
Slowly 0 0
Very slowly 7 14
Total 50 100

This is good for such a company that has a prioinjgctive aims to maximize market
share. Furthermore, Mugher Cement Enterprise hasohsider the following points
before deciding to give response for price change

- What is the impact for market share?

- Why competitors change their price?

- What will be the other competitor’'s response?
In order to understand customer insight on the @is price that is whether customers

expect quality, strength of the product.

The answers of the employee are summarized irotleing figure.
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Table 3.9. The Problem of Production Site for the @mpany

Respondent
ltem
Number Percentage
Do you think that location ofYes 48 96%
production site has got anyWNo 2 4.0
influence on the product quality? Total 50 100

Employees were asked whether they think that lonabf production site has any

influence on product price or not. In connectionhis 96% of employee responded “yes”

and 4% of employees respond “no”. Most employeakthithat distance between

production site and the market may increase pffitkeoproduct.

This led the company to lose the market of bulkgdpicts that is not comfortable for

transportation but as the respondent said in tp@ition, the company takes measures by

building stores near to the market.

3.3. Findings of the Qualitative Data

Interview Result

 The participant in the detail interview was managdgr Mugher Cement

Enterprise. He was chosen to participate in thisrinew according to his duty

and responsibility as a decision maker for the camyp

e The interview was held in his office .first the entiewer clarified about the

aspect of the interview. The interviewee was adkedxpress his job position,

work experience and educational level. The intevei® was the top level

manager. He has been working in the current positiothis company for more

than ten years and he had MA Degree.

* The interviewer asked questions about the compaaljsctive in setting the

price and who the responsible department to sqtribe is.

The interviewee gave his own personal responseapyn@ that the company’s general

objective is producing and selling different tymésement product; that are

28




PPC (Portland Pazzolana Cement)
OPC (Ordinary Portland cement)
PLC (Portland Lime Stone Cement)

He also said that the company uses cost plus griciethod. Sales, marketing, research,

production, finance and purchasing departmentpantecipants in setting price.

* The interviewer asked who were the customers angpetitors of the company.
The manager responds as follows: “The Company hasymcustomer
BetochAgency, Governmental organizations and icdiais. Our major
competitors are Habesha cement, Dangote cementhaDeement, Mesobo

cement.”

The other issue the interviewer raised was if reught that their customers perceive
price changes. The manager said that it was ufigidé. This answer pushed the
interviewer to ask other question that was “what goe going to do when customer does
not perceive the price change?” He said they wdoldothing. This means the company

ignores customer reaction.

It is true that new entrants are discouraged byehswitching costs and also it requires
huge capital to create competitive company. It nsagvantage for Mugher Cement
Enterprise. However ignoring customer insight meguits in loose market share. It is not

proper way to achieve company’s mission.
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CHAPTER FOUR
SUMMARY, CONCLUSION AND RECOMMENDATIONS

This chapter deals with the summary of the studycksion and the recommendations
forwarded.

4.1. Summary
This study was conducted to investigate those problwhich are associated with

developing and managing pricing policy strategiewl dactors that affect pricing
determination in Mugher Cement Enterprise.

The data employed census to select respondentthargtudy consisted 50 of Mugher
employees working at different level in marketirgpdrtment. The data for investigation
was obtained through questionnaire, interview. Tegority of employee at Mugher
were males and had diploma and degree. It was fthatdMugher sets its price as long
as it covers cost plus price. This shows the erig&s price setting is aimed at

maximizing market share.

Mugher Cement Enterprise adheres the principlagsfdr sales volume. This will enable
to decrease unit cost and increase long term piidiis means Mugher implements long
term objective. The company does not take custa@erand into account during setting

price. The company collects information beforeisgtthe price but it is not adequate.

The contribution of the cost plus pricing policytbe company aims to meet its general
objective. That is profit maximization of the firis medium because, the company

changes its pricing policy gradually in line witietcurrent market situation,

Mugher Cement Enterprise follow a product oriergednomic development strategy in
setting price it is beneficiary from government.eThnding also revealed that the
majority of employee agreed upon the pricing metlppdcticed in Mugher which

includes cost plus pricing method.
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The data analysis has shown that substitute pre@dumetnot that much widely available in
the market and Mugher has few competitors in theketaas a nature of firms requires
high capital. Hence new entrants are discouragéis few competitors are Habesha
Cement, Derba Cement, Dangote, Mosobo, Nationaénem

Mugher responds gradually to the price changeaiieiti by competitors’; it also seeks
answers to the following point before respondingampetitors’ price change, these are
“why competitors change their price?” Is it tempdyaor permanently? What is the
impact in market share? And what will be the otmnpetitor’'s response?

The finding also revealed that the majority of tustomers react gradually to the price
change of Mugher. The reason why they do not réachediately and look for
alternative substitute is that the product has wumiquality and difference. Mugher has

too many loyal customers from them Betoch Agendhésbest example.
The location of the production site is very farmfr@otential customer and market which
has influence on product price. It also makes thrmpany to lose the market of some

products.

From interview it was concluded that the qualityMéigher product are good but the

price is high as compared to competitors’ firm.

Since it controls most of the market in our counlyigher Cement Enterprise has a high
market share. It also has good will governmentgyadind few competitors.
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4.2. Conclusions
In line with the basic question and analysis offthdings, it is possible to conclude that:
o The respondents did not have understanding to lfective of pricing, on the
issue of customer demand. However, it was leaomh fthe investigation that the
company uses cost plus pricing method, and its rmabjactive is to control the
market in the long run. Still significant numbertbé employee were not aware of
these issue. Thus, it is possible to concludettieapricing strategy in use was not

clear or at least not communicated with significsiné of the implementers.

o It has been found from the interview result tha¢ tbales department and
marketing research department, production degatniinance department and
purchasing department participated on the discossigrice fixing. It has been

also indicated that all production and associatsdschave been added.

o Itis possible to conclude that there is a probtenthe actual process of product
price setting, the process through which the compeastimates /determines
production cost in particular and the price of tmnpany’s product in general
lack clarity. This can be evidenced by the contiaay view reflected by the

respondents.

o When it sets price, the company considers facties dustomer demand, the
relative price of products, the size of competitansl their offers etc. Moreover,
before reacting to competitor's price change, ialgres the reason why the
competitors make price change and the impact ofctienge on the overall
market situations plus the way the market respoodise change. Therefore, it is
possible to conclude that the company is not perfog well in considering
competitive environment in setting price. The ektenwhich the company uses
competitive advantages through the use of appr@ppaicing strategy is not
good. The fact that the production site and satesase significantly far apart, has
its own impact on the price of the product and be tonvenience of the

customers.
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4.3.

Recommendation

The researcher investigated and founds out pripolgcy and experience in Mugher

Cement Enterprise and at least would like to recemdrsome points

The concerned staffs of the company should firsits@bjective clearly then it is
easy to set its price properly. Staffs marketingastBment and also the concerned
employees should be communicated well about Mugbement Enterprise
pricing strategy.

The company should collect adequate informatiomrdee$etting price by reading
current books, newspaper and trade publicationcantmunicating to customers,
suppliers and outsiders.

The company’s location of production site should db@ser to customers and
markets, as high transportation cost of the comgreasyimpact on the price of its
product.

Since there are no enough substitute productsamtarket the company shall
continue using the cost plus pricing method.

The company shall produce and utilize its resotulhg for better achievements.
The student researcher recommends, Mugher Cemésipiae shall organize its
resources and try to participate in to foreign retgsk Then when competition
becomes stiff the managers will be in a positiomtplement their pricing policy
in a better manner. The company will become agtiveanning its environment.
This situation may lead the company to its longitgoals.

Mugher Cement Enterprise shall respond fast topifige change initiated by

competitors.
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ANNEX 1
St. Mary’s University



A w0 N PE

Faculty of Business

Department of Marketing Management

Interview conducted with Manager in Mugher Cement

Enterprises

How many years have you worked in the company?

What is your educational background?

Who are the customers and competitors?

What is the objective of your company, when settiagroduct prices?



ANNEX 2
St. Mary’s University
Faculty of Business

Department of Marketing Management

Questionnaire to be filled by Employees of the Mugér Cement

Enterprises

The outcomes of this questionnaire are used tomtpresearch report to serve as a
partial requirement for the Bachelor of Arts Degire&larketing Management.
The answer to be given by a respondent and thdifidation of respondent will not be

disclosed to any party and shall be used soleladademic purpose.
Please make a tick marK) on the letter of your choice

Part One: General Character of respondent
1. Sex A. Malé_J) B. Female_)
2. Position A. Low level B. Middle Levél )
C. Higher Level

3. Educational Background

A. Above Degree ) B. Degreé | C. Diploma_)
Part Two:
1. To what extent does the company collect efficiefdrmation before setting the
price?
A. Verywell (J  B. well ] C. Mediun_J D. Low(
2. How often the company considers the following priciobjectives during price
setting?

I.  Aim to create positive image in the mind of custome



A. Always( ] B.Veryoften ]  C.Sometimes D. Not at all
II.  Aim to create maximum market share
A. Always() B.Veryoften ] C.Sometimes) D. Not at all
lll.  Aim to maximize current profit
A. Always( ] B.Veryoften )] C.Sometimes] D.Notatall)
3. How does the company consider the government polity account?
A.Very high (J  B. High(J C. Medium_J D. Low(
4. To what extent do you think that the pricing polafythe firm contributes towards

the attainment of the organization objectives?

A. Very high (_J  B. High(_ C. Mediun_J D. Low(

5. To what extent does the company take into accoustiomer demand in setting
price?
A. Very high (_J  B. High(_ C. Mediunm_J D. Low(

6. To what extent does the company collect sufficiafdrmation before setting the
prices?

A. Broad ) B. Sufficient_JC. InsufficientC JD. Not at all)

7. What do you feel about the availability of subggtproducts in the market?

A. Rarely available_) C. Available in some cades
B. Widely available (] D. No substitute )
8. How do you try to analyze competitor offers?
A. Very often(J)  B. Alwayd C. Sometimés ] D. Not at
alllCJ
9. How do you respond when a price change is initiateglour competitor?

A. Fast ] B. Veryfast JC. Medium_JD. Slow_] E. very slov_]

10. Do you think the location of production site has goy influence on the product
price?
A. Yed ) B. Nd_J

11. If your answer for question number 10 is, yesv do explain the effect?
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