
BACHELOR’S  THESIS

2003:136 SHU

How Medium Sized Enterprises
Price Products in International

Industrial Markets
A Case Study of LIKO AB

Social Science and Business Administration Programmes

INTERNATIONAL BUSINESS AND ECONOMICS PROGRAMME

MAX DANIELSSON
TED STOLT

Department of  Business Administration and Social Sciences
Division of  Industrial Marketing
Supervisor:  Manucher Farhang

2003:136 SHU • ISSN: 1404 – 5508 •  ISRN:  LTU - SHU - EX - - 03/136 - - SE



Acknowledgements

This bachelor’s thesis was written during the spring of year 2003. It has been an
interesting ten week period that has provided us with a deeper understanding of export
pricing in medium sized companies.

We would like to take the opportunity to express our gratitude to all persons that have
contributed to the completion of this bachelor’s thesis.

First we would like to thank our supervisor, Mr. Manucher Farhang at the division of
Industrial Marketing. He has provided us with the necessary guidance, perspective and
stimulating discussions throughout the writing of this thesis.

Additionally we would like to express our gratitude to LIKO AB and their Sales
Manager, Mrs. Viklund, for taking time to answer our questions. This study would not
have been possible to conduct without the help from this company.

Finally, we would like to thank our fellow students for their support and inspirational
ideas.

Luleå, 28th of May 2003

Max Danielsson Ted Stolt



Abstract

Due to our interest in pricing and the fact that export pricing has more or less been
neglected by academic research, we found it interesting to write a thesis regarding this
area. The purpose of the thesis in general is to gain a better understanding of export
pricing of industrial products by medium sized enterprises. We have narrowed this
problem area down to examining factors influencing export pricing, and how the
implemented pricing strategies can be described. We conducted the case study on LIKO
AB, a company situated close to Luleå, Sweden. We found that different factors
influencing export pricing have different impact on the choice of pricing strategy. Costs,
gross margin required by senior management and management attitudes were some of the
most important factors. Furthermore we concluded that several pricing strategies are used
simultaneously.



Sammanfattning

Då vårt intresse av prissättning, samt att export prissättnings är ett område som har mer
eller mindre negligerats av tidigare forskning, fann vi det intressant att skriva en uppsats
inom detta område. Syftet med uppsatsen är att öka förståelsen för export prissättning av
industriella produkter i mellanstora företag. Vi avgränsade detta problemområde till att
gälla faktorer som påverkar export prissättning, samt hur implementerade prisstrategier
kan beskrivas. Vi genomförde fallstudien på LIKO AB, ett företag lokaliserat utanför
Luleå. Vi fann att faktorer som påverkar export prissättning har olika effekt på valet av
prisstrategi. Kostnader, brutto marginal och ledningens attityder är några av de viktigaste
faktorerna. Vidare fann vi att flera prisstrategier används samtidigt.



1 Introduction .................................................................................................................... 1

1.1 Background................................................................................................................ 1

1.2 Problem discussion..................................................................................................... 3

1.3 Purpose and research questions ................................................................................. 4

1.4 Demarcations ............................................................................................................. 4

2 Literature review ............................................................................................................. 5

2.1 Factors influencing export pricing ............................................................................. 5
2.1.1 Cavusgil’s model of factors influencing export pricing ....................................................................... 5
2.1.2 Other research on factors influencing export pricing............................................................................ 7

2.2 International pricing strategies .................................................................................. 9
2.2.2 Market-based pricing strategies.............................................................................................................. 10
2.2.3 Competition-based pricing strategies .................................................................................................... 11

2.3 Frame of reference ................................................................................................... 12

3 Methodology .................................................................................................................. 13

3.1 Purpose of research.................................................................................................. 13

3.2 Research approach................................................................................................... 14
3.2.1 Inductive and deductive methods........................................................................................................... 14
3.2.2 Qualitative or quantitative research approach...................................................................................... 14

3.3 Research strategy..................................................................................................... 15

3.4 Literature study ....................................................................................................... 16

3.5 Methods of data collection........................................................................................ 16

3.6 Selection of case study company ............................................................................... 17

3.7 Data analysis ............................................................................................................ 18

3.8 Validity and reliability.............................................................................................. 18

4 Empirical data............................................................................................................... 20

4.1 Case: LIKO AB........................................................................................................ 20
4.1.1 Background................................................................................................................................................ 20
4.1.2 Factors influencing export pricing ......................................................................................................... 23
4.1.3 Pricing strategy.......................................................................................................................................... 25

5 Analysis ......................................................................................................................... 27

5.1 Factors influencing export pricing ........................................................................... 27

5.2 Pricing strategies ..................................................................................................... 29

6. Conclusion ................................................................................................................... 31

6.1 How can the factors influencing the export pricing of industrial products by medium
sized companies be described? ....................................................................................... 31

6.2 How can the pricing strategies of industrial products in export markets by medium
sized companies be described? ....................................................................................... 32

6.3 Recommendations .................................................................................................... 34



6.3.1 Implications for managers ....................................................................................................................... 34
6.3.2 Implications for theory and future research.......................................................................................... 35

References......................................................................................................................... 36

Appendix interview guide ....................................................................................................

Appendix intervjuguide........................................................................................................



1

1 Introduction

In this chapter we will introduce the reader to the background of this  thesis. Then the
problem discussion will follow, which will lead to the purpose of the study and our
research questions.

1.1 Background

Swedish small and medium sized enterprises (SMEs)1 have for a long time been
dependent on the export industry and much of Sweden’s industrial production is destined
for the international market. The foundation of the export industry in Sweden was laid at
the end of the 19th century. The domestic market is still small and only a minor part of the
Swedish enterprises’ production is sold within the country. Dependence on the global
economy has increased and for a small economy like Sweden, export is a crucial part of
the economy. (Schön, 2000) Internationalization has increased the flow of information
and goods and has therefore increased the importance of strong marketing activities
(Czinkota & Ronkainen, 2001).

The international market for goods and services has during the last three decades
expanded from $200 billion to almost $7,000 billion. A number of factors led by new
technologies and reduced trade barriers have contributed to this globalization. (Ibid)
Reduced trade barriers have contributed to the globalization because the markets are not
to the same extent dependent on country boarders, instead different trade organizations
make up the market. The European Union is an example of how trade barriers have been
reduced in order to create a free trade area of goods and services. The new technologies
can be characterized by the Internet, which has opened up the global market for almost
any product or service. (Cavusgil, Chan & Chang, 2002)

In industrial (business-to-business) markets, the relationships within the value chain is of
greater importance than in a business-to-consumer market. The reason why the
relationship is crucial is that the customers are larger, fewer and business involves greater
investments. (Dwyer & Tanner, 2002) Dependency among different companies within an
industrial market is based on the fact that few actors in the market would survive alone.
Most companies are dependent on supplies of raw material or components to be able to
manufacture a product or create a service. It is this dependency that creates the need for
strong and long term relationships. Often the value chain consists of international
companies and international contacts are frequent. (Harris & Goodman, 2001)

                                                
1 According to the standards of the European Commission (1996) Small- and Medium-
sized Enterprises (SMEs) are defined as those with less than 250 employees. 99 percent
of the total businesses in Europe are generated by SMEs. This fact points to the
importance of these companies. (Ibid) In year 2000 there were 525,918 SME’s registered
in Sweden. These account for 99.83 percent of the total number of enterprises registered
in Sweden. (Statistics Sweden, 2002)
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Expanding from a domestic market to the international market will present the companies
to new challenges. A number of strategic decisions have to be made in order to be
successful. Decisions that management will be challenged with are questions like; which
market to enter, methods of entering these markets and how to adapt the domestic
marketing mix to fit internationally. (Brassington & Pettitt, 2000)

The marketing mix consists of four main elements. These elements are the Product, Price,
Promotion and Place (Distribution). The product is the tangible offering or service
offered to the customer while the place is the physical location where the transaction
takes place and the different ways of transporting the product from the manufacturer to
the retailer. Promotion is used in order to convince the customer to buy the product or
service. (Tuncalp, 1988) Finally, according to Lancioni (1989), price can be defined as
the point where buyer and seller agree to exchange goods in the marketplace.

The success of the Internet as a tool for searching information and the globalized markets
has provided the consumers with a tool that allows the customer to search the market for
the lowest price available. This fact has increased the price transparency and therefore
raised the competitive environment and lowered the search costs. (Myers, Cavusgil &
Diamantopoulos, 2002)

According to Brassington and Pettitt (2000), price is often looked upon as the least
complicated and interesting of all elements of the marketing mix. However, price is very
important both to the seller and to the buyer of the offering. It is important to the seller
since it is the only part of the marketing mix that creates revenue. This fact stresses the
importance to use price as an active strategic tool. Price can also be used as a competitive
tool by choosing a strategy that affects the competitors’ position on the market.
Furthermore, it is important to the customer since price can be used as a base for
comparison of different products, a measure of relative value for money and judging
perceived product quality. Traditionally, price has been based on the cost of production
instead of basing it on the perceived customer value. These factors decide the customer
satisfaction and whether the customer will purchase the product or service offering. (Ibid)

Globalization and the increased market accessibility and thus competition have lead to a
stronger focus on pricing strategies in exporting companies. From a time when it was the
least important part of the marketing mix, pricing today is recognized as one of the most
important means to achieve a successful exporting operation. (Cavusgil et al. 2002;
Brassington & Pettitt, 2000)

When operating in an international market, price is the easiest of the marketing mix
elements to change, but it may also be the most complex. There are a number of
difficulties that a company faces when going abroad. Multiple currencies, trade barriers,
additional cost considerations and longer distribution channels are examples of
difficulties and it also highlights the complexity connected to export pricing. (Cavusgil,
1996)
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1.2 Problem discussion

Today’s globalized and competitive markets encourage firms to offer low cost
alternatives for goods and services by using for example economies of scale. In the past,
price has been neglected but as the technology advances and the rate of Internet users
increase, it is easier for both customers and companies to compare prices. The
globalization and the use of the Internet have increased the companies’ possibilities to
collect information about income, demographics and price elasticity. However, at the
same time, the use of the Internet, and the price transparency connected to it increases the
need for companies to collect information about values, norms and believes, which often
is very time and resource consuming. In addition to this, companies also have to
overcome cultural, legal and institutional barriers to become successful. (Cavusgil et al,
2002)

According to Lancioni (1989), price setting in international markets can be divided into
two different categories; External and Internal. The external category includes taking
customers, competition and government regulations into account, while the internal
category focuses on elements within the company such as organizational and marketing
objectives, costs and price escalation. Alignment of these two categories with the overall
marketing strategy is crucial for success. (Ibid)

According to Cavusgil (1996), many companies are forced to rely on intuitive measures
due to lack of research to guide them in pricing decisions. Furthermore, SMEs do not
have the same resource base as many of the Multinational Enterprises (MNE’s) have to
allocate for strategic pricing decisions. Carson, Gilmore, Cummins, O’Donnell and Grant
(1998) state that SMEs are likely to make decisions in an unorganized way. In the area of
small business, pricing decisions are often based on the manager’s intuition and
experience. But, it is stated that “successful pricing can only be achieved when a
multiplicity of factors are considered and managed.” (Carson et al, 1998, p.75) This leads
to decisions being made on a low information basis in SMEs, which often results in
wrong decisions being made. In this context, Samiee (1987) adds that businesses
operating in a global environment must have a systematic pricing procedure to have a
successful market venture (Ibid). Small business managers often do not seek an optimal
pricing level; instead they are satisfied when setting a price that generates a profit that is
perceived fair by the industry (Carson et al.1998).

In view of the above, Myers, Cavusgil and Diamantopoulos (2002) suggest that export
pricing should be used as a distinct proactive strategy instead of as it is in many SMEs
today, a reactive strategy. The reactive strategy is based on adapting to changes in the
marketplace after they occur, while the proactive strategy is based on leading the
development instead of following it. (Ibid)

Business markets are an important element in the economies of the industrialized nations,
accounting for more than half of the economy. Business markets differ widely from the
consumer markets and the process of purchase is very complex. Business customers are
larger, fewer, and they are more likely to be geographically orientated, than individual
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customers. Products or services are often custom-made and the purchasing processes are
rigorous in contrast to the consumer market. Therefore the importance of business
relationships is an essential part when conducting industrial business. (Dwyer & Tanner,
2002)

When research within this area is mostly focused on multinational enterprises, we find it
interesting to focus our research on small and medium sized enterprises. Furthermore,
pricing strategies is of great interest and we hope to make a contribution through our
research.

1.3 Purpose and research questions

Regarding the facts presented in the background and problem discussion our purpose
with this thesis is.

To gain a better understanding of export pricing of industrial products by SMEs.

As the stated purpose covers a wide area of research we have chosen to investigate only a
part of the problem area due to time and resource limitations. We shall therefore focus
our research on the following two research questions;

Research Question 1: How can factors influencing export pricing of industrial
products by SMEs be described?

Research Question 2: How can pricing strategies of industrial products in export
markets by SMEs be described?

1.4 Demarcations

Since SMEs involve a wide category of companies we limit our research to investigating
medium sized companies. A medium sized company is defined as a company employing
50-249 employees (Small Business Service, 2002).
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2 Literature review

We will in this chapter present literature including theories necessary to investigate our
research problem. The literature review is divided into two parts dealing separately with
each of our research questions. This chapter will include a model summarizing six
factors influencing export pricing. Furthermore, in this chapter we will discuss the
internal and external factors that should be taken into account when setting export prices
and finally various pricing strategies.

2.1 Factors influencing export pricing

Within the pricing area there are a number of theories available. In view of our research
purpose and focus of the research questions we have chosen to apply the Cavusgil (1988)
model of factors influencing export pricing, and other research on factors influencing
export pricing.

2.1.1 Cavusgil’s model of factors influencing export pricing

As mentioned in the background, many pricing decisions within SMEs are taken in an
intuitive manner. This can lead to wrong decisions being made and to decrease the risks
involved in these kinds of decisions, Cavusgil (1988) presents a model of six factors
influencing export pricing. These factors in Cavusgil’s model are: Nature of the product
or industry; Location of the production facility; System of distribution; Location and
environment of the foreign market; Regulatory framework; and Management attitudes.
We shall proceed by discussing each of these factors below. (Ibid)

1. Nature of the product or industry
The product’s features play an important role when establishing an export price. If the
product is specialized, individualized or in any other matter superior to the competition,
this gives the company great flexibility in its pricing decisions. The pricing of exports can
also be highly influenced by industry specific factors such as fluctuations in the price of
raw materials, demand and predatory pricing by foreign competitors. (Ibid)

2. Location of the production facility
If the production is located solely in one country, it is very dependent of the existing
business environment in the country. For example, an increase in the standard of living
will affect the production costs because of higher salaries. Companies with production in
more than one country can more easily avoid these fluctuations in production costs by
focusing the production to countries with more favorable exchange rates and business
environment. (Ibid)

3. Chosen system of distribution
According to Cavusgil (1988) this factor influences the export price to a great extent. The
reason to this is that the choice of distribution channel dictates how much the price to the
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end customer can be influenced by the producer. The most important strategic decision is
to decide whether to use an independent distributor, a manufacturer’s representative or to
export the product without any external partners. (Ibid)

If using an independent distributor, many new pricing considerations arise. This option
forces the company to disclaim control over the product and thereby the final price to the
end consumer. When letting go of the control, the company avoids the need of collecting
market intelligence, since this is one of the distributor’s tasks. However, for this solution
to be successful the company has to create and build a long-term relationship with the
distributor, which often is time consuming. (Ibid)

The use of a manufacturer’s representative offers greater end customer price control to
the exporter. This option allows the company to gain valuable marketing intelligence, but
also creates additional costs when a strong long-term relationship is very important.
(Ibid)

Finally, exporting the product without any partners gives the company full control of the
end price. However, this option requires the company to collect or buy market
knowledge, which often is expensive. (Ibid)

4. Location and environment of the foreign market
The business environment and location of the foreign market must be taken into account
when manufacturing a product for a foreign market. Modifications of the product, to fit
country specific demand, are crucial for success when exporting a domestic product to
foreign market with a different culture, climate, regulations or attitudes. The economical
environment in the foreign market also plays a major role when exporting. Inflation,
exchange rate fluctuations and price controls all influence the possibilities to succeed in a
foreign market. (Ibid)

5. Regulatory framework
Government policies also affect export pricing. Quotas, tariffs and import regulations are
some examples of trade barriers an export company might face. To increase the
possibilities of free trade there are a number of trade organizations that work to reduce
trade barriers within the organizations boarders. (Ibid) Examples of such organizations
are the European Union and the North American Free Trade Association (Brassington &
Pettitt, 2000).

6. Management attitudes
Many companies view export as an extension of the domestic sales. The result of this
strategy is that prices are set by adding a certain percentage in order to cover additional
costs instead of collecting information to be able to set a price that truly reflects the
perceived value by the customer. (Cavusgil, 1988)
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2.1.2 Other research on factors influencing export pricing

Kublin (1990) states that the exporter will encounter the same types of market forces on a
foreign market, as on the home market when setting export prices. The problem is that in
each foreign market theses forces may have different impact. (Ibid)

A certain degree of uncertainty is hard to avoid when setting an export price. However,
by analyzing the external and internal factors influencing export pricing the uncertainty
can be reduced. The external factors are hard to predict and is more difficult to collect
information about and therefore harder to adapt to. In comparison, internal factors, which
exist within the organization, are easier to collect information about and therefore it is
easier for the organization to adapt to these. (Brassington & Pettitt, 2000)

Below we will present the external and internal factors influencing export pricing.

External factors

Customers
The price set to the end consumer should not solely be based on a certain percentage
added to the cost. The price should reflect the perceived value of the end customer and
include emotions, attitudes and product loyalty that the consumer relates with the
product. It is further more important that the price is constantly updated and reflects what
the customer is prepared to pay at the moment, since the business environment is
constantly changing. (Brassington & Pettitt, 2000)

Demand and price elasticity
The standard demand curve shows that if the price is increased, the demand decreases.
The opposite situation then shows that if price decreases, demand increases. This
standard demand curve is not however, true for all products and it is therefore crucial for
the management to be aware of the specific demand curves connected to their products.
(Ibid)

Price elasticity is the measure of how price sensitive customers are. As explained in the
demand curve, a change in price creates a change in demand. The price elasticity shows
how many customers a company will attract by lowering the price with a certain
percentage, or loose by raising the price. Price elasticity of demand thus refers to the ratio
of percentage change in quantity over percentage change in price. (Ibid)

                     Figure 2.1: Price elasticity. Source: Brassington & Pettitt (2000)

Price elasticity can be elastic, inelastic or unitary. Elastic means that a small increase in
price produces a large percentage decrease in quantity demanded. In this case, the

Price elasticity = % change in quantity demanded
% change in price
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calculated price elasticity will be greater than 1. Inelastic means that a small increase in
price will generate an even smaller percentage decrease in quantity demanded. In this
case the calculated price elasticity will be less than 1. Unitary means that a percentage
change in price will generate an identical percentage change in quantity demanded.
However, the unitary elasticity is highly unusual and exists mostly in theory. (Case, Fair,
Gärtner & Heather, 1999)

Channels of distribution
All actors within a distribution channel will, in order to make a profit, add a certain
percentage to the price offered to the customer. A company that desires to increase their
control of the final price offered to the final customer should therefore use as short
distribution channels as possible. (Brassington & Pettitt, 2000)

Competitors
As mentioned in the “customers” section above, price should reflect the perceived value
of the product. When the customer analyzes the price, competitors’ prices play an
important role when establishing a reference price. Therefore the nature of competition
will affect the final price. (Ibid)

Monopoly is the first competitive situation and when being in a situation like this, the
company faces no competition. Historically, monopolies have been companies providing
public services, often owned by the government. Examples of these are health care,
school and telecommunications. Secondly, a market can be described as an oligopoly
when controlled by a few big actors. These actors often offer the same prices and
therefore make it more difficult for new companies to enter the market. However, if the
companies are found acting together, it is illegal. Example of such markets is the gas
market and construction companies. The third type of competition is monopolistic
competition and is described as a market with many competitors, which are offering
differentiated products. Most companies fall into this kind of competition where the price
is not necessarily the most important competitive tool. Instead a differentiated product or
a well-implemented marketing mix will be key elements when competing on such a
market. The final form of competition is the perfect competition. This form only exists in
theory, when it is based on that many sellers are providing products that are exactly the
same from the consumer’s perspective, which results in no flexibility in price. (Ibid)

Legal and regulatory framework
Different countries are based on different legal frameworks, to which companies must
adapt. There are, in some cases, rules that regulate the minimum and maximum price that
a company can charge for a specific product. Further on, some specific products that are
legal in the domestic market, might be forbidden in the specific export market. (Ibid)
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Internal factors

Organizational and marketing objectives
It is from a strategic point of view important not only to satisfy the customers’ needs, but
also take the overall strategy of the organization into account. It is of great importance
that these two strategies comply in order to succeed in a competitive market. The pricing
strategy should strive towards the same objective as for example sales volume and market
growth. Further on, the pricing strategy should reflect the overall strategy, whether it is
premium quality or lowest price possible. (Ibid)

The fit with the overall strategy also applies to the marketing objectives. The elements of
the marketing mix should support the overall strategy and send the same message as the
organization as a whole. Even if the organization offers products in different price
segments, it is important to stress the overall strategy and work towards the same
organizational objectives. (Kublin, 1990)

Costs
As earlier stated, the price should reflect the perceived value of a product. Nevertheless,
an organization cannot ignore the costs tied to a specific product, since the total revenues
must exceed the total costs in order to create a profit and stay in business. The
manufacturing costs when producing a product creates a price floor, which is the lowest
possible price in a long-term perspective. (Ibid)

Price escalation
The problem of price escalation is based in the export situation. When an organization
faces an export decision there are additional costs that have to be considered. The first
part of these costs can be characterized as the cost of modifying the product in order to
adapt to the foreign market. Secondly, additional costs for export operations, such as
personnel, market research and promotion costs in the foreign market must be considered.
Finally, cost associated with entering an overseas market should be taken into account.
Examples of such cost are tariffs and taxes, political risks involving insecure business
environment and foreign exchange risk. Due to the costs mentioned, the export price
most often exceeds the domestic. (Czinkota & Ronkainen, 2001)

2.2 International pricing strategies

According to Myers et al (2002), three main areas arise when analyzing different ways of
approaching international pricing. The first strategy is based on costs and will be referred
to as cost-based. The second strategy is the market-based strategy, which focuses on
customer needs. Finally, the competition based strategy, which focuses on copying or
differentiating from competitors. These strategies are theoretical and will overlap each
other; a certain strategy can therefore arise in two, or more, areas. (Ibid)

Below we will describe those strategies in detail.
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2.2.1 Cost-based pricing strategies

As stated by Cavusgil (1988), product and resource costs influence the pricing strategies
of the firm. Furthermore Simon (1995), states that the reason to why firms use costs as a
basis for price determination, is the fact that they are easily measured and provide a floor
under which prices can not go in the long term.

Cost-based pricing has its base in development, production and marketing costs. After the
total costs have been determined, a percentage is added in order to provide a certain profit
margin. The greatest disadvantage with a strategy like this, is that it is based on costs and
therefore does not stress customers’ needs. (Brassington & Pettitt, 2000)

Mark-up pricing
Retailers, who are not aware of the costs of manufacturing, most often use this strategy.
Mark-up can be expressed as a percentage of costs or a percentage of the retail-selling
price. The basic idea of this strategy is that the mark-up should cover both the costs of
marketing, selling and distributing the product, as well as providing the organization with
a profit. (Fraser, 1985)

Cost-plus pricing
This strategy is also based on a fixed percentage added to the costs of the product. The
difference between cost-plus and mark-up pricing is that in cost-plus pricing a percentage
is added before the costs are known. It is often used in large projects when the costs are
hard to allocate at an early stage of the project. (Kublin, 1990)

Experience curve pricing
The concept of experience curve pricing is that costs are being reduced over time as the
employees gain experience and are thereby able to work more efficiently. Companies
using this strategy adapt their pricing strategy to the experience curve within their
organization. (Brassington & Pettitt, 2000)

2.2.2 Market-based pricing strategies

In more price sensitive markets it is more suitable to use a strategy based on demand and
competitive dimensions of the market, than using a cost-based strategy. In markets with a
high degree of competitiveness it is crucial to listen to customers demand and gain
understanding of customers’ price sensitiveness. (Myers et al, 2000)

Penetration pricing
With a focus on customers, a penetration pricing strategy will include charging a low
price in order to gain market shares. Companies using this strategy are striving to achieve
volume sales and gaining major market shares. This strategy is most appropriate when
facing a price sensitive and growing market. (Brassington & Pettitt, 2000)
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Skimming pricing
This strategy is the opposite of penetration pricing, since it is supposed to attract the most
price insensitive layer of a market. A high price is used to attract customers that are
willing to pay for the status connected with the product. The product’s features such as
quality and image must support the high price of the product. When the demand has
decreased in the top layer of customers, the price is slightly reduced and a new layer of
customers is targeted. (Kotler & Armstrong, 1994)

Bundle pricing
Bundle pricing involves assembling a number of products into a single package. This
strategy saves time for the customer, since the search costs are decreased. This allows the
organization to increase their sales volume, however most often to a lower price. An
example of this strategy is the personal computer industry. (Brassington & Pettitt, 2000)

2.2.3 Competition-based pricing strategies

The competition based pricing is based on the fact that the business environment is
constantly changing and therefore it is important to be aware of what kind of competition
the organization is facing. The more differentiated the organizations product is, the more
flexibility is given to the pricing strategy, because the buyers value the unique benefits of
a product. It all finally results in one basic decision; whether to price at the same level as
the competition or above, versus below them. (Ibid)

If the organization chooses to price their products at the same level as their competitors, it
is crucial to constantly update the market information. The same fact applies if choosing
to use a lower or higher price than the competition. It is of great importance, when using
this strategy to keep track of changes in the market environment, which can be hard when
exporting to a foreign market. (Ibid)
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2.3 Frame of reference

Having reviewed the literature covering the major theories on factors influencing export
pricing and export pricing strategies, we now aim at creating a conceptual framework that
will aid us both in data collection as well as in the analysis of data. Figure 2.2 is our
frame of reference based on the Cavusgil (1988) model of export pricing, internal and
external factors influencing export pricing by Brassington & Pettitt (2000) and pricing
strategies by Myers et al. (2002), Brassington & Pettitt (2000), Fraser (1985), Kublin
(1990) and Kotler & Armstrong (1994). The reason to why we chose models and theories
from these authors is that we felt that they covered the whole spectrum in the area of
export pricing.

When comparing Cavusgil’s (1988) model of export pricing with Brassington and
Pettitt’s (2000) internal and external factors influencing export pricing there are some
factors overlapping each other. We have in our conceptual framework chosen to only
mention the overlapping factors once. This has been done in order to understand the
framework more easily. There are however other theories within our research area, but
we have chosen to use these theories since we feel they best suit our research purpose.

Figure 2.2: Conceptual frame of reference. Source: Constructed by the authors (2003),
based on the reviewed literature.

Factors influencing
Export Pricing

• Nature of the product or
industry

• Location of the production
facility

• System of distribution
• Location and environment

of the foreign market
• Regulatory framework
• Management attitudes
• Customers
• Demand and price

elasticity
• Competition
• Organizational and

marketing objectives
• Costs
• Price escalation

Export Pricing
Strategies

• Mark-up pricing

• Cost-plus pricing

• Experience curve
pricing

• Penetration pricing

• Skimming pricing

• Bundle pricing

• Competition based
pricing
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3 Methodology

In this chapter we will present the research methods adopted for our study. We will
provide explanations to our choices of the accepted research methods as we go along
with describing the different perspectives.

3.1 Purpose of research

When dealing with research there are a number of ways to conduct it. According to Aaker
and Day (1990), there are three different classifications of research available. The
research can be exploratory, descriptive or causal.

When the researcher’s aim is to gain a deeper understanding to the general nature of a
problem, the research will be exploratory. The research will be based on gathering as
much information as possible within the specific problem area. (Patel & Davidson, 2003)
Furthermore, Patel and Tebelius (1987) state that the technique of gathering the data that
is best suited for this method is interviews.

When the aim regarding the research is to provide an accurate picture of a problem or
aspect of the market environment, descriptive research is the most suitable method.
Descriptive research often consists of past, or already existing relationships, and is
recommended when one search data in order to describe a few aspects of a clearly
structured problem. (Aaker & Day, 1990) When conducting descriptive research, the aim
is to describe how something looks without explaining why it looks this way (Patel &
Davidson, 1991).

Aaker and Day (1990) argue that the causal research approach should be used when it is
necessary to show the relationship between different variables.

As we earlier stated in our research purpose, we aim to gain a better understanding of
export pricing of industrial products by SMEs. According to the research questions: How
can factors influencing export pricing of industrial products by SMEs be described; and
How can pricing strategies of industrial products in export markets by SMEs be
described, this thesis is descriptive in its nature. We will throughout this thesis try to
establish what factors that are affecting an SME when dealing with export pricing and
what export pricing strategy that are being used. Furthermore we have gathered both
secondary and primary data, where the secondary data is data already collected by
someone else and the primary data is the information we collected from the interview.
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3.2 Research approach

Before conducting any research, the researcher has to decide whether to approach the
research deductively or inductively, as well as if the research method should be
qualitative or quantitative.

3.2.1 Inductive and deductive methods

This thesis and the research in it are solely based on existing theories and therefore
deductive. The theories used are Cavusgil’s (1988) six factors influencing export pricing,
internal- and external- factors influencing pricing, and pricing strategies. These theories
are used in this research as a basis for the empirical study.

3.2.2 Qualitative or quantitative research approach

Yin (1989) states that if the research should take a qualitative or quantitative approach,
depends on the nature of the research questions and the information you as a researcher
want to gain.

Qualitative methods are often related to case studies, where the aim is to receive thorough
information and thereby obtain a deeper understanding of the research problem. The
research can be described as qualitative when the researcher collects, analyzes and
interpret detailed data concerning ideas, feelings and attitudes. (Yin, 1989) A qualitative
research is characterized by a great closeness to the respondent or any other source that
the data is collected from. The data should be collected in situations or circumstances that
are similar to ordinary and everyday conversation. Qualitative research means gathering,
analyzing and interpreting data that are not quantifiable. (Holme & Solvang, 1997)

If the researcher is looking for formalized and well-structured information, the
quantitative approach is most suitable. Distance to the source also characterizes this
method. The researcher has beforehand decided what questions to be asked without
considering whether the respondent finds them important or not. This gives the researcher
a high degree of control. (Ibid) Researchers using the quantitative approach often seek
patterns and relationships that can be expressed in numbers rather than words (Tull &
Hawkins, 1990).

This research aims to gain a deeper understanding of the problem area and we have
therefore used the qualitative approach since our research questions cannot be answered
with yes or no questions, or in any other way be quantifiable.
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3.3 Research strategy

According to Yin (1989), there are five different research strategies. Those are
experiment, survey, archival analysis, history and case study. To easier overview these
strategies see table 3.1 below.

Table 3.1: Overview of research strategies.
Research Strategy Form of research

question
Requires control
over behavioral
events

Focuses on
contemporary
events

Experiment How, Why Yes Yes
Survey Who, What, Where,

How much/many
No Yes

Archival analysis Who, What, Where,
How much/many

No Yes/No

History How, Why No No
Case Study How, Why No Yes
Source: Yin, 1989

Since the purpose of this study is to describe the current factors influencing export
pricing in medium sized companies’ and their pricing strategies, this excludes the
historical strategy. The experimental strategy can also be excluded since the research
questions do not require the control over behavioral events. Furthermore, surveys and
analysis of archival information are most appropriate when the goal with the research is
to study a phenomenon or to be predictive about certain outcomes (Yin, 1994) and
therefore they are not appropriate in this study. As we have excluded four of the five
possible research strategies there are only one left, the case study.

Aaker and Day (1990) explain that a case study is a comprehensive description and
analysis of a single situation. The aim with the research using case studies is to seek
conformity between the results and the theory. The researcher is comparing the empirical
results with already existing theories and then tries to describe if the empirical findings
are in line with the theories used. This means that theory helps to identify other
similarities to the result that can only be generalized after further studies. (Yin, 1989)

By looking at the research questions and having the qualitative approach in mind the
conclusion is that the case study approach is the research strategy that is most appropriate
in this study.
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3.4 Literature study

Before we started our research, we conducted a thorough examination of the literature
within the research area. The secondary data is collected both from books, articles and
from Internet pages. We used many different databases when we collected information,
but the most frequently used is Libris, Lucia and Emerald. The words we used for the
search were a combination of the following: “price”, “pricing”, “strategy”, “SME”,
“internal factors”, “external factors” and “export”. We also searched articles written by
authors that are often mentioned within our research area, for example Cavusgil, Porter
and Czinkota.

3.5 Methods of data collection

Yin (1989) has stated that interviews are one of the most important sources of
information when it comes to case studies. There are three different methods to choose
between when conducting an interview; telephone, face-to-face or group interviews.
(Yin, 1989) We used face-to-face interviews in order to obtain primary data. Primary data
refers to data that are collected to address a specific research objective, and examples of
these are qualitative research, surveys and experiments. (Aaker & Day, 1990)

Conducting interviews by telephone is rapidly increasing. The low cost connected to this
kind of information gathering is the main advantage. Telephone interviews are also less
time consuming than the other methods since the interviewer does not have to travel to a
specific destination. Another advantage with telephone interviews is that they can be
conducted from a central location where the interviewers can be supervised to assure that
they follow the interview guidelines made up on beforehand. (McBurney, 1994)

The main disadvantages with telephone interviews are the fact that it is more difficult to
ask complicated or open-ended questions compared to face-to-face interviews and it is
harder to judge the degree of seriousness with which the respondent is taking the
interview. Furthermore it is impossible to use visual aids and a telephone interview
should not last longer than 30 minutes. (Ibid)

Face to face interviews have the advantage that the interviewer is face-to-face with the
person, or persons, being interviewed and can therefore make a better judgment of how
the respondent reacts to the questions. It is easier to notice if the respondent is
misunderstanding any question and in those cases make the questions more
understandable. The interviewer can also direct attention to the material and motivate the
respondent to answer the questions more detailed. (Ibid)

One of the main advantages concerning face to face interviews is the presence of the
interviewer, but it is also the main disadvantage since the presence of the interviewer
creates a social situation that may result in biased answers. The respondent may give
answers that she/he believe the interviewer is expecting. There are also some practical
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problems by doing face to face interviews. One example of this is that it might be very
expensive to travel to the location where the respondent is situated. (Ibid)

When it comes to group interviews, the main advantages are that the interviewer can gain
answers to very difficult questions by a group of people with knowledge about the
problem since these groups are preferably consisting of people or experts working within
the problem area. The main disadvantage with group interviews is the same as for
personal interviews; it is very expensive to transport all members of the group to the
same location. Other disadvantages are the fact that group interviews are very time
consuming and it can be difficult to gather all members of the group to meet at the same
time. (Ibid)

In this study the only options available were either face to face interview or telephone
interview. Due to the nature of our research questions and the closeness to the company
we chose to conduct a personal interview. We felt that a telephone interview would not
provide us with the detailed answers we were seeking. Furthermore, our research area is a
sensitive area for most companies and sometimes it can be hard to get any answers at all.
This was an additional reason to why we wanted to meet the respondent in person, but
also to be able to see the reactions of the respondent and if necessary modify the
questions.

3.6 Selection of case study company

Due to time constraints, we had to choose only one company to conduct our research on.
Three criteria were developed when choosing the company. First the company had to
have a major part of their sales on export since the research should be based on export
companies. Secondly the company had to be medium sized and thirdly it had to be in an
industrial market. Finally, the company should be located close to Luleå so that it would
be possible to conduct a personal interview.

Of the companies we contacted, LIKO AB agreed to meet us. This company fulfills all
criteria since their total sales last year was 300 million SEK and out of these, 200 million
SEK was export sales. Furthermore, the company has 140 employees and the headquarter
is located in Antnäs, which is a small village approximately 20 kilometers outside Luleå.

The first contact with LIKO AB was made by telephone. We briefly told them about the
nature of the study. At first the company was somewhat resistant to participate in the
study, but after having mailed our purpose of the thesis they agreed to the interview.
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3.7 Data analysis

Data analysis involves turning gathered information into descriptive statements. The data
should be treated fairly and alternative interpretations should be ruled out. Before
conducting any data analysis the researcher has to choose between two general strategies;
relying on theoretical propositions or developing a case description. (Yin, 1994)

When choosing the theoretical propositions strategy the researcher compares the findings
of his or her study with findings and results in previous studies. The case description
strategy is less favorable and should only be used when little research have been done
within the research area. (Yin, 1994) Since there is research already available in our
research area we have chosen to use the theoretical proposition strategy.

Miles and Huberman (1994) state that there are three major steps when conducting data
analysis. The first step, data reduction, is an analysis that helps to sort, focus and organize
the data in a way that allows for final conclusions to be drawn and verified. The second
major step is data display and it includes taking the reduced data and displaying it in an
organized and compressed form. The final stage, conclusion drawing and verification, is
the interpretation of what the different findings means. (Miles & Huberman, 1994)

To be sure that we interpreted the collected data correctly a summary of the interview
was sent to the respondent, who could, if needed make necessary changes. Having this in
mind we are confident that the data collected is correctly interpreted.

3.8 Validity and reliability

Eriksson and Wiedersheim (1997) define validity as an instrument’s ability to measure
what it is supposed to measure. Validity can be divided into internal- and external-
validity, however internal validity should only be used in explanatory or causal studies.
Due to this fact internal validity is not relevant to our study. External validity refers to the
degree to which a study’s findings can be generalized (Yin, 1989). Due to the fact that we
have only conducted one case study we acknowledge the low level of validity. However,
the validity is strengthened due to the fact that we used a tape recorder during the
interview, which provided us with the possibility to sit down after the interview and go
through it once again. Another fact that strengthens the validity of our research is that the
interview guide had its base in the research questions and frame of reference which were
derived from already existing theories. Furthermore we have limited the research to only
include medium sized companies, instead of SMEs. This limits the number of companies
and makes it easier to generalize the findings in this research, which strengthens the
validity.

Reliability can be defined as when a later researcher follows exactly the same procedures
as described by an earlier researcher and conduct the same study all over again; later
researcher should arrive at the same findings. This is especially important in qualitative
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research, which may contain subjective statements, which can lower the reliability. (Yin,
1989)

The interview was conducted at LIKO AB’s headquarter with the person in the company
that was most likely to be able to answer the questions, the sales manager Mrs. Viklund.
During the one hour interview a tape recorder was used. When conducting the interview a
semi-structured interview guide was used. This guide was a helpful tool in order to get
answers to the research questions and also a guideline throughout the interview. Before
the actual interview an interview guide was mailed to the respondent so that the
respondent could make some preparations before the interview. The provided interview
guide was much less detailed than the one we used during the interview and in order to
decrease the risk of biased answers, the detailed interview guide was never shown to the
respondent. The questions in the interview guide were based on the research questions
and the frame of reference in chapter two. Since we used a face to face interview as the
tool for primary data collection we acknowledge the fact that the reliability might have
been reduced due to biased answers.
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4 Empirical data

This chapter will provide the reader with the empirical findings collected during the
interview with LIKO AB. The empirical data will be presented in a way that is consistent
with the conceptual framework. Initially the background of the company will be
presented, followed by factors influencing export pricing within LIKO AB. Finally the
company’s pricing strategies will be presented. Data presented here is based on the
interview conducted with the sales manager Mrs. Viklund the 10th of April 2003.

4.1 Case: LIKO AB

4.1.1 Background

The present owners of LIKO AB (further on referred to as LIKO), Gunnar and Barbro
Liljedahl, founded the company in 1978. The company’s name is an abbreviation of
Liljedahl Konstruktion AB. LIKO primarily
focuses on the development, manufacturing
and marketing of patient lifts (see picture 4.1),
but do also produce walkers.  The business
group (see figure 4.2 on next page), LIKO
AB, consists of 130-140 employees with an
annual turnover of approximately 300 million
SEK. LIKO AB, situated outside Luleå and
coordinates the business group, employ 60
persons and have during the last two years,
had a turnover of 200 million SEK. During
the last years a profit of approximately 15-20
percent of the total turnover has been
accomplished and has been possible mostly
because of an effective organization
according to the respondent.                                Picture 4.1: Patient lift

            Source: LIKO AB, 2003

As seen in figure 4.2, LIKO AB functions as a coordinator of all business units. There are
four independent sales units that have been developed when the markets have
experienced significant growth and these are Sweden, the United States, Germany and the
United Kingdom. Even if these sales units act independently, they are still a part of the
LIKO AB business group. All other markets are controlled by the commersial department
of LIKO AB. Furthermore there are three business units providing LIKO with textiles,
the actual products, and research and development. The relationships within the business
group are explained by the arrows in figure 4.2. An arrow aimed from a business unit to
LIKO AB shows a supply of resources, whereas an arrow in the opposite direction
represents LIKO AB supplying the sales units with resources. This figure is a
generalization of the reality and it only shows the main flows of resources. In reality the
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arrows can point at both directions. The purpose of the figure is to explain the complexity
of the business group.

                Figure 4.2:  Business Group, 2003.
                Source: LIKO AB, 2003

LIKO defines its mission as to “serve patients and healthcare staff with safe, effective
and easy-to-use assistive devices, primarily for lifting and transferring patients, which
will help overcome functional disabilities.” Furthermore, the company vision is to lead
the product development and use the internal knowledge to do so.

The company possesses a number of patents that are needed when something unique has
been developed and are used in order to protect the idea and to raise the price. To own the
rights to a patent is costly and it is therefore not possible to protect all unique ideas.
However, competitors have neglected some patents and a number of major patent
processes have been and are being fought. These processes are often very costly and
require many resources. Initially the patent processes were a major problem for LIKO in
terms of financial funds and knowledgeable human resources. But today, LIKO possesses
both financial funds required for major patent processes and personnel with patent
process skills.
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History of internationalization

LIKO went international in the early 1990´s. The Commercial department, lead by the
business group’s general manager, runs all exports. The sales and support department
take care of day to day business with the external distributors, whereas the department
business development analyzes and evaluates new market openings. LIKO is often
contacted by companies interested in selling LIKO products and therefore the sales
department is often the one that detect a new potential market. This potential market is
then handed over to the business development unit, which analyzes the market. If they
find the market compelling they hand it back to the sales and support department.

LIKO has during the past five years experienced major expansions and has entered at
least 2-3 new markets annually, which has lead to an annual growth rate of approximately
20-25 percent. Furthermore the company predicts that a further increase in at least 3
markets per year will take place the coming years. The reason to this expansion is that it
is easier to grow internationally than in the saturated domestic market. Today 70 percent
of the total sales are generated internationally and to expand more in Sweden is
considered too time and resource consuming. LIKO is today represented in Europe, Asia,
Northern America and Oceania.

The company is as of May 2003 present in 30 countries throughout the world, of which
own sales offices exist in four markets. These markets are Sweden, USA, Germany and
Great Britain. Distributors representing LIKO are present in the other markets. These
distributors have their own companies and are providing products to the final customer.
Their product line can consist of solely LIKO products, but do most often consist of a
wide range of products, which are offered to customers within the healthcare market,
such as hospitals and elder care.

LIKO has in the Swedish market, a market share of 60–65 percent and is thereby the key
actor. The worldwide market share controlled by LIKO is approximately 12-13 percent,
which should be compared with a market share of approximately 22–25 percent by the
largest actors. There are in each local market minor actors, from a worldwide perspective,
that can possess major market shares and key international actors that vary widely in
specific markets. An example of this can be that ARJO, LIKO’s main competitor, which
in Italy has a market share of approximately 70 percent to be compared with LIKO’s
market share in Sweden of 60-65 percent.

There are today five main actors on the worldwide market and LIKO is one of them. The
largest competitor to LIKO is the Swedish company ARJO that is a part of the Getinge
business group. ARJO is the largest actor on the worldwide market and LIKO is second.
The third and fourth key actors are the American company INVACARE, and the Danish
company GULDMANN. The fifth actor is the US based Sunrise Medical.
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4.1.2 Factors influencing export pricing

Pricing in LIKO is based on a very detailed and well-defined product development
process, since product development is a major part of the company. This process gives
LIKO the opportunity to provide the market with a product that is characterized by high
quality, high functionality and manufactured in a highly cost effective way. Research and
development, marketing, logistics, construction and sales and support all take part in the
product development process. The final step of the product development process is that
the end product must be priced and released to the market.

Since LIKO is using a proactive product development strategy, its products are often
specialized and individualized and therefore superior to many competitive products. This
allows the company to have great flexibility in their pricing decisions.

To get a better understanding of the underlying factors affecting export pricing within the
company, a short description of the pricing process will be presented. According to
LIKO, there are three major steps in the process and these are; Development and
manufacturing costs, expected return on investments and finally the perceived customer
value is estimated by senior management.

One important factor influencing LIKO’s pricing strategy is the gross margin required by
senior management. The exact percentage used by the company could not be revealed
due to competitive reasons. However, this margin is used in order to cover hidden costs
that may be hard to directly allocate to a certain product. Furthermore the gross margin
should also create a base for profits.

A second important factor is costs for development and manufacturing. In comparison to
gross margins, development and manufacturing costs are more easily directly allocated to
a specific product. From a long-term perspective a company cannot afford to sell a
product that does not cover its own expenses. Today, a subsidiary within the LIKO
business group runs the production. In comparison to outsourcing the production this
makes it possible for LIKO to measure the efficiency and costs of the production. LIKO
is today only manufacturing the products in Sweden and they are therefore vulnerable to
fluctuations in the Swedish economy. The company seems aware of this fact but has
today no plan to relocate the production facility or to open an additional facility overseas.
However, if the company is not able to produce efficiently the production will be
outsourced to another supplier, domestically or overseas.

Except from the gross margin goal, the organization has other objectives. The
management attitudes within LIKO are affecting the price to a great extent. The reason
why, is the desire to communicate LIKO as a brand providing customers with high
quality, highly functional and nice looking products. To be able to communicate this
message, LIKO needs to price their products in the middle to high price range. The brand
LIKO is important to the company and to protect the brand has a high priority from
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senior management. In order to do so the image of the company should be transferred
through the price to the customer independent of market and distributor.

Since LIKO is selling its products to the customers exclusive works, which means that
the customer pays the freight of the product, and to adapt to this customers with great
distances often use containers in order to cut costs. Consignment warehouses are being
discussed in order to increase the service level to the customer, but today LIKO see them
selves as too small. Price escalation is dependent on the length of the value chain, but
also freight costs and other additional costs that appear during export operations. Since
LIKO has a short value chain and sell their products exclusive works, the company is not
subject to price escalation.

LIKO’s products do not follow the standard demand curve since the products are quite
inelastic and an increase in price leads to a smaller decrease in quantity demanded. There
are a number of reasons to this price inelasticity. First of all, it is a product that is
demanded for disabled persons independently of the state of the economy. Secondly,
since LIKO’s products in general are quite expensive and are perceived as a high quality
and highly functional product, they are more price insensitive than the lower priced
competitors. Because of the perceived high quality and functionality, a high price is more
easily justified.

The price is often highly affected by the number of actors in the distribution chain. The
company is in the domestic market and in some exports markets approaching customers
directly with their own sales force. However, LIKO is often using a distributor as the link
to the end customer in export markets. Therefore, they do not always control the final
price offered to the customer, but is recommending their distributors a final price in order
to always communicate their overall strategy. The distributors are chosen on a number of
detailed requirements, since the distributor needs to send the same message as the overall
brand image of LIKO. All actors supplying the company’s products should share the
LIKO point of view and strive to create long term business relations, to make LIKO the
number one product in the product portfolio and to be able to grow a certain percentage
annually in a market segment that fits LIKO’s products. It is furthermore important that
the distributors have a feeling for the certain market and price the products locally.

LIKO most often takes competitors prices into account when pricing a new product. It is
of vital importance for the company to be in the middle to higher price range, since this is
a part of the overall strategy. The only way to be knowledgeable about their market
position is to monitor the competition.

There are legal and regulatory frameworks affecting LIKO’s business and the way they
price their products. There is within the medical technical industry a directive that must
be fulfilled before a product can be sold. Tests are made in order to guarantee that the
directive is fulfilled. All actors within the healthcare industry use the standard EN10535
and customers demand that the products have been tested according to this standard.
These international standards have to be taken into account and are often higher than
country specific regulations. This fact allows a standardized product to be sold to a global
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market without any major modifications. Since LIKO is acting on a market with one
standard, the European Union does not affect the company to a great extent. Regulations
like these are indirectly affecting the price since they are hidden in the development costs
used when setting prices.

There are also country specific regulations that LIKO needs to be aware of. Great Britain,
for example, are using regulations deciding how much a person can carry and lift and this
creates a great market potential, since low quality producers has to allocate financial
resources in order to apply to the regulations. There are no governmental subventions
given to a specific actor within the industry in any country. However, price dumping does
occur in order to strengthen a company’s competitive position.

4.1.3 Pricing strategy

The recent opening of markets and efforts to make it easier to do business bilateral such
as the free trade unions and trade unions have lead a process within which many
companies revise their export strategies. This globalization has lead to increased price
transparency in today’s worldwide markets and therefore prices have to be audited. When
using distributors LIKO does not control the price to the end customer but do negotiate
with distributors in order to protect their image. LIKO has an export pricelist, which is
revised annually, that control the prices to the distributors and discounts are given from
this pricelist in order to give an incentive to order LIKO products. A certain percentage is
retracted from the price when exceeding certain volumes.

LIKO’s pricing strategy is highly dependent of the chosen market segment. The
homecare segment, where the product is used in the patient’s home, is more price
sensitive than in institutions such as hospitals. The hospitals tend to by more expensive
products with increased functionality and quality. There is however a middle segment,
with elder care as an example of an end customer. LIKO primarily focuses on providing
products in the middle to high price range segment of the healthcare market. It is
however, not only the customers that dictate the pricing strategy. The pricing strategy is
also an important tool when establishing a strong brand name. In the case of LIKO the
price should communicate high quality and highly functional products.

When it comes to pricing strategies in LIKO, a modification of the mark-up strategy
works as the base of the company’s pricing strategy. However, the costs of
manufacturing and development are known, contrasting theory. As stated earlier all
prices are based on the end price from the product development and manufacturing
process, and from this process the company adds a fixed gross margin percentage. All
product prices should include this fixed gross margin. However, some products are
unique and can therefore yield a higher gross margin.

LIKO acknowledge the fact that if only using manufacturing costs and gross margin as
the bases when setting a price, prices would be far from optimal. Therefore it is crucial to
take the market into account and adapt prices to customer demand and perceived market
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value. When pricing a new product the sales manager, together with the CEO, use their
market knowledge and estimate perceived customer value. They then use the
development and manufacturing costs together with the required gross margin as a base
and add a specific percentage so that the price is reflecting perceived customer value.
This can be seen as a market oriented pricing strategy.

LIKO does not use bundle pricing in great extent since the company is most often not
selling direct to the end consumer. However, it does exist in some cases when pricing
slings. Slings are often used for different purposes and it is a product that is very suitable
for bundle pricing since customers often are not willing to pay the full price for these
kinds of accessories.

Furthermore LIKO is monitoring competitors’ prices in the marketplace and LIKO are in
some cases adapting their prices in order to be competitive. Mrs. Viklund further
emphasis that this adaptation is not an important guideline when setting prices, but more
a way of getting a picture of how their prices will be perceived be customers.
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5 Analysis

In this chapter we shall analyze the data collected from LIKO, and presented in the
previous chapter, against the frame of reference presented in chapter two.

5.1 Factors influencing export pricing

When a new product has been developed by the research and development unit it is
primarily the costs connected to this product that decides whether it will be a part of
LIKO’s product line, or not. This is due to the fact that high costs results in a high price
since all prices on a product must cover their expenses. Therefore the costs are a factor
that heavily affects the price of the product. In addition to these costs there are overhead
costs that are hard to directly allocate to a certain product and in order to cover these, a
gross margin is added. This gross margin is also supposed to create a certain level of
profit.

Furthermore the overall organizational and marketing strategies of the organization must
comply with the pricing strategy. LIKO is emphasizing on communicating their image of
high quality, highly functional and nice looking products. The price is one of the most
important tools to successfully communicate this image. In addition, one of LIKO’s
organizational objectives for the future is to continue their growth by expanding to new
international markets. To do this efficiently the pricing strategy chosen will be of great
importance. Having this in mind management attitudes are heavily influencing export
pricing.

As earlier stated in this chapter costs and management attitudes are factors that heavily
influence the export pricing within LIKO. However, it is essential that the price reflects
the perceived customer value. This result in that it is the customers that decides how high
the costs for developing and manufacturing products can be and therefore the customers
are the single most important factor influencing export pricing.

Customers are not only influencing the costs, but are also determining the demand at a
certain price. When LIKO is pricing a new product the sales manager together with the
CEO takes the perceived customer value into account by using their market knowledge.
As stated in our frame of reference demand and price elasticity are factors influencing
export pricing. We have in this analysis shown that the demand is influencing export
pricing. However, price elasticity is a factor that influences export pricing within LIKO
to a minor extent.

LIKO products are considered as inelastic which means that an increase in price leads to
a smaller decrease in quantity demanded. There are a number of reasons to this price
inelasticity. First of all it is a product that is demanded for disabled persons
independently of the state of the economy. Secondly, since LIKO’s products in general
are quite expensive and are perceived as high quality and highly functional products, they
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are more price insensitive than the lower priced competitors. Because of the perceived
high quality and functionality a high price is easier to justify. The reason to the high
quality and often high price products are partly due to the fact that the company produces
products that are specialized and in some cases also individualized.

As stated in the data collection chapter all actors, both domestic and international, within
the industry have to comply with the standard called EN10535, when producing medical
technical products. In addition, there are also country specific regulations. These
regulations and standards are not considered as a problem since LIKO is striving to lead
the product development, but do however affect the price. The reason why is that without
any regulations some competitors could lower their prices by lowering the quality. This
would result in an increased price pressure and LIKO would probably be forced to adapt
their prices to a new situation.

Another factor that influences LIKO when setting export prices, are competitors’ prices.
However, this factor is not of great importance but function more as a reference price.
According to the overall business strategy LIKO aims to be a company providing high
quality, highly functional and nice looking products. An important tool for being
successful with this strategy is to use the price to communicate the message. Being
present in the middle to high price range is therefore crucial and one way to be certain
that the company is in the correct position in the marketplace is to monitor competitors’
prices.

The customers of LIKO are spread throughout the world and therefore exclusive works is
used, which means that the customer pays for the transport of the product. LIKO uses no
more than one distributor in a market, and when possible they act solely with an internal
sales office. Internal sales offices exists in the US, Sweden, Great Britain and Germany.
In all other export markets distributors are used. When using distributors the control of
the price to the end customer decreases. However, to avoid a situation where LIKO
cannot influence the final price to the end customer a detailed investigation of all
distributors is carried out. This is done because according to Mrs. Viklund it is crucial to
LIKO to be able to influence the final price and that the distributor is supporting and
promoting the brand LIKO AB. Therefore it is important to create and build long-term
relationships with the distributors.

When being present with an internal sales office in a foreign market it is crucial to have
up to date market intelligence of the economical environment such as inflation, exchange
rate fluctuations and price controls. In addition, culture and attitudes within the society
has to be taken into account. Business ethics is a good example of different cultural issues
and, for example, terms of payment may differ. These factors are affecting the export
price since they are constantly changing and the prices have to be adapted to these
changes. However, in markets were LIKO is using a distributor, these factors does not
influence the export price since the distributors are setting the final price.

We have so far in this analysis mentioned all factors that are influencing LIKO when
setting export prices. The frame of reference however states that there are additional
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factors influencing export pricing. We will briefly analyze these factors and give reasons
to why they are not applicable.

When it comes to price escalation, LIKO does not experience this as a problem. This is
mainly due to the fact that the company is selling their products exclusive works. When
selling exclusive works, the problem of tariffs, transportation costs and taxes is avoided
since it is the buyer that has to solve these problems. Mrs. Viklund did not experience
foreign exchange risk as a major threat to the company.

Today the company has no intentions to relocate their production facilities from Luleå,
Sweden to a foreign country since the production is efficient as it is today. Furthermore
the business climate in Sweden is considered as stabile and maintaining control of the
production, and therefore quality, is considered important to the company.

In order to easier overview the analysis of what factors that are influencing export pricing
within LIKO table 5.1 is presented below.

  Table 5.1: Overview of factors influencing export pricing.
Factors influencing export pricing Theory applicable to LIKO?
Nature of the product or industry Yes
Costs Yes
System of distribution Yes
Location and environment of the foreign market Yes
Management attitudes Yes
Customers Yes
Demand and price elasticity Yes
Competition Yes
Organizational and marketing objectives Yes

Regulatory framework No
Price Escalation No
Location of the product facility No

  Source: Constructed by the authors (2003).

5.2 Pricing strategies

According to the respondent, LIKO is using the mark up strategy as a part of their overall
export pricing strategy. Mark up pricing can be characterized as a percentage of costs, or
a percentage of the retailers selling price. Senior management has decided on a fixed
mark up percentage that should be included in all prices. This percentage should cover
overhead costs as well as a profit margin. Since this mark up percentage is crucial to
company operations, Mrs. Viklund would not reveal it.

Bundle pricing is used by LIKO to a minor extent. The company uses this strategy when
it comes to slings, which often are sold in different packages. This is offered in order to
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make it easier for the customer to have all parts needed. Furthermore the slings are not a
core product, but more an accessory to easy the use of the core products. This is a
market-based strategy. In addition to this LIKO is using a system of discounts when
customers orders large quantities. This can also be seen as a market-based strategy.

Due to a constantly changing business environment it is crucial for the organization of
LIKO to be aware of what kind of competition they are facing. The more differentiated
the organization’s products are, the more flexibility is given to the pricing strategy.

As well as LIKO is using cost based and market based pricing strategies, it is using
competition-based strategies. It is important for LIKO to monitor competitors’ prices in
order to stay competitive. The overall strategy of LIKO is to be present in the middle to
higher price range, and to avoid the risk of targeting the wrong segment it is of great
importance to observe the competition. However, competitors’ prices are not the only
factor that should influence the final price. According to LIKO it is important to the
organization that the pricing strategy is contingent with the overall strategy. To make this
possible, LIKO cannot have an overall pricing strategy that is dependent of competitors
pricing strategies.

LIKO uses, as shown in this chapter, strategies from all three main pricing strategy areas.
However, there are specific strategies within each area and we will now discuss those not
applicable to LIKO.

Cost-plus pricing can be used when setting prices. This strategy differs from mark up
pricing in that a percentage is added before the actual costs are known. This strategy is
not used by LIKO since it is more suitable in projects or project situations.

Experience curve pricing allows the company to adapt their pricing strategy to the
experience curve within the organization. LIKO does not use this strategy since the
company is focusing solely on export sales and not on manufacturing the products, which
is done by a subsidiary.

A strategy often used when it comes to market based strategies is penetration pricing. The
strategy focuses on charging a low price in order to gain market shares. This strategy is
not used by LIKO since using such a strategy would totally contradict the company’s
overall strategy.

Skimming is the opposite of penetration pricing since this strategy is supposed to attract
the most price insensitive layer of the market by using a high price. Even though LIKO is
positioning them selves in the middle to higher price range, the company cannot be
characterized as using the skimming strategy. The reason to this fact is that, when using a
skimming strategy the company is striving to only attract the customers willing to pay a
premium price to be the first to possess the product. When the demand in this segment
has decreased the price is slightly reduced and a new segment is being targeted. The main
idea with LIKO’s pricing strategy is to constantly target the same segment and to create
long-term relationships.
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6. Conclusion

We will in this chapter provide the conclusions of our study. Initially we will discuss the
first research question and present the conclusions regarding this question. The second
research question will then be discussed and our conclusions will be provided. Finally
implications for managers, theory and future research will be presented.

6.1 How can factors influencing export pricing of industrial
products by medium sized companies be described?

According to theory and our frame of reference there are twelve factors influencing
export pricing. After reviewing the data collected from the interview with LIKO AB we
found that the factors affecting export pricing are not always the same as theory suggests.
Furthermore we found that different factors have different impact on a company’s export
pricing.

As stated in the frame of reference there are twelve factors influencing export pricing.
Five of the first six factors in the frame of reference can be applied to the case study
company. However, these factors are very general and are covering major areas. Since
these factors are generalized it is hard to describe all aspects influencing export pricing,
within each factor. The factor of influence that does not apply to the case study company
is location of production facility. Therefore we conclude that this model of export pricing
is not applicable to the empirical data. It must be noted that this model is only covering
parts of the problem area and should therefore not be used solely on its own. Furthermore
we suggest the cost aspects to be added to this model in order to be applicable.

The last six factors are more specific and it is therefore easier to analyze if and how each
factor influences export pricing.

We have arrived at the conclusion that costs of development and manufacturing, gross
margin required by senior management and finally management attitudes are some of the
most important factors when setting export prices. These factors should not be put in any
specific order since they are affecting the export price in different ways. According to
theory there are three internal factors and these are organizational and marketing
objectives, price escalation and costs. The conclusion we draw from this is that the only
internal factor we could not apply was the price escalation. We have based this
conclusion on the assumption that gross margin required by senior management and the
management attitudes can be derived to organizational and marketing objectives. The
reason to why price escalation cannot be found as a factor influencing export pricing is
according to us the fact that the products are sold exclusive works to all customers. If
including transportation costs in the price, price escalation would be a fact. These
conclusions contribute to the fact that the theory of internal factors influencing export
pricing cannot be verified.
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The single most important factor influencing export pricing is customers. If the customers
decide not to purchase products the demand will be eliminated. There are however other
important factors influencing export pricing. These factors are demand and channels of
distribution. These factors should not either be put in any specific order. Except from
these factors there are other factors that also affect the pricing. These are legal and
regulatory framework, and competitors. Based on the empirical findings, our conclusion
is that the theory of external factors influencing export pricing can be verified. The
reason to why legal and regulatory framework is not considered as important as
customers and demand is due to the fact that the case study company is one of the leading
forces of product development within the industry, and it is important to always provide
the market with high quality and high functionality products. For companies using such a
proactive quality strategy, complying with standards is seldom a problem, since the
companies always strive to have much higher standards. When using this proactive
strategy the focus is not on competitors, but on leading the development and using this as
a competitive tool. Therefore competitors are not an important factor to export pricing.
However, the case study company is monitoring competitors’ prices in order to not
position themselves in the wrong price range.

6.2 How can pricing strategies of industrial products in export
markets by medium sized companies be described?

According to theory there are three different areas when it comes to pricing strategies.
These are cost based, market based and finally competition based. After having
conducted the interview we have come to the conclusion that the pricing theories are
general and are hard to use independent of each other. The case study company uses
pricing strategies from all three areas.

From the area of cost based pricing strategies a modified mark-up strategy is being used.
The first conclusion when it comes to cost based pricing strategies is that the costs must
always be less than, or equal to the price. This modified mark-up pricing strategy can be
seen as the main pricing strategy, meaning that the other strategies used are evolved from
this strategy. The second conclusion we draw from our empirical data is that the theory of
cost based pricing strategy cannot be verified. The existing theory states that the theory
should be used when costs are unknown. However, our research shows that the theory is
applicable even when the costs are known.

As stated in the chapter of empirical data “LIKO acknowledge the fact that if only using
manufacturing costs and gross margin as the bases when setting a price, prices would be
far from optimal. Therefore it is crucial to take the market into account and adapt prices
to customer demand and perceived market value.” The first conclusion we draw from this
is that this statement strengthens our conclusion that pricing theories are overlapping each
other and can seldom be used independently. The second conclusion is that, besides using
a cost based strategy; companies also use a market-based strategy. When analyzing the
empirical data we found that the company strives to set the price according to the
perceived customer value. This is clearly a market-based theory but it is not applicable to



33

any existing theory. We found however one market based strategy in theory that can be
applicable. This is the bundle pricing and it is being used when selling slings.

The third major area within pricing strategies is the competition-based strategies. The fact
that the case study company is monitoring competitors’ prices and that they in some cases
are adapting their prices in order to be competitive shows that the company is using a
competition based pricing strategy. As earlier stated, the company uses competitors’
prices as a guideline when setting prices and getting a picture of how their prices will be
perceived be customers. The fact that the case study company is monitoring competitors’
prices verifies the theory of competitive pricing strategy. In addition, the company also
uses discounts when customers order large quantities. Having this in mind our conclusion
is that all three main pricing areas can be, and are, used at the same time. 

Overall conclusion

In the frame of reference we have showed that different factors influencing export pricing
are affecting the choice of export pricing strategy. After analyzing the empirical data
collected, we came to the conclusion that this frame of reference can not be verified.
When pricing a product covering costs for development and manufacturing together with
the gross margin required by senior management, and perceived customer value are
creating the base. These factors, together with the other factors discussed in the data
analysis are deciding what export pricing strategies to use, and will be used in the future.

As stated earlier the frame of reference in chapter two can not be verified. Based on the
empirical findings we suggest a modified frame of reference. See figure 6.1 below.

Figure 6.1: Modified frame of reference.
Source: Constructed by the authors (2003)
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The first, and as stated in the analysis, the single most important factor influencing export
pricing is the customer, as seen in figure 6.1. Since the customer is the one buying the
product they are affecting the demand and the price elasticity to a great extent. We find it
important to stress the fact that perceived customer value is included in customers. The
demand and the price elasticity are also affected by competitors’ products and price
strategies as well as the nature of the industry. The next step in the framework is the
connections between demand and elasticity, costs and management attitudes. The
management is deciding what pricing strategy that will be used in the overall strategy, but
there are other factors influencing the decision. This decision is influenced both by costs
and the demand and price elasticity. The demand and elasticity is affecting how high the
costs for a certain product can be and this relationship affects management attitudes.
Since management set the prices based on costs, both costs and management attitudes are
affecting the demand. It should also be noted that both gross margin is a part of
management attitudes. The final step towards a pricing strategy is that system of
distribution and location and environment of foreign market are influencing the outcome
from the relationship between costs, management attitudes, and demand and elasticity.

6.3 Recommendations

We will in this section provide recommendations based on the research carried out in this
thesis. We have come up with suggestions of implications for managers, implications for
theory and finally implications for future research.

6.3.1 Implications for managers

• When the case study company is setting prices it is using the cost of development
and manufacturing, and a certain profit margin required by senior management. In
addition to this, the sales manager together with the CEO uses their market
experience and personal knowledge to set a final price. In order to make it
possible for companies to keep the same overall pricing strategy, and to continue
using the gained experience, it is of great importance to construct a detailed
framework for setting export prices. We believe that this has to be done since
senior management will be replaced over time. 

• We further recommend companies with the same overall strategy as the case
study company to continue building a strong brand name and to maintain their
position in the price range. With an ever increasing price transparent market
place, using a consequent export pricing strategy and continue building a strong
brand name will be of great importance for success.
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6.3.2 Implications for theory and future research

In chapter one, we provided the purpose of this thesis; to gain a better understanding of
export pricing of industrial products by medium sized enterprises. This thesis contributes
to a better understanding of the problem area of export pricing. We have in our thesis had
a focus on medium sized companies selling industrial products, an area where, in
comparison to MNEs, little research has been conducted. We have during the research
investigated what factors that influences export pricing, what pricing strategies are being
used and the relationship between the both. While conducting this research we found
areas where future research can be recommended. 

In the light of our findings, which differ from theory in a number of factors influencing
export pricing, we find it necessary that future researchers investigate a larger sample of
medium sized companies to find out if these differences exist.

Furthermore our research was connected to industrial products and in business markets
similar differences may be discovered. Therefore we recommend future researchers to
conduct the same research as conducted in this thesis in the area of business to customer
market.

We finally recommend future researchers to conduct research based on our new modified
frame of reference (see figure 6.1). We believe that this frame of reference will reflect
what factors that influences export pricing, which pricing strategies are being used and
the relationship between factors and strategies in medium sized companies since it is
developed from existing theory and modified by empirical findings from a medium sized
company.
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Appendix interview guide

Background Info

1. Name and title of the person interviewed
2. Company name
3. Year of establishment
4. Number of employees
5. Annual turnover and estimated growth
6. Industry of operation and type of products
7. The market

a. Competition
 i. Domestic
 ii. International

b. Laws and Regulations
c. Suppliers
d. Customers
e. Market share

8. Business concept
9. Size of export and to which countries.
10. Export history

a. First export and to which market
b. How many markets today
c. Market shares
d. Expansions to new markets

Please describe LIKO’s pricing strategy?

• Cost based strategies
- Mark up pricing
- Cost plus pricing
- Experience curve pricing

• Market based strategies
- Penetration pricing
- Skimming pricing
- Bundle pricing

• Competition based pricing

Please describe LIKO’s export pricing strategy?
• See domestic
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Which factors are affecting the export pricing strategy?

Cavusgil
• Nature of the product or industry
• Location of the production facility
• System of distribution
• Location and environment of the foreign market
• Regulatory framework
• Management attitudes

External factors
• Customers
• Demand and price elasticity
• Competition

Internal factors
• Organizational and marketing objectives
• Costs
• Price escalation

How do these factors influence the price?

Do some factors have a greater influence on the price than others?

How do these factors influence the price more than others?

How does LIKO use the price to send a message to the customer through the price?
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Appendix intervjuguide

Bakgrunds fakta
1.   Namn och titel på respondenten
2. Företagsnamn
3. Etablerings år
4. Antal anställda
5. Omsättning och uppskattad tillväxt
6. Bransch tillhörighet och typ av produkter
7. Beskriv marknaden,

a. Konkurrenter
 i. Inhemska
 ii. internationella

b. Lagar
c. Leverantörer
d. Kunder
e. Marknadsandel

8. Affärsidé
9. Storlek på export verksamhet, samt till vilka länder
10. Export historia

a. Första exporten och till vilken marknad
b. Hur många marknader idag
c. Marknadsandelar
d. Största marknaden
e. Nyetableringar

Förklara LIKO’s prissättnings strategi?

- Kostnads baserade
o Mark up pricing
o Cost plus pricing
o Experience curve

- Marknadsbaserade
o Penetration
o Skimming
o Bundle

- Competition based

Förklara företagets export pris strategi.
Se inhemsk
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Vilka faktorer påverkar export prissättnings strategin?

Cavusgil.
• Bransch och produkter
• Produktionens geografiska läge
• Distributions system
• Geografiskt läge samt marknadsmiljö
• Lagar och förordningar
• Ledningens attityder

Externa faktorer.
• Kunder
• Efterfrågan och pris elasticitet
• Konkurrenter

Interna faktorer
• Organisatoriska samt marknadsföringsmål
• Kostnader
• Pris eskalering 

Hur påverkar dessa faktorer priset?

Har vissa faktorer större inflytande över priset än andra?
- Hur påverkar dessa faktorer priset mer än andra?

Hur använder LIKO priset för att sända ett budskap till kunden?




