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Abstract 
 
The aim of this thesis has been to provide a better understanding of pricing within 
industrial markets. Previous researchers have established that when deciding pricing 
strategy and ultimately the final price for a product, the marketing managers must take 
many factors, both internal and external, into consideration. This thesis will mainly 
investigate the internal factors that affect a manufacturer within industrial markets.  

To be able to get a better understanding of pricing within industrial markets, a case 
study was performed at Ovako Steel AB, a manufacturer of special engineering steel. 
The company operates within many markets both domestically and internationally. In 
many of the domestic markets, the company are market leader, both with regard to 
market share and price level and was therefore suitable for this study.  

In contradiction to previous research a finding from this study was that the 
investigated company actually were able to maintain a high price strategy over a 
longer period of time.   

The use of the analysis of the company’ customers and products as a tool for 
developing price differentiations were found to be very useful. Although the result of 
the analysis was not what the marketing staff had hoped for, it is a good starting point 
to develop a system for price differentiation.  

Additional finding for this study was that companies that is faced with high 
manufacturing costs and therefore use a high price strategy and act as price leaders in 
one or several markets, have to consider the use of augmented products to be able to 
create and maintain a high price.  
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Introduction 

1. Introduction 
The concept of price is exceedingly complex, and the roles it can play are numerous. 
Two of the basic roles for price are allocation and information. As an allocative 
instrument, the price of a product, determines who can buy the product and how much 
that can be purchased, or the total demand of the product. As an informative 
instrument, the price of a product gives an indication and positions the product as to 
its quality and the acquired social status in owning the product. (Hanna & Dodge, 
1995)  

A company' pricing policy is a very powerful marketing instrument as it directly 
influences profit when considering the profit equation of revenues minus costs. It is 
noted that the only marketing variable to appear on the revenue side of the equation is 
price (LaPlaca, 1997). Jobber (1998) points however out that the price cannot be seen 
as a single factor, and must be combined with the other factors in the marketing mix, 
which are product, place and promotion. 

Companies that act on the industrial market, in comparison to actors on the consumer 
market, have to consider other factors when pricing their products. Within the 
consumer markets the customers tend to rely on price in differentiating between 
products and forming impressions of product quality (Dodge & Hanna, 1995). Within 
the industrial markets, the pricing may be of minor significance and is instead 
complemented with factors such as delivery reliability, technical ability, and 
knowledge to make up the total perceived value to the customer (Kelly & Coaker, 
1976). 

These differences between the industrial and the consumer markets are also 
recognized by Barback (1979). But Barback also states that the differences between 
them aren't fundamental, and that producers of industrial goods, in assumption that the 
areas are totally different, fail to apply techniques that have been successful in the 
consumer market and could be applicable to the industrial market with a profit. 

This thesis will focus on pricing within industrial markets. However, one cannot 
automatically exclude the theories that deal with the pricing within the consumer 
market according to Barbacks statement above. 

1.1 Background 
Within marketing as a research area, pricing as a factor for decision has until the end 
of the 1970's, not been as dominating, when comparing to the research area of 
economy and accounting, where pricing of a product always been a central factor for 
economists, politicians and government regulators. (Laric, 1980) 

During the last couple of decades, articles dealing with pricing have appeared more 
often, but according to LaPlaca (1997), the researchers have continued to pay little 
attention to the area of pricing within marketing. Most of the articles that have been 
made by the industrial marketing researchers have been descriptive dealing with 
current pricing strategies (Morris and Calantone 1990). 

A reason why pricing within the area of marketing have been paid relatively little 
attention, might be that pricing is affected by a large number of both internal and 
external variables which makes it very difficult to perform a systematic study. (Laric 
& Jain 1979) 
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1.1.1 Strategic pricing 
Morris and Calantone (1990) have developed a framework called Strategic Pricing 
Program (SPP) where the framework is divided into four different components: 
pricing objectives, pricing strategy, pricing structure and pricing tactics. The factors 
depend on each other and the pricing strategy is developed from the pricing objectives 
and so on. They can therefore not separately be approached in an isolated way. (Ibid) 
With focus on the pricing objectives that the company have set up the pricing is 
developed. The pricing objective contains extensive statements as regards to how 
price will be used to achieve the objectives. The pricing objectives might be to 
increase profitability by 12 percent over the next year, or to gain market share by 
concentrating on small users served by the company's full-line distributors. (Hanna & 
Dodge 1995) 

The pricing strategy is often implemented under a period of six to twenty-four months 
and is flexible and adaptable to changing environmental conditions. It will generally 
fit into one of the two groups: cost-based or marketing-based. Cost-based strategies 
are based on a formula where costs are fully allocated to units of production, and a 
mark-up rate or rate of return is added to this total. Market-based approaches tend to 
focus either on the competition, customer demand, or both (Morris & Calantone, 
1990). Pricing structure and tactics is set to give the salesmen guidelines in their 
negotiations with their customers. The pricing tactics are flexible and can be altered to 
adapt to the current state of the market. (Morris and Calantone, 1990) 

As previously established, the price is an indicator of customer value and the factors 
dealing with customer value must also be elaborated in conjunction with other 
activities that also is value-related and especially those activities that directly interface 
with the customers (Morris and Calantone, 1990). Among industrial companies, the 
cost-based approach is the most common, which is a bit strange since price should 
reflect the value of the product and be a statement of what the customer is willing to 
pay and these two factors are considered within the market-based approach. (Morris et 
al. 1990) 
Whatever price strategy selected by the company, will directly affect the other 
marketing-mix factors such as product features, distribution methods, advertising and 
promotional strategies. (Hanna & Dodge 1995) 

1.1.2 Factors affecting the price  
In a review it is established that price is not the only factor that industrial companies 
can compete with. Out of 112 business transactions, 59% were awarded to the lowest 
bid and in 41% of the situations; the contract was given to a non-low bidder due to 
other choice criteria (Kelly and Coaker, 1976). Rather than compete on price alone, 
marketers must think in terms of total value as perceived by the customer, or the 
combination of features and experiences that creates the total perception of value by 
the customer. What a customer will pay for a product or service does not relate solely 
to physical features or performance. Rather, it is the total package, including 
complementary features such as installation, delivery, technical support, and after-sale 
service, as well as the symbolic features such as prestige and status that are perceived 
as delivering more value than competition.  
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Within industrial markets, there are different buying situations, where the price is of 
varying importance for the buying company. The situation can depend on whether the 
buyer is (1) a producer and is going to use the article as an input in their own 
manufactured products; (2) a retailer or distributor that uses the article for direct re-
sale with relatively little or no physical alteration; or (3) a government organisation. 
(Laric 1980) 

Other factors that influence the importance of the price are the size of the buying 
company and its negotiation- and buying power against the seller. (Ibid) 
Laric and Jain (1979) developed a framework for strategic industrial pricing that 
suppose to help out industrial decision makers in their activities to optimally 
determine a price for their products. It starts out with the strength of the buyer versus 
the seller and then takes in tactical considerations with several environmental 
concerns. 

An industrial company that manufacture and sell their products to many different 
customers have the opportunity to use price differentials as a way to increase profit. 
This implies that a company can have different price on a single product to different 
segments and customers. Price differentials are used to a considerable extent within 
the industrial market and the factors that can influence different segments are volume, 
frequency of buy and future potential sale. There are however ethical and legal 
concerns with price differentials (Morris 1987). 

1.1.3 The effect of right price 
Doyle (2002) states that a company's profitability, both in the short and long run, 
largely depends on the pricing of their products and that the right price can boost 
profit faster than increasing volume will and at the same time, the wrong price can do 
the opposite  

This is also recognized by Marn and Rosiello (1992) in a study, where they found that 
a one per cent (1%) increase in price with constant volume, yields a 11,1% increase in 
operating profit and an increase in volume with 1% with constant price gave 3,3% 
better result in the operating profit. 

From the theories previously mentioned, it is established that for a company, the most 
effective and quickest way to realize its maximum profit is to get its pricing right and 
the importance of pricing should not be underestimated. The theories state that 
understanding how to set prices is an important aspect of marketing decision-making. 
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1.2 Problem area 
It is evident that researchers within the area of industrial marketing haven't paid 
enough attention to the research area of pricing compared to other areas such as sales 
management, global marketing and buyer behaviour (Laplaca, 1997; Morris & 
Calantone, 1990) and this though the pricing of the products can lead to a company's 
success if priced right or to failure if priced wrong. (Marn & Rosiello, 1992) 

Morris (1987) points out in his survey that many companies don't do any research and 
follow-ups to judge the effectiveness of their overall pricing strategy and therefore 
they don't know exactly the effect of the price strategy and how it thereby can be 
improved. 

Morris and Calantone (1990) suggests that additional research can be made to develop 
theories, formulate hypotheses and carry out empirical studies and that the strategic 
pricing program, SPP, can be used as a framework.  

The companies in the industrial markets often do business by negotiations. This imply 
that list price may not reflect the entire spectrum of price variations, but factors such 
as credit terms, delivery schedules, promotion and quantity discounts must also be 
taken into account as a part of the final price. (Haas, 1995) 

To shed more light on pricing within the industrial market the following research 
problem can be formulated: 

Research problem 
To gain a better understanding of pricing within industrial markets 
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2. Literature review 
This chapter describes and presents the theories that are relevant to the study The 
chapter is structured in the way that the different theories presented in chapter 2.1 to 
2.6 is then tied together in chapter 2.7 in Morris and Calantones (1990) SPP 

2.1 Pricing approaches 
According to Haas (1995) there are three different pricing approaches: cost-orientated 
approach, competition-orientated approach and demand-orientated approach. Jobber 
(1998) then ads a fourth approach, market-based approach. 

These pricing approaches are used by the marketing manager as a basis when 
developing the company’ pricing objectives and pricing strategies. (Haas, 1995) 

2.1.1 Cost-orientated pricing 
Cost-orientated pricing is the most elementary pricing method. It involves the 
calculation of all the costs that can be attributed to a product, whether variable or 
fixed, and then adding this figure a desirable mark-up, as determined by management. 
(Hanna & Dodge, 1995) 

Cost-orientated pricing is used by companies because the approach is justifiable on 
ethical grounds and it is easier for the customers to understand in comparison to the 
approaches of competitive- and demand-orientated.  Cost-orientated approach gives 
the company the ability to use readily available data from the company’ records and 
therefore, do not have to look beyond the borders of the company to be able to set 
prices. In some industries, the cost-orientated approach may be the only recognized 
and accepted approach. (Ibid) 

The weaknesses that limits the cost-orientated approach practicality is that it 
overlooks the marketing environment and that the price an individual is willing to pay 
for a product may bear little relationship to the cost of manufacturing that product. It 
also fails to recognize competitive forces. Another weakness is if the cost information 
is incorrect or distorted. It can then seriously erode both competitiveness and 
profitability. Also if the calculated volume sold is not fulfilled the revenues will not 
be as high as estimated. (Haas, 1995) 

2.1.2 Demand-orientated pricing 
This pricing approach looks beyond the mere costs for the products and instead 
considers the intensity of demand for the products. This implies that the manager 
needs to have some idea of the quantities of the product that can be sold at different 
prices. The demand schedule becomes in turn the basis for determining which level of 
production and sales would be most profitable for the company. (Hanna & Dodge, 
1995) 

2.1.3 Competition-orientated pricing 
Companies that use competition-orientated pricing, base their price on the 
competitors' price. The company must first determine who the competitors are at the 
present time. Then by evaluating the own products unique characteristics, the relative 
strengths or weaknesses of its competitive position and the reaction to the set price 
from the competitor, the company can set a price that is either lower, higher or the 

 5



 
Literature review 

same as the prevailing market price. While cost-orientated pricing is a "forward" 
approach, competitor-based is "backward" approach. 
This is because in competitor-orientated approach, the price is the starting point in the 
calculation and then it is the manager's work to backwards from the given price to see 
if the designated price is sufficient to cover costs and desired profitability. The price is 
however only an indication to the appropriate price to charge considering the 
competition in the marketplace. The advantage with this approach is that it is 
relatively easy for the company to determine the price. (Hanna & Dodge, 1995) 

2.1.4 Market-orientated pricing 
Market orientation is the very heart of modern marketing management and strategy 
and it has been proclaimed for more than three decades that a business that increases 
its market orientation will improve its market performance (Jobber, 1998). According 
to Shapiro (1988) three characteristics make a company market orientated. 
Information on all-important buying influences permeates every corporate function. A 
company can be market-orientated only if it completely understands its market and 
the people who decide whether to buy its products or services. Strategic and tactical 
decisions are made interfunctionally and interdivisionally. Functions and divisions 
will inevitably have conflicting objectives that mirror distinctions in cultures and in 
modes of operation. A big part of being market driven is the way different 
departments deal with one another. Divisions and functions make well-coordinated 
decisions and execute them with a sense of commitment. An open dialogue on 
strategic and tactical trade-offs is the best way to create commitment to meet goals. 
When the implementers also do the planning, the commitment will be strong and 
clear. A market orientation is the business culture that most effectively and efficiently 
creates superior value to customers. (Narver & Slater, 1990) Market orientated pricing 
is more difficult than cost-orientated or competitor-orientated pricing because it takes 
a much wider range of factors into account. In all, ten factors need to be considered 
when adopting a market orientated approach: marketing strategy, price quality 
relationship, product line pricing, negotiating margins, political factors, costs, effect 
on distributors and retailers, competition, explicability and value to customer. These 
are shown in figure 1. (Jobber, 1998).  

Market-orientated 
pricing 

Price-quality 
relationships 

Competition 

Explicability 

Product line 
pricing 

Negotiating 
margins 

Political 
factors 

Costs 

Effect on 
distributors/ 

retailers 

Marketing 
strategy 

Value to 
customer 

Figure 1: Marketing orientated pricing 
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2.1.4.1 Marketing strategy 
The danger is that price is viewed in isolation with no reference to other marketing 
decisions such as positioning, strategic objectives, promotion, distribution and product 
benefits. Jobber (1998) states that the price of a product should be set in line with 
marketing strategy. The result of setting a price without considering other factors is an 
inconsistent mess, which makes no sense in the marketplace and causes customer 
confusion. 

2.1.4.2 Price-quality relationship 
People as an indicator of quality use the price-quality relationship. Within markets 
where an objective measurement of quality is not possible such as drinks and 
perfume, this relationship is used. But the effect is also to be found with consumer 
durables and industrial products. (Jobber, 1998) 

2.1.4.3 Product line pricing 
Companies that used the marketing-orientated approach also need to take account 
where the price of a new product fits into its existing product line. In some cases, 
companies prefer to extend their product lines rather than reduce the price of existing 
brands in the face of price competition. They launch cut-price fighter brands top 
compete with the low price rivals. The advantage with this is that companies can 
maintain the image and profit of existing brands. By producing a range of brands at 
different price points, companies can cover the varying price sensitivities of 
customers and encourage them to trade-up to the more expensive, higher margin 
brands. In these situations, price points are selected to signal clear quality differences 
between the brands in the line. (Jobber, 1998) 

2.1.4.4 Negotiating margins 
In some markets customer expect a price reduction. Price paid is therefore very 
different from list prices. Marketing-orientated companies recognise that such 
discounting may be a fact of commercial life and build in negotiation margins that 
allow prices to fall from list price levels but still permit profitable transaction prices to 
be achieved. (Jobber, 1998) 

2.1.4.5 Political factors 
High prices can be contentious public issue that may invoke government intervention. 
Where price is out-of-line with manufacturing cost, political pressure may act to force 
down prices. Companies need to take great care that their pricing strategies are not 
seen to be against the public interest. Exploitation of a monopoly position may bring 
short-term profits but incur the backlash of a public inquiry into pricing practices. 
Setting a to low price can also be controversial; this has been used to force 
competitors out of business in order to decrease the competition in the existing 
market. Anti-dumping laws exist in most countries today. (Jobber, 1998) 

2.1.4.6 Costs 
Another consideration that should be borne in mind when setting prices is costs. This 
may seem a contradiction of an outward-looking marketing-orientated approach, but 
in reality costs do enter the pricing equation and the manufacturing costs sets a 
foundation for the price setting. The secret is to consider costs alongside all of the 
other considerations discussed under marketing-orientated price setting rather than in 
isolation. In this way costs act as a constraint: if the market will not bear the full cost 
of production and marketing the product it should not be launched.  
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What should be avoided is the blind reference to costs when setting prices. Simply 
because one product costs less to make than another does not imply its prices should 
be less. (Jobber, 1998) 

2.1.4.7 Effect on distributors/retailers 
When products are sold through intermediaries such as distributors or retailer, the list 
price to the customer must reflect the margins required by them. The pricing strategy 
is dependent on understanding not only the ultimate customer but also the need of the 
distribution and retailers who from the link between them and the manufacturer. If 
their needs cannot be accommodated product launch may not be viable, or a different 
distribution system required. (Jobber, 1998) 

2.1.4.8 Competition 
Competition factors are important determinants of price. At the very least competitive 
price should be taken into account; but still it is a fact of commercial life that many 
companies do not know what the competitors are charging for their products. (Jobber, 
1998) 

2.1.4.9 Explicability 
The capability of salespeople to explain a high price to customers may constrain price 
flexibility. In markets where customers demand economic justification of prices, the 
inability to produce cost and/or revenue arguments may mean that high prices cannot 
be set. In other circumstances the customer may reject a price that does not seem to 
reflect the cost of producing the product. (Jobber, 1998) 

2.1.4.10 Value to customer 
The second consideration that should be done when setting prices, according to Jobber 
(1998), is to estimate a product's value to the customer. The more value that a product 
gives compared to the competition, the higher the price that can be charged. 

2.2 Pricing Objectives 
The pricing objective is set from the company's overall objectives, and the pricing 
objectives determine the parameters of the pricing strategy (Haas, 1995).  
Companies that act in the industrial market commonly use variations of the following 
five pricing objectives 

2.2.1 Achieve a specific target return on investment or on net sales 
Target return pricing is concerned with determining the necessary mark-up per unit 
sold, which will permit achieving the overall target profit goal. 

Target return pricing is effective as an overall performance measure of the entire 
product line, but not of the individual products in the line. This is because products in 
the line vary in terms of their capital investment, market share, established image and 
competitive pressure. It would be strategically erroneous to expect to receive the same 
rate of return on investment from each product in the line or to achieve this rate of 
return equally every year. (Dodge & Hanna, 1995)  

One problem with using this objective is that it can be difficult for a company to 
correctly evaluate their capital assets and another problem lies in deciding what 
percentage of the target return that should be derived from the different items in the 
product line. (Ibid) 
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2.2.2 Maintain or enhance a market share 
With a market-share pricing objective, the manager uses price to increase, maintain or 
even decrease market share. Market share is sought as a goal, because companies with 
a large share of their respective markets are generally more profitable than their 
smaller-share counterparts. Strategies with the purpose to create market share can be 
either offensive or defensive, where the offensive strategy is intended to increase 
profitability and the defensive strategy is used by a company that have a much smaller 
market share than the leader's and attempts to reach a minimum relative share to be 
able to survive against competitive pressure. (Dodge & Hanna, 1995)  

2.2.3 Meet or prevent competition 
Competitive pricing objectives occur when a company wishes to determine its prices 
by following or beating competitors' prices. (Haas, 1995) 

A company that uses this type of objective does not, in reality have a price policy, 
price is a given, and the firm will have to work backwards, tailoring costs to fit the 
price. Firms that are likely to follow this pricing practice are usually either smaller 
firms, which would rather follow a price leader, or large firms where the product in 
question is a fairly standardized product or commodity lacking the advantage of 
differentiation. (Dodge & Hanna, 1995) 

2.2.4 Maximize profits 
Dodge and Hanna (1995) states that in real-world situations, profit maximization as a 
goal, is usually a non-operational objective and even though, firms may state such an 
objective as a primary goal. The highly complex structure of organizations and the 
diversity of competitive offerings would make it difficult for executives to know 
which alternative courses of action to choose in order to maximize profit. 

Economic theory makes the assumption that in competitive industries, a normal goal 
for the company is to seek profit maximization. Theoretically, if high profits prevail, 
the field becomes attractive to possible competition and the additional suppliers will 
keep prices at a reasonable level. Profit maximization in this sense becomes a 
desirable objective since it results in a better allocation of society's resources (Ibid) 

2.2.5 Stabilize prices 
Price stabilization is a policy that attempts to keep prices stable in the long-run and 
minor fluctuations in raw material, labour or other costs will not change the price. 
Companies maintain what they consider to be socially fair and just prices, without any 
attempt to take advantage of market conditions by charging what the market can bear. 
Stable prices serve well the purpose of the known, publicly visible large corporations. 
This policy builds public's trust and earns the firm goodwill and popularity. (Dodge & 
Hanna, 1995) 

Price objectives should be measurable, which generally means they must be 
quantifiable. Otherwise, it becomes difficult to determine how well they are being 
accomplished, and whether or not the pricing program is working. Other objectives 
are more difficult to measure, such as "maintain middlemen loyalty" or "be regarded 
as fair."  (Dodge & Hanna, 1995) 

With objectives like these it is necessary to perform some kind of primary research 
such as surveys of middlemen or customers before and after the pricing action. 
(Morris & Calantone, 1990) 
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2.3 Pricing Strategy  
The pricing objectives establish the company's performance levels the manager 
wishes to achieve and the pricing strategy or strategies represent the comprehensive 
statements regarding how price will be used to accomplish the objectives. A pricing 
strategy provides a theme that guides all of the firms pricing decisions for a particular 
product line and a particular period. The strategy adopts a longer time horizon, usually 
from six months to two years, and is flexible or adaptable to changing environmental 
conditions. (Morris & Calantone, 1990) 

Pricing strategies is generally cost-based, demand-based, competition-based or 
market-based. These approaches have been presented closely earlier in this thesis. 
Among industrial firms, the cost-based approach is much more common than market 
approaches. This tendency however is one of the great ironies of business, since it 
reflects a general level of naiveté among managers responsible for pricing decisions. 
Price must be a reflection of what the customer is willing to pay. Value and customers 
willingness to pay are market-based considerations. Costs, alternatively, are 
frequently unrelated to the amount customers are willing to pay. They are primarily an 
indicator of company efficiency. The popularity of cost-based strategies reflects the 
fact that they are easy to implement and manage. In addition, setting a price that 
covers costs and generates a fixed profit margin makes intuitive sense to the typical 
manager. Unfortunately, this price is often too high or to low given current market 
conditions. (Ibid) 

According to Morris & Calantone (1990) and Dodge & Hanna (1995) there are 
several types of pricing strategies and these are 

2.3.1 Skimming 
This type of pricing strategy is effectively used when the product is an innovation or a 
desirable variation, compared to the existing products on the market and it therefore 
have, at least in the initial state, the advantage of acting on a relative monopolistic 
market. The product is priced with the highest possible price. The high price and 
margins are often needed to cover the costs of developing and promoting since these 
tend to be high for products using this strategy. The high price can also give the 
product a high-quality image in the initial stage. The skimming strategy is frequently 
used under a limited period since sooner or later the monopolistic advantage will 
disappear when other actors enter the market with similar or identical products. The 
high price can now be lowered without significant problems. It would be more 
difficult for a company to lower a price that initially was set low. (Dodge & Hanna, 
1995) 

2.3.2 Prestige pricing 
This type of pricing strategy uses the same high price strategy as skimming. But 
unlike skimming, prestige pricing is designed to maintain the high price throughout 
the product life cycle in order to contribute with prestige and quality connotations to 
the item.  The high price itself is an important motivation for purchasing the product. 
Business history shows that in many cases, a lowered price on a prestigious product 
resulted in declining sales. In those cases the increase in volume does not match up 
the loss in sales to customers in the upper economic and social groups.  
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For those groups, the lower price would remove the prestige image that is influential 
in the purchase of the product and therefore, a lowered price can discourage sales, 
rather than increase them. (Dodge & Hanna, 1995) 

2.3.3 Penetration pricing 
Penetration is a low-price strategy designed to infiltrate markets and achieve a large 
market share for the firm. This strategy is only feasible if the price elasticity of 
demand for the product in question is high enough, so that the lower price will result 
in a large increase in sales volume. (Dodge & Hanna, 1995) 

To be able to implement this strategy the company must have the production and 
distribution capabilities to meet the anticipated high demand when a penetration price 
strategy is successfully implemented. (Dodge & Hanna, 1995) 

The dangers with penetration are that competitors can match the lowered price and 
therefore nullify the relative advantage unless the product is adequately differentiated 
from competing brands and that the customers association between price and quality 
deters from buying the product. (Dodge & Hanna, 1995) 

2.3.4 Expansionistic pricing 
Expansionistic pricing takes one step further than penetration pricing. It is a very low 
price policy aimed at establishing mass markets, sometimes at the expense of other 
competitors. Here the high price elasticity of demand is of great significance. 
Companies that want to establish a brand by selling a standardized, low-cost version 
product to gain market acceptance and when that is accomplished extend the selection 
with more expensive and exclusive products can use this strategy. (Dodge & Hanna, 
1995) 

Expansionistic pricing has always been under tight scrutiny by the government in 
order to prevent any attempt to use dumping. Dumping is expansionistic pricing taken 
to an extreme when a company selling a product abroad below its manufacturing 
costs. Anti-dumping laws have been enacted in many countries to prevent such 
extreme pricing practices being used. (Dodge & Hanna, 1995) 

2.3.5 Pre-emptive pricing 
This strategy is also called stay-out price strategy and its aim is to deter possible 
competitors from entering the market. This strategy is well suited in situations where 
the company does not hold a protective patent or have a differential advantage over 
other companies, and where entry into the market is relatively easy. Delaying 
competitors' entry gives the firm the chance to gain share, reduce cost through scale 
and experience effects, and acquire name recognition as the original entrant. (Dodge 
& Hanna, 1995) 

2.3.6 Extinction pricing 
A company with this strategy sets the price on the product below the level where it is 
justifiable on the basis of cost of production.  The intention is to financially harm the 
competition even if the firm incurs a financial lost. When the competition is 
eliminated, prices can be raised to profitable levels. Just as expansionistic pricing, 
extinction pricing is a strategy that raises ethical issues. (Dodge & Hanna, 1995) 
 

 11



 
Literature review 

2.4 Pricing Structure 
When the company has selected a pricing strategy, this strategy must be implemented 
into the developing of the pricing structure. The pricing structure is concerned with 
which aspects of each product or service will be priced, how prices will vary for 
different customers and products/services and the time and conditions of payment. 
The simplest pricing structure involves charging one standard price for a product or 
service, with no discounts or variations. This is relatively simple to administer, and 
easily understood by customers and middlemen. The biggest disadvantage with such 
simple structure concerns their lack of flexibility as markets become more 
competitive, and as new profit opportunities arise for the firm. (Morris & Calantone, 
1990) 

When competition in an industry intensifies, price generally moves in the direction of 
costs, while demand is increasingly saturated. Both of these developments have 
implications for price structure. First, any differences in the cost positions take on 
significance as the price structure is modified to reflect a competitor's cost advantage 
or disadvantage. Second competitors are apt to respond to market saturation with 
more aggressive market segmentation and targeting. One frequent result is price 
breaks for certain groups of customers. (Morris & Calantone, 1990)  

2.4.1 Price differentials 
Previous in this thesis, it is established that customers perceive the value of a product 
subjectively. Such perceptual differences provide to an economic rationale for price 
differentials or price discrimination. (Morris, 1987) 

The primary reason for a company to use price differentials in its marketing programs 
is to increase sales and profits. For price discrimination to be used effectively, it is 
necessary that there are two or more identifiable segments of buyers whose elasticity 
of demand for the product differ appreciably, and can be separated at a reasonable 
cost. (Morris, 1987) 

Elasticity of different categories of users will vary for at least three reasons where the 
first is that elasticity varies with the extent to which a customer perceives that 
acceptable substitutes exists. Secondly, the elasticity of demand increases as the 
customers perceiving of the product as a necessity decreases. Third, the elasticity of 
demand varies with the degree of the customers resources, spent on the product. (Ibid) 

As a managerial tool, price differentiation can be used to modify demand pattern, by 
for example discouraging certain types of customers from buying. Differentials can 
also be used to support sales of other products or services in the company's line and to 
fill or utilize the excess production capacity (Ibid). For industries with high fixed 
costs, differentiated pricing is often essential. Within the airline industry, price 
differentiation is used in an attempt to fill the empty seats on the flights, because an 
empty seat on a flight is revenues lost forever. (Nagle & Holden, 1995) 

2.4.1.1 Initiation of price differentials 
Price differentials are implemented in a variety of ways and can be initiated by either 
the seller, where the seller grants a price break to favoured buyers or by the buyer 
where the buyer coerces the seller to give a price break. (Morris, 1987) 
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The seller initiated price differentials can be either systematic or unsystematic. The 
systematic initiated price differentials is used when there is some underlying basis for 
separating market segments and subsequently charging differential prices in one or 
more of these segments, and among other, factors as age, sex, location of buyer and 
buyer's income or earning power can be used as a base for price differentials by the 
selling company. (Ibid) 

Unsystematic price differentials is usually evident in price bargaining or haggling 
where for example a salesperson receives commission equal to some percentage of 
gross margin attempts to negotiate the best possible price. It appears that there is no 
consistency or systematic basis for price differentials except for the buyers desire to 
make a bargain. (Ibid) 

2.4.1.2 Price differentiation in the industrial market 
Within the industrial and organizational markets, price differentials are often used in 
another manner than described above. Differentiation factors such as age and sex are 
not relevant but instead it can be the volume purchased, potential future purchases and 
the extent of augmented services that decides the segments. (Dodge & Hanna, 1995) 

Within the industrial markets, price breaks can be used in the form of different kinds 
of discounts. These discounts can include; quantity discounts where a reduction from 
the list or suggested price is based either on the number of units purchased or on the 
monetary value of the purchase. Trade or functional discounts are given to wholesaler 
to represent payments for the performance of marketing functions. Seasonal discounts 
are reductions from the list price to encourage buyers to order early in the season or in 
the off-season. Promotional discounts are given to dealers as a form of compensation 
for the sales promotion efforts undertaken by them in promoting his product. Cash 
discounts imply that a reduction of the list price is used to encourage the customers to 
quickly pay for the merchandise. An example might be that the customer will get a 
two percent cash discount if payment is received within ten days. (Ibid) 

Doyle (2002) points however out that discounts must be used with caution and that 
many companies erode their high prices with cash discounts for early payment, 
quantity discounts, trade discounts, seasonal discounts and other allowances for 
promotion or trade-in 

2.4.1.3 Legal issues 
There is however legal and ethical issues to consider when using price differentials or 
price discrimination. To prevent preferential pricing, allowances or services that result 
in a significant economic disadvantage to the marketer's customers or competitors, 
legislation has been made. Price discrimination is illegal if it can be shown to (1) 
substantially lessen competition; (2) result in a tendency toward monopoly; or (3) 
injure, destroy, or prevent competition at the primary, secondary or tertiary level of 
distribution. (Morris, 1987) 

2.4.1.4 The use of price differentiation 
In a survey, Morris (1987) investigates U.S. industrial marketers’ awareness levels, 
attitudes, current and past behaviours and future intentions in terms of the use of price 
differentials. From the survey Morris established that the marketers had very little 
awareness about the legislation that dealt with price differentials, but a majority 
correctly answered questions regarding the legal aspects of price discrimination. 
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The marketers in the investigations attitude towards price differentials were 
favourable and price differentials are a widely accepted practice were 90% of the 
respondents used price differentials in some extent. Most of the respondents stated 
that it was an effective practice that provided pricing flexibility, that it was usually 
profitable and nearly 65% stated that differentials were either very or somewhat 
essential. (Ibid) 

Morris (1987) came to the conclusion that the common problems encountered is using 
a price differential system involve confusion among salespeople or distributors 
regarding what price to charge, complications in handling multiple prices from an 
accounting standpoint, and customer irritation over the fact that not everyone is 
paying one standard price. 

In general, respondents felt their usage of price differentials had been effective and 
only 14% indicated that the practice had been somewhat or very ineffective. However 
most companies reported that they had done no research in the preceding two years to 
judge the effectiveness of their overall pricing strategy, nor had they done any 
research to determine the effectiveness of a price differential system. (Morris, 1987) 

2.4.2 Transaction price management 
Marn and Rosiello (1992) state that many companies are overlooking a key aspect by 
using the invoice price as a reporting measure instead of the actual transaction price. 
Since these two price levels can differ significantly it therefore can reduce the bottom-
line profit considerably. The authors divide price management’s issues, opportunities 
and threats into three distinct but closely related levels: Industry supply and demand is 
the highest level of price management and it is influenced by factors as changes in 
supply, demand and costs. By having the knowledge of how price is affected by these 
factors variation, managers can predict and exploit broad price trends. 

Within the product market strategy, the central issue is how customers perceive the 
benefits of products and related services across the different suppliers. Here the trick 
is to understand just what factors of the product and service package customers 
perceive as important and how much the customers are prepared to pay for these 
factors. Transactions is the last level and the issue here is what price a company 
should charge for a specific product in a specific transaction in terms of base price and 
what terms, discounts allowances, rebates, incentives and bonuses to apply. (Marn & 
Rosiello, 1992) 

The objective of transaction pricing management is to achieve the best net realized 
price for each order or transaction and companies that have applied the model are 
using the two concepts, price waterfall and the pocket price band. (Marn & Rosiello, 
1992) 
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2.4.2.1 Price waterfall 
Price waterfall is used to determine the actual transaction price. Out of the list price, 
discounts are subtracted and that price is set as the invoice price. But this is not the 
actual transaction price when a host of pricing factors come into play between the set 
invoice price and the final transaction cost. The customers can receive discounts and 
rebates for among other thing prompt payment, annual volume bonus, co-op 
advertising and freight. When these are subtracted from the invoice price, the actual 
transaction price or pocket price shows the revenues that go to the selling company. 
(Marn and Rosiello, 1992) (See figure 2 for example)  

Figure 2: Example of price waterfall (Marn & Rosiello, 1992) 
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By using the invoice price as a measurement, many managers often fail to focus on 
the pocket price because accounting systems do not collect many of the off-invoice 
discounts on a customer or transaction basis. For example, payment terms discounts 
get buried in interest expense accounts, cooperative advertising is included in 
company wide promotions and advertising line items, and customer-specific freights 
gets lumped in with all the other business transportation expenses. Companies that do 
not actively manage the entire pocket price waterfall, with its multiple revenue leaks, 
miss all kinds of opportunities to enhance price performance. (Marn & Rosiello, 
1992) 

A way to manage the pocket price waterfall is to have the knowledge of which factors 
in the waterfall that matters to customers and with this knowledge the company can 
change their overall price and also which factors to use in negotiations with individual 
customers, the sales representatives can also provide with input on specific customers 
sensitivity to the different waterfall elements. (Marn & Rosiello, 1992) 
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2.4.2.2 Pocket price band 
Since no item sells at exactly the same price to all customers the pocket price band is 
used to show the range a set unit volume of a specific product is sold at. It is 
important for the marketing managers to understand the variations in the pocket price 
band. If a manager can identify a wide pocket price band and comprehend the 
underlying causes of the band's width, then he or she can manipulate that band to the 
company's benefit. The pocket price band can also be used to identify what customers 
that lie at the extremes of the band. Companies that use this method have found that 
customers that have been perceived as very profitable often end up at the low end of 
the band and those perceived as unprofitable at the high end. (Marn and Rosiello, 
1992) (See figure 3 for example) 
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Figure 3: Example of pocket price band (Marn & Rosiello, 1992) 

The outliers in the pocket price band are the companies that should be targeted for 
specific actions. The relationships with the customers in the high end should be 
maintained and nurtured to achieve increased volume. For the customers in the lower 
end, the company should realize actions that either result in improved price levels or 
their termination as customers. (Marn & Rosiello, 1992) 

2.5 Pricing Tactics 
The price tactics are very flexible and can be changed from day to day whereas the 
strategies and structures are remained in place for a comparatively extensive period. 
The price tactics refer to the actual price charged for each product or service in the 
line, as well as the specific amount of any types of discounts offered. (Morris & 
Calantone, 1990) 

The tactics may require frequent modification in response to changes in the 
production costs, competitor tactics and evolving market conditions. For instance, 
costs of a key raw material may increase. (Morris & Calantone, 1990) 

The ability to manage price tactics effectively is heavily dependent on the manager's 
sense of timing. Price changes must not come across as arbitrary. Customers should 
sense a degree of consistency and stability in the firm's price tactics over time.  
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They must be able to justify in their own minds, paying prices that are higher or lower 
than was previously the case. If not, the customer will perceive the changes as 
conflicting signals regarding the perceived value of the product. (Morris & Calantone, 
1990) 

The tactics used are generally promotional in nature and are usually part of special 
sales campaigns. They should be used with specific short-term objectives in mind, 
some of which may be communications-related objectives to create awareness and 
encouraging product trial. The pricing manager must ensure that such tactics are 
consistent with the firm's overall pricing program. (Morris & Calantone, 1990) 

2.5.1 Charging the right price 
According to Marn and Rosiello (2000), the fastest and most effective way for a 
company to realize its maximum profit is to get the pricing right. By setting the right 
price on a product or service, the company's operating profit can increase 
significantly. In an investigation, Marn and Rosiello (2000) observed that a company 
with average economics, improving unit volume by 1% with no decrease in price 
yields a 3.3% increase in operating profit while an 1% increase in price with constant 
volume with generate an increase of the operating profit by 11.1%. Even if a 
company's managers make the right pricing decisions 90% of the time, it's worthwhile 
to try for 92%. 

Normally the pressure on firms is to reduce prices. Increasing competition and rising 
customer price sensitivity as markets evolve all stimulate falling real price level. On 
the other hand, inflation, the stock market's expectation of growing profits and the 
difficulty of finding enough new products to replace established brands all encourage 
entrepreneurial managers to consider ways of increasing margins. Of course, cost 
reduction is the most obvious way to improve margins, but price increases can also 
have a major impact. (Doyle, 2002) 

Price increases are easier to get approved by the customers when the inflation is high 
and the strategies a company can use to get the higher price can be seen as a variety of 
strategies with different degrees of difficulty and time span for implementation. The 
slowest and easiest way is to develop and introduce a superior product since 
customers expect to pay a higher price for a product with superior benefits or higher 
perceived value. Other methods to attain price increase follow and is arranged from 
faster and tough to slower and easier to implement. (Doyle, 2002) 

2.5.1.1 Sales Psychology 
One of the quicker methods that also can be difficult to produce acceptance is to 
influence the psychology of the sales team. The sales people are often order focused 
rather than profit focused. They are often so worried about losing the order that they 
cave in too easily to price pressure. In today's markets, professional negotiating skills 
are essential and sales people should not engage in price discussions without a 
thorough training in negotiation. (Doyle, 2002) 

2.5.1.2 Contracts and terms 
When contracts between the seller and the buyer is over a long period, the seller can 
negotiate escalation clauses that imply that the price is automatically raised with 
inflation and in that way protect the supplier's margins. Another method is to reduce 
the discounts. (Doyle, 2002) 
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2.5.1.3 Demonstrate value rather than products 
It is earlier established that when differentiation is weak between products, price 
competition becomes paramount. To avoid this, one essential approach is to sell 
packages not products. The package can besides from the product include services, 
technical support, terms and guarantees. (Doyle, 2002) 

2.5.1.4 Segmentation and positioning 
Basic to any marketing strategy, and particularly fundamental to pricing, is the 
recognition that customers differ enormously in price sensitivity. Therefore it might 
be crucial to segment customers by price sensitivity. This requires building up an 
understanding of what factors that influence the buying decisions of individual 
customers. Such an analysis should lead to different types of package and tactics of 
price being offered to each segment. (Doyle, 2002) 

2.5.1.5 Exit barriers 
Skilful companies create exit barriers that make it difficult for the customer to switch 
to lower-price competition. Exit barriers act to tie the customer to the buyer, making it 
unattractive to throw away the investment embodied in the relationship. An example 
of this can be when a manufacturer and one of their customers conjointly develop a 
product to better suit the customer’s production. This will imply that the two 
companies establish a deeper relationship which makes it more difficult for the 
customer to switch to another manufacturer since much resource have been put into 
the development of the products bought from the manufacturer. (Doyle, 2002) 

2.6 Factors affecting the price 
According to Haas (1995), marketing managers and others involved in pricing should 
consider six major factors when pricing business goods and services. If these factors 
aren't considered adequately, the price can be set unrealistic and become negative for 
the company's success. These factors are: value to customer; competition; cost 
considerations; company overall objectives and strategies; demand; and governmental 
and legal issues. Out of these, the demand, competition and legal issues are external 
factors to the company and the others are internal company factors. 

2.6.1 Perceived value to customer 
In today's industrial markets, low price rarely provide a sustainable basis for 
competitive advantage and according to the theories of market-orientated approach, 
the price is determined by among other things the value perceived by the customer 
(Jobber, 1998). This implies that it is not always the company with the lowest bid that 
gets the deal. This fact is backed up by Kelly and Coaker (1976) that in their research, 
found out that of 112 deals investigated, 66 (59%) of the deals went to the lowest 
bidder and 46 (41%) of the deals went to a company that was not the lowest bidder 
but had and advantage over the competitor with the lowest price. 

The perceived value is a combination of price and the relative functional and 
psychological advantages that the supplier's brand offers. The advantage is obtained 
when a firm offers superior value that the customer cannot get from any other 
competitor. By creating such competitive advantage, the seller can obtain higher 
prices and earn higher profit margins (Doyle, 2002). 

 18



 
Literature review 

The value perceived and the factors that influence the value differ however between 
customers and products. This mean that two customers might perceive the value of the 
same product different and the factors that increase the perceived value for one 
customer might lower it for another. (Haas, 1995) 

Factors that affect the perceived value and create competitive advantage for a 
company are for example product quality, service, technical assistance, physical 
distribution service, warranties and sales assistance. (Haas, 1995) 

Lapierre (2000) observed that it is critical for organisations to understand their 
offerings and learn how they can be enhanced to provide value to their customers. 
Lapierre further proposed that a company must understand what factors create value 
in order to create competitive advantage. 

Campbell and Alexander (1997) states that a company creates value to their customers 
by exploiting the company’ core competencies and meeting the demands of their 
customers. Ultimately, customer value is the source for a company’ potential to earn 
above-average returns. But the factors that create the competitive advantage can over 
time be imitated. This implies that a company can have the competitive advantage 
under a limited time and when the competitors have duplicated the factor or improved 
it further, the advantage have disappeared. (Ibid) 

The only way for a company to maintain the competitive advantage is if the 
competitors have tried to duplicate the factors that create the advantage without 
succeeding or if the competitors don’t have the possibility to duplicate it. (Barney, 
1995) 

A way for a company to differentiate it’ 
products compared to it’ competitors is 
through product augmentation. Product 
augmentation is defined as the additional 
consumer services and benefits that are built 
around the core and actual products. (see figure 
4) (Kotler & Armstrong, 1996) 

According to Nagle and Holden (1996) any 
company that is given the opportunity to 
augment, can offer their customers something 
extra that will limit the customers’ price 
sensitivity or increase the perceived value. 
Finding that something extra is however not 
always easy. It usually requires a total 
commitment by the entire organization. There 
is much evidence that such a commitment can 
produce a profitable augmented product, even where the physical product is at best 
minimally differentiable compared to the competitors. (Ibid)  

Figure 4: Augmented product 

2.6.1.1 Economic value to the customer 
Within the industrial market, the advantage is often of an economic kind since buyers 
are motivated by the aim of increasing the profitability of their own enterprises. But 
this doesn't necessarily imply a lower price on the product. It can if the product is 
capital equipment be that the machine is more effective and produce more than 
comparable machines or that cuts start-up and operating costs. This will give that 
product more economic value to customer (EVC) than other products. (Haas, 1995) 
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EVC is one of the most crucial concepts in marketing and an essential tool for pricing 
decisions in the industrial markets. To be able for a company to effectively use this 
concept the marketers must have great knowledge on segmenting customers, 
analysing the customers' value chains and be able to demonstrate economic value to 
them. (Doyle, 2002) (Haas, 1995) 

2.6.1.2 Difficulties calculating perceived value to customers 
It is established that many business marketers understand the importance of customer 
value in effective pricing, but there is also evidence to suggest that many business 
marketing companies do not address the subject in a systematic, strategic fashion. One 
reason why the use of customer value is lacking in determining prices is that it is a 
complex process and it gets even more difficult when multiple markets are involved. 

Another reason is that there is a lack of tools or models that can be used to determine 
customer value (Haas, 1995). Kelly and Coaker (1976) however states in their article 
that if there were any models for determine customer value it can not be used as a 
general model. This is since the factors that creating value can be widely different 
from one company to another and even, if looked within one company, a purchasing 
agent will have different salient criteria than the engineers or product users. Therefore 
much efforts must be put into establishing what factors will influence the perceived 
value for each customer. Another factor that cannot be measured is the emotional 
factors which are acknowledged to have importance in purchasing decisions. 

2.6.2 Competition 
According to studies the competition factor is the one that have been paid most 
attention by many marketing firms. Within the industrial markets the actors often, 
though determined in a systematic fashion, in the end adjust their price after the 
competitors. The adjusting of the price to better suit the competitors is probably done 
because the difficulties in determining customer value and the assumption that the 
competitive prices reflect this demand. (Haas, 1995) 

The marketing managers must bare the competition in mind when they considering 
price changes and how the competitors will react. If the price is lowered and the 
competitors follow, a price war takes place and if this ends up with nothing but 
lowered prices, the companies would have gained nothing on this move. The use of 
price decreases as a business marketing tool makes sense only when product or 
service demand is relatively elastic, when overall revenues will increase and when 
competitors will not automatically follow or even undercut. If the price on the other 
hand is raised it is important that the competitors follow or else the product may be 
priced out of the market. (Haas, 1995) 

The exception to this situation occurs when the marketing manager initiating the price 
increase works for the company that is the industry price leader, which means that the 
company has the highest price on the market. A company that are the price leader 
does not automatically imply that the company is the largest in the market. The price 
leader is however dependent on competitors' willingness to follow and there appears 
to be three factors that needs to be accepted by the competitors in the case of a price 
increase. First, the industry must believe that the demand for the product is such that a 
price increaser will not reduce the total size of the market for that product. Second, all 
major suppliers in the industry must share this belief. Third, the industry must feel 
that the price increase is for the good of the entire industry, and not just for the 
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company, making the increase in price. If these factors are absent then the company 
will find itself with a price greater than the price of their competitors.  

It is important for the marketing manager to obtain relevant information of every 
major competitor and its pricing behaviour before making any pricing decisions. 
(Haas, 1995) 

2.6.3 Cost 
While customer value sets the upper limit on the price, the business marketing 
manager can charge, the cost consideration normally sets the lower limit. To price 
without considering cost makes little sense, but research have shown that many 
companies use cost almost exclusively as a basis of their pricing. (Haas, 1995) 
Dodge & Hanna (1995) address the importance of having effective cost information. 
Companies must to carefully examine the costs involved in the allocation of resources 
to create and define the product. This implies that not only the manufacturing and 
distribution costs, but also the special marketing and technological costs must be 
taken into careful consideration. (Ibid) 

When considering the manufacturing costs, many companies still use an old-fashioned 
method to allocate the cost which gives distorted cost information. Overhead and 
support costs are allocated on the basis of direct labour which at one time was a major 
indicator. Today, the cost of factory support operations, marketing, distribution, 
product design and development as well as other overhead functions are rapidly 
increasing which makes the old method misleading. An alternative to this method is to 
assume all company’s activities exist to support the production and delivery of 
products and all cost must therefore be considered as product costs and should be 
allocated accordingly. Another approach to allocation of manufacturing costs is to 
distinguish between scale-related or volume costs and variety-related costs. Generally, 
scale-related costs decrease with volume while variety-related costs increase with the 
degree of variety. (Dodge & Hanna, 1995) 

2.6.4 Company overall objectives and strategies 
A company’ overall marketing objectives and strategies attempt to define where the 
firm wants to be in the marketplace, and how it plans to get there. Company 
objectives and strategies constitute a framework within which pricing decisions can be 
made. They effectively serve to define a role for the price variable. Correspondingly 
there should be a clear link between the strategies and the pricing decisions. There are 
a large number of strategies available to any company. It takes creativity and keen 
insight regarding current and future marketplace conditions to make the appropriate 
choice for the company. (Morris & Calantone, 1990) 

It is important for a company to be consistent between their overall marketing strategy 
and their pricing strategy. If a company lacks in this consistency, it will send out 
mixed messages to their customers which will undermine their own market position. 
(Morris & Calantone, 1990)  
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2.6.5 Demand 
Demand analysis seeks to determine customer perceptions of value, the relative 
importance of price when customers make purchase decisions, the size of the market 
and the different price levels. (Morris & Calantone, 1990) 

Research shows that a high price tends to limit the potential market for a product, 
while a low price tends to expand the market. In a competitive market, the principal 
forces that determine the price charged and the quantity produced and sold are 
contained in the prevailing conditions of supply and demand. The less competitive the 
market, the less the interaction of supply and demand. (Dodge & Hanna, 1995) 

2.6.6 Governmental and legal issues 
According to Haas (1995) government can affect a business marketing company’s 
pricing in the following ways; (1) through taxes and tariffs, which both directly and 
indirectly can affect the price being changed; (2) through legislation or threat of 
legislation; (3) through sales of stockpiled strategic material such as copper, 
aluminium, and iron; (4) as a customer (and usually a large one); and (5) through the 
threat of reduced or curtailed purchases if a price increase by a supplier in enacted. 

Of these the two first is generally the most important and have to be considered by the 
marketing manager when pricing the company’ products (Ibid). Given the ambiguity 
in the law, developing pricing strategies without running foul of the law is often a 
frustrating exercise in the risk management. (Nagle & Holden, 1995) 

2.7 Combining the theories 
By using Morris and Calantones' (1990) Strategic Pricing Program as a framework in 
the thesis and tie the theories discussed in chapter two, together under the different 
components, a palpable structure can be developed according to figure 5. 

Political and 
legal 

constraints 

Competitor 
 actions 

Customer 
demand 

 
 

Pricing Objectives 
 
 

Pricing Strategy 
 
 

Pricing Structure 
 
 

Pricing Tactics 
 

Overall company 
objectives and 

strategies 

Production and 
delivery costs 

Value to 
customer 

Figure 5: Combining the theories (Morris & Calantone, 1990) 
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To quickly recap, the strategic pricing program is constructed by the four factors 
pricing objectives (chapter 2.2), pricing strategy (2.3), pricing structure (2.4) and 
pricing tactics (2.5). Each factor is developed with regard to the previous factor i.e. 
the pricing strategy is developed from the decisions made with the pricing objective 
etc. This implies that in order for a company to be able to develop their pricing 
structure, they must first have set their pricing objectives and pricing strategy or 
strategies. If the company don’t do this, they will not have enough knowledge to draw 
the right conclusions of the situation and develop the best pricing structure. (Morris & 
Calantones, 1990) 
It is however also important for the company that each factor is not developed in 
isolation but with regard to the other three factors. (Morris & Calantones, 1990) 

When examining the different factors that the researchers believe, needs to be taken 
into consideration when dealing with industrial pricing, the researchers list up to ten 
factors. The most factors are discussed by Jobber (1998) in the market orientated 
approach with ten factors. When comparing the different factors, it can be established 
that they can be divided into the six different factors that are described in chapter 2.6. 
Out of these six factors, value to customers, overall objectives and costs are internal 
factors and the other three are external. 
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3. Problem discussion and frame of reference 
In this chapter an additional problem discussion with the starting point in the 
discussion in chapter one will be made with consideration to the theories in chapter 
two. The problem discussion will generate a couple of research questions and with 
these in mind a frame of reference is developed. 
 

3.1 Problem discussion and research questions 
In chapter 1.2 the following research problem was formulated 

To gain a better understanding of pricing within industrial markets 

As established in chapter 2.7, Morris and Calantone (1990) states that a company, can 
not consider one of the four factors in the strategic pricing program in isolation. The 
factors are developed in conjunction and that the company must first develop their 
pricing objectives to be able to develop their pricing strategy and so on. So for a 
company to be able to develop their pricing structure, they must first take the decided 
pricing objectives and pricing strategies into consideration. These considerations will 
give the company some alternatives for how the pricing structure can be developed. 

The pricing objective is according to Morris and Calantone (1990) set for a long 
period of time in comparison with the pricing strategy and pricing structure. The 
pricing objectives are set from the company's overall objectives, and the pricing 
objectives determine the parameters of the pricing strategy (Haas, 1995). 

From the discussion above the first research question can now be formulated 

RQ 1: How can the pricing objective used in the industrial market be described? 
While the pricing objectives establish the company's performance levels the manager 
wishes to achieve the pricing strategy or strategies. The pricing strategies represent 
the comprehensive statements regarding how price will be used to accomplish the 
objectives. The strategy adopts a longer time horizon, usually from six months to two 
years, and is flexible or adaptable to changing environmental conditions. (Morris & 
Calantone, 1990) 

When developing the pricing strategy it is important that the pricing strategy is 
reflecting the company' overall strategy, so that, for example a company with 
exclusive products doesn't price them in the lower end of the price scale. This would 
send out mixed signals to the customers, making them reluctant to buy from the 
company and choose another manufacturer instead. (Morris and Calantone, 1990) 

Taking the above discussion into consideration a second research question can be 
formulated. 

RQ 2: How can the pricing strategy used in the industrial market be described? 
The pricing structure is, according to Morris and Calantone (1990) in chapter two, 
developed with the concern on how the prices will vary for different customers and 
products and which property of the product or service that will affect the price. 
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The simplest pricing structure is when a company charges one price for a product or 
service (Ibid). According to Marn and Rosiello (1992), companies often lose profit to 
a considerable extent when using the simplest pricing structure. It is therefore 
important for industrial companies to develop their pricing structures to gain the 
highest rate of profit. This can be done with the help of price differentiation and 
transaction price management. (Ibid) 

To be able to understand the pricing structure within the industrial market it is 
important to understand transaction price management and price differentiation. 

Price differentiation is used primarily to increase sales and profits. (Morris, 1987) 
According to Nagle and Holden (1995), differentiation and segmenting of customers 
is especially important for pricing. With differentiated pricing, management have a 
tool to minimize the loss of revenues from the different segments that would occur 
when having a single pricing strategy for the whole market. Customers who are 
relatively price insensitive, costly to serve, or poorly served by competitors can be 
charged more than those who are relatively price sensitive, less costly to serve, or well 
served by competitors. (Ibid) 

Since each example of differentiated pricing is unique in its method of 
implementation, there can be no simple formula. Finding a basis for differentiation is 
the key to maintaining a strong competitive position. (Nagle and Holden, 1995) 

From the discussion above the third research question can now be formulated. 

RQ 3: How can the price differentiation used in the industrial market be 
described? 
Transaction price management has the tools, price waterfall and pocket price band to 
develop the best net realized price for each order or transaction. Price waterfall is used 
to identify the different factors that reduce a company’ profits on a single order. A 
way to manage the pocket price waterfall is to have the knowledge of which factors in 
the waterfall that matters to customers and with this knowledge, the company can 
change their overall price and also which factors to use in negotiations with individual 
customers. The pocket price band is used to identify the price variation that customers 
are paying for a single product. By knowing the underlying causes of the bandwidth, 
the marketing manager can manipulate the band to the company’s benefit. The price 
band can also be used to identify the outliers in both ends of the band. 

By taking the discussion above into consideration the fourth research question can 
now be formulated. 

RQ 4: How can transaction price management in the industrial market be 
described? 
For a company that acts as the price leader within one or many industrial markets, one 
of the most essential factors to be able to maintain the high price, is to be able to 
create surplus value to the customer (Haas, 1995). This is done by exploiting the 
company’ core competence to develop an augmented product that create the surplus 
value that is necessary for a company to be able to charge the higher price (Campbell 
& Alexander, 1997). The product augmentation is defined as the additional consumer 
services and benefits that are built around the actual product (Kotler & Armstrong, 
1996). According to Nagle and Holden (1996) any company that is given the 
opportunity to augment their product, can offer their customers something extra that 
will limit the customers’ price sensitivity or increase the perceived value. 
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From the discussion above the fifth research question can now be formulated. 

RQ 5: How can the product augmentation to create and maintain a premium 
price within the industrial market be described 

3.2 Frame of reference 
To be able to answer the research questions, a frame of reference must be developed. 
The frame of reference will include theories from chapter two, that will be used as a 
framework in the analysis of the empirical study. 

3.2.1 Research question 1 
To be able to answer the first research question, Haas (1995) and Dodge & Hanna’s 
(1995) theories about pricing objectives will be used.  

To quickly recap the theories about pricing objectives, the theories states pricing 
objectives can be divided into five different objectives; achieve a specific target 
return on investment or on net sales, maintain or enhance a market share, meet or 
prevent competition, maximize profits or stabilize prices and companies in the 
industrial market commonly use a variation of these objectives. The pricing objectives 
are set for a comparatively long period of about two years. The different pricing 
objectives are shortly described in table 1. 
 
Achieve a specific 
target return on 
investment or on 
net sale 

• Cost-based objective where the necessary mark-up per 
unit sold to achieve a target is decided. 

• Effective as an overall performance measure of the 
entire product line. 

Maintain or 
enhance a market 
share 

• Competitive-based objective where a specific market 
share is set as a goal. 

• An offensive objective is used to enhance market share. 
• A defensive objective is used to maintain the current 

market share. Used by companies with relative smaller 
market share compared to the market leaders. 

Meet or prevent 
competition 

• Competitive-based objective where the company 
wishes to follow or beat the competitor’ prices. 

• Used by smaller companies in markets where the 
products are fairly standardized and the possibility for 
differentiation is limited. 

Maximize profits • This objective is very difficult to measure since it is 
difficult for executives to know which alternative 
courses of action to choose in order to maximize profit 

Stabilize prices • Market-based objective where the company tries to 
keep the price stable in the long-run. 

• The stable price, build the customers’ trust towards the 
company. 

Table 1: Pricing objectives 
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3.2.2 Research question 2 
The pricing strategy is developed as a series of statement on how the company shall 
achieve the pricing objectives and is often used under a period for six to twenty-four 
months (Morris & Calantone, 1995). According to Dodge and Hanna (1995) there are 
six different pricing strategies (see table 2). Of these six strategies, skimming and 
prestige pricing are high-price strategies that companies use when having a 
competitive advantage on the market. The other four pricing strategies are low-price 
strategies and the companies that use these kinds of strategies, strive after a large 
market shares and in some situations wants to deter competitors from entering the 
market (Ibid). 
  
Skimming • This high-price strategy is effectively used when the product is 

an innovation or a desirable variation compared to the existing 
products on the market. 

• Frequently used under a limited period, until the competitive 
advantage disappears. 

• The high price is often needed to cover the costs of developing, 
producing and promoting the product. 

 
Prestige 
pricing 

• This high-price is designed to maintain the high price 
throughout the product life cycle in order to contribute with 
prestige and quality connotations to the product. 

• The strategy is more often used in the consumer market 
 

Penetration 
pricing 

• Low-price strategy, designed to achieve a large market share 
for the company. 

• Used in markets with high price elasticity. 
• The company must be able to meet the anticipated high 

demand. 
 

Expansionistic 
pricing 

• Low-price strategy where the aim is to establish mass markets, 
sometimes at the expense of other competitor 

• The price elasticity of demand is considerably high. 
• Sometimes used by companies by establishing a brand with 

standardized low-price product. When the brand is established, 
introducing more expensive and exclusive products. 

 
Pre-emptive 
pricing 

• This low-price strategy has its aim in deterring possible 
competitors from entering the market. 

• Used when the company doesn’t hold a protective patent or 
have a differential advantage over other companies. 

• Used to gain shares and gain recognition before competitors 
enters the market. 

 
Extinction 
pricing  

• Low-price strategy where the price is set below the level where 
it is justifiable on the basis of cost of production. 

• Implemented with the intention to eliminate competition. 
 

Table 2: Pricing strategies 
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According to Morris and Calantone (1995) it is important that it is established what 
type of pricing objectives and pricing strategies that a company has, in order to be 
able to determine how the company’s pricing structure can be described. Otherwise 
the findings will be difficult to interpret, since different kinds of pricing objectives 
and pricing strategies will create different conditions. The pricing structure is 
according to Morris and Calantone (1990) in chapter 2.4, concerned with which 
aspects of the product or service that will be priced and aspects of pricing structure is 
considered when investigating price differentiations and transactions price 
management. Therefore the theories used to RQ1 and RQ2 also have to be used to be 
able to answer RQ3 and RQ4 in addition to the theories described in the chapters 
concerning RQ3 and RQ4.  

3.2.3 Research question 3 
The theories about price differentials states that price differentials are used when two 
or more segments of customers can be identified where the segments differ from each 
other, with regard to the elasticity of demand for the product. (Morris, 1987) 

Price differentials to different segments can either be systematic or unsystematic, 
where the systematic differentiation can be divided into customer segments with the 
basis of location, quantity, age or buying power (see table 3). The differentiation 
factors age and sex are almost exclusively used within the consumer market and since 
this thesis will investigate the industrial market, the two factors will not be 
investigated. 

 

Systematic price differentiations • Location 
• Quantity 
• Type of product 
• Time of purchase 
• Method of payment 
• Type of product 
• Extent of augmented product or 

service 
• Buying power 
• Promotional discount 
 

Unsystematic price differentiations • Evident in price bargaining or 
haggling  

• Future potential purchases 
 

Table 3 : Price differentials 

When dealing with price differentiation, one must bare in mind, the legal issues. It is 
illegal to charge a price that substantially lessen the competition (dumping) or if it 
injure, destroy or prevent competition at the primary, secondary or tertiary level of 
distribution. (Morris, 1987) 
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3.2.4 Research question 4 
Transaction price management with its tools, price waterfall and pocket price band 
was introduced by Marn and Rosiello (1992), when they discovered that many 
companies are overlooking a key aspect, by using the invoice price as a reporting 
measure instead of the actual transaction price. The price waterfall consists of three 
different prices (list-, invoice- and pocket price) and is used to determine the actual 
transaction price, which according to Marn and Rosiello (1992) can differ 
significantly from the invoice price if the company doesn’t manage the entire 
transaction price waterfall. By investigating the possible revenue leaks for an 
industrial company and control whether the company is taking these into 
consideration, one can establish to what extent the company loses revenues or not. 

The pocket price band is used to analyse the variations in price different customers 
pay for a product. According to Marn and Rosiello (1992) it is important for the 
marketing mangers to understand the variations in the pocket price band. By 
investigating the width of the price band, one can get a better overview on how 
profitable or non-profitable their customers actually are. From that information the 
company can determine which customers that needs to make more profitable or to 
terminate as a customer if it is non-profitable. If the customer is profitable, strengthen 
and nurture the relationship to be able to increase the purchasing volume.  

3.2.5 Research question 5 
The theories that are needed to answer the third research question are the theories 
about perceived value to customer (Chapter 2.6.1). The price that a customer is 
prepared to pay for a product is affected by the perceived value. The perceived value 
is a combination of price and the relative functional and psychological advantages that 
the supplier’s brand offers (Jobber, 1998). By creating superior value, the company 
also creates a competitive advantage that allows them to set a premium price with 
above average return (Doyle, 2000). 

The functional and psychological advantages of a product are created through the 
augmented product. Product augmentation is the additional consumer services and 
benefits that are built around the core and actual product. (Kotler & Armstrong, 1996) 

According to the theories, there aren’t many tools or models on how to calculate the 
perceived value (Haas, 1995). Kelly and Coaker (1976) also states that if there existed 
any models,  they could not be used as a general model since the perception of value 
is very subjective and differ from one company to another. It is therefore important to 
put much effort into finding what factors that can be used to create the competitive 
advantage, so that the company are able to maintain a premium price. 

To be able to identify the factors in the augmented product, that creates the 
competitive advantage, one must know what product that is included. By comparing 
Kotler and Armstrong’ (1996) model over the augmented product (see table 4) with 
the findings in the empirical studies, one can establish what factors that exists in an 
industrial company. 
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Core product • Core benefit or service 

 
Actual product Core product + 

• Quality level 
• Design 
• Features 
• Packaging 
• Brand name 

 
Augmented 
product 

Actual product + 
• After sale service 
• Delivery and credit 
• Warranty 
• Installation 

 
Table 4: Product augmentation  

3.3 Demarcations 
Within Ovako Steel AB, the Swedish market was studied. The reason why the study 
was limited to the Swedish market is that the study otherwise would be to vast and 
time consuming. Other demarcation that was made was that external factors as 
competitors, political and legal factors were not studied within this thesis. The factors 
have been noticed to be important, but to limit the study these factors were not 
investigated. 
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4. Methodology 
This chapter presents the methodology used for the study 

4.1 Research purpose 
According to Eriksson and Wiedersheim-Paul (1997) the purpose of a study can be 
considered as exploratory, descriptive or explanatory. 

Exploratory research is concerned with the general nature of the problem under 
investigation and the identification of the variables that relate to it (Ibid). As an 
example, exploratory research can be used when a company's management have 
discovered general problems, and wants to gain a better understanding of the 
dimensions of the problems. Exploratory research is usually conducted with the 
expectation that further research will be needed to provide conclusive evidence. 
(Zikmund, 2000)  

Descriptive research focuses on the accurate description of the variables in the 
problem model. Descriptive research is appropriate when problems are fairly well 
defined but the purpose is not to investigate the relations. (Eriksson & Wiedersheim-
Paul, 1997) 

Explanatory research attempts to specify the functional relationships among the 
variables in the problem model. The problem needs a well-defined problem structure 
and hypothesis, assumptions that a specific causes another. (Eriksson & Wiedersheim-
Paul, 1997) 

This study aimed at describing pricing within the industrial markets. Since the 
variables of the problem are fairly well defined, a descriptive research purpose has 
primarily been used. Since no earlier research has been done within this area in the 
market of special engineering steel, an exploratory purpose has also been used.  

4.2 Research approach  
When conducting research, the researcher needs to decide which research approach 
that shall be used. Two of the research approaches that can be used are deductive and 
inductive approach. Over the course of time, theory construction is often the result of 
a combination of deductive and inductive reasoning. (Zikmund, 2000)  

Inductive reasoning is used at the empirical level and is the logical process of 
establishing a general proposition on the basis of observation of particular facts.  
By drawing conclusion that is only founded on empirical data, the researcher 
establishes theories and models that are based upon a phenomenon in reality, e.g. all 
managers that have ever been seen are human beings; therefore all managers are 
human beings. (Zikmund, 2000) 

Deductive reasoning is used at the abstract conceptual level and is the logical process 
of deriving a conclusion from a known premise or something known to be true. 
For example, it is known that all managers are human beings. If it also is known that a 
certain individual is a manager, it can by deductive reasoning be concluded that the 
individual also is a human being. (Zikmund, 2000) 

In this research, existing theories has been used and out of those conclusions was 
drawn i.e. a deductive approach was used. 
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Further is the choice of a quantitative or a qualitative method for how to choose and 
analyse data. In a qualitative approach emphasis is given to description and discovery 
based on data in the form of words rather than numbers. The quantitative approach, on 
the other hand, is signified by that generally the variables are measured by statistical 
methods, since the information mostly is transformed into numerical data. (Yin, 
1994).  

This study mainly used a qualitative approach since the result was discovered and 
described in word rather than in statistical data. However some usage of numerical 
data occurred to establish some relationships. 

4.3 Research strategy 
When it comes to research strategy, there are several research strategies to choose 
among. According to Yin (1994) the researcher can conduct an experiment, survey, 
archival analysis, history or case study as research strategy. In this research, a case 
study will be used as a strategy.  

A case study is an exploratory research technique that intensively investigates one or a 
few situations similar to the researcher's problem situation. The primary advantage of 
using a case study is that an entire organisation or entity can be investigated in depth 
and with careful attention to details. This highly focused attention enables the 
researchers to carefully study the order of events as they occur or to concentrate on 
identifying the relationships among functions, individuals, or entities. (Zikmund, 
2000) 

When conducting a case study there are however no standard procedures for the 
researcher to follow. It is therefore important for the researcher to be flexible and 
attempt to collect information and insights from many different directions. The 
alertness, creativity, intelligence and motivation of the individual performing the 
study may therefore decide whether the result is a success or not. (Zikmund, 2000) 

The results from the case analysis should however like all exploratory research be 
seen as tentative since generalizing from a few cases can be dangerous because most 
situations are atypical in some sense. It can nevertheless give a number of insights and 
hypotheses for future research. (Zikmund, 2000) 

For this research, a case study was chosen, because it provided with a chance to 
investigate a company’ more thoroughly. 

4.4 Sample Selection – The case study 
As the case, Ovako Steel AB, a manufacturer of special engineering steel has been 
selected. Ovako Steel AB is an appropriate company to use as a sample since the 
company is operating within the markets of special engineered steel where their 
customers range from small domestic manufacturer to multinational producers such as 
SKF, Sandvik and Atlas Copco. The fact that Ovako' customers are of such different 
sizes and acts within many different markets it is important for a company like Ovako 
to have a pricing strategy and pricing structure that enables them to set price different 
within different markets with different price elasticity. Furthermore since Ovako' 
market position is as the price leader, the company is regularly monitored by 
competitors and it is therefore important to find the factors that affect the price. Ovako 
Steel AB is presented more thoroughly in chapter five. 
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4.5 Data collection 
There are two different types of data: primary and secondary. Primary data are data 
collected and assembled specifically for the project at hand.  Secondary, or historical 
data, are data previously collected and assembled for some project other than the one 
at hand. Secondary data can be found inside a company, on the Internet, in the library 
or from companies that specialize in providing information, such as economic 
forecast, that is useful to organizations. (Zikmund, 2000) 

The collecting of secondary data is often cheaper and less time consuming than the 
collecting of primary data. Secondary data can however be outdated or may not 
exactly meet the needs of the researcher because they were collected for another 
purpose and the researcher must therefore examine the secondary data for accuracy, 
bias and soundness. But still, secondary sources have often prove to be of great value 
in exploratory research since it prevents the researcher from "reinventing the wheel" 
in primary data collection. A method for examining the accuracy of the secondary 
data is to crosscheck different sources of secondary data. (Zikmund, 2000) 
The primary data can be collected through observations or by query techniques where 
the query techniques can be divided into three different approaches, surveys, personal 
interviews and telephone interviews. (Yin, 1994) 

The surveys are primarily used in quantitative approaches where the population is 
large. It is relatively cheap when comparing with the other two approaches but the 
downside is that it is time consuming and the rate of respondents in comparison with 
the number of send outs can be low. Also the loss of control over the respondents is a 
weakness. (Yin, 1994) 

Personal interviews have the great advantage that the researcher in greater extent can 
stimulate the respondents to speak more freely and go deeper in certain questions by 
ask attendant questions. A drawback with this approach is that it generates great costs 
since the researcher must make expensive trips to be able to make the interviews with 
the necessary people. (Yin, 1994) 

The telephone interview is found somewhere in-between surveys and personal 
interviews. This makes it this methods the greatest advantage. Without giving up too 
much of the advantages with a personal interview it is far less expensive. (Yin, 1994) 
In this study both primary and secondary data sources was used.  

Primary data was collected by personal interviews with marketing managers of three 
of the four different business areas (GE, Automotive and Bearing) and four 
salespeople, one from each of the four different business areas at Ovako Steel AB. 
Interviews were also conducted with the two salespersons at the Swedish sales office. 
These persons were interviewed since they work with marketing and sales and had the 
knowledge needed to answer the questions. By attending meetings and by observing 
discussions at coffee breaks etc more information was collected. The personal 
interviews were a possibility to ask more in-depth questions with attendant questions. 
Some questions were developed after observing the sales personnel at the company. 

By reading internal documents, brochures as well as the company website the 
secondary data for the study has been collected. The secondary data was primarily 
used to get a better overview of the company so that a qualitative interview form 
could be developed. 
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4.6 Validity and reliability  
The concept of validity and reliability are used when evaluating the quality of the 
study. The validity is defined as the instruments ability to measure exactly that it is 
intended to measure. It is very important that the validity is good because if the study 
doesn't measure what are intended, then the results are useless. The reliability is 
defined as the instruments ability to produce reliable and stable results. If the 
reliability is high, other researchers should be able to conduct the same study and get 
the same result. (Eriksson & Wiedersheim-Paul, 1997) 

To improve the validity, many different sources of information were used. Several 
people in different positions at the company were interviewed with the same 
questions. To ensure the validity further, some of the respondents were given the 
opportunity to clarify or correct possible mistakes before making the final analysis 
and drawing the conclusions.  
There are however factors that can cause problems concerning the validity of the 
thesis.  

Furthermore there may be a chance that all relevant theories are not taken into 
consideration in this thesis. If every model or framework ever developed within this 
research area should be taken into consideration the work would be too vast. 
Therefore there can be the possibility that some important models or aspects are not 
included in this thesis.  

To improve the reliability it is important to interview the persons within the company 
that has the greatest knowledge in the studied research area. The interviewed 
respondents were business area managers, sales managers and outdoor salesmen. This 
should certify high reliability.  
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5. Empirical study 
In this chapter, the results from the case study made will be presented. All the 
material presented in this chapter is based on interviews with related personnel at 
Ovako Steel AB. In the interviews, the inquiry form in the appendix was used as a 
basis for discussion. Besides the questions in the form, further resulting questions 
were asked as the interview went on. Information has also been taken from internal 
material, brochures and the company's web site. 

5.1 Ovako Steel AB 
Ovako Steel AB (OS) is a producer of low alloy, special engineering steel, primarily 
for the ball bearing industry. The product selection contains of seamless tubes, bars, 
rings; surface removed wire and further processed products, today with manufacturing 
units in Hofors, Hällefors, and Kilsta in Sweden and at Ovako La Foulerie in 
Carignan, France. 

OS is wholly owned by SKF and was formed in 1986, conjoint with Finnish Ovako 
Oy Ab. At that time the company consisted of production units in Sweden and Finland 
plus eleven sales companies in Western Europe and North America. The objective 
with the merging was to create a big competitive steel company within the field of 
low alloy special steel as well as to grow within the field of further processed 
products. During the first few years the company expanded and considerable 
acquisitions were made. As the recession begun in the end of the 80's and beginning 
of the 90's, the aggressive acquisition and huge investments caused big losses for the 
company. In the end of 1991, the two owners, Swedish AB SKF and Finnish Metra 
Oy Ab decided to split the operation in two parts to become fully owned subsidiaries 
of SKF and Metra respectively. This implied that the Finnish operations plus the forge 
at Karlskoga were merged under the company name Imatra Steel, owned by Metra. 
The other operations were kept within Ovako Steel AB, owned by SKF. 

In the "new" OS, it was decided to concentrate the operations on the core business, 
steel products to the rolling bearing industry and steel for the other demanding 
applications. During the period up to 1993, the number of employees was drastically 
reduced and under the rest of the 90's a number of other operations were disposed of 
as well. In 1993, the closed-down steel melting plant at Hällefors was sold to Chinese 
interests. The sales companies in the Nordic countries, Italy and the Netherlands were 
sold during 1995 - 1996 and the manufacturing units in Arvika, Sweden in 1999 and 
one in South Carolina, USA were also sold in 2002. 

The production within OS is divided into three manufacturing areas bar, tube and ring 
with bar and wire producing in Hällefors, tube producing in Hofors and ring 
producing in Hofors and Carignan, in the plant in Kilsta, heat treatment of the steel is 
performed. In Sweden, OS has a national sales office in Gothenburg. The staff at the 
sales office conducts business with the customers in Sweden. 

OS has a quality policy to maintain total quality in everything they do. The customers 
that use OS products should rely on that the product properties, delivery time and 
service, fulfil the highly set expectation. The company is certified with the program 
ISO 9001, and in order to fulfil also the high demands from the automotive industries, 
OS have included the QS 9000 requirements in their quality management system and 
are certified to QS 9000.  
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5.1.1 Vision and mission statement 
OS' vision is to be recognized as a world leader in steel products for the rolling 
bearing industry. 

Based on their knowledge and technologies they will also be recognized as an 
important supplier of special steels for other highly stressed applications 
characterized by high demands on quality. 

OS believes that building profound relations with their customers and working 
closely together in the development to combine the right steel with right application 
will be essential in the future as it will increase the perceived value to the customer. 

5.1.2 The market 
Within the special engineering steel market, OS is a relative small manufacturer with 
a relative share of 0,6% in total with 0,4M tonnes. However OS is today the world's 
leading producer of steel for rolling bearing industry with a relative market share of 
65%.  This is because the majority of OS' production is produced for the rolling 
bearing industry and the industry only constitute of about 5% of the total special 
engineering steel market see figure 6. 

Figure 6: Overview of the largest consumers of special engineering steels

OS' most important customer segments are the rolling bearing industry, the 
automotive industry with its subcontractors, manufacturers of rock drilling equipment, 
the hydraulic industry, and the general engineering industry. OS mainly focus on 
strengthening their position regarding steel and steel components for the bearing 
industry. OS also concentrate on other fields of application with high quality 
requirements and where they believe that they can reach a strong market position. 

OS' Swedish customers are divided into large customers, small customers and 
retailers. Among the large and small customers, contracts are signed in more than 
80% of the deals. At times there are transactions that contain smaller volumes. These 
kinds of transactions can come from day to day and no long-term contract is signed. 
OS accepts this type of deal if they have available capacity and the customer is 
charged with a higher price in comparison to customers that have longer contracts 
with OS. The retailers generally purchase standardized products and the retailers offer 
these types of deals and then it is up to OS to accept or decline the offer. 
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Today, OS is a multinational company that 
delivers steel products to customers all over the 
world. However, the European market represents 
the backbone of the business. 92% of the volume 
is supplied to this market, of which 27% 
is distributed on the Nordic home market. 6% goes 
to USA and the remaining 2% to the rest of the 
world. (figure 7) 

Figure 7: Location of the  
buying companies 

Today the state of the market is that the recession 
is about to turn to a positive trend and the 
companies shows an increased willingness to buy. 
The demand for special engineering steel has 
increased dramatically and exceeds the production 
capacity. Since the demand exceeds the supply OS 
have been able to make offers with more 
profitability. 
 

5.1.3 Business areas 
The market department was until 2002 divided into the three areas of bar, tube and 
ring. Each area worked separately and the coordination against the customers that 
bought products from two or more areas were poor and this led to unsuccessful deals 
with respect to profitability and the use of production capacity. To improve the 
department it was instead divided into four business areas (BA) that took care of the 
customers within the specific areas over the whole production selection. The four BAs 
are automotive, bearing, general engineering and SKF. The bearing industry 
represents the biggest part of OS' production and has therefore been divided into two 
BAs, SKF as one and the other bearing manufacturers as one BA. 

5.1.3.1 Automotive 
The automotive BA conducts business with the customers that are either automotive 
vehicle manufacturer or subcontractors to automotive vehicle manufacturers. For OS 
the subcontractors are bigger customers than vehicle manufacturer. This BA is special 
in the way that the price pressure is highly directed downward and the deals that are 
made are also often over a long period of time. The long period is since products are 
often developed in conjunction with the development of the automotive vehicle and 
are then manufactured as long as the vehicle is produced or longer as the product is 
incorporated into other vehicles. 

Within the automotive industry much of the parts are sold in bulk, at prices with low 
margins. Since OS share is low within this industry, the company instead of the bulk 
products, focus on niches where the demand of quality is high and the margins on the 
price are higher. OS has found one niche within the diesel engine industry when 
regarding injection systems that demands steel that can work under extremely high 
pressure. OS has developed components for the system that OS today, is the only 
company that can supply the manufacturers with, which meet the demands at such 
extreme pressure. This development was done in collaboration with Bosch, and OS 
now tries to apply this product to other manufacturers of diesel engines. (Jansson, B, 
2004) 
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In the automotive industry, there generally exists a market price for each product and 
OS tries to set the price higher than the market price, in some cases the set price is 
much higher than the market price and that often depends on that the manufacturing 
costs are much higher for those products. (Andersson, 2004) 

Customers that in turn are subcontractors to bigger manufacturers are in some cases 
forced to buy some specific products from OS to be able to sell to the big 
manufacturer. This is the case with Hirschvogel Umformtechnik GMBH that is a 
subcontractor for Bosch and since Bosch want OS' products, Hirschvogel have to buy 
from OS. This result in that OS can charge a higher price, but it necessarily don't 
imply that the subcontractor lose money on the higher price since that price then 
affect the final price that the big manufacturer is charged by the subcontractor. 
(Andersson, 2004) 

According to Andersson (2004) the profitability is often greater within the automotive 
BA, when comparing with the bearing area. This is because the products that OS 
offers are often more explicit with high quality demand and therefore the price can be 
set higher and with higher margins. Also it is a market with good growth potential 
where OS in 2003 had a growth in volume with 20% and Andersson (2004) estimates 
that it will grow with 20% in 2004 as well. 

To prevent unprofitable deals to arise, the automotive BA has decided that after the 
31st of March 2005 unless it can be motivated thoroughly, no deal will have a sales 
factor below 100, i.e. all deals will be profitable. These conditions can however 
change as the state of the market changes. (Jansson, B, 2004) 

Jansson, B (2004) think that the automotive segment should increase in volume since 
it is a profitable segment. Today OS is a big actor on the domestic automotive 
industry and very small on the international markets. An increase in the activities in 
the German and US markets, where OS today is small, will represent an opportunity 
for the company to gain market shares within these markets. 

5.1.3.2 Bearing 
The bearing BA conducts business with the customers that act within the bearing 
industry except SKF. Bearing is the second largest BA when considering tonnage 
sold.  The goal for the bearing BA today is to increase sales with existing customers 
instead of acquiring new customers. Today, OS' share of a customer's total purchase is 
small and an increased share with the existing customers would be less demanding for 
OS, both financially and administratively than to acquire a new customer. (Östman, 
2004)  

Within the bearing BA there are a few large actors on the market and the competitors 
are well aware of each other. OS has recently concluded a global agreement with two 
of them. This will imply that negotiating of the price is done with the customers head 
office so that the purchases are made central within the company. (Östman, 2004) 

The pricing within the bearing BA is often based on the manufacturing cost and 
previous price for the same product. A contract between OS and a customer is often 
for a period of one to three years but some customers wants to sign a longer deal with 
OS to establish a long-term relationship. Within the bearing industry the companies 
are often supplier with bearing components to the automotive industry and therefore 
the conditions are the same for those within the automotive BA that supplier often 
delivers certain components as long as the final product is manufactured. (Östman, 
2004) 
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Östman (2004) points out that when a transaction goes via a sales company, the final 
price that OS receives is often unknown to OS. It is therefore sometimes difficult for 
OS to exactly establish how profitable a single transaction is. Wester (2004) believes 
that OS has really no grip on whether or not a single deal is profitable and that there is 
a need to do a follow-up after the sale is done.   

Within the work of QS 9000, OS perform every other year a customer survey to find 
out what OS' customers think of OS. This survey can give an indication on what 
factors that can be improved and in the long run create customer value. (Östman, 
2004) 

5.1.3.3 SKF 
SKF has been designated an own BA because OS is wholly owned by SKF and is OS 
by far biggest customer with about 133,000 tonnes the last year which constitute 
about 47% of the total production. The share has previously been higher and has 
decreased during the last years. The fact that the share of OS total production that 
SKF purchase, have decreased is important since OS tries to become more 
independent of SKF. (Bratt, 2004) 

Contracts with SKF apply for two years and until 2002 the price was set by SKF. The 
fact that SKF decided the price resulted in poor profitability for OS. However since 
OS is a part of the SKF group the poor result that OS showed also decreased SKF' 
result. In 2002 a general supply agreement was signed which gave OS more influence 
in setting the price. (Bratt, 2004)  

To find out what factors the customers within the SKF BA considers giving the added 
value; an in-depth interview is conducted with the purchasers at the SKF companies 
annually. In addition OS has also in collaboration with SKF tried to find cost saving 
activities. (Bratt, 2004) 

5.1.3.4 GE - General Engineering 
This BA consists of companies that don't act within the bearing market or the 
automotive market. The biggest customers for OS within the GE BA are actors in the 
mining industry with Atlas Copco and Sandvik as the biggest customers and OS 
provide with for example drill bits, casing tubes and connectors. Another market that 
OS focus on is the hydraulics market where OS supply the customers with 
components for piston and plungers, rotary pumps and motors. 
To other engineering industries OS for example delivers sleeves, bushings, rollers and 
guides. (Wallin, 2004) 

Within the GE area the business procedure is often that OS' sales people works more 
with an application orientated approach instead of product orientated. This method 
will hopefully turn out to a long-term relationship between OS and the customer.   
Within the mining industry, other actors have shown interest in OS as a supplier since 
their relationship with Atlas Copco and Sandvik are working well. (Wallin, 2004) 

During the last years, OS' competitors within the European and American mining 
markets have had problems, and one of the biggest have filed for bankruptcy and 
another big competitor have had problem with keeping a high quality on the steel. 
This has given OS a good opportunity to gain market shares and tie up customers to 
OS through contracts over a long period of time. (Wallin, 2004) 

Big customers that previously have used other suppliers are used with these suppliers 
steel. It is therefore important for OS to instead of making a copy of the competitors’ 
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steel, try to apply OS' steel in the customer's application and when OS' products are 
established in a customer's production line it takes more effort from them to change 
them to a competitor's product. (Wallin, 2004) 

Within the GE BA, the pricing of the products is often done with the usage of 
previous price history for the product and the manufacturing cost. This will lie as a 
foundation for the sales people. The companies within the mining industry are 
generally paying more for the products. This is because the higher degree of support, 
shorter delivery times and keeping the products in stock that OS offers to those 
customers that they can charge a higher price. (Olsson, 2004) 

5.1.4 Pricing objectives and pricing strategies 
OS use a market-based approach when setting up the company’ pricing objectives and 
pricing strategies. Within the Swedish industrial market, OS primarily use the pricing 
objective of stabilizing prices. This is because within the market of special 
engineering steel, the deals are often agreed upon for a longer period and it is 
therefore important to create a win-win situation and mutual dependency between the 
supplier and the customer. As stated in the theories, the stable price, build the 
customers’ trust towards the supplier and this is concurrent with OS overall vision and 
mission statement (Nilsson, 2004). OS does also to some extent use the pricing 
objective of maintain or increase market share. Within the Swedish market they 
primarily try to maintain the market share and in international markets they tries to 
increase. However there occur differences between the different BAs since OS’ 
market share varies between the different markets. (Ibid) 

As a pricing strategy, OS has a high-price strategy. The high pricing strategy is 
needed because of the high production cost that OS has. In the market of special 
engineering steel, the price is not affected over the product life cycle in any greater 
extent which implies that with regard to the price, the life cycle for special 
engineering steel is much longer than for example the life cycle of computers that 
affects its life cycle to great extent with regard to price. (Jansson, H, 2004) 

When the demand for special engineering steel is high and the customer is new, the 
price is set high. It is however important not to set a to high price so it deters the 
potential customer. When the demand is low, setting a low price can be justifiable, but 
only temporary and not as long as OS lose money on the deal or when there is a 
possibility that the deal can lead to a long term contract with better conditions for OS.  
Otherwise OS avoids creating an extensive price variation for a product by not 
accepting any deals that are unprofitable. Since OS has high manufacturing costs, they 
have no means to set a low price to gain market shares. (Nilsson, 2004) 
During recessions it is commonly occurring that the customers tries to use the 
situation to get a lower price for the deal. Then it is important for the salesmen to keep 
cool and emphasize other reasons then the price why they should choose or keep OS 
as a supplier. (Nilsson, 2004) 

The customers that during periods of recession, haven’t used the fact, to take 
advantage of the situation regarding price, will not face any drastic price increases 
during periods of trade boom as long as the deal is profitable and within the forecasted 
volume. When it comes to spot deals, the price is set after the business cycle. 
(Nilsson, 2004) 
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In recent discussions it was established that the price level needs to be raised to a 
higher level. The increase in price on scrap metal and alloys during the last year have 
made that the price today, give OS smaller range to act in with regard to the price. 
(Nyström, 2004) 

The extra charge for scrap and alloy that OS have been added to the price only implies 
that the customers pay back the money that OS have already paid when buying the 
scrap metal and alloys. A deal that has a calculated sales factor of for example 145 is 
after that the extra charge of scrap and alloys have been removed the actual sales 
factor is 125 and not as profitable as alleged. By raising the price level, OS can 
increase their assets which in turn can give them possibilities to make investments. 
(Nyström, 2004) 

5.1.5 SWOT-Analysis 
In 2003, the sales people in each BA made an SWOT-analysis over what factors that 
makes up their BA's strengths and weaknesses, opportunities and threats. The 
strengths and weaknesses are internal factors and opportunities and threats are 
external factors. (Internal documents) 

Strengths 
Each BA indicated that OS' strengths are the clean, high quality steel, the company's 
logistics system with short lead times and the technical support and service that OS 
offers to the customers. Also the SKF BA stressed the strong position with SKF as 
strength. (Internal documents) 

Weaknesses 
According to the sales people within the different BA, one weakness facing OS is the 
high production cost. This will sometimes lead to that OS have to set a price, 
considerably higher than the market price, just to break even. (Internal documents) 

The Automotive BA indicated the factor that among the actors within the automotive 
industry, the knowledge about OS was very limited. The SKF BA saw the poor 
personal relations with some SKF factories as a weakness for OS. (Internal 
documents) 

Opportunities 
As an opportunity, three of the four BA considered the fact that OS' relative market 
share on the international markets, compared to the total market size to be an 
opportunity for OS. This is a good opportunity since OS market share on the Swedish 
market is high relative to the total market. (Internal documents)  

Also OS' ability through application-orientated approach can develop products for 
unique applications with high requirements and in that way face little or no 
competition. This opportunity is most apparent within the GE and Automotive BA.  
Within the SKF BA, opportunities had arisen with the development of usage of SKF 
products in new applications, e.g. windmill components. This will imply that SKF 
will be in need of bigger volumes from OS. (Internal documents) 

Threats 
A threat for OS that comes from the automotive industry is that the customers' 
specifications surpass OS' capability. During the last year the price on scrap metal and 
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alloy have increased considerably and further price increases will increase the already 
high production cost. (Internal documents) 

5.2 Price differentiation within the company 

5.2.1 Customers and products 
During the second half of 2003 and the first quarter of 2004, each manufacturing area 
at OS, made an analysis of their customers and products. The analysis of the 
customers was made with respect to the total billed value and it was also calculated 
what gross profit the company contributed with. The customers were then divided into 
three groups were the A-customers stood for 80% of the billed value, the B-customers 
for 15% and the C-customers for 5%. The analysis of the products was made with 
respect to the total tonnage and the A-products stood for 80% of the total tonnage, the 
B-products stood for 15% and the C-products for %5. Hence the name ABC-analysis, 
which is not to mix up with Activity Base Costing-analysis that also, is called ABC- 
analysis. To be able to calculate the gross profit that each customer contribute with, 
all production costs were allocated to each product. Within OS, a measure on the 
profitability is made with sales factor. The sales factor is calculated by dividing the 
net sale with the manufacturing cost and then multiplied by 100. This will imply that a 
transaction with a sales factor higher than 100 is profitable and less than 100 will 
imply that OS lose money on that deal. 

The grouping of A, B and C-customers and A, B 
and C-products was then to be used as a tool in 
price differentiation. By creating a matrix with 
customers on one of the axis and products on the 
other (see figure 8, the numbers in the matrix is 
only an example), OS are able to create a 
guideline to pricing and how price differentiations 
can be used towards different customers when 
purchasing different products.  

Product 
 A B C 
A 100 110 120 

C
us

to
m

er
 

B 110 115 125 
C 120 125 130 

Figure 8: Pricing matrix 

According to Jansson, B (2004) it is reasonable that an A-customer purchasing an A-
product should pay less than for a C-product since economy of scale makes the 
production cost smaller for the A-product. Also an A-customer should pay less for a 
product than a C-customer that buy smaller quantities of the same product since it 
takes less resources per item to close the deal. With the help of the analysis, OS has 
developed a list over customers that are the least profitable. The analysis even showed 
that in some deals, OS is losing money, but as Jansson, B (2004) points out, in some 
cases it is better to lose on one product to gain a better deal on another product to the 
same customer as long as the profitability on the whole transaction is satisfying. It is 
however important that a customer that in the beginning purchase large quantities of a 
product with good profitability for OS and small quantities of a product, where OS is 
"losing" money, is not allowed to shift to buy small quantities of the product with 
good profitability and large quantities of the product with no profitability at all for the 
same price which will imply that OS ends up losing money on the deal. 

The three BAs, Automotive, Bearing and GE have then separately developed their 
pricing matrix with regard to the markets that they act within as the markets differs 
with regard to for example competition and demand. (see figure 9 - 11). The numbers 
in the matrix are price index and are not to mistake as sales factor, but that the 
different cells are only in relation with each other. 
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B 105 110 115
C 115 120 130

Figure 11: GE 

B 110 120 150
C 130 170 200

Figure 10: Bearing 

 
 
 

 

B 105 120 160 
C 110 130 200 

Figure 9: Automotive 

As seen in the figures above, the different BAs has chosen different strategies. While 
the automotive BA has put a higher increase on the product in comparison to the 
customer, bearing wants to do the opposite and make a higher increase with regard to 
the customer. Automotive justify their choice by the fact that the wide selection of 
products that OS offers makes the productions costs higher. By directing the 
customers towards buying the company’ standardized products (A-products) in a 
greater extent instead of low-volume products (C-products), OS can decrease the 
production cost which in turn will increase the profitability. 
Bearing justify their choice by the fact that C-customers cost more than A-customers 
with regard to the labour that must be put down to reach to a relative small 
transaction. It is therefore important that small customers are paying a higher price 
than the large customers. 

One notable factor in GE’s matrix is the so called C-C corner which is much lower 
than the other two BA’s C-C corner. This is because, according to Olsson (2004) that 
if a to high index is set in the C-C cell, it won’t exist since no company will buy the 
product if its price is set to high. GE has as bearing, chosen to put a higher price with 
regard to the customer, though not as substantial as bearing but there are still a little 
higher increase in the index.  The people within the SKF BA have not developed any 
matrix for their BA since the pricing within that BA is largely influenced by SKF and 
it is therefore not yet necessary to develop any matrix. 

5.2.1.1 Findings from OS’ analysis  
The analysis has shown that an A-customer isn't always paying a lower price than a 
C-customer, which should be the case. For the BA GE, it was the other way around 
i.e. on an average, the C-customers had the lowest sale factor and the A-customers 
had the highest. For the automotive BA the B-customers had the lowest average sales 
factor and C-customers had the highest. The bearing BA had the lowest average sales 
factor for the A-customers and the highest for the C-customers which is intended. 

The fact that an A-customer was paying the lowest price was not necessarily good. 
When looking at the A-customers within the bearing BA, it was discovered that OS 
ended up losing money on many of the deals with the big customers so that the total 
sales factor was less than 100. Deals where OS lost money existed in every BA and 
both to A-, B- and C-customers but not in the same extent as to the A-customers 
within the bearing BA. 

When making the analysis another important discovery was made. The analysts 
noticed when allocating the costs that the previous calculated cost of production was 
to low in comparison with the actual cost. The cost of production is used as a factor in 
pricing and in calculating the rate of profitability. This implies that OS had been 
charging a price with lower profitability than they thought. 
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5.3 Transaction price management within the company 
When searching for factors, indicating that OS is using transaction price management, 
the use of the pocket price band were indicated. The pocket price band is however 
analysed with the sales factor dealt with in the previous chapter about price 
differentiation, instead of the pocket price. Jansson, B (2004) states that within the 
Automotive BA they will not after the 31/3 2005, accept any deals with a sales factor 
less than 100 unless it is thoroughly justified.  

When it comes to the price waterfall no indication on that it exists within OS is 
evident in the form described in chapter two. This is mainly because that the model 
dealt with different types of discounts and since OS don’t have that type of discount 
systems the price waterfall is therefore not apparent within OS. (Jansson, H, 2004) 

Wester (2004) believes that the people at OS do not have the right knowledge to 
determine whether a single customer is profitable or not because of the extent of 
product augmentation that differs from customer to customer.  

Jansson, H and Nilsson (2004) thinks that the methods of calculating the 
manufacturing costs that are used as a foundation for setting the price are not showing 
accurate costs. An example is a company that purchases four tons, two times a week, 
but when OS produce the product, they make 30 tons at a time. When calculating the 
manufacturing cost for the product with the methods used today, the cost will be 
allocated on the four tons instead of the 30 tons, which will give added cost to the 
product. This will imply that the price for the product will be higher than needed and 
if OS succeeds in selling the product the actual profitability will be higher than 
thought. It also implies that it can be harder for OS to sell the product with the high 
price and it can be hard for the marketing staff to justify the high manufacturing costs. 
Nilsson (2004) considers that the production to a certain step is more or less identical 
and that the manufacturing cost should therefore be calculated accordingly.  

Jansson, H and Nilsson (2004) think it would be good if a properly cost calculation 
for the deals are made to establish the actual manufacturing costs. It can however be 
difficult since the manufacturing costs can vary from time to time since the set-up 
costs vary. An example for this is if the set-up of the rolling mill doesn't have to be 
changed the manufacturing cost for that specific batch is 30,000 SEK lower than a 
batch were they had to change the set-up of the rolling mill. 

To easier calculate the production costs for their different products OS have 
developed a computer program. In this program the staff can chose different steel 
grades and how they should be further processed. A production cost can then be 
calculated and the cost is then used as a basis for the pricing. 

5.4 Augmenting product within the company 
The primary factor of the augmented product for OS is the product quality. The steel 
that OS produce is very clean which is important to be able to produce components 
that meet the customers' sometimes extreme requirements. The fact that OS use the 
same steel in all their products is also seen as a valuable factor by their customers.  
OS ability to continuously manufacture the high quality steel also creates an 
advantage. During the last two to three years, OS have altered the selling strategy in 
the way that previously the value to the customer was primarily created in the end of 
the production line with for example cutting and turning. Today OS tries to, in greater 
extent, create value in the beginning of the production line with the development of 
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the steel. Nilsson (2004) stress that a very important factor for OS is the uniformity on 
the product properties from one delivery to another. In some cases, customers have 
gone from OS to a competing supplier. But when the competitor can't fulfil the 
customer's needs in deliveries and product quality, they go back to OS again. The 
customers have then become aware that in the long run it is more profitable to pay 
more for OS' products that fulfil their requirements instead of a cheaper competitor 
that don't and adds more costs to the manufacturing. When making an increase in 
price, it is however always crucial that OS can justify the increase to the customer. 
Otherwise the customer will question the credibility of OS. (Ibid) 

OS' has a recognised good logistics that can provide with quick and reliable 
deliveries. OS considers themselves to be one of the companies with the highest rate 
of reliable deliveries, but there are still possibilities for improvement. (Nyström, 2004) 

Customers that are making business with OS over a longer period, can book the 
capacity needed, within the agreed ranges, from OS in advance within a minimum 
time period of six weeks. This is especially important when the demand is high and 
the customers that are guaranteed steel from OS don't need to find it from other steel 
manufacturers and it will be delivered when they need it (Jansson, B, 2004). 
According to Wester (2004) and Wallin (2004) other manufacturer of special 
engineered steel attend to the customers in the order that the orders come in, which 
can imply that it can take a long time from order to delivery. The reservation system 
can however be a negative in times when the demand is low and the customers are 
obligated to buy from OS. 
The reservation system is not only good for OS’ customers but also for OS itself. This 
is because the reservation system gives OS a forecasting system that enables the 
company to forecast the demand for the steel in the near future. 

It is previously established that within the Swedish markets, OS is the price leader. 
This will imply that OS pricing decisions does in a high degree direct the market and 
all competitors watch OS' activities. Since OS is the price leader, it is very important 
to manage the augmented product that creates value. Through long-term contracts and 
close relationship with the customers, the personnel at the Swedish sales office have 
gained great knowledge of the markets and its customers. Nilsson (2004) considers 
this to be very important for OS in the way that they know what the customers value 
and how OS can create value. The fact that OS is a Swedish company can itself create 
value. Jansson, H (2004) states that customers that are Swedish medium sized 
companies are willing to pay up to 5% more for OS products than for a product from a 
foreign competitor. Also the fact that OS don't use distributors and instead have sales 
offices that represent OS on location gives better contact between OS and the 
customer. To further improve the relationship with OS' customers, the Swedish sales 
company have launched meetings with their customers. The ideas of the meetings are 
to find out possibilities to improve functions within the technical and logistical areas. 
In this way OS can improve the things that aren't as good as they can be, it can for 
example be easy things such as if the customer prefers to get the products delivered in 
crates or in cardboard boxes.(Nilsson, 2004) 

A factor in the augmented product that can create value is the technical support that 
OS can provide to the customer. This is however not used to the extent possible. 
(Wester, 2004) 
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The technical support can also be developed into a more profound collaboration by 
working in a more application orientated approach instead of a product orientated 
approach. Application orientated imply that OS in cooperation with the customer find 
solutions for the customers needs with OS products instead of offering them the whole 
product selection (product orientated). By doing this OS and the customer can develop 
a new or adapt an existing product to the customers production line and in that way 
create the added value to the customer (Wester, 2004; Wallin, 2004). Also for some 
customers OS is refining the product further to better suit the customer’s production 
line. This can for example be done by turning, cutting or drilling.  

Andersson (2004) and Östman (2004) points out that by influencing the customer's 
technical staff so that they prefer OS' steel ahead of other manufacturer's, they can put 
OS' products on the requisition that is then handled by the purchasing staff. 
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6. Analysis 
In this chapter, the content in the empirical presentation will be analysed. In the 
analysis, the empirical data will be compared with the theories presented in the frame 
of reference. The structure of the chapter will be based on the order of the research 
questions.  

6.1 Analysis of research question one and two 
When comparing OS pricing objectives with Dodge and Hanna’ (1995) theories about 
pricing objectives, one can establish that OS use two different types of pricing 
objectives, stabilize prices and maintain or enhance market share. Within the Swedish 
market, stabilize price is the one that is most used.  

As established in the empirical study, a majority of OS production are sold to 
customers within the bearing market (Bearing and SKF BA). This and the fact that OS 
relative share are much higher for the bearing market, implies that OS has market 
opportunities within the other markets where they act e.g. the automotive industry and 
mining industry. This is applicable for both the Swedish and the international markets 
but mainly for the international markets.  

When analysing OS pricing strategies, one can establish that the company use a high 
price strategy most similar to Dodge and Hanna’ (1995) theories about skimming. Out 
of the circumstances, OS has chosen the right pricing strategies. A factor that strongly 
influences OS to choose a high price strategy is the high production costs that OS has. 
As established in the empirical study, there are differences between OS pricing 
strategy and the pricing strategies according to Dodge and Hanna’ (Ibid) theories 
about skimming in the theory chapter. The main difference is that while Dodge and 
Hanna (Ibid) states that skimming can be used during a limited time period, until the 
competitive advantage disappears, OS seems to be able to maintain the competitive 
advantage over a much longer period, that allows them to use a high price strategy 
over a longer period than comparing with the skimming strategy. This is mainly 
because the high quality steel that OS produce that in some cases OS competitors are 
unable to manufacture and the extensive product augmentation that OS offers. 

Also the fact that the price is more stable under the whole product life cycle and that 
the life cycle is comparatively long are two other differences between OS pricing 
strategy and the pricing strategy skimming. 

On the Swedish market OS is a big actor that often acts as the price leader. The fact 
that OS competitors on the Swedish market, almost always monitors OS activities and 
follow them when setting their price, implies that the factors mentioned in Haas 
(1995) theories in chapter two exists. 

6.2 Analysis of research question three 
To quickly recap, the third research question was: How can the price differentiation 
used in the industrial market be described? 
 
For OS there are a number of possibilities to practice price differentiation. The price 
differentiations, used within OS are according to Morris (1987) theories almost 
exclusively systematic. Unsystematic differentiation only occurs when the customers 
shows a potential to become a large customer for OS in the future. 
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According to Morris (1987) theories about price differentiation a company must have 
at least two distinct segments of customers to be able to use price differentiations. For 
OS, the most obvious segmenting tool to exert price differentiation is the different 
BA’s. The empirical study shows that the actors within the different BA’s make out 
many clear segments where differentiations with regard to price are made. 

Another apparent tool for OS to exert price differentiation is with the help of the 
recently made analysis of their customers and products. As noted in chapter five, the 
customers were divided into three groups with regard to the billed value. This can be 
referred to Morris (1987) theories as differentiation with regard to buying power. OS 
products were divided into three groups with regard to the total tonnage sold which 
can be compared to Morris (1987) theories as differentiation with regard to selling 
volume. 

When each BA developed a model for how they should use price differentiation with 
regard to customers and products, it was found that some BA chooses to put a higher 
increase on the price index with regard to the customer while other chose to increase 
the price index with regard to the product sold. The people in each BA made strong 
justification why it was correct to use their type of differentiation. 

It is however important not to disregard any method as the situation within the 
industrial market can vary to such a great extent that both methods can be used in 
different situations it is however important to know what method that should be used 
in each situation. 

The result from investigating the ABC-analysis showed that today, the real price 
differentiation is far from the desired differentiation. In some cases a C-customer 
buying an A-product was paying a lower price than an A-customer which is not 
intended. Also the analysis showed that an A-customer was not always profitable and 
that in some cases OS lost a great deal of money on the customer. 

The fact that OS lost money on several A-customer can however be discussed whether 
or not the customer are unprofitable or not. When looking upon a single transaction, it 
is evident that the customer is unprofitable, but when looking upon OS overall 
production, the customer’s high volume purchases makes up the overcapacity that 
otherwise would be created. Therefore an A-customer that on the paper looks like it is 
a very unprofitable customer is not as unprofitable on the whole. 

When analysing the result of the ABC-analysis of OS’ products and customers, one 
must however bear in mind that the usage of the ABC-analysis as a price 
differentiation tool are in the initial stage and that the result in the analysis is to be 
used as a tool to improve the price differentiation so that OS’ profitability in the 
future, can be improved. The fact that the analysis were made under a time period, 
with business recession and the demand for steel was low and therefore the price was 
low compared with if the same analysis was made during a time with trade boom, 
must also be taken into consideration when analysing the results. 

Another factor that also has to be considered when analysing the results of the ABC-
analysis is the fact that different customers purchase different products within the 
augmented product. While some customers purchase a standard product with no extra 
services, others have more extensive augmented with for example greater technical 
support, conjoint product development or shorter delivery time.  
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As the theories according to Morris (1987) suggests, OS must be careful with the legal 
aspects of price differentiation. The fact that until recently, SKF entirely set the price 
for the products they purchased from OS can create advantages for them ahead of 
their competitors that must pay more for the same products. This is probably justified 
with the fact that OS is a wholly owned by SKF and that SKF therefore are allowed to 
set the price. Today OS have more influence on setting the price for the products SKF 
purchase. 

6.3 Analysis of research question four 
The fourth research question was: How can transaction price management in the 
industrial market be described? 

When investigating in what extent OS use transaction price management, it was found 
that the tool price waterfall introduced buy Marn and Rosiello (1992), was not used in 
any extent. This is primarily due to the fact that the model in the theory chapter dealt 
with different types of discounts and since OS doesn’t have that type of discount 
systems, nor have they any official price list, which was used as the origin of the price 
waterfall in the theories (Ibid). The price waterfall is therefore not apparent within 
OS. 
Although OS don’t have any price waterfall, it doesn’t necessarily mean that the staff 
at OS have all the knowledge to determine whether a single transaction is profitable or 
not, or on deciding an exact sales factor. This imply that there exists revenue leaks but 
at an earlier stage in the production. Since it is established in the empirical study that 
the production cost can vary from one time to another and the extent of augmented 
product the different customers use, the actual profitability is very difficult to 
determine from one transaction to another. 

When it comes to the pocket price band OS use a variation of that tool, when using 
the sales factor instead of the price which was used in Marn and Rosiello’ model 
(1992). By analysing the sales factors for the different customers down to product 
group level, OS gets an overview on which customers that are profitable and which 
are unprofitable. A step towards eliminating the non-profitable transactions is made in 
the automotive BA where it is decided that after the 31st of March 2005, the BA will 
not accept any deals where the sales factor is less than one hundred unless it is 
thoroughly justified. An exception can for example be if OS sees the customer as a 
potential big customer.  

6. 4 Analysis of research question five 
To quickly recap, the fifth research question was: How can the product augmentation 
to create and maintain a premium price within the industrial market be described. 

It is evident that product augmentation is very important for OS. The company’s high 
production cost and the fact that OS act as a price leader in many of the industrial 
markets that they do business within, makes it vital to augment the product to be able 
to charge a premium price. Otherwise the company’s profitability will decline and OS 
will not be able to continue with the business. As the theory suggests by Haas (1995) 
and Lapierre (2000), it is important to use product augmentation to be able to create a 
competitive advantage that enables the company to create a higher perceived value by 
the customer which imply that the company can charge a premium price. When 
comparing the product augmentation for OS with Kotler and Armstrong’ (1996) 
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theories about product augmentation, one can establish that some factors are more 
important than others (see table 5).    
 
 Product augmentation 

according to Kotler and 
Armstrong  (1996) 
 

Product augmentation for 
OVAKO STEEL AB 
 

Core product • Core benefit or service • Special engineering steel 
 

Actual product Core product + 
• Quality level 
• Design 
• Features 
• Packaging 
• Brand name 
 

 
• High quality 
• Uniformity of product 

properties 
• Design 

Augmented 
product 

Actual product + 
• After sale service 
• Delivery and credit 
• Warranty 
• Installation 
 

• Technical support 
• Product development 
• Well developed logistics 

system 
• Reservation system 
• Sales office instead of 

agents 
 

Table 5: Product augmentation in Ovako Steel AB 
 

6.4.1 Actual product 
Within the actual product one very important factor for OS is the high quality of the 
steel. In some markets that OS act in, i.e. the diesel engine industry, where OS deliver 
components to the fuel-injection system, the technical demands on the steel are so 
high that today is OS the only company that can meet the customers demand. 

The other important factor that affects the final augmented product within the actual 
product is the uniformity of the product from one delivery to another. It was 
established in the empirical study that the customers considers the fact that they get 
steel with the same properties every time important and that former customers of OS, 
had come back after purchasing from anther company that charged a lower price but 
in the long run could not meet the specified requirements the whole time. 

The design of the product that OS produce can vary in what extent it is refined. When 
OS’ customers purchase further refined products from OS, it implies that the 
production cost becomes higher since it involves more phases in the production. The 
price then gets higher but because OS delivers the further refined product instead of 
for example a standard bar or tube, the customer don’t have to invest in expensive 
capital equipment so they can perform the further refinement. This will imply that the 
customer is willing to pay the higher price and sometimes even more. 

The other factors that Kotler and Armstrong (1996) mention within the actual product 
are not used in the same extent by OS to create a competitive advantage. The brand 
name is something that OS can not use in any larger degree towards the end consumer 
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since the steel that OS provide their customers with are almost entirely, further refined 
to a component in their final product. The importance in the brand name can only be 
used towards OS customers and their competitors. By making their customer satisfied 
OS can get their customers’ competitors interested in OS products as well. This is 
most significant in markets that consist of a relatively small number of actors, e.g. the 
mining industry. When considering the packaging it was noted in the empirical study, 
that the Swedish sales office has launched meetings with their customers regarding 
possibilities to improve functions within the technical and logistical areas. These 
meetings have among other things shown that some of OS’ customers prefer to get 
their purchases delivered in crates while other prefers boxes.  

6.4.2 Augmented product 
Within the augmented product the technical support is used, but not in the extent that 
it could be. A well developed technical support can act as a tool to maintain the long 
term relationship that many of OS’ customers are looking for. As established in the 
empirical study, the technical support can be developed into a deeper collaboration 
between OS and the customer through joint product development. This type of 
collaboration ties OS and the customer tighter together as their goal is to solve one of 
the customers “problems” with the help of OS products. As Nilsson (2004) states, the 
sales strategy has changed more towards creating value in the beginning of the 
production with development of steel properties and product development. 

OS’ logistics system is the other important factor in the augmented product to create 
the competitive advantage. It is stated in the empirical study that OS consider 
themselves to have one of the best terms of delivery with short lead time. Although 
there are still improvements to be made, the comparatively short delivery times and 
high reliability in deliveries, gives the customers a great degree of security that they 
can rely on OS to supply them with the steel. Also the reservation system is used as a 
factor to create the surplus value. The reservation system is also used by OS as a 
system that can forecast the demand for special engineering steel in the near future 
and see how the trends change over the business cycle. 

To sum up the analysis about research question five. It is established that according to 
Kelly and Coaker (1976) a company can create a competitive advantage, to be able to 
charge a higher price. This is done with the help of product augmentation (Kotler & 
Armstrong, 1996) and the empirical study showed that OS use product augmentation 
in a great extent both on the products and on the services that OS offers to its 
customers. This is important for OS since the company act as a price leader in many 
markets within Sweden and therefore need to increase the perceived value. It is 
however important for a company to find out what factors in the product 
augmentation that is important for the different customers so that the company don’t 
put to much resources on factors that don’t increase the perceived value to the 
customer, all according to Haas (1995) theories.  
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7. Conclusions and Recommendations 
In this chapter conclusions of the study will be drawn. Recommendations will be given 
as well as recommendations for further research in the area 

7.1 Conclusions 
The aim with this thesis is to give a better understanding of pricing within the 
industrial market. One can establish that there are many factors that have to be 
considered when dealing with pricing of industrial products. Out of these, some 
factors have been investigated from the view of a manufacturer of special engineering 
steel.  

7.1.1 Conclusions for research question one and two 
When analysing the company, it was established that in the Swedish market the 
company primarily used the pricing objective to stabilize the price. As a pricing 
strategy the company used a high price strategy due to the fact that their production 
costs were very high. When comparing the company’ situation with the theories this 
was found to be the best suitable strategy. It was also established that the company in 
many of the Swedish markets, acted as price leader i.e. the actor with the highest 
price. This implies that within these markets, OS’ competitors monitors and in a great 
extent follow the company when they set their price. 

7.1.2 Conclusions for research question three 
From the third research question one can conclude that most of the price 
differentiations used in industrial markets is done in a systematic manor. For the 
company in the case, the fact that they are able to divide their customers into several 
segments gives them the opportunity to optimize the production and get so high 
revenues as possible. As different segments, OS use four different BAs, automotive, 
bearing and general engineering. The bearing area that is by far the biggest business 
area was then divided into two separate BAs, SKF and others. This since OS is wholly 
owned by SKF and therefore has different sets of terms with SKF than the other 
customers within the bearing market. 

Besides segmenting in the four BAs, the company in the study also execute price 
differentiations within each business area. This is done with the basis of the billed 
value for the different customers and the total volume for the different products. It is 
stated that large customers buying standardized products should pay less than a small 
customer due to the fact that the cost is less, allocated on a single product for the large 
customers.  

When developing a tool for price differentiation within each BA, some BAs decided 
to put a larger price increase with regard to the customers with the justification that 
small customers cost more to maintain relationships with and that the aim was to 
increase the volume sold to the small customers and in the end a larger value billed. 
Other BA wanted a larger increase with regard to the products with the justification 
that manufacturing small quantities of a product, cost much more than a standardized 
product which is produced in large quantities. Which one is the right one, can not be 
answered, since the circumstances are different in the different BAs. One can however 
not exclude one or the other in any of the BAs since there will always be low-volume 
customers and products that are sold in small annual quantities. 
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From the results of the company’s ABC-analysis of their customers and products, one 
can draw the conclusion that it is important that the marketing staff don’t makes the 
mistake and automatically consider an A-customer as profitable.  

This mistake can be very costly for a company. However the company can see the 
profitability of a customer from two perspectives where the first is seen in as a 
customer in isolation and the second is from the manufacturer’s total production. A 
customer might be unprofitable, but the volumes bought by the customers are of the 
quantity that it makes the other customers profitable since the overheads is then 
allocated to a larger production and excess capacity is filled.  

The usage of the ABC-analysis as a tool for price differentiation is as established 
earlier, in its initial stage. Therefore the not always desirable reality that the analysis 
showed, can be used to evaluate the deals that OS makes with their customers and see 
what customers that have to pay more or be terminated as customers. The analysis 
also shows which customers that the company should tie tighter to them with the help 
of more collaboration between the manufacturer and the customer so that exit barriers 
are created. These exit barriers makes it difficult or to expensive for the customer to 
stop purchasing from the manufacturer. 

One must also bare in mind that the ABC-analysis was made under a time of recession 
and therefore the results in the analysis wasn’t as good as hoped. Today when the 
demand has increased considerably and with that the price of special engineering 
steel, the result will also improve. 

By annually revising the customers into A-, B- and C-customers, the company can use 
their developed price differentiation tools when pricing their products towards their 
customers.  

7.1.3 Conclusions for research question four 
As established in the empirical study the concept of price waterfall is not used within 
the company studied. This is primarily since the manufacturer don’t use any discount 
system which imply that the revenue leaks are not that apparent within the company 
on that level. 
It is however established that on an earlier stage during production, the calculation of 
the production costs can include incorrect calculations that in the end gives the same 
effect as the price waterfall. It is therefore important that the production costs are 
correct calculated but as pointed out in the empirical study, the production costs can 
vary with regard to set-up costs from one time to another and therefore the best thing 
might be to calculate an average production costs for the different products. This can 
however be very time and resource consuming but the computer programs that the 
company have developed is a very useful tool. 

The price band is a tool that is used in a greater extent, though in another form than 
the one described in the theory chapter when using sales factor instead of price. The 
use of sales factor instead of the actual price, gives a better representation since the 
price that a customer pay for a specific product can include different degrees of 
product augmentation. The empirical study shows that larger customers in a greater 
extent use more services within the augmented product than smaller customers. 

With the use of sales factor, some BAs, in the company studied, have set up the goal 
that after 31/3 2005 they will not accept any deals with a sales factor less than 100 
unless it is thoroughly justified. This is a way of alter the price band to better suit the 
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manufacturers production. From the top end of the price band, manufacturers can see 
what customers with high sales factor and by maintain or enhance the relations with 
the customers, try to increase the tonnage sold and in the end the revenues. 

One must however point out that a customer with for example an average sales factor 
of 160 does not automatically generate more revenues than a customer with a sales 
factor of 115. It also depends on the total tonnage sold. If the customer only bought 15 
tones with a sales factor of 160 and the other customer bought 1200 tones with a sales 
factor of 115 the revenues generated will be greater for the second customer.  
 

7.1.4 Conclusions for research questions five 
From the results about the fifth research question about augmented product, one can 
draw the conclusion, that for a company that act as a price leader, within one or 
several industrial markets, it is important to use the augmented product to a great 
extent. This is particularly important for companies with high production costs, such 
as the company studied in the case, where the only possibility that they have is to use 
a high price strategy. Then to be able to compete with competitors that have a lower 
price, companies in this position have to use the extended services within the 
augmented product to create the surplus value that enables them to maintain the high 
price.  

For the studied company, the most important factors within the augmented product are 
the steel quality, the logistics system, the technical support and the application 
orientated product development. The fact that the quality of the steel that the company 
produce, is so high that sometimes, it is the only company that can meet customers 
requirements, give the manufacturer a competitive advantage that is very important. 
Also the knowledge to produce steel with the same properties every time strengthen 
the company’ position as a very capable manufacturer of special engineering steel, as 
it is established that some of its competitors, have had difficulties with producing 
uniformed steel from one delivery to another. 

In the case study it is also established that the company’s logistics system gives them 
a competitive advantage ahead of their competitors. The short lead times within the 
company does that the total time it takes, from order to delivery is very competitive 
against their competitors and also the reliability in deliveries gives comfort to their 
customers that don’t have to have a big stock, to make sure that they don’t run out of 
material to their production. 

By using application orientated approach in their augmented product towards their 
customer, the company can appeal to their customer in another way than by offering 
their whole product selection. In this way the customers can directly see how they can 
use the manufacturer’s products in the production. Within the company investigated, 
the application orientated approach is however easier to use in the automotive and GE 
BAs than in the Bearing and SKF Bas. This is due to the fact that the end products 
within this market are more or less well developed and the new products are more or 
less modifications of already developed products. 

It is however important that a manufacturer charge their customers for all the factors 
within the augmented product that they use. If the customers want something more 
than agreed upon, they have to pay for it and it is important that the contract explicitly 
states what is included within the agreement so that the customer don’t have the 
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possibility to state that the changes that they want already are included in the contract 
and therefore don’t need to pay any extra.  

To find out what factors within the augmented product that creates surplus value to 
the customers, a lot of resources need to be put into the work.  

This because there are no general model for measuring customer value for every 
company, and since the perception of value can differ even within a single company, a 
company must investigate every customer to get a total overview over their 
customers. This is almost impossible since manufacturer have too many customers to 
be able to investigate them all. 

Today the company investigated, has some tools that they can use in their research on 
what factors that influence the perception of value and how they can modify their 
augmented product to create and maintain their competitive advantage: 

• Within the SKF BA the collaboration with SKF have given OS indications on 
how they can improve their work to create added value.  

• From the work with the quality system, QS 9000, the annual evaluations of OS 
from their customers can also be used as a tool. 

• In the Swedish market, the discussions between the people at the Swedish 
sales office and their customers have also given OS a tool they needed to 
improve their competitive advantages within the augmented product. 

7.2 Recommendations 
In this chapter the recommendations for the case study and on future research will be 
made 

7.2.1 Recommendations for the case study 

7.2.1.1 Pricing objectives and pricing strategy 
From the conditions that the company studied in the case study has, if they today has 
the right pricing objectives and pricing strategy. The high production cost makes a 
high price strategy the only possible alternative.  
However as talked about recently the price level must increase to a new higher level 
from where the prices will be set. Today when the demand for special engineering 
steel is high, there is an opportunity to raise the level. But it is as stated in the theory 
chapter important that the other producers on the markets also see the necessity to 
increase the price and follow. Otherwise the company that wants to initiate the 
increase in price is unable to make the price increases.  

7.2.1.2 Price differentiation 
Price differentiations with the help of the ABC-analysis are as established in its initial 
stage and the results of the analysis are to be used as a tool when pricing products 
towards different segments. 

As established earlier it is important that the marketing people don’t automatically 
regard an A-customer as profitable. This can lead to serious consequences for the 
company. 

Although it is the A-customers that make up for most of the tonnage sold by a 
manufacturer, it is erroneous to focus all the company’s resources on them. The 
smaller customers must also be regarded as important customers and the relationship 
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with those customers must also be maintained and nurtured and hopefully the volume 
will increase. 

The customers that intend to purchase from OS are in need of their products and 
therefore it is important that a win-win situation is established. The customers are 
often aware of the price and the manufacturer can therefore not charge any price. 

7.2.1.3 Augmented product 
For a company in the position as the one studied in the empirical study, it is important 
that they are able to use their augmented product to create the competitive advantages 
that enables them to charge the high price that the pricing strategy requires. By further 
developing their application products and together with their customers develop new 
applications; the manufacturer creates a long term relationship with their customers 
which are something that the studied company strive for. It is important to create exit 
barriers for their customers so that they think it takes to much effort to change to 
another supplier, even under times of recession and they can get a similar substitute at 
a lower price.  

One must however always make sure that the customers pay for all the factors in the 
augmented product, if the customer want more services besides the actual product, the 
manufacturer must also charge them for it. It is as stated earlier important that the 
contract is thoroughly written so that the customer can’t add more services without 
paying more afterwards. 

7.2.2 Recommendations for further research 
As mentioned before, this thesis has not investigated what factors that increase the 
perceived value by the customers, but what the sellers at the investigated company 
thinks what factors within the augmented product that creates competitive advantage 
that enables them to maintain the high price. Therefore further research can be done in 
this area by investigating what factors that a company’ customers consider that the 
manufacturer possess that they value as important when making business with the 
manufacturer.  
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Vad har ni för prissättningsobjektiv d.v.s. avd har ni för mål med er prissättning 
 
Vad har ni för prissättningsstrategi d.v.s. hur skall ni uppnå ovan nämnda mål 
 
Det är viktigt att ett företags prissättningsstrategi avspeglas is den totala 
marknadsföringsstrategin d.v.s. att samma budskap skall förmedlas. Man kan t.ex. inte 
marknadsföra sig som ett premium märke och sätta ett lågt pris.  
Anser ni att företagets prissättningsstrategi avspeglar företagets totala 
marknadsföringsstrategi 
 
Hur sker prissättningen idag, finns det ett system eller känner ni av läget vid varje 
enskilt tillfälle, skiljer det sig vid hög och låg efterfrågan på Ovako Steels produkter. 
 
Forskare har länge konstaterat att pris inte alltid är det avgörande konkurrensmedlet 
utan att företag genom att erbjuda ett bättre helhetskoncept, som skapar mervärde för 
kunden, kan få kontraktet. Helhetskonceptet består bland annat av faktorer som skapar 
detta mervärde. 
Vilka faktorer ser ni att kunderna är beredda att betala lite extra för 
 
I hur stor utsträckning gör ni undersökningar av vilka faktorer som påverkar 
kundernas "villighet" att betala ett visst pris. 
 
Om ni vid en förhandling märker en sådan faktor, utnyttjar ni den vid senare 
förhandlingar med företaget, eller följs det inte upp och faller i glömska 
 
Är kunderna som ni förhandlar med större, mindre eller lika stora 
 
Är en större kunde mer krävande än en mindre eller tvärtom 
 
Är en stor kund alltid en lönsam kund 
 
En metod att förbättra lönsamheten är att sköta det s.k. "prisbandet" d.v.s. fastställa 
vad olika kunder betalar för en viss produkt för att utifrån det göra åtgärder åt 
uteliggarna(t.ex. höja priset eller göra sig av med kunder som betalar ett för lågt pris 
och försöka sälja mer till de kunder som betalar mycket). 
Används denna metod i någon utsträckning på Ovako Steel 
 
På vilka sätt skiljer sig prissättningen vid olika konjunkturlägen? Jag kommer 
ihåg att ni sade att ni försökte hålla en stabil prisnivå över konjunkturcyklerna, men 
om man ser till perioder med extremt hög eller låg efterfråga som varit, hur har 
det varit då? 
  
Förutsatt att efterfrågan på marknaden är låg. Använder sig era kunder av det 
faktum när de förhandlar fram ett lägre pris och i så fall på vilket sätt? 
 
Som prisledare, ser ni att era konkurrenter följer efter er prissättning vid t.ex. 
prishöjningar i stor utsträckning eller stannar de kvar på den tidigare 
prisnivån? 
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Under diskussionen den 10/6 konstaterades att prisdifferentiering gentemot olika 
kunder och kundsegment användes. Vilka faktorer använder ni som grund för 
prisdifferentiering? 
 
 

 62


	Preface
	Abstract
	Table of Content
	1. Introduction
	1.1 Background
	1.1.1 Strategic pricing
	1.1.2 Factors affecting the price
	1.1.3 The effect of right price

	1.2 Problem area

	2. Literature review
	2.1 Pricing approaches
	2.1.1 Cost-orientated pricing
	2.1.2 Demand-orientated pricing
	2.1.3 Competition-orientated pricing
	2.1.4 Market-orientated pricing

	2.2 Pricing Objectives
	2.2.1 Achieve a specific target return on investment or on n
	2.2.2 Maintain or enhance a market share
	2.2.3 Meet or prevent competition
	2.2.4 Maximize profits
	2.2.5 Stabilize prices

	2.3 Pricing Strategy
	2.3.1 Skimming
	2.3.2 Prestige pricing
	2.3.3 Penetration pricing
	2.3.4 Expansionistic pricing
	2.3.5 Pre-emptive pricing
	2.3.6 Extinction pricing

	2.4 Pricing Structure
	2.4.1 Price differentials
	2.4.1.1 Initiation of price differentials
	2.4.1.2 Price differentiation in the industrial market
	2.4.1.3 Legal issues
	2.4.1.4 The use of price differentiation

	2.4.2 Transaction price management
	2.4.2.1 Price waterfall
	2.4.2.2 Pocket price band


	2.5 Pricing Tactics
	2.5.1 Charging the right price
	2.5.1.1 Sales Psychology
	2.5.1.2 Contracts and terms
	2.5.1.3 Demonstrate value rather than products
	2.5.1.4 Segmentation and positioning
	2.5.1.5 Exit barriers


	2.6 Factors affecting the price
	2.6.1 Perceived value to customer
	2.6.1.1 Economic value to the customer
	2.6.1.2 Difficulties calculating perceived value to customer

	2.6.2 Competition
	2.6.3 Cost
	2.6.4 Company overall objectives and strategies
	2.6.5 Demand
	2.6.6 Governmental and legal issues

	2.7 Combining the theories

	3. Problem discussion and frame of reference
	3.1 Problem discussion and research questions
	3.2 Frame of reference
	3.2.1 Research question 1
	3.2.2 Research question 2
	3.2.3 Research question 3
	3.2.4 Research question 4
	3.2.5 Research question 5

	3.3 Demarcations

	4. Methodology
	4.1 Research purpose
	4.2 Research approach
	4.3 Research strategy
	4.4 Sample Selection – The case study
	4.5 Data collection
	4.6 Validity and reliability

	5. Empirical study
	5.1 Ovako Steel AB
	5.1.1 Vision and mission statement
	5.1.2 The market
	5.1.3 Business areas
	5.1.3.1 Automotive
	5.1.3.2 Bearing
	5.1.3.3 SKF
	5.1.3.4 GE - General Engineering

	5.1.4 Pricing objectives and pricing strategies
	5.1.5 SWOT-Analysis
	Strengths
	Weaknesses
	Opportunities
	Threats


	5.2 Price differentiation within the company
	5.2.1 Customers and products
	5.2.1.1 Findings from OS’ analysis


	5.3 Transaction price management within the company
	5.4 Augmenting product within the company

	6. Analysis
	6.1 Analysis of research question one and two
	6.2 Analysis of research question three
	6.3 Analysis of research question four
	6. 4 Analysis of research question five
	6.4.1 Actual product
	6.4.2 Augmented product


	7. Conclusions and Recommendations
	7.1 Conclusions
	7.1.1 Conclusions for research question one and two
	7.1.2 Conclusions for research question three
	7.1.3 Conclusions for research question four
	7.1.4 Conclusions for research questions five

	7.2 Recommendations
	7.2.1 Recommendations for the case study
	7.2.1.1 Pricing objectives and pricing strategy
	7.2.1.2 Price differentiation
	7.2.1.3 Augmented product

	7.2.2 Recommendations for further research


	8. References
	8.1 Books
	8.2 Articles
	8.3 Interviews

	Appendix – Interview guide - Swedish



