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International Marketing Lecture Series

Session 12:  International Pricing


Pricing is affected by factors such as cost differentials, demand conditions, and national laws. Pricing can be set by any number of techniques including cost (computing all relevant costs and than adding a desired profit markup to arrive at the final price), market (set the price at the market level or at par with competitors), demand-based (penetration or skimming techniques), or profit (setting the price to allow a predetermined level of profit).  Each technique has its advantages and disadvantages.  Each culture has their own preference on pricing strategies and which techniques to use.The final determinant of price may be irrelevant to costs, image and quality may become the primary determinants (in many cultures price and perceived quality are directly related):  A BMW may have a comparable cost as an Oldsmobile but to price it likewise would cause BMW to lose much of its image quality.


Two major pricing tasks face the international marketer: pricing for export and pricing for the foreign market. Export pricing involves the marketer in the firm’s home market setting the price that will be paid by an intermediary in the foreign market, cross-border pricing.  Foreign market pricing involves setting the price that will be paid by local buyers within the foreign market. The pricing role is determined by the emphasis placed on price competition in the total marketing mix.  Traditionally, U.S. companies have relied more on non-price competition than on pricing.  U.S. companies generally avoid price competition in the European Union and often went after competitive leverage through promotional and product differentiation. During the 1980s and 1990s, price competition has been stressed more than before. 



Price also is related to value; the price that a customer may be willing to pay depends on its perceived and actual values received. These customer values are often related to cultural mores. The price set for a particular country must be appropriate to the value delivered in that market if the company wishes to avoid over- or under-pricing its product. The values of goods imported from a Western company often is perceived to be much higher than those made in a developing country.  Indians (and Russians) perceived imported products as superior to those manufactured locally and thus many Western brands sell at an inflated price. This price-quality value relationship can be seen in the country-of-origin effect whereas premiums are paid for goods produced in some countries but not for those manufactured elsewhere. An American product in Europe may be perceived as equivalent to local products and thus must be priced similarly; in developing countries, it could be perceived as a premium product with higher quality and could, therefore, demand a higher price. In addition, the level of consumer education and sophistication makes a significant difference in price setting: shoppers in markets that are not familiar with or do not have discount houses, may not have formed the habit of waiting for sales when making large purchases.  Consumers may not have developed the habit or ability of obtaining information about competing brands to assist them in evaluating and choosing one brand over another.
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A preference for many multinationals is the concept of standardization. In setting a worldwide standard price, a firm establishes a uniform price for all its product all around the world.  Although elegant in theory, the concept breaks down in practice.  Marketers generally agree that price is probably the marketing mix element which is most difficult to standardize because of country-to-country differences. The multinational has a dilemma in the use of standardized pricing: if it prices too low, it cannot earn a profit in the industrialized, higher cost portion of the world; if it is priced too high, it prices itself out of the market for the developing and undeveloped markets.  Masterfoods introduced several different brands of pet food in Russia, a country with little previous familiarity with packaged pet foods.  Seeing a market potential among consumers who often pamper their pets by preparing a meal for them,  Masterfoods priced its dogfood at a premium; at the set price it exceeds the Russian average monthly salary.  As a result, standardized prices is seldom used. Marketers realize that demand elasticities differ between markets and thus, different prices can be charged for different markets. (note:  such behavior can lead to parallel imports between two differently priced markets or even to claims of dumping).  Corporate objectives could also vary between countries and cultures:  entry into one country could be a long-term endeavor and hence, penetration or at the very least market prices would be charged.  If entry into a second country is perceived to be short ranged and taking advantage of a momentary vacuum, premium prices through skimming could be charged.


Even after the benefits of economic union in Europe after the 1992 mandate, Prices in Europe still vary significantly.  Enormous price differentials exist between European countries.  As a result of devaluations, some car models cost 30-40 percent more in Germany than Italy Some car dealers in Europe—especially in Germany—specialize in “euro-cars,” their name for gray imports from other European countries.  The car buyer can order a car from a catalog for delivery in about three weeks; the buyer’s average savings are approximately 12  percent  to 20 percent of the German authorized dealer prices. 


For identical consumer products, prices can typically deviate 30 to 150 percent. The biggest price differences found by Nielsen in the 45 products that it surveys frequently amount to 100 percent between the cheapest and dearest countries.  In two cases Kelloggs cornflakes and Palmolive hand wash liquid, the differences were much higher.  These variations consider differing value added tax rates, sales volumes, inflation, and exchange rates.These differentials are rooted in consumer behavior, distribution systems, market positions and tax systems.  



Cross border shopping and parallel import (grey markets—products sold through unauthorized channels) flows result from such price differentials. Japanese can buy cameras from catalog retailers and have them shipped to Japan for a price below that they can buy from the corner store. Kodak prices its film higher in Japan than in other parts of Asia; arbitrage merchants buy its film in Korea and resell it in Japan for less than what authorized Japanese Kodak distributors sell it for.  Coca-Cola imported from the U.S. sells for 27% less than Coke’s own made-in Japan product.  A Japanese subsidiary of a prestigious high-priced liquor company complained to its corporate headquarters about the substantial quantities of the product that had entered Japan through the gray market, which were cannibalizing products sold through authorized dealers and threatening the high-prestige image of the product in Japan. 


Sometimes, prices are affected by factors outside of the company’s control.  Price escalation is a common phenomena  that is caused by the extra costs involved in functions involved in export-related activities that are not found domestically (insurance, tariffs and customs duties, overseas shipping, political risk insurance, and extra distribution channels).  These factors can double or triple the domestic price of an item. This often requires changes in the promotional strategy from a regular to a premium product.  Currency fluctuations can also have similar effects.


A joint U.S.-Japan price study of 112 products sold in Japan released in May 1991 found that prices of comparable products were on average 37 percent more expensive in Japan than in the United States; of the forty products in the survey made in Japan, twelve were more expensive in Japan, including a bottle of sake that was 44 percent more expensive than in the United States. Nineteen of twenty products surveyed were more expensive in Japan than in Europe. Prices of most consumer products are two to three times the prices found in the United States.  As a result, Japanese consumers pay unfairly high prices, and imported goods face major obstacles in Japan. An imported car is inspected thoroughly. For example, automobile identification numbers are repeatedly scrutinized; even a minute variation in the length of the downstroke of a single letter has held up the release of the car for weeks.  After taxes, an imported car costs nearly double the price of the car in the domestic market; a comparable Japanese car costs less in the United States than in Japan. Producer subsidies and import barriers as well as export incentives can come to 75 percent of farmers’ incomes in Japan compared to 9 percent for cattle ranchers in the United States, the result being  steak costs over $50 per pound in Japan. Tokyo stores did such a strong business in Washington apples after they were introduced, some stores doubled the prices of the apples (from 50 yen to 100 yen each, $1 apples).  Apples in Japan are not thought of as casual snack food but often given as gifts and highly prized, thus the high price is a connotation of their value as gifts, not their value as a food product.


The impact of cost consciousness on the Japanese consumer during the 1990s can be seen in the “callback” number.  A callback subscriber places a call to the United States using a specially assigned user number, but hangs up before the ring is answered. Sophisticated switching equipment in the United States recognizes the encoded number and returns the call. The subscriber answers, receives an American dial tone, and then dials anywhere in the world.  Its widespread success is due to  American phone rates are anywhere from 25 to 60 percent lower than Japanese rates. It is often cheaper for consumers in Japan, even with duty and international shipping charges,  to buy U.S. products from the U.S. and ship them to Japan than buy the same products at the store next door.


Reflecting an inherent desire to provide the customer with good value, a high price-quality ratio exists in Japan. Japan is not a price-sensitive market; competitive price ranked seventh among ten factors impacting success in Japan. Since most Japanese consumers are pressured by  high  housing  prices  and  increased  costs  of  living,  they  are  not so different from Americans and Europeans. They all want maximum value for purchased items. In fact, in one survey, 70 percent of respondents stated that they wanted reasonable prices more than high-priced quality goods.


Incomes, cultural habits and consumer preferences differ from country to country. Both influence desire for the product and hence elasticity necessarily differs between any two countries or cultures. Thus, for the same product in two different countries or cultures, two different prices may be demanded and received.


The cultural background of parent company executives often influences the pricing strategy. Canadian and Scandinavian firms prefer market systems, while U.S., English, French, and Japanese firms use predominantly cost-oriented ones and Italians, Germans, and Dutch tend to use combination systems. Tax avoidance preference can explain the French preferences while the complex tax and collection procedures in Italy make it preferable to maximize income in Italy. The Germans’ apparent lack of interest and concern with transfer pricing can be explained in terms of their emphasis on fixed assets and long run stability of the firm.   
  
British exporters favor supply and demand approach because they are looking for the soundness of the market.  German exporters prefer the product market strategy because they want to match price and quality attributes for their customers.  Japanese exporters price according to the transaction with the goal to increase market share.  Americans, British, and Canadians tend to be reactive price setters, pricing their wares competitively.  Germans, Swedes, Dutch, and Italians are neutral setters of prices and not as concerned as matching competitors’ prices. The Chinese, and Southeast Asians are proactive setters of prices with their prices based on the overall marketing strategy.


Pricing strategy can be skewed by government competition.  When Renault was owned by the French government, its primary goal was to maintain employment rather than to maximize profits.  For this reason, Renault was often willing to accept lower prices than its competitors.  As a result, the entire auto industry in France, in order to compete with a non-profit based entity (as Renault was), was forced to keep its prices at unprofitable levels.  By way of contrast, in Germany,  auto companies were profit-led and provided more opportunities to have profitable price levels.


Profit tends to be disregarded in Japan. Historically Japanese merchants were bitterly criticized and often ostracized because they sought profits.  One classic Japanese proverb is “A folding screen and a merchant cannot stand up unless they are crooked.”  To a Japanese, normal profit means that the cost of capital is covered; capital essentially is borrowings.  Therefore, a normal profit is obtained when the  interest on the borrowed capital is paid on schedule. Kami yori usui kosen  (margin thinner than paper) is a common saying in Japanese business. In some cases, Japanese agents totally disregarding manufacturers’ list prices when selling products reflects the Japanese philosophy that “some business is better than none at all.”  


Japanese sellers view prices as a highly flexible marketing instrument. In the West, factors that determine pricing are primarily related to the product. In Japan, pricing is a strong tool used by producers to gain influence and control over their distribution channels. Fujitsu won a contract to design a computer for the city of Hiroshima by bidding 1 yen; in the past both Fujitsu and NEC had submitted bids of 1 yen to design a library computer system; they drew straws and Fujitsu won.  They intended to give away the design job that would lead to the equipment order.  


Prices may be cut at any level in the Japanese marketing channel by firms that must have sufficient immediate income to meet their unavoidable costs. Small wholesalers and retailers have no competitive devices except for price competition and relationships, but vigorous price competition at the retail level is not at all common in Japan. Instead, price coordination is widespread due to the oligopolistic structure of Japanese industry.  In most branches of industry, many companies or industrial groups (keiretsu) exist, each of which has strong connections in the financial sector, the Diet, and the bureaucracy. Any attempts by one company to engage in heavy price competition could cause such a powerful negative reaction from the others that they would probably produce more harm than benefit.  


Cost-plus pricing is not the recognized price-setting formula as found in the West.  Management must first set the price and then see how costs can be brought into line. This is similar to Texas Instruments’ famous learning curves approach. The selling price is dictated by competition with other companies in the same industry.  Then companies must reconcile costs with selling price. The main weapon of the sales department is low price.  This strategy involves aggressively setting low prices to win market domination and then rapidly improving production to bring costs in line with prices. Japanese marketers spend as much time discussing the right price for an article as they do discussing the product or its promotion.  The price has to be what the consumer expects to pay. Once a price is established for a product in Japan, considerable difficulty exists in raising it. This makes initial price setting more important than in the West because prices must not change, one has to pick a price that one expects to be bound to for many years.

 
In the U.S., new fashion items are given high prices because high prices have culturally traditionally been associated with high quality and premium items.  In countries where change is less desirous, a premium price does not necessarily denote premium items. Levi’s 501s were priced higher in Spain than elsewhere in the European Union during the early 1990s because they were regarded and priced as a fashion item. Although soup was priced at a premium in France because most French housewives considered soup to be a minor appetizer, they were unwilling to spend the required amont of money for the product and the soup did not sell well. Thus, products are not prized the same in all countries so what some may be willing to pay highly for, others may not.


Kmart found when entering the Czech republic that customers were unaccustomed to and leery of price reductions, especially the company’s blue light specials. This resulted from that country’s history of communist control, during which time unsold merchandise would be stored and then brought back in about five years. German stores discount prices through sales for only a few days per year and they all do so at the same time.


In Japan, perceived value is a major determinant of product success; qualitative images are far more important than product value; high prices portray high quality.  BMW and Mercedes have dominated the foreign import market using the image of high cost, high quality.  Mercedes advertises in Nibon Keizai Shimbun, an upscale business journal that is Japan’s equivalent of The Wall Street Journal.  BMW spends close to $5 million a year on sixty-second prime-time television spots run weekly in Japan.  


Johnny Walker Black and Red and Chivas whiskies have long cultivated high- status images in Japan.  They are very expensive in bars or clubs and are highly prized as gifts.  Hoping to gain market share away from Chivas, Johnny Walker dropped the price of the Black label brand.  Instead of increasing sales, the opposite happened:  Sales dropped drastically.  Japanese consumers saw the price reduction as somehow related to quality problems with the beverage, and, as a result, it suffered a drop in status.  While the Black label brand fell out of favor and still today is on the cheaper end of the drink menus, the Red label has maintained its high-end status position. 

P&G introduced Cheer into Japan by discounting its price, a common practice in the United States.  This only lowered the soap’s reputation in Japan.  P&G also discovered that once you discount your product in Japan, it is extremely hard to raise the price again. Wholesalers were alienated because they made less money due to lower margins. Small retailers have limited shelf space and do not like to carry discounted products because of the lower per unit profit earned.


In negotiating, especially about price, Americans expect give and take and begin their negotiations at a far lower price (or higher if selling) than they expect to get.  When hesitation is encountered, most Americans tend to assume that the price is unacceptable and improves the offer even before it is rejected.  This can easily lead to situations where Americans continually increase the price even after the other side has found an earlier price acceptable.  Hesitation and discussion between members of the other side were not necessarily a result of unhappiness over the price quoted  but a check with other colleagues.

            *              *                 *

Haggling

Consumers are also willing to bargain in a variety of cultures; bargaining occurs in about 60 percent of the stores in India and Kenya but less than 5 percent in China and South Africa. This often leads to a condition called haggling, to bargain, to dicker, or to argue in an attempt to come to terms.  As a highly structured behavioral system, haggling is marked with verbal threats, counter-threats, disclaimers of interest, and sign language.  Its structural format is composed of several steps. These steps include a first offer by the merchant, followed by an initial rejection by the potential buyer—made after objecting that the offer is ridiculous—followed closely by a counteroffer from the merchant, another counteroffer by the buyer—after an exchange of indignant words—another counter by the seller, a feign of interest in different items and a move to leave by the buyer, then finally, a completed transaction.


In the modern world, haggling is most often found in the Middle East, Africa, and, to a lesser extent, in the developing countries of Pacific Asia and Latin America, including the Caribbean. Haggling is not generally considered to be a legitimate part of typically American business dealings.  This tends to be gender-specific; as a sex, women predominantly wish to avoid haggling; this distaste is not as prevalent among men.In many developing countries, where a majority of consumers cannot read and write, goods often do not have price tags, and advertised prices may not have much meaning to the average consumer in these markets.  In these markets, haggling traditions provide strong influence over the manner in which many goods are marketed.  In some cases, variations in quality and the absence of standard systems for the establishment of weights and measures make it difficult to implement a “one price” system.  The initial price offered by the consumer betrays the level of experience with similar goods.  Some consumers may get more out of haggling than others because of differing experience levels, social or economic status, and the  ability to speak the language used to make the sale.  


Haggling offers some advantages to both the buyer and the seller.  From the buyer’s perspective, haggling affords the opportunity to get a lower price by refusing the seller’s initial offer.  This also allows the seller to size up the customer and change his tactics in order to entice an unenthusiastic customer.  The seller’s main problem is keeping other customers from noticing any price discrimination. If another buyer picks up on the results of a prior sale, it may severely compromise the bargaining position of the seller.  Haggling also gives the customer a feeling of some control over the price to be paid.  For the seller, a commitment to a higher price is to his advantage in an individual transaction, but he may risk losing customers if he shows no price flexibility.  


Since haggling is in most cases a social engagement between equals, it is most likely to be found in cultures that have a relatively low level of status consciousness within the society.  As a time consuming activity, it is less likely to occur in highly time-conscious societies. In societies that discourage most forms of argument or confrontation, such as Japan, China, and most other Far Eastern cultures, haggling is not commonly encountered. Haggling takes place as a one-on-one activity.  Any bargaining that involves large groups of people or takes place between firms will gravitate toward negotiation and away from haggling. Similarly, owners of small shops are more likely to haggle than proprietors of larger stores.  Another distinguishing characteristic is context: Generally, one would be more likely to find haggling in high-context societies than in low-context.


Another salient characteristic of haggling is that there is a price range that is acceptable to both the buyer and the seller.  A buyer with skill can narrow this price range and maximize his standing within the negotiating range.  Of course, the seller is going to try to keep the price range at a higher level in order to retain as much profit as possible. For both parties to emerge as successful, each must be knowledgeable as to the general worth of the product or service under consideration. If one party is not well informed as to the value of the product or is innocent of the processes of haggling, he may not only strike a poor bargain, but he may also lose status among his peers. As a result of this, Westerners tend to feel that they have been cheated when they conclude a deal while they are still not satisfied with the results. This tends to contribute to an unsavory reputation for bazaar merchants and others who haggle as unscrupulous merchants.  In their own defense, they reason that all would-be hagglers should know the rules of the game beforehand.  


The key to haggling  in any country in which it is performed is establishing a personal relationship.  In Middle Eastern countries the act of haggling is a practice of the “common man,”  therefore, men of honor and prestige do not haggle. Practically speaking, persons of high social rank may conclude a deal after an agent has haggled to a point of near conclusion, but almost never engage in the actual haggling process. In the classic suq  (market) model of haggling, there is a preliminary period of discussion involving items of some general interest that go well beyond the scope of the initially intended transaction. The purpose of this seeming waste of time is to establish a personal connection between the bargainers. Once accomplished, the actual bargaining can begin. Possible loss of face is at stake for both participants, so to get over this hurdle a very strict collection of rules that form the basis of a tacit bargaining etiquette is followed.  Both parties will begin the process far outside of the expected price range so as not to give away any advantage that the opponent might attain from being able to estimate the final position. Both parties have a reasonably well established idea as to how much they would be willing to compromise before the actual conversation begins.   


Since haggling is also a process of price determination, the customer has the right to handle and examine the product closely before making an offer.  Only when the customer is satisfied and has made up his mind is his bid for the item binding.  Consultation with others is often a part of the process.  Written contracts are quite uncommon.  Haggling, in many cases, is an endurance test for both the seller and the buyer.  Haggling over prices is considered a pleasure of doing business in Middle Eastern bazaars. Tips for effective haggling at such bazaars include dressing down, shopping around, being knowledgeable concerning the merchandise you are haggling over, negotiating only with the proprietor, being patient, and offering to pay cash .  By doing so you will secure the best deal as well as impress the proprietor with your respect and appreciation for the proper way of doing business in his homeland. Haggling, generally is seen, however,  as an unacceptable route to final transactions in most countries with highly developed economies; the more economically developed and industrialized a country or society becomes, the further from its primitive roots it evolves, the more structured the market it tends to evolve toward. 

Regulatory  Restrictions

International marketers must recognize differences in the country environment governing prices in each national market—differences in the legal and regulatory environment, the volatility of foreign exchange rates, market structure and competitive environment. Many European PTTs are public monopolies, which allow them to charge high rates with little risk of competition:  monthly telephone costs in Spain and Italy (with government monopolies) are twice the cost as found in the U.K. (with competition). Eighty-five percent of German retailers are cooperatively organized versus only 10 percent for Italian retailers.  Germany has over three times the number of persons per food store compared to Italy.   Germany has multitudes of self-service food stores compared to Italy.  It is no surprise that Italian food prices are the highest of any country in the European Union. Campbell Soup company found its distribution costs in the U.K. to be 30 percent higher than in the U.S.; extra costs were incurred because soup was purchased  in small quantities—24 can cases of assorted soups which required hand-sorting by the wholesalers.

 
In 1991, Thailand opened its cigarette market to imports but only after imposing high import duties, a cumbersome customs-clearance procedure, and a stiff ban on cigarette advertising. The result was  unit sales: large quantities of imported cigarettes are sold one-at-a-time by enterprising young street vendors. Price labeling practices differ between countries. In Venezuela, most consumer products must have prices printed on the label, whereas in Chile manufactures are prohibited either from suggesting retail prices or putting prices on labels.



Rampant inflation and/or governmental cost controls provide additional challenges for the international marketer.  In Brazil, during the early 1990s,  inflation was above 1,000 percent annually. During the 1980s, Brazil had 8 monetary stabilization plans, 4 currencies, 11 inflation indexes, 5 wage and price freezes, 14 wage policies, 18 changes in foreign exchange rules, 54 changes in price control guidelines, and 19 decrees on fiscal authority. Brazil’s policies encouraged inflation:  salaried employees whose pay is indexed, debtors whose debt shrinks in value, and firms whose cost increases are easily passed on. To operate in such conditions, firms issued new prices on a periodic (companies often raised their prices 7 percent on the first of each month, sometimes on a weekly basis at the worse of the inflation; In countries with hyperinflation, prices are changed daily if not hourly.), practically eliminated accounts receivables (2 weeks to a month at most if not stopping free credit entirely), extended accounts payables whenever possible, and cut back on credit card grace periods (from typical one month to less than one week; Under such conditions, credit becomes meaningless.) (P&G did likewise in Peru). Heinz introduced a new fruit drink in Brazil and sold the product to retailers under consignment; faced with a rate of inflation of hundreds of percent per week, profits vanished. Even then, it was not enough.   The purpose of Government price controls is generally to limit price increases. This obviously limits a firm’s pricing flexibility.In January 1991, then President Collar  again froze wages and prices but raised utility rates and fuel prices, thus raising costs but limiting firms’ abilities to raise revenues. As a result, many foreign producers withdrew their products from the market or left the market. Oftentimes, price controls are limited to specific product groups, pharmaceuticals are the products most frequently subject to price controls. Procter & Gamble encountered strict price controls in Venezuela in the late 1980s.  Despite repeated requests for price increases in lieu of increases in their costs of raw materials, permission was stalled for months.  When permission was granted, only a 50 percent of the price increase requested was granted.  By 1988, detergent prices was less in Venezuela than in the U.S. with profits having disappeared. 
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Transfer Pricing

Effective pricing is a major element in the successful international business operation.  While pricing domestically is difficult, a number of factors make pricing in the international marketplace even more difficult: 1) variable distribution and marketing costs, 2) fluctuating exchange rates, 3) differing perceptions of the product (the value of the product may vary according to the marketplace), and 4) local competition.  



Companies that tend to conduct all other marketing activities in an uniform manner and thus tend to standardize their pricing practices, typically do not depend on international business as much as those companies that do adopt. Standardized companies typically do business with industrialized world, function mainly in markets that are similar to American markets or in familiar markets. Companies that are multilocal, tend to have substantial growth internationally, are more demand driven and more in tune with market conditions in different international markets. These companies are more inclined to do business in third world, middle east and eastern Europe. Those who use prestige pricing have brand names and products to charge as the market can bear. 


Local customs influence customers’ expectations of the way in which they are charged for a service.  While customers in the domestic market might expect to pay for bundles of services, in an overseas market consumers might expect to pay a separate price for each component of the bundle.  While it is common in the United States for customers to pay a tip to a person providing them a service, other cultures expect to pay an all inclusive price without the need to subsequently add a tip.


A global company needs to pay attention at the possibility of parallel imports because they can create an irreparable damage to the company’s image and profits.  When a company goes global it has to price its products in different countries and the desire for a standardized pricing policy.  However, realistically it is not practical to set the same price in every country because of the differences in power purchase parity.  Parallel imports develop when importers buy products from distributors in one country and sell them in another to distributors who are not part of the manufacturer’s regular distribution system.  For example, if the company sells its products to Indonesian distributors for $2.00 a piece and to the German distributors for $4.00 a piece, assuming ceteris paribus, the Indonesian distributors could sell the product directly to the German distributors at a cheaper price.  The possibility of a parallel market occurs whenever price differences are greater than the cost of transportation between two markets.  Countries or regions with free ports are very famous for parallel imports.  For example, the Canary Islands are famous for having shops that live exclusively out of the parallel import inefficiency. Parallel imports are far more serious than what they look at first.  Not only does a company loose revenues because they have competitors selling their product at a cheaper price, but the biggest problem comes with the warranties. Authorized dealers may be inclined not to accept or fix the product when it breaks down because the dealers did not make a profit from selling it.  The problem is that the consumer does not understand the line of reasoning, and the product’s or company’s image deteriorates.

Pricing can be a bottleneck to the entire marketing process.  McDonald’s Corporation set its prices at its restaurant in Beijing low compared to its prices in other countries but a meal still cost a sizable portion of a Chinese family’s weekly income.  As a result, the Chinese families that frequented the restaurant spent hours at the restaurant, converting what was designed to be a fast-food experience into a long dinner affair.  McDonald’s failed to recognize the Chinese need to savor and prolong what was, to them, an expensive meal.  Consequently, McDonald’s seriously underestimated the seating capacity required for profitable volumes.

