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Strategic Pricing 

Introduction

Ever since the pricing study by 
Hall and Hitch (1939) concluded 
that most businesses set prices on 
the basis of adding a 
conventional margin to unit costs, 
economists have been concerned 
about the link between pricing 
practice and pricing theory ( Hay 
and Morris, 1991). One of the 
main focus has been the 
importance of demand factors. 
Another (in which demand may 
play a part), is the determination 
of the margin (Martin, 1997). 
Other studies (e.g. Atkin and 
Skinner 1975, Mills and Sweeting 
1988) have confirmed the 
substantial importance of cost 
factors, including full cost, to 
pricing decisions. But over time 
there appears an increased 
influence of demand and 
competitive factors on pricing. 

While Classical theories predict 
rapid adjustments in prices in 
inflationary spells, Keynesian 
theories of sticky prices predict a 
more sluggish response. 
Controversy on the speed of 
adjustment of prices still exists 
(Naish, 1994). Within any firm, 
pricing decisions require a 
balance between a number of 
competing forces. For instance, 
prices must be at the right level to 
yield high enough revenues to 
plough back part of the profits 
into the business, but should be 
low enough to provide incentives 
to customers to buy the product. 
Moreover, after having set the 
prices, the decision to alter them 
at optimum frequency is a difficult 
art, rather than an exact science 
for managers. Price increases 
involve more than knowing the 
price elasticities of demand. The 

firm's organisational structure. The 
existence of these variables has 
been evidenced. (see, for 
instance, Kim, 1996; Weiss, 
1995; Kraft, 1995; Cyert et al. 
1995; Morrison and Winston, 
1986).  Price deregulation leading 
to discriminatory pricing and 
enhanced competition between 
incumbent firms resulting in a 
strong deterrent against entry has 
also been proposed (Norman and 
Thisse, 1996). Additionally, the 
proposition that firms charging 
higher prices may be facing a risk 
of regulatory sanctions, has also 
been put forward (Glazer, 1992).  

Empirical work shows that the 
prices are set by rational, 
forward-looking agents (Price, 
1992). Domestic prices are 
determined by domestic costs 
and world prices, however,  the 
empirical literature on price 
setting behaviour still remains 
diverse and confused (Martin, 
1997). 

The Study

This article reports the results 
from the pricing section of a 
detailed survey conducted on 

UK manufacturing and service 
firms. Following the lead of Smiley 
(1988) for US manufacturing and 
Reid et al. (1993) for business 
strategic behaviour, the core of 
the survey was based on a 
detailed questionnaire sent to 
three manufacturing industries 
(food and drink, electrical 
engineering, chemicals and 
pharmaceuticals) and services 
(mainly financial services) in UK.  
The questionnaire included 
sections on basic information, 
launching a new product, market 
research and development, 
patenting, advertising and product 

reaction of competitors and role 
of distributors matter too. As a 
result, setting prices and altering 
them is a difficult decision 
variable for any firm that is 
influenced by explicit industry and 
environmental factors, such as 
business cycles, industry 
concentration, consumer income, 
threat of entry and so on. The 
pricing decision may also be 
influenced  by firm-specific factors 
such as its advertising budget, 
product quality, accumulated 
brand image, the level of market 
information available and the 
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promotion, capacity creation, 
pricing and supply & distribution.  
In its later stages, it covered 
competitive strategy in a 
comparative sense (across those 
various areas). The coverage of 
firms' activities was thus much 
broader than strategic behaviour 
alone. Most of the questions were 
based on a five-level classification 
of an attitudinal nature, but some 
questions had cardinal number 
responses and there were some 
open-ended questions. A total of 
296 manufacturing and 81 
service firms responded to this 
survey (representing 31% 
response rate). Further details of 
the survey including  additional 
results on pricing can be found in 
Singh (1997, 2002), Uttton and 
Waterson  (1993, 98a,b, 1999). 
The main results from the pricing 
section of the questionnaire are as 
follows.

1. Pricing information : For 
manufacturing firms, the most 
common method of getting 
information on prices from their 
customers is to respond to pricing 
requests as and when customers 
approach the company. This is 
followed by disseminating 
information on prices by 
published sources. In the case of 
services, the ordering is reversed. 

2. Direction of Pricing Policy : 
The most common response from 
manufacturing as well as service 
firms was that the pricing policy is 
directed to 'meet the competition'. 
The second most common reason 
given was that firms 'act in 
accordance with the established 
industry practices'.

3. Deriving Maximum Benefits : 
In response to the question "which 
of the following policies do you 
commonly adopt in order to 
derive maximum benefits from 
your products",  the most common 
response for both manufacturing 
and services was 'a standard 
policy based on costs'. 
Interestingly, the second most 

common response was ’a low 
price to retain as much of the 
market as possible’.

4. Price Decisions and Revisions: 
The results here suggest that 
prices are decided either at the 
level of the respondent 
(marketing/product development 
manager) or at a higher level. 
Rather than being determined at 
regular intervals, the most 
popular approach seems to be to 
review prices in response to 
particular events, followed by 
'annual reviews'. For new product, 
it is most usual to decide the price 
of the final product before launch; 
which is more apparent in services 
than in manufacturing.

5. Factors Determining Price 
Levels : A series of factors were 
listed for this question. Four 
factors that scored consistently 
highly were: 'desire to achieve 
higher profits', 'desire to achieve 
target margin over costs', 
'demand conditions in the market', 
and 'need to maintain quality 
image'. It is interesting to note the 
apparent relative importance of 
demand factors by comparison 
with cost factors, going rather 
against the longstanding 
empirical view in some quarters 
that prices relate only to costs and 
perhaps confirming a general 
trend towards demand factors. 
Other noteworthy findings are that 
competitors' prices seem of 
relatively little importance and 
that set-up costs or elements in 
total costs feature, whereas 
economists emphasise marginal 
costs. 

6. Factors Causing Upward / 
Downward Movements in Price 
Levels : The results here show an 
importance of input costs other 
than wages in bringing about 
price rises for goods. This is far 
more apparent from the raw data 
that form the rankings; five times 
as many responded in the highest 
category for input prices, as did 
for wages. Either wage costs are 

relatively unimportant or perhaps 
firms feel them more under their 
control. By comparison, perhaps 
because they are more difficult to 
conceive of, reductions in these 
input costs are said to be far less 
likely to cause price reductions. 
For manufacturing, there appears 
to be evidence consistent with the 
existence of a kinked demand 
curve relating to rivals' price 
changes. Two and a half times as 
many said, they would follow 
rivals' prices down, as said they 
would follow them up. This 
interpretation is of course, 
complicated by the fact that input 
price rises are important, but it is 
in line with a finding in Bhasker et 
al., (1991). Also on the demand 
side and common to both goods 
and services, is the strong reaction 
to market share decline - clearly 
an important signal to reduce 
price.

7. Firm Size and Industry 
Differences : Results here show 
that smaller firms were more likely 
than large firms to place 
significantly higher importance on 
following factors in setting price 
levels of existing products: 'a 
desire to achieve target margin 
over costs' and 'a desire to 
achieve target profit levels'.  
Smaller respondents also placed a 
higher importance on the latter in 
the case of new products. By 
contrast, established pricing 
practices were significantly more 
important (on existing products) 
for the larger firms. This may 
suggest that larger firms are 
expressing a greater feel for what 
goes on in the industry whilst 
smaller firms adopt ‘rule of 
thumb’ methods (which may yield 
a similar result). There is another 
interesting finding with respect to 
factors leading to price increases 
of existing goods. Smaller firms 
placed significantly more weight 
on cost factors, i.e. fuel, raw 
materials components and also 
wage costs. The larger firms 
placed significantly more weight 
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on 'shifts in demand' leading to 
price increases. The results here 
indicate that industry pricing 
practice is significantly more 
important in the food area, as is 
the influence of ‘other 
promotional costs’ in determining 
prices for new products. By 
comparison, ‘set up production 
costs’ yielded significantly more 
important influence on new 
products for electrical firms. 

Summary & Conclusions

The major conclusion of our 
analysis on price fixing behaviour 
of firms must be that demand, 
competitive and cost factors 
clearly matter to firms in setting 
prices. Indeed in some cases they 
appear to be relatively more 
important.  Price is used as a 
strategic weapon by some while 
others treat price-setting as a 
formulaic exercise. What we have 
not been able to do is establish 
why some respondents take 
demand more into account  than 
others.

We allowed respondents some 
scope to write in  or amplify their 
answers to the questions 
described earlier and few chose to 
do so. Two interesting conclusions, 

common to both goods and 
services emerge from this. First, 
there was some feeling of prices 
being “market determined” with 
companies responding to them. 
Second, rather more interestingly, 
several respondents who gave 
multiple answers to the question, 
regarding pricing policies most 
commonly adopted, suggested, 
they actively used different policies 
in different circumstances - 
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