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ABSTRACT
Nigel Francis Piercy
EXPORT STRATEGY AND PRICING POLICIES IN MEDIUM-~SIZED

MANUFACTURING FIRMS IN THE NORTH OF ENGLAND, WITH PARTICULAR
REFERENCE TO THE EFFECT OF STERLING FLOATATION

The objectives of this study are to contribute to the understanding of
the export process in smaller firms and to provide a benchmark against
which export strategy and pricing policies can be assessed, particularly
in the context of the impact of floating currencies on exporters.

The study consists, firstly, of a literature survey in the fields of
pricing and export management, drawing on some 600 sources. Primary
data were collected through a small number of depth interviews with
export executives and a postal questionnaire survey of 250 medium-sized
exporting manufacturers in the North of England, drawn from the Clothing,
Furniture, Chemicals and Scientific Instrumentation industries.

The theory of export strategy is reviewed, particularly in the context of
‘key market concentration, as the foundation for export policies, including
export pricing on which attention is focussed here. Challenges are
offered to the arguments and empirical evidence on which the key market
philosophy is founded and an alternative strategy proposed: market
spreading. Empirical evidence is produced to show the existence of

both concentration and spreading strategies in practical exporting,

and to assess the underlying logic of market spreading as an alternative
to market concentration, together with the situational cues associated
with each.

From general pricing theory and methods, attention is directed to the
more specialised problems of export pricing.

Consideration is given to the relationship between domestic market
and export prices and pricing methods, and the existence and form of
discriminatory pricing in exporting.

The emphasis placed on price in the export marketing programme is
analysed in the context of the debate on price versus non-price
aspects of competition in international markets.

Lastly, arising out of export pricing policy is the key issue of
Pricing currency, particularly as the mediator of the impact of
floatation on the exporter. Attention is given to the export invoice
currency decision, and the underlying reasons for currency choices as
a challenge to the normative theory offered to exporters by the
literature, together with the consequent implications of currency
movements at the company level.
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SUMMARY AND QVERVIEW

This study consists of a large literature review in the frequently
disparate fields of pricing theory and export management, followed
by the collection of a considerable volume of empirical data
generated to fulfil a number of research objectives developed from
the literature. The resulting volume of information Justifies
this early summary and guide to the substance of the paper.

This short review of the study considers firstly, the objectives

~ " "and methodology adopted, secondly, the elements of the literature

survey completed, and thirdly, a guide to the empirical findings

with references to the relevant parts of the thesis.

1. Objectives and Structure of the Study

The objectives of the study are outlined in Chapter 1, pages 22-23,
and are concerned with providinga greater insight into the export
process in smaller firms, to add to the theoretical understanding

of export management and to provide practical, comparative data for

exporters.

The methodology involves both secondary and primary elements, based
in the first case on the literature of pricing and export management,
and in the second case on an empirical study using a postal questionnaire,

of medium-sized companies exporting from the North of England.

2. The Literature Survey

Chapter 2 reviews the theories and management problems of pricing, on
pages 25-68.

This review is itself extensive, as a result of the need to recognise

the multi-disciplinary appreoaches to pricing which are available.
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These approaches go beyond the offerings of neo-classical economic

theory and its more recent developments and challenges.

Chapter 2 is structured into a review of theories and models drawn
from economics, finance and accounting, the behavioural sciences,
marketing theory, management theories and empirical evidence of

practices.

Economic theories offer initially the classic supply and demand
model of price determination, with its generalised finding that
prices are determined by, and change in response to, demand.
This model has been attacked through the normal cost argument
-— - —of-price determination, the concept of administered prices and
criticisms of the underlying assumptions of the economic model
regarding marginalism, information freely available, adjustment
costs, buyer rationality and product substitutability. Lastly,
attention was given to the theories of price determination
developed to cope with imperfect markets, highlighting the impact
of competitive interdependence and price rigidity.

The importance of these theories is in providing the conceptual
framework and assumptions which are frequently applied to export
pricing, explicitly or implicity, and the impact of floatation

on export business.

The contribution of financial and accounting theories lies in the
Provision of operational measurement techniques and different

cost concepts. The shortcomings of absorption costing are analysed,
followed by the marginal and incremental costing arguments proposed
by many theorists, and an attempted integration of the cues to the

relevant cost concept in a given market situation.

- The importance of this area is in providing the techniques and measurements
used operationally, either in both export and domestic pricing, or

possibly differentiating the approaches relevant to either.

The behavioural sciences offer an analysis of the perception of, and

reaction to, price cues at the buyer level, in the household or the
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organisation. It is shown that there is a danger of exaggerating
Price awareness among buyers, which may differ substantially between
situations, as may the consequent sensitivity of buyers to price. The
major contribution here is in the interpretation of price as a cue,
particularly in the context of indicating product quality. In the
most recent work this view is developed with price as an informational
cue interacting with others, which is later used to assess the

problems facing the exporter.

The significance of this analysis is in suggesting the shortcomings
of the simple assumptions made about the role and effectiveness of

price competition, both generally and in exporting.

Marketing theories of price are concerned primarily with the
relationship between price and the other aspects of the marketing mix,
the dangers inherent in excessive promotional pricing and the changing
role of price through the product life cycle.

The importance of these concepts is in reinforcing the point that
Price is one cue among many, and may not be the most effective

competitive base, in the domestic or export markets.

Managerial theories of the firm view price as an administered
variable resulting from the pursuit of objectives far removed
from the simple profit maximisation of the economic model. This
introduces the concept of satisficing which provides the context

for pricing decisions of corporate objectives.

This leads to the identification of the types of management pricing
decision faced in the domestic and export markets and the practical

constraints facing management.

This part of the literature review is a preparation for the more
specialised interest, in this study, of the export pricing problem
and its structure.

Chapter 3, pages 69-174, gives a survey of the theories and empirical
findings available in the field of export management, and particularly
export pricing.
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The review starts by analysing the motivations and company objectives
associated with exporting and the empirical evidence relating to the
internationalisation of the firm, with varying management attitudes

and approaches to export marketing.

This is followed by a consideration of the elements of export strategy,
particularly the issue of export market numbers. This issue 1is seen
as the foundation upon which the other export policies are based, on
the grounds that the practical feasibility of policies like product
and packaging adaptation, price discrimination and local currency
invoicing by market, and specialised marketing communications and
distribution by market, depends on the export volume by market and

the number of export markets to which the firm sells:

A challenge is made here to the widely accepted view that exporters
should adopt a key market concentration strategy, since while it is
possible to define situational variables favouring the key market
approach, it is possible to do the same for the alternative of

selling to a large number of markets: a market spreading strategy.

Closely related to this issue is that of export market selection and

the availability of information to make rational market choices.

One of the most important aspects of the market concentration
argument is the case for competing on non-price marketing variables

rather than relying on price competition.

This leads to an assessment of the sources of international
competitiveness and the observable and measured differences between
the pricing policies pursued by exporters of different nationalities,
and most particularly the differences between the pricing policies of
UK exporters and those of the outstandingly successful exporting

nations like West Germany and Japan.

In pursuit of the theme of pricing as an element of export strategy,
the literature introduces at this point some of the aspects of export

finance necessary to the development of the export pricing issue.
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This involves a brief study of contractual terms in exporting and
the impact of currency exchange rates together with the forward

buying and selling of foreign currencies.

The last element of the literature survey centres on the export
price problem itself and isolates the elements of the problem
associated with the relationship between UK and export price levels,
the export pricing methods used, and the impact of devaluation and
floatation on export pricing, particularly with regard to the

choice of invoice currency as a determinant of this impact.

3. Primary Research Objectives

In the body of the literature survey, and summarised at the
beginning of Chapter 4 (page 9), a number of research objectives are
established for the primary work.

These objectives are:

(1) To compare the objectives pursued by management in

export and domestic markets.

(2) To measure the number of markets served by exporters and
to isolate the factors contributing to the decision to

pursue market spreading rather than the widely prescribed
market concentration.

(3) To examine the establishment of export price levels

for different markets.
(4) " To examine the methods of pricing used for exports.

(5) To assess the determinants of export invoice currency

choice and its effect on export price levels.

(6) To analyse the relationship between local market
currency sirength and exporter discretion in

invoice currency choice.




These objectives for the primary research were associated with
some 46 separate hypotheses, which were formulated for testing

in the traditional manner.
The hypotheses are summarised at the beginning of Chapter 4 (page 9
and are tested against the empirical findings in the body of

Chapter 5.

4, The Primary Research

The structure of the primary elements of the work is described
in detail in Chapter 4 (pages12-16), and the results are shown
in Chapter 5 (pages 17-242). -

This work involved firstly, six depth interviews with senior
executives in medium-sized exporting companies situated in the
North-East of England.

These interviews were structured around a questionnaire, which is
shown in Appendix VI (page 250) and the results are summarised in
Chapter 5 (pages 16~24 ). The detailed responses are shown in

Appendix VII (pages 256-263).

The depth interviews enabled the research objectives to be refined

and a postal questionnaire produced.

The major data collection exercise was a postal questionnaire

survey.

The sampling frame for this survey was defined as all firms meeting
the following criteria:
Medium-sized - with 100 to 2,000 employees,

Exporters - selling to independent distributors ox
users in overseas marketis,

Manufacturers - excluding service firms and distributors,

in the North of England - with a major operating unit

in a region defined by the combination of the Standard
Regions: Northern, Yorkshire and Humberside, and
North-West,

14,

)y
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in a chosen industry - part of the Clothing, Furniture,

Chemicals or Scientific Instrumentation industries, as

they are defined in the Kompass directory classification.
Sample selection involved a census of the 500 firms meeting these
criteria. Sampling units were executives in charge of export,

marketing or sales, or the Chief Executives.

The first draft postal questionnaire was piloted, minor revisions
made, and the main postal survey was carried out in December 1979
and January 1980, with one reminder. The total useable response
rate was 48%. Details of the analysis of response rates and
timing are shown in Appendix X (pages 276-279 ) and the postal
questionnaire is shown in Appendix IX (page 269). o

The survey returns were coded manually, following a content analysis
of the two open-ended questions and analysed using the Statistical
Package for the Social Sciences in the Northern Universities Multiple

Access Computer system.

5. Results and Conclusions

The results of the postal questinnaire may be discussed in
general terms, together with the conclusions of the study, which
are developed in full in Chapter 6 (pages 190-242),

Broadly, these are divided into the following areas.

(1) Export Objectives and Internationalisation

The concept that there may be different degrees and types of development
of the export and international function is pursued from the literature
and used in the empirical findings to distinguish between the types of
exporting and policies adopted.

Specifically, a relationship is sought between the internationalisation
of the firm and the characteristics of the firm, as determinants of
export strategy, pricing policies and methods and the invoice

currency strategy pursued.
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Closely related to this area is that of the marketing objectives
pursued in exporting, particularly where these may differ from
domestic market aims.

In this case too, a relationship is sought between the export objectives
pursued, the characteristics of the firm, and export strategy, pricing
methods and pricing strategy.

These results are presented in Chapter 5 (pages 30-42 ) and
conclusions are drawn in Chapter 6 (pages 192-198).

(2) Export Market Number Strategy

The number of country-markets to which firms export is measured and
compared to the findings of various earlier studies by different
research groups. The results are given in Chapter 5, in detail,

and conclusions are drawn in Chapter 6.

The market strategy and the key market philosophy is analysed in

two ways: firstly, in terms of the degree to which firms actually
1limit the number of export markets they serve, and secondly, in terms
of the selective application of management and marketing efforts.
This approach leads to the operational definition and identification
of market concentration and market spreading as alternative export

strategles.

Once this new classification device has been introduced, attempts are
made to associate concentration and spreading strategies with different
objectives, different levels of marketing information availability,
alternative approaches to price setting and discrimination, the

emphasis placed on price competition and the type of internationalisation

in the firm.

The empirical results are reported in Chapter 5 (pages 43-79 ) and
conclusions discussed in Chapter 6 (pages 199-206).

In the development of a logical basis for market spreading, the reasons
for exporters dealing with large market numbers are analysed in

Chapter 5 (pages 63-79 ) and discussed in Chapter 6 (pages 205-206).
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(3) Export Marketing Information

The assumed availability of information to support export decisions
is challenged by examining the sources of marketing information used

by export executives.

This is assessed through both the number of information sources used
and the types, and this is related to the export strategy adopted
and pricing policies pursued.

The survey results are given in Chapter 5 (pages 80-88 ) and the
conclusions in Chapter 6 (pages 207-209).

(4) Pricing in Export Marketing Strategy

The role and importance of price in the export marketing mix is
assessed both in absolute terms and particularly in comparison with

the domestic marketing mix.

The well-tried route is pursued not merely by way of replication
but to attempt to distinguish between firms in terms of their views

of price and non-price competition.
A relationship is then sought between the emphasis on price competition
and other policies including export strategy, pricing methods, the

degree of price discrimination and the export pricing currency decision.

The empirical findings are in Chapter 5 (pages 89-95 ) and conclusions
in Chapter 6 (pages 210-211).

(5) Export Price Levels and Discrimination

Attempts are made to assess the relationship in exporting companies
between UK and export prices, in terms of the establishment of a price

base, and the degree and type of discimination in export prices.

These policies are then related to broader issues like export strategy,

the emphasis on price competition and the availability of marketing
information.
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The survey data are tested in Chapter 5 (pages 96-112 ) and conclusions
presented in Chapter 6 (pages 212-214).

(6) Export Pricing Methods

Export pricing methods are assessed as a specialised aspect of the

more general view of pricing taken in Chapter 2.

Contrasts can be made between domestic market and export pricing
methods, and then the adoption of different approaches to export
price may be related to other aspects of export marketing policy.

In-particular, there is some interest in the export pricing methods -
used by firms with different internationalisation characteristics and

pursuing different export strategies. Purther, export pricing

methods may be compared to the marketing objectives pursued in exporting

and the type of competition emphasised.

The empirical results are given in Chapter 5 (pages 113-130) and
discussed in Chapter 6 ( pages 215-218).

(7) Export Invoicing Currency

Lastly, a specialised aspect of the export price policy pursued within
export strategy is the decision on the currency in which exports

should be quoted, priced, invoiced and paid.

The research firstly, assesses the use of different currencies by
exporters and attempts to relate currency policies to factors like

the internationalisation of the firm and export strategy.

Secondly, the reasons for currency policies are analysed in terms of
the inter-play of internal organisational factors and forces from the |
marketplace of various kinds, and the possibility of using export price |

currency as a marketing or financial weapon in exporting. |

The findings are shownindetail in Chapter 5 (pages 131-171) and
conclusions in Chapter 6 (pages 219-224).
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(8) Export Prices and Currency Movements

Since export pricing and strategy operate in an environment of
floating currencies, the study considers the short-term reaction
of exporters to movements in Sterling against local currencies in

different export markets.

It is necessary here to distinguish between firms invoicing in
Sterling and those using foreign currencies, and then to consider
their reactions in the short-term to movements of Sterling down
against a local, importer's currency, giving a devaluation effect,
and movements of Stérling up against a local currency, which produces

a revaluation effect. . o - S o
The empirical results are given in Chapter 5 (pages 172-179),
with the implications of different price actions under different

conditions, and the conclusions drawn are in Chapter 6 (pages 225-228).

(9) Export Invoice Currency Determination and Market Strength

Finally, interest is shown in the geographical concentration
of invoicing in different currencies and the impact of market
forces on the sharing of the benefits and costs of currency

movements during floatation.

The suggestion advanced is that exporters are subject to customer
and distributor pressure to an extent where the involce currency

represents the advantage to the importer.

In fact, the data collected in this area were extremely limited
both in quantity and reliability.

The results are presented in Chapter 5 (pages 180-189 ) and comments
are made in Chapter 6 (pages 229-230), but these are necessarily of
an exploratory nature and no conclusions can be drawn in this

part of the study.
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(10) Export Policies by Industry

In view of the stratification of the sample used, an attempt is
made to contrast the exporter characteristics, export strategy
and pricing policies associated with the different industries
studied.

This is shown in Chapter 6 (pages 231-235).
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INTRODUCTION

This study has its origins in the researcher's involvement in, and
observation of, export strategy and pricing decisions in industry, and

dissatisfaction with the available theory to assist the decislon maker.

It is intended that this study should contribute to an understanding of
the export process in smaller firms, if only in a limited way, and more
specifically should provide a comparative base to act as a benchmark
for managers to assess their export strategy and pricing decisions
against those made by others. To this epq, some emphasis is placed on

conditional or situaiional analysis, rather than normative generalisation.

There may also be some value in the work of a predictive kind, regarding
the exporter characteristics associated with particular strategies and

pricing behaviour in response to changes in the marketing environment.
The research aims in this way to contribute in a limited way to both the

academic and practical aspects of export management in the medium-

sized manufacturing firm.

1.1 AIMS OF THE STUDY

In the context of the origins outlined above, this research study seeks
to study the export strategies pursued by firms, and particularly the
export price policies adopted, with some emphasis being placed on the
way in which these are related, together with the effect on both of them
of such factors as the firm's export objectives, the stage of
internationalisation, the availability of information, the perceived
role of price competition as contrasted with non-price competition, and

the impact of currency floatation.

The study develops six major research objectives, concerned with export
objectives, export strategy, export price levels, export price methods,
export invoice currency strategy, and invoice currency and market strength.

Each of these objectives is associated with a number of hypotheses, which
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the primary element of the work seeks to test. The research objectives

and hypotheses for testing are developed in the literature survey.

1.2 CHOICE OF RESEARCH FIELD

Three aspects of the research field are significant at this point: the
type of companies to be studied, the geographical area from which they

are drawn, and the industries which they represent.
The companies are medium sized exporters in manufacturing industries.

For the purposes of this study, medium sized is defined as companies
employing between 100 and 2,000 employees in the UK. The lower limit
and the upper limit is imbbsed arbitrarii;‘as a dividing line between

the medium sized and larger manufacturer.

This concentration on the medium sized business is based on the hypothesis
that it is this sector where exporting is likely to be most significant,
as opposed to international or global operations. The smallest firms

are excluded partly on the grounds of the typical lack of structure

found in their policy making and partly on the Bolton grounds that

small business requires specialist study, which here would necessitate

the inclusion of a further field of literature and study beyond that

extensive coverage of pricing and export management already planned.

In this study exporting is defined as the sale of goods to users and
independent distributors outside the UK. Thus inter-group transfers

are excluded together with the related issue of transfer pricing.

The geographical coverage of the primary research is the North of
England, defined for present purposes as a combination of the Registrar
General's Standard Regions: Northern England, Yorkshire and Humberside,
and North West England.

This concentration has the objective of giving the project and its

results a regional orientation and application.

The industries chosen are intended to represent both consumer and

industrial markets, and both durable and non-durable goods. The
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industries chosen are Clothing and Furniture, in the mainly consumer

area and Chemicals and Scientific Instrumentation in the primarily

industrial area.
Further details of the size distribution of respondents, the geographical

coverage, and the definitions of the industries studied are given in

Appendix VIII Postal Survey Sample Design.

1.3 RESEARCH METHODOLOGY

The exploratory stage of the study involves a literature survey: firstly,
in the various disciplines contributing to the received theory of pricing,
(discussed in Chapter 2), and then in the fields of export management

and export pricing, (reported in Chapter 3). This literature analysis
led from the general‘éiﬁs of the project to th;-formulation of the |
specific primary research objectives and hypotheses for empirical testing.
The exploratory work was concluded with a small number of depth
interviews with executives in firms representative of the markets to be

studied, with the aim of refining the hypotheses and research variables.

The hypothesis testing work consisted of a postal survey of senior

executives in firms of the type defined in 1.2 above.

An analysis of the results of the depth interviews is given in
Chapter 5 and Appendix VII.

Details of the survey design and sampling are given in Chapter 4 and
Appendices VIII and IX. The results of the postal survey are
descibed in Chapter 5 and Appendix X.

The interpretation of the results and the conclusions drawn are
discussed in Chapter 6.
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INTRODUCTION

The objective of this section of the paper is to describe and compare
the concepts of the meaning and behaviour of price, which are used to
develop price setting methods, for later application in the specialist

area of export pricing.

This review necessarily draws on the concepts and tools of various
disciplines. There is a degree of arbitrariness in the assignment of
theories to categories, but this classification is defended here on the
grounds that the discipline framework reflects the contrasting views of
rice taken and advocated iﬂ—the iiterature. It is accepted that some
re ject such divisions as artificial, for example Alderson ( 7 ) and
Gabor (196), but this framework provides at least a starting point.

The review distinguishes between price concepts drawn from economics,
finance and accounting, the behavioural sciences, marketing and
management theory. This last section includes a survey of the available

empirical evidence of actual pricing behaviour.

2.1 (a) ECONOMIC THEORY

Studies of price commonly begin with economic theory, even in the absense
of a prescriptive theory for decision making (228). Some dislike this
base: Oxenfeldt (403) feels that while pricing is "largely the dcmain
of economic theorists", he feels that:

"The current price literature has produced few new
insights or exciting new approaches."”

Similarly, Monroe and Bitta claim that:

"The reasons for this lack of creative development are:

(1) for some time the economists' theory of price has
dominated despite the lack of realism in the theoretical
structure and

(2) until recent environmental changes, the seller's
problem was not price but rather demand stimulation." (335)

The structure used in the assessment of economic contributions in this

study is the distinction between the classical supply and demand model
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and normal cost (or target return) theories, as made and defined in

(35), (153), (154), (155) and (207).

Supply and Demand Models of Price Determination

The classic supply and demand model emphasises price as an allocating
device in the economy, with a tendency to equilibrium where supply

equals demand at a given price.

It is argued that economic price theory was developed to give general
theories (228), for welfare economics (230,238) and for a simpler economy
than now exists, based on perfect competition in commodity products
(257,480). One apposite comment offered by Monroe and Bitta is:

_"There is an elegant _tradition of pricing models in .
economic theory, but these models do not provide
operational models for management to follow." (369)

Accepting differences in objectives, economic theories are pursued here

for the insight they may offer, rather than for exact decision rules.

The Role of Demand in Price Determination

The supply and demand approach depends largely on prices varying in

response to demand, which provides an area of some controversy.

Coutts, Godley and Nordhaus (119) and Nordhaus and Godley (389) group
economic views into three groups: firstly, those stressing the role of
competitive forces; secondly, those based on target profit objectives;
and thirdly, those seeing price as determined by normal (or standard)
cost, that is, the normal price hypothesis.

Certainly, some work appears to suggest that prices respond to
competitive forces, for example, Stigler and Kindahl (516), Rushdy and
Lund (460) and others ( 33,162,335,381), although others like Neild (384)
claim that demand has no direct effect on price.

Here, a working proposition advanced is that of Ginsburgh and Zang (207):
that the supply and demand approach is well-suited to the competitive
economy, while the normal cost or target return models are better suited

to oligopolistic markets.
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The Role of Cost in Price Determination

Eckstein and Fromm (155) argue that the continuous clearing process of
the supply and demand model is efficient only whem price change costs
are negligible, suppliers and buyers remain in communication, and losses
from failing to transact are high. Otherwise, it is argued, continuous
clearing is inefficient, and in oligopoly, where competitors are inter-
dependent, the commonest approach is target pricing, as confirmed by
Kaplan et al (287), Lanzillotti (323), Wilkes and Harrison (575) and
others. Eckstein and Fromm (155) claim that the advantages of such
approaches include: internal policy consistency, facilitating price
leadership, price stability, and suitability for quotations; while
Lanzillotti (323) explains their importance in terms of facilitating

. investment planning and performance assessment, historical pressures, -
a belief in a "fair" return and a tradition of production orientation
and tacit industry agreements. Pull-cost pricing is said to be a
variant of the target approach (155).

These points may be related to the normal cost concept mentioned earlier:

"normal-cost pricing hypothesis is of course a member of
the full-cost pricing hypotheses that have attracted
support since the 1939 paper of Hall and Hitch." (381)

Support for the claim that cost is the main determinant of price comes
from many sources: Hall and Hitch (232), Chamberlain (100), Barback (43 ),
Eckstein (156), Lanzillotti (323), Ripley and Segal (449), Laden (315),
Ball and Duffy ( 35) and more recently Nordhaus and Godley (389) and
Coutts et al (119):

"the evidence did not support the view that demand affects
prices relative to normal unit costs: the effect of demand
on the mark-up was both statistically and economically
insignificant.”

However, others have emphasised the combined role of costs and demand in
price determination: Eckstein and Fromm (155), Ginsburgh and Zang (207),

Shinkai (488), Sheriff (484), and McFetridge (379) for example.

Administered Prices

Means' concept of administered prices (354,355) suggests industrial prices

do not follow the classical economic model. Vaile et al explain:
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"Price policy and administered pricing mean that there
is some discretionary latitude in pricing, within which
meaningful decisions are made by the enterprise." (557)

Similarly, Howe suggests:

"we have now by and large a system of administered pricing
with prices being established as a result of conscious,
positive decision making within firms" (257)

The existence of administered prices is seen by Wilkes and Harrison

(575) as explaining the differences between classical theory and observed
management practice. While some have disputed the existence of
administered prices, most particularly Stigler and Kindahl (516,518 ),
others have provided supporting evidence: for example, Weiss (566),
Cockfield (108), Harper (238), Jones and Laudadio (278) and Bridge ( 80),
and this concept seems central to the analysis of market imperfection

and management of the price variable,

The Assumptions of the Economic Model

The most frequent criticisms of the supply and demand model are directed
at its underlying assumptions, divided by Gabor (196) into those of the
supply side, like profit maximisation objectives, single product decisions,
and perfect information; and those assumptions on the demand side, like
perfect buyer knowledge, the absense of experience or expectations

effects and buyer rationality. The attacks based on cost-determined
prices, and price making rather than taking, have already been
acknowledged above, and this section reviews these other points, except
that the profit maximisation issue is considered in 2.2 below and

product-line pricing in 2.3.

Marginal Cost Assumptions - Attacks on the assumption that marginal

cost in known and used as the tasis for price are widespread, as
reviewed for example by Barback ( 43). According to Howe, the lack of
data and the fear of failing to cover fixed costs are:

"the real reasons for businesses not adopting a
marginal cost approach to price." (257)

This is of importance both in the general discussion of full-cost and
marginal cost price models immediately below, and in the later issue of
the relationship between export and domestic price. Although it is
recognised that economists like Machlup (336) have defended marginalism,
here it is pointed out that:

"it is awkward to assume perfect knowledge in the
theory of the firm" (133).
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Marginal Revenue Assumptions - Howe notes that:

"Few firms can know the values of MC, or particularly MR,
as the latter depands on an awareness of the slope of
the demand curve." (257)

Economists like Axell ( 29), Rothschild (458) and Sheffrin (483) give
attention to extending incomplete information conditions into market
models, and Cornell has recently argued:

"One of the most discouraging implications of the theoretical
work on the economics of information is that many of the
conclusions of neoclassical theory are not robust when
the assumption of perfect information is relaxed.” (118)

Ad justment Costs - Sheshinski and Weiss (485) show that price ad justments

are not costless, but are assocliated with the transmission of price

information to buyers, as well as the firm's decision process.
Similarly, Arnold ( 23) notes that the fixed costs of a price change
tend to be materially greater than those of a change in output, and
Ip (268) shows that mrice stability is generally desirable because of

ad justment and transformation costs, refuting the normal assumption (537).

To the extent that the costs of adjustment contribute to price rigidity,

this may be associated with administered prices.

Interpretation of Price - Silberston urges that:

"It is important to realise that price is not an
unambiguous concept"(490),

pointing out that price has many dimensions, ranging from the terms of
trade and service content of products to the difficult issue of the

priCe/quality relationship.

Perfect Buyer Information - The first of the demand side assumptions is
that of the free availability of information. Stigler (517,519 ) sees

price knowledge as a function of search activities and the residual price

dispersion as a reflection of the process of knowledge becoming obsolete
and the changing identities of buyers and sellers (350), If the
significance of search is accepted, then attention must be directed at
differences in the motivation to search (168), the psychological costs
of search ( 58) and the whole range of "secondary consumer costs" ( 61)

assoclated with such activities.

Similarly, negotiated prices share some of the characteristics of the
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lack of information:

"prices are often openly decalred in price lists and yet

most of the actual bargains are the result of negotiation" (196).

This suggests some need to qualify the normal assumption.

Present Considerations - The assumption that the buyer makes decisions

only from stimuli in the present is denied by behavioural work on the
influence of buyer expectations and past experience, for example by
Cochrane and Bell (107), Katona (289) and Adam ( 4 ), and in economic
terms by Stigler's argument that past experience is stored search.
Further evidence suggests that price setters anticipate a broader time
horizon for price decisions, shown for example by Pickering (432), Hess
(246) and Kotler's "elasticity of expectations" (306). The concepts
of search and learning in some circumstances deny the dominance of

stimuli in the present.

Rationality - The assumption of rationality in the sense of the pursuit
of Hicksian equimarginal utility is challenged as arbitrary by Gabor:

"seemingly inconsistent behaviour may only mean that the
observer is not aware of the criteria by which the
consumer forms his judgements" (194).

Further, there are various intermediate views of rationality, like
Simon's satisfacing (490) and Katona's conclusion that much purchasing
is repetitive (288). Rationality in the sense of price indicating
product quality or other attributes like "price dependent preferences"
(434), is considered further as a behavioural and marketing phenomenon,
and the philosophic issues of economic and noneconomic rationality are

discarded here.

Product Differentiation - The simplifying assumption of product

substitutability ignores the fact of product differentiation, while:

"Good marketing practice calls for trying to endow the
company's product {(or brand) with real or psychological
differences" (307).

The general argument advanced by marketing writers is that product
differentiation reduces substitutability and desensitises the buyer to
price differences: Livesey (332), Kotler (306), Sampson (464) and
King (298). Product differentiation may be related to services and
product attributes or to brand differences, but its existence has
disruptive implications for the simple economic mocdel, recognised

shortly in the concept of monopolistic competition.
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Price and Product Quality - Attention will be given to price as "an
indicator of quality” (195) or "communication cue" (143), in the

behavioural aspects of price, while the concern here is with objective

gquality differences between products, which Cowling and Rayner argue has
been given little attention (121). Accepting the product as a grouping
of characteristics and attributes (175,321 ), Cowling and Rayner
estimated implicit prices for product characteristics, reflecting
consumer uti}ity, and found that price and quality determined market
share (121,122 ), together with advertising: Cowling and Cubbin (120),
Cubbin (129) and Cowling and Waterson (123)., If quality-adjusted
prices partly determine market share, this restores to some degree the
validity of the economic model, but is significant here in what New
(386) sees as the essential balance between price and quality in the
later emphasis.to be_ placed on non-price aspects of competition in. the
international market (in 3.1 below).

Collusion and Concentration

The normal development of the economic model involves relaxing the
assumption of perfect compettion. Silberston (490) points to the work
of Sraffa (513), Chamberlin (101) and Robinson (450), which:

"threw doubt upon the validity of the analysis of price
determination based on the assumption of perfect
competition".

This leads to imperfect competition models and particularly in this
context, their implications for price-cost margins, price collusion
and price stability.

Imperfect Competition - Scherer claims that:

"Pure competition is much rarer than oligopoly ....
Pure monopoly is even harder to discover,” ( 468

and he argues that the majority of industries are divided between the

monopolistically competitive and the oligopolistic, as defined:

Type of Product Number of Sellers

One A PFew Many
Homogenous HOMOGENOUS PURE

PURE OLIGOPOLY COMPETITION
Differentiated MONOFOLY DIFFERENTIATED MONOPOLISTIC

OLIGOPOLY COMPETITION
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Chamberlin's "monopolistic competition" is particularly related to
product differentiation, as discussed earlier. Scherer points out that
oligopoly theory departs from a paint of high market concentration,
interdependence of sellers' pricing decisions, and the sellers'
recognition of that interdependence, and although collusion may be
limited by firms' conflicting price and output preferences:

"Factors conducive to cooperation include free and rapid
inter-firm communication, repetitive transactions, the
cultivated expectation that price cuts will be promptly
countered, the willingness of industry members to substitute
inventory and order backlog fluctuations for hair-trigger
price adjustments, and reliance upon order and inventory
feedback signals instead of myopic marginal rules as
guides to output determination.” (468)

Price-Cost Margins - The classic argument advanced is that:

"higher levels of concentration inrinduééry fénd %5 be
associated with higher prices of products .... and
with higher profits;" (585)

However, empirical evidence is mixed: support comes from sources like
PIMS (Profit Impact of Market Strategies) (489), Gale (200), Buzzell
et al ( 93), Boston Consulting Group ( 75), Marvel (349), and in the
U.K., Shaw (482), Khalilzadeh-Shirazi (297), Hart and Morgan (243),
and recently Nickell and Metcalf (387). On the other hand, others
have found little empirical support for the contention: for example,
Day (139), Hamermesh et al (233), Holtermann (254), Shinkai (488),
Shinjo (486) and Lall (317).

It may be that differences in price-cost margins are influenced by
other factors, like managerial objectives (see 2.2 below) or the
existence of "workable competition" (190), since:

"The more workably competitive an industry .... the more
Price will approximate to that which will rule in
conditions of perfect competition." (490).

Additionally, the concept of "limit pricing", as developed by Bain

( 31, 32 ) and Sylos-Labini (526) offers some explanation for low prices
occurring in concentrated markets. Here, Osborne (400) points to
situations where limit pricing is attractive to firms, and Spence (511)
emphasises the mere threat of price competition as a limit. While
Shaw (482) found no limit pricing in the U.K. retail petrol market,
Stobaugh and Townsend (520) claim to have confirmed its potency in
petrochemicals.
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Interdependence - Secondly, there is the question of the existence of
interdependence leading to price leadership and the Hall and Hitch
kinked demand curve (232).

Scherer (468) points out that price coordination may involve outright
collusion, price leadership, mutual adherence to full-cost rules and
adherence to focal mrice levels, and Markham (345) has specified the
conditiond facilitating such coordination in terms of small numbers of
séllers, the existence of barriers to entry, a relatively homogenous

product, low price elasticity and similar costs throughout the industry.

That collusion exists is suggested variously: Cockfield ( 96, 106),
Boyle and Hogarty ( 78), Cubbin (129), Maccini (335), Pekelman (426),
although Marvel, for example, found collusive agreements-to be inherently
unstable (349).

One suggestion commonly advanced is that such interdependence leads to
"sticky" prices, where prices are generally inflexible, or where price
decreases are expected to be matched by competitors while price increases
will not be, as formalised in the kinked demand curve concept. This
model has been criticised by some, but Cyert and Cohen (110) suggest it
is valid in those situations where no learning has taken place about
rivals, and Silberston notes:

"The implication is that in more mature industries firms
have sufficient information about their rivals to remove
much of the uncertainty which gives rise to the 'kinked'
pattern of behaviour." (490)

Certainly, many claim that oligopoly is associated with rigid prices.
Means' basic thesis (354, 355) was that administration-dominated prices
tend to be relatively inflexible, which has received empirical support
from others like Jones and Laudadio (278), Shinjo (486), while Pekelman
(426) argues that price stability itself reinforces concentration.

Others have suggested that market concentration does not necessarily
involve rigid prices, for example Cocks and Virts (109) in pharma-
ceuticals and Mason (351) more generally regarding the incidence of
hidden price cutting. Some consider that "stickiness" may be

assymetrical, although the evidence is mixed.

Perhaps the most interesting implication is that competition may be on

on non=price grounds, and this is pursued shortly.
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Summary

A distinction exists between classical supply and demand models and
normal price models, reflecting essentially the debate of whether
prices are demand or cost determined. The underlying assumptions
of the classical approach have been reviewed, with some mention and
recognition of the major developments in each area.

Lastly, the theories of imperfect competition were examined'in the
context of price administration, collusion and price leadership

and price rigidity.

This provides one base from which to analyse the issue of export pricing

in the later parts of the paper.

2.1(b) FINANCIAL AND ACCOUNTING THEORY

Given the existence of price administration, this section reviews the
© concepts of cost measurement used and their associated pricing methods,
leading to an analysis of the situational indicators of the relevant

cost concepts.

The Role of Cost in Price Determination

The debate here parallels that conducted earlier in economic terms.
There are those who claim that costs are irrelevant to setting prices:

"cost figures are really irrelevant because prices are
determined by market forces - the 'invisible hand' of
Adam Smith" ( 2)

"The deciding factor in price-fixing is the price which the
customer is willing or can be induced to pay” (162)

"there is no relationship between unit cos¥ and selling
prices obtainable in the market" (494).

Similarly, Johnson (2?6) argues that market-oriented pricing is the only
satisfactory basis for management. An example is offered by the
Harrison and Wilkes case history of the Jaguar XJ12 (239, 240), which

showed a low price based on costs stimulating demand beyond production
capacity.

On the other hand, others see cost as a dominant factor in pricing at

the company level:
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"In the majority of British businesses, prices are
decided primarily on the basis of cost, plus a
percentage for profit" (353),

while Oxenfeldt and Baxter (401), Gillis (206), Backer ( 30) and Dean

(140) have made similar statements about American pricing.

There certainly appears to be appealing logic in the arguments that
costs are the prime determinant of price, leading recently to claims of
a "rebirth" of cost accounting ( 18) and Cutler's view:

"by assembling the internal cost structure .... we now
have a sound footing to work from" (132).

Dean explains the attraction of cost-plus formulae in terms of
providing an ideal, rather than a method ( since formula prices are

ad justed for other factors), long-term security, and the last resort in
ignorance of demand elasticity and competitive structure, while Wilkes
and Harrison (575) emphasise factors like the appearance of equitability
and price stability.

Dean's view of an ideal rather than a method is reflected by others:

"costs are by no means the sole or even the main
determinants of price" (181),

"There is very rarely a rigid relationship between selling
prices and product cost because competition and the elasticity
of demand enter into selling price decisions," (500),

"that this informal stage in price-fixing frequently exists,
and is often significant, few who have had much actual
experience of business would deny." (162).

The difficulty of direct observation of the price decision has long been
recognised (145, 425), but many now emphasise the interaction of cost
and other factors (503), and the role of cost as indicating the
profitability of price options (140, 174, 181, 300, 569).

The role of cost in pricing continues to attract controversy, although
the existence of a role of some kind is difficult to deny in the

context of industrial practices.

Cost Concepts

Lere (330) advances a form of situational argument that rather than

simply prescribing a cost approach to price, the real problem is that
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of choosing the most valid cost model in a particular case. This is
reflected in Davies (135), Abel ( 2 ) and certain others (140, 402).
There is a remaining need to distinguish the major cost concenpts

before considering how to choose between them.

Absorption Costing

Sizer has noted:

"Despite the apparent advantages of marginal pricing ....
full costs appear to be used by most firms when
developing product prices" (500).

Full costs, following Hart (241), involve the accounting process of
allocating direct costs to cost centres, apportioning overheads to
departments (through some notion of causality (255)), re-allocating
service department costs.to production depariments and absorbing from

production departments to jobs or products on some "equitable" basis.,

The logic of this lies in the "recovery" of all costs in unit prices
set (257) and other justifications like fairness (140, 155). More
recently absorption costing has been defended as:

"a method of imposing a charge for the use of facilities
which may have alternative uses .... Absorption costing may
then be justified not on the grounds of equity but as a
rationing device." (332)

"it does not do what it professes to do, but it may do
something better; the traditional costing margin -
overhead plus profit - may serve as a rough guide to
opportunity cost." (401)

However, the literature provides many examples of criticisms of

absorption costing.

Firstly, the essential arbitrariness and thus invalidity of allocations

and apportionments has been attacked:

"Absorption costing attempts to determine the unit cost
of each product, but since its rules are essentially
arbitrary, the results can be dangerously misleading,” (196)

"there cannot be a'correct' method of apportioning joint
costs and for declsion purposes the main criticism levelled
against them is ..... appearing to give a degree of
Precision to these costs which they do not possess." (466)

Secondly, it 1s argued that absorption costing confuses different cost

types. Sizer (500) notes the ambiguity of the term overhead, and the
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consequent tendency for accountants to include all indirect costs
(including, for example, incremental management and marketing costs)

as compared to the economist's view of overheads as fixed costs only.

Many arguments have been put forward for excluding fixed costs (or at
least non-incremental costs) from short-term decision making:

"All past outlays which give rise to fixed costs are
historical and unchangeable. They are inescapable
'sunk costs' regardless of how they may be costed for
accounting purposes" (500).

To the same end, another writer emphasises the distinction between
variable costs as the "costs of doing business" as opposed to fixed costs:
"the costs of being in business". This issue is to be pursued in the
context of choosing between cost models.

Margiﬁal'énd Increhén%él Costing

The underlying logic of those who oppose full-cost approaches is that
only those costs affected by a decision should be included, particularly
in the context of a price decision. Livesey points out (332) that
incremental cost refers only to the additional cost to be incurred, which
is by definition the amount to which the particular decision refers, and
which therefore should be the centre of attention. Livesey includes
here specific costs (including variable marketing and distribution costs)

rather than simply direct cost (variable production costs (255)).

Gabor differentiates incremental and marginal costs:

"According to the economist's definition, marginal cost is the
difference in total cost occasioned by increasing output by

one unit per period .... Incremental cost may refer to a batch
of any size." (196)

The practical difficulties in adopting an approach of this kind (mainly
those of accounting for opportunity cost, the long-run effects of the
decision, and the real value of the factors of production (136), and of

classifying costs) are relevant to the following sections.

Full-Cost and Marginal/Incremental Cost Pricing

Cost-plus and target pricing methods (target pricing being a close
relation of full-cost pricing (162)) are defended for appearing to cover
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"The correct reasoning is that cost results from a decision
to produce an item under particular circumstances and does
not adhere in the item itself." ( 409

Similarly, Wentz (569) claims that the proper role of costs in pricing
is to determine the profit consequences of alternative prices, and that
it is only incremental costs which determine these profit consequences.
Gabor follows this logic with the suggestion that direct cost pricing is:

"not so much a method of price determination as rather a
guide to choice between orders competing for the use of
the same facilities." (196)

Correspondingly, the major criticism of these approaches is the danger
of failing to recover all costs, although it may be thought equally

dangerous to assume that the customer will pay any price asked.

Tt is perhaps worth concluding with Livesey's observation:

"Despite the passion the debate generates, one sometimes has
the feeling that there is a certain amount of shadow boxing -
and that the contestants may have more in common than

perhaps appears." (332)
Livesey points out that different approaches may lead to different prices
but that this 1s not necessarily the case. If there exists a zone
where prices are not greatly affected by the cost accounting used, it
may be that other aspects of determination are of more interest.
Certainly, there appears no basis for the claim that full-cost or

marginal cost prices are more profitable ( 333.

This debate will be of relevance to comparing domestic and export pricing
later in the review, particularly in the context of the prescription of

marginal approaches for export pricing.

The Choice of Relevant Cost Concept

Since options exist, there may be value in looking for indicators of the
relevant cost concept in different circumstances, reflecting what has
been termed "situational theory" (363, 364 ) or a contingency approach

(@74 ), as an attempt to integrate the economic and financial viewpoints.

Dean recognises four cases of market structure influencing pricing.
Firstly, in perfect markets no pricing discretion exists ( 140 and
"cost cannot be the basis for pricing" ( 401), since the firm is a

price taker.
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all costs, “"failrness", ease of administration, avoiding price wars, and
perhaps accounting for opportunity cost. Recently, some have written of
a "rebirth" of traditional cost accounting ( 2, 17, 18) and a related
"comeback" for target pricing ( 69, 286) and it will be seen shortly that

such approaches appear to attract wide support in industry.

One stance shared by many is that a number of criticisms are overcome
because formula prices are adjusjed before quotation to customers, for
example, Howe (257), Andrews ( 14), Barback ( 43), Eckstein and Fromm (155)
and Foxall (181). While this is probably descriptively true, it appears
less acceptable as a rigorous defence for the use of the pricing methods

concerned.

Among the many criticisms of full-cost pricing are: the arbitrariness of
cost allocations (135) leading to overestimated precision (140), ignoring
demand (135, 140), and perhaps most seriously, combining fixed and

variable costs to produce an irrelevant cost concept (140, 257, 500, 575).

The inclusion of fixed, "sunk" costs in pricing decisions raises
difficulties, for example:

"if overhead costs are high in relation to direct costs then a
slight change in estimated output could have a large impact
on the full-cost price" (257).

However, it is true that:

"what is fixed and what is variable depends on the time
" period being considered because in the long run all
costs are variable" (136),

and that the fixed/variable distinction may differ by cost centre (465), and
some costs may change categories over time ( 65), which provides

operational difficulties for the options to fuli-costing.

As far as ignoring demand is concerned, Sondoki claims:

"The main criticism against full-cost pricing is that it
disregards demand. It is a mechanical pricing method
and .... the price arrived at is not necessarily the best" (507).

In fact, many would claim that it is the "adjustments" to formula

prices which take account of competition and demand.

The shortcomings of full~cost pricing lead many to advocate the use of
forms of marginal, incremental and direct cost pricing, for example
Tucker (550), Anderson ( 12) and Oxenfeldt:-
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Secondly, Dean is concerned with products of "lasting distinctiveness",

or monopoly, although he finds classical monopoly theory inadequate.

Accepting these as limiting cases, the major interest is in the inter-
mediate cases of "pricing products of perishable distinctiveness" and
"pricing standard products when competitors are few". The former is
concerned with the progress of an inmovation through a cycle of
‘tompetitive degeneration" and leads to the development of Dean's classic
thesis of market skimming and market penetration strategles in pioneer
pricing. In maturity this borders onto the last market situation,
amounting to oligopoly, where competitors have "by painful experience

developed a pronounced aversion" to mmrice cutting.

To these market structures may be added theories of cost-based pricing

of various kinds and market-based pricing.

As noted, in the competitive market, Dean (140) and Oxenfeldt (401)
emphasise price taking. Lere (330) argues similarly for a uniform
product on an open market with no price controls, although he notes the
possibility of refusal mricing, since the firm may choose to deal or not
to deal at the prevailing market prices, and Lere claims that the relevant
cost concept 1s direct cost to assess the total contribution available.

In simpler terms, Kelley (296) argues that in a "buyers' market" a firm
should aim at the greatest contribution to profit and overheads. Sizer

adds a time dimension to this, which is considered shortly (500).

In monopoly, Dean ( 140 cites the usual marginal model, but Abel ( 2)
claims that in regulated monopoly the determination of full-cost is
important, since the objective is the recovery of all costs plus a margin
for profit. This logic is reflected in Kelley's view that in a "seller's
market" the firm should price for the highest possible return on

investment.

Within the "perishable distinctiveness" category ( 140, or novelty
pricing ( 330), or monopolistic competition with product differentiation

( 2), emphasis is placed on demand analysis and market-oriented pricing,
particularly regarding skimming and penetration choices. Abel adds the
point of the manager's need for cost information about the impact of
volume changes, implying a need for incremental costing, while ILere

argues that demand analysis shows what price can be obtained and the




role of cost is to evaluate the acceptability of this, so direct

costing is preferred.

In oligopoly, Dean stresses the tendency to price leadership, the
avoidance of price changes, the emphasis on non-price competition, and
underground price competition. Lere claims thét the price leader is
best served by absorption costing to arrive at a price covering all costs,
as in the monopoly case, while for the price follower whose decision is
whether to accept or reject business at the going rate, the relevant

cost concept is direct costing. This last point is also made by Abel.

Finally, to this can be added Sizer's distinction between primary and
secondary pricing decisions (500) and his claim that:

"full costs usually form the basis for what might be classified
as 'primary' pricing decisions, for standard products sold in
the home market, while where marginal costs are used in
Pricing it is for the 'secondary' type of decision".

Sizer refutes the claim that full costs are used simply because they are
what accountants provide (575), and his case is that primary decisions
are made with full costs because they are perceived as long term and
managers want a satisfactory return on investment in the long term (and
if the long term is long enough all costs are variable anyway). The
secondary decisions in this schema include: tenders, by-products,

sub-contracting, and by implication exporting.
Summazry

This section reviewed various cost concepts and their pricing
applications, particularly interms of the continuing full-cost versus

marginal cost or incremental cost debtate.

There would seem some grounds for building a situational framework for
distinguishing the areas of application of the different cost concepts
for pricing. This 1s of particular relevance here to the issue of

export pricing compared to domestic pricing.
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2.1(c) BEHAVIOURAL SCIENCE CONTRIBUTIONS TO PRICE THEORY

This section is concerned with the role of price as a cue for the
buyer, and it is noted that comments made earlier about the short-

comings of the economic model in behavioural terms become relevant here.

Oxenfeldt has observed:

"Models developed by economic theorists rarely direct a
pricing executive's attention to the key variables.
Behavioural science offers far more insight into the
factors that determine how price changes will be perceived
and reacted to by consumers." (403)

Following this logic, the interest here is in buyer price awareness,
price sensitivity and the interpretation of price as a communication

cue.

Price Awareness

Monrce (365) points out that price consciousness is related to price
perception and sensitivity, and others argue that prevailing awareness
is an indicator of the role of price in the marketing mix (332, 403):

- "information on price awareness may be a useful guide to
marketing activity by indicating those products for which
a policy involving a strong emphasis on price would be
most, or least, appropriate."” (332)

If this is accepted, then a brief consideration of the sources and

variations in price awareness is valid.

Low price awareness has been noted by many researchers, for example:
Goldman (210), Hansen (235), Engel, Blackwell and Kollat (168), Livesey
(332), Thorncroft (536) and Brown ( 82) in consumer markets, and Buckner
( 88), Swallow (525) and Cunningham and Whyte (131) in the organisational
decision making unit.

Variations in price awareness have been attributed to many factors.

Gabor and Granger considered frequency of purchase a significant

positive indicator of price awareness (189, 192, 193, 196), while

Cooper (115, 116) looked at types of product within these categories

in terms of awareness influenced by the degree of "begrudging" in purchase.
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There have also been claims that price awareness varies by buyer type:
Gabor and Granger (192, 193) found price consciousness inversely related
to social status, and Frank et al (182, 183) related cost consciousness
to income and occupation, although Trier et al (549) disputed such a
relationship and Murphy recently concluded:

"it 1s unclear what relationship exists between
socioeconomic status and price sensitivity"” (374).

In industrial marketing, Swallow (525) claims that the perception of
price will be a function of the organisational environment, the

executive's personal qualities and the purchasing methods used.
This issue has importance in the later consideration of the power of
export pricing and immediately in leading to the closely related issue

of price sensitivity.

Price Sensitivity

The concern here is with individual and group reactions to price:

"Price sensitivity indicates the likely response of
consumers to changes in price. Price elasticity of
demand .... is a precise measure of this response.” (332)

This section reviews the sources of sensitivity and its applications in

"psychological pricing" and "desensitising" buyers.

Gabor (194) argues that the central aspect of demand theory 1s that the
consumer's subjective price scale is logarithmic, with the implication
that a proportional change in price will have a constantly proportional
effect on the rate of purchasing, independently of the absolute level

of price. This is commonly expressed as an application of Weber's Law

(168, 284, 375).

Gabor has 1illustrated "the tendency to react to relative rather than
absolute price changes" (197 ) in terms of "psychological pricing": for
example, choosing price points as near as possible to 5% below the
nearest round figures, as in pre-War hosiery pricing (252 ). Others
have called this "odd pricing" ( 4, 143, 301, 480). Little evidence
is available on the validity of such approaches.

A challenge to the Weber's Law concept was provided by Kamen and Toman's
"fair price theory" (284, 285), whereby consumers have some
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precorce ived ideas of a reasonable price. This challenge was rejected
by others in the field (190, 370, 515), but appears not unconnected with
the threshold or limit theories considered below, since:

"though seldom discussed, the concept of a just level of
prices, 1.e. what things ought to cost, is permanently
present in the minds of most consumers," (196).

This is reflected in Cooper's "begrudging index" (115, 116) and Radford's
well-known analysis of the development of "just" prices in a prisoner

of war camp. There may also be a relationship with Delozier's quantum
effect (143), where consumers are insensitive to prices below the

gquantum, but highly sensitive to prices even slightly above it.

Thus, price sensitivity is concerned with the degree of reaction to price
changes and is illustrated by “psychological pricing", the concept of
Weber's Law, and that of “just" prices. The direction of buyer reaction
is the concern of the next section, though the implications of price

sensitivity for the seller are reviewed first.

Sampson's classic paper (464) proposes that rather than finding the
gradual, continuous relationship between market share and relative price,
the customary emphasis is on critical mrices, explained by the imperfecions
in price sensitivity caused by desensitising factors such as point of

sales appeals, local promotion and services and consumer loyalty (143, 561).

A related point made by Bender ( 61) is that consumers seem to differ
according to whether primary purchase costs (the price) or secondary
purchase costs (non-price financial costs, time costs, and psychological
costs) are the more important. This is confirmed to some extent by
Shapiro's conclusion (479) that reliance on price is a generalised
attribute of certain consumers. Recently, Monroe (367) has claimed that
responses to mrice changes are assymetrical: brand preferences being

more sensitive to price decreases than price increases.
In this way, price sensitivity may be compared to the economic concept
of price elasticity of demand, so the next issue must be the direction

of reaction to price.

The Interpretation of Price

The concern here is price as a communication cue and the implication of

this for the reaction to price:
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"the consumer, in many cases, percelves price in a
non-economic manner. Price, thus, is a powerful
plece of information for the consumer." (480)

Here, the specific interest is in price as an indicator of quality, and

as a determinant of product and brand preferences.

Price As An Indicator of Quality - Investigations of price as a quality
signal can be traced to Scitovsky in 1944 (471) and leavitt in 1954
(325), and various pieces of work in the 1960's: Tull et al (551),
Olander (397), McConnell (377), Dean (140), Fog (177), and the "most
original and fruitful approach to the study of price and consumer

behaviour" (196) by Stoetzel, whose research was concerned with estab-
lishing the existence of a band of prices which consumers were willing
to pay (521). This line was pursued by Adam ( &), Fouilhe (179) and
more recently, Gabor and Granger (195) and Monroe (368).

The Gabor and Granger approach rests on the proposition that each
potential customer enters the market with an upper price limit, above
which the product is too expensive, and a lower limit, below which there
is a distrust of the quality of the product, so that outside these limits
Price acts as a primary barrier to purchase.

In operational use it is argued, for example by Mason (352), that the
importance of price as an indicator of quality is inversely proport-
ional to the degree of product information available to the buyer and
his confidence in his criteria of evaluation. This has been confirmed
by those like Peterson (429), Cornell (118), Engel et al (168) and
Lambert (320), while Gardner (201) has disputed the general application
of the price/quality relationship, which may, for example, be replaced
by a brand/quality relationship. Similarly, Lambert (320) points out
that 1little attention has been successfully focussed on differentiating

products with negatively and positively sloping demand curves.

Recently, it has been claimed that:

"Despite the evidence available from the specific effect of
Price on choice studies .... we know very little about how
Price affects a buyer's perception of alternative purchase
offers, and how these perceptions affect his response." (365)

Similarly, Olson (398) regards single-cue studies as being of limited
practical use, since the main concern should be with the interaction
of price with other informational cues. Attention is directed to

multi-cue concepts.
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Price and Brand Pexceptions - A broad grouping of studies see price as

a cue or signal interacting with other signals, from which is drawn the
hypothesis that this interaction (or lack of it) may help to
differentiate between cases where price acts as a quality or image

determinant and those where it does not.

Brown ( 28), Schlackman (469) and Nystrom (391, 392) have reported
that generalised store perceptions may influence price perception and

awareness, while Shapiro (477) emphasises a "worth the money" variable.

Recent work by Monroe (367) suggests that understanding the role of

price in purchasing necessitates an appreciation of the information the
buyer brings to the purchase situation, in terms of use-experience, prices
and attltudes. The role of expectations in determining consumer
responses has been emphasised by Katona (289) and Emery (166), while
Kotler (306) also traces the positive demand curve to the Veblen

(or snob) effect (328). 1In this area, others stress such social effects

or "consplcuous consumption" aspects of product pricing (143, 479, 584).

Recently, Monroe, Bitta and Downey C366) have explored further the effect
of contextual or situational influences on the buyer's price judgements,
concluding that the intended use of purchase is important in causing a

positive demand curve.

Stafford and Enis (514 ) have attempted to substantiate Leavitt's
contention that the importance of price signalling depended on the costs
of gathering other information, and found that price as a quality index

was confounded by other information, when it was available.

Shapiro ( 479) sees the individual's reliance on price as a function of
factors like trust, snobbery, and risk, claimimg that price reliance

was a generalised attribute of some consumers. In related work,

Lambert (318 319) and Bettman ( 63 ) developed generalisations to
describe those choosing high priced brands in terms of various perceptual,

Personality and economic variables.

Olson has concluded:

"that the effects of price cue information are mediated by
other informational cues available" (398).
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Olson cites as the most prominent cues of this kind brand names,
Physical product attributes, store image and the consumer's expertise
or familiarity with the product tyre.

This seems to support the contention that price should be viewed &s
one cue among potentially many, although there is no denial that price
is interpreted in a more complex manner than suggested by the simple
economic model.

This last conclusion will be of particular relevance here in assessing
the economic arguments as to the power of reduced export prices to

gain or even hold market share.
Sumnazy

This section has reviewed the contributions of behavioural studies to
pricing, in terms firstly of the sources of and variations in price
awareness and sensitivity, and then the response of buyers to price as

an informational cue in the marketing sense.

In this latter area, much work suggests that price is taken as an
indicator of quality, although more recent studies conclude that this

is mediated by contextual cues and product and buyer characteristics.

These points are relevant here particularly in the context of assessing
the argument that export market shares are determined by relative prices
in the same way that this has been done for the more general pricing
model.

2.1(d) MARKETING THEORY

This section draws attention to the use of price as a marketing variable,
as part of the total product offering (478). Many have suggested that
price is of low importance to marketing management: Udell (553, 554),
Kjaer-Hansen (300), Pass (418), Metwally and Day (358), as compared to
other non-price forms of competition, although Gabor claims:

"The recognition that price is a highly effective marketing
tool at all levels is now widely accepted and less and less
credence 1is being given to the formerly popular view according
to which price is simply the cost of the product plus a
customary fixed percentage of profit.” (196)
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This may additionally be compared to the recent conclusion reached by the
Henley Centre for Forecasting, that:

"Correct decisions on pricing will usually be the most
likely road to successful marketing of consumer goods
and services in the next year or so." (344)

Accordingly, some examination of the marketing aspects of price is

necessary.

Price in the Marketing Mix

Taking the marketing programme as an entity, consisting of product policy,
price policy, distribution policy and marketing communications, then:

"it must be recognised that for many consumers a trade-off
will arise between price and some other element of the
competitive mix" (332).

The implication of this is that while price is accepted as distinct from
the other marketing elements (405, 409 ), the mnagement problem is one
of consistency and integration between the elements (314, 332, 339).

This is of particular relevance here in the context of the relationship
between price and other forms of competition in exporting, especially

under conditions of currency movements.

Promotional Pricing

There is evidence that short-run price reductions achieve appropriate
short-run objectives, but that this may be at the expense of longer
term considerations: for example, corporate and brand image erosion
(102), increased price awareness and reduced brand loyalty (332), buyer
distrurbance from rapid price movements ( 53§, and increased price

consciousness from a high frequency of price promotions (250).
The existence of factors of this kind in the general case leads to a
later consideration of their role with export price moves, including

those associated with currency movements.

Pricing in the Preoduct Life Cycle

The implication of the available product life cycle models, for example
Wasson (560), is that the role of price may change through the life
cycle, as in various sources: (196,306 ,332 ,409 ):




52.
Market development - Matching value perceptions and
segmentation by price
Rapid growth - Price lining and promotional pricing
Competitive turbulence -~ Promotional pricing
! Saturation/Maturity -~ Defensive pricing, search for

incremental pricing opportunities

Decline - Maintenance of profit level pricing (560)

Thé major implications of this model here are that there may be
particular parallels which may be drawn between export and new product
pricing, as discussed shortly, and that the application of the life
cycle model to the international market is often claimed to show the

existence of opportunities for firms to pursue different price strategies
in different markets.

Product-Line Pricing

Operational pricing must recognise the interdependence of demand in the
multi-product firm (140, 407), around which issue relatively little

theory appears to have been developed. This 1s considered further in
Price Management below.

Price Discrimination

Finally, the marketing view of price has to recognise:

"strategles for extracting additional money from consumers

in the face of imperfect information and of implementation
costs" (440).

This includes straightforward factors like discounts and the functional

role of the customer (140, 333),geographical differentials and
nonuniform pricing (440).

In this study the major interest lies in the possibility of
discriminating between the domestic and export markets and between

different overseas markets.

2.1(e) MANAGERIAL THEORIES, METHODS OF PRICING AND EMPIRICAL EVIDENCE

Managerial Theories

Developments of managerial theories of the firm are significant in
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evaluating pricing, and are felt by some to be more useful than the

simplistic assumptions of the economic model of the firm.

Various writers have noted the impact of management discretion or
administrative judgement on prices, for example Alderson ( 8), Burkhart
(89), Geiss (203), Huegy (258), Knobl (302), and Weston (570), while
Wilkes and Harrison point out that the tendency to use cost-plus pricing
methods can only be explained by deliberate management choice (575).

The formalisation of these influences is found in the various managerial
theories of the firm, where:

"A1ll the theories are designed to explain the behaviour of
large firms where the separation of ownership and control
leaves decision making in the hands of salaried
professional managers" (417).

This may be traced to early researchers like Papandreau (413), who
claimed that the objectives of the organisation were a "general
preference function" resulting from the aims of different parts of the
organisation. Simon's concept of satisficing rather than maximising
behaviour (493) is of particular relevance, leading to the classic
Cyert and March model (133), based on organisational goals arising out
of the "quasi resolution of conflict"” in the "coalition of interests",
which are essentially satisficing objectives given sequential attention.

Empirical support is offered by Hague and others (228, 229).

In addition to these organisational and behavioural models, some have
stressed the maximisation of a management utility function:

"managements pursue their own self-interest subject to
their retaining effective control of the firm" (417).

In this latter category may bte included Baumol's sales maximisation

( 60), Williamson's management utility function maximisation (576), and
the maximisation of the growth of the firm analysed by Marris (347, 348)
and Penrose (427).

The significance here of these approaches is in explaining the existence
of non-profit maximising behaviour and thereby admitting the possibility
of models which are essentially satisficing for the analysis of export

strategy and pricing.
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Managerial Pricing Models

This section attempts to catalogue the pricing methods available to

the management price maker. Shapiro and Jackson (478) have recently
argued that pricing strategies can be divided into those with a strong
internal orientation, based on costs; competitive pricing; and pricing

focussing on the customer.

Cost Models - The substance of the cost concept debate has already been
examined, and attention drawn to cost-plus and target rate of return
pricing models. While refinements to cost-plus methods have been
attempted, for example by Brooks ( 81), Hapgood (236) and Seglin (474),
the majority of normative writers lean towards marginal or incremental

cost models.

One emerging tool of predictive power in this area is experience curves
as a planning mechanism ( 7%, 75, 361), since if costs decline in a

Predictable manner with units produced, the firm producing the most units
has the alternatives of higher profits or lower prices. This has been
tested empirically, for example in chemicals ( 68, 103), and appears of

particular relevance to the prediction of market prices on a cost basis.

Competitive Pricing Models - In this area, most recent attention has been
devoted to probabalistic models for use in bidding, for example by
Green (219), Frederick (185), Walker (559) and Geiss et al (203).

Naturally on a broader front, much of what has been said about oligopoly

is concerned with the effect of competitors as a price determinant.

Market and Demand Models - It is frequently argued that cost-based
Pricing is inappropriate and that only market pricing is satisfactory,
for example (276, 49L).

In terms of specific methods, there are firstly marketing research

applications of various kinds.
In early practical work, Dean (140) reported the use of experimentation
to set alternative prices, questionnaire surveys of customers, and

engineering studies for industrial products.

In the 1960's, Stout (522 ) reported the developing techniques for
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measuring price sensitivity and Abrams ( 3) pointed to test marketing
and survey techniques available, and described the development of a panel

application on a split-ballot basis.

Major developments have been associated with the Nottingham group,

from Gabor (196) and Pricing Research Ltd. ( 19). The operational
techniques from this source include, firstly, observation methods in
normal shopping situations, secondly, survey methods, ranging from
simple, direct questions to simulated shop choices, and thirdly the

Buy Response technique. This last approach is based on the price limit
concept outlined earlier in 2.1(c), with the objective of measuring
these limits. The normal practice of the technique involves in-home

or hall interviews and attempts to simulate the shop situation, and
measures the percentage of respondents willing to buy at each of a

range of prices, which is plotted to give a visual Buy Response Curve.

More recently, Jones has reported a survey technique of ranking
products on a split-tallot, with different prices in each (277).
Wilson (580) has described a technique of customer evaluation of
product features, used by Du Pont, to place values on the features for
pricing, and Anderton et al ( 13) have applied a sequential analysis

apprroach to price research.

A less systematic, though equally market based and apparently common,
approach to pricing is described by Shapiro (480) as "customary prices",
which are "prices set by custom, tradition, assumed consumer psychology
and other nonobjective means". Gabor (194) has suggested that such

approaches are self-perpetuating and lack any real justification.

Another well-known market-oriented technique is Product Analysis Pricing
( 80, 85 , 495), which is based on the development of market derived
standard values for the elements of the "product surround”. A similar
though more recent method developed by Shapiro and Jackson (478) is value
utility pricing, involving the placing of a value on each attribute of
the product from the customer's point of view, while Palda and Blair

(412) have attempted to use production theory for the same purpose.

Since this section is concerned with price making, no further analysis

is attempted of price taking in the sense of accepting market prices.
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Empirical Pricing Studies

Various surveys conducted at the company level are avallable.

There are problems in interpreting such work, since as Edwards and Pearce
(162, 425) have pointed out, there are differences between claimed and
actual practices, and Hague stresses:

"the fact that pricing begins from cost figures does not
mean that it will necessarily be cost-plus pricing." (229)

In the 1950's, Shackle (476) found that the most important pricing
methods were full-cost and modified full-cost, although marginal pricing
appeared to attract substantial support. Pearce (425) found that
executives claimed to use cost-plus pricing, but in terms of actual
Pricing behaviour:

"the nearest approach to a general rule of price fixing
is simply ‘'what the traffic will bear'"

An American study of the same era reached essentially the same conclusion

(21).

In the early 1960's, Barback ( 43 ) found that firms did not price
according to marginal analysis and emphasised cost-plus approaches.

At a similar time in America, Udell (553) found that firms claimed that
competitive pricing was the most important method, although closely
followed by cost-plus methods and "what the market will bear".

Skinner's 1968 survey (503 ) found that 70% of firms claimed to use
cost-plus pricing, although his evidence suggested that this was often
Dean's "variable or flexible mark-up pricing" (140), since firms

ad justed prices to take account of competition and demand.

Hague's study of cases (229 ) emphasised competitive, satisficing pricing.

It has been suggested variously that little use is made of marginal
concepts, as far as pricing is concerned: (214, 242, 500, 502).

Most recently, in 1975 Atkin and Skinner ( 28 ) found that the main
pricing method reported was adding a percentage to costs, and that

the cost base was most often obtained by absorption costing methods.

It was, however, noted that cost-based prices were modified for non-cost

considerations.



On the basis of this brief review, it appears reasonable to take

Howe's conclusion:

"from the evidence .... it would appear that although
cost conditions exercise a strong influence on pricing
decisions, businessmen do take account of demand
factors and competition.” (257)

This has to be interpreted in the context of the earlier debate in
2.1(a) and the limitations of management surveys noted above.

The debate is pursued in comparing export and domestic pricing
policies in 3.3(b) below, particularly from the point of view of
suggesting that the comparison of these policies may avoid some of

the measurement problems in asking for a direct statement of policy.

57.
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2.2 BUSINESS OBJECTIVES
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INTRODUCTION

Livesey has written that:

"Any discussion of pricing policies should be set within a
framework of business objectives and of the constraints
within which firms operate when trying to achieve these
objectives.”" (332)

Similarly, Rogoff and Lynn (454) have attempted to relate pricing methods
adopted to the objectives sought. This topic is pursued briefly at this
stage in a general way, and then in the more specific export context in
3.1(a) below.

As with the examination of pricing methods, however, some reservations
are necessary in interpreting direct research, and Baumol has noted:

"there is no simple method for determining the goals of the

firm or of its executives. One thing, however, is clear
very often the last person to ask about the individual's
motivation is the person himself .... In faect, it is

common experience when interviewing executives to find
that they will agree to every plausible goal about which
they are asked."” ( 59)

This section proceeds by examining the available theories of corporate

objectives and empirical evidence, in so far as this has not been

covered in the managerial theories of the firm considered earlier.

2.2(a) THEORIES OF CORPORATE OBJECTIVES

The economic assumption of a single corporate objective of short-run

profit maximisation has been attacked on various bases. Bridge ( 80)
notes that business objectives are multiple, changing, and not always
consistent with profit. Similarly, Davies and Hughes (136) point to
the attack on profit maximisation, largely associated with the divorce

of ownership and control and the "managerial revolution”.

In attempting to catalogue objectives sought, Hague (229) differentiates
between operational and non-operational objectives, where consensus in
in organisations seems largely restricted to the non-operational, by way

of constraints. Gabor (196) reviews primciples of profit maximisation
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centred on total profit, the mark-up rate, the rate of return on the net
worth of the firm, and the totél asset value, arguing that the last is
the most general and appropriate, although recognising the existence of
other aims 1like target profit, stabilisation of the market, growth, and
short-term goals.

As noted above, the development of managerial theories of the firm has
concentrated on management objectives, and the recognition of their
personal preferences (249 ). This area has been pursued earlier in
terms of satisficing theories and the maximisation of functions other

than profit, including sales, growth and managerial utility.

2.2(b) EMPIRICAL EVIDENCE ON CORPORATE OBJECTIVES

The classic work by Kaplan et al (287) established that in large
companies the objectives given prime importance were: (a) to achieve

a target return on investment, (b) to maintain or improve market position
and (c) to stabilise prices and margins. Subordinate to these, but
still important, were meeting or following competitors and achieving
product differentiation.

Similarly, Lanzillotti (322, 323) reported that the most frequently
mentioned goal was a target rate of return on investment, which was
increasingly used and where the target rate reflected "fairness",
tradition and desired stability. The second most common goal found
was the stabilising of profit and margins, third was target market share

and fourth meeting or preventing competition.

Shackle (476) and Barback ( 43) found that firms considered profit
important but also survival and logs avoidance, and rejected the
explanatory power of the profit maximisation principle:

"Profit is obviously important to businessmen, but the
degree of importance is not absolute." ( 43)

Hague's more recent case study research (229, 228) found that of thirteen
cases, eight firms were satisficers and five were maximisers, although it
was felt that maximisation was more likely with price than any other
variable, because the impact of decisions was external to the organisation.

Hague found that the behaviour of firms was generally compatible with
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the Cyert and March satisficing model, based on aspiration levels in
a number of areas, attended to sequentially, made possible by the

existence of organisational slack.

A study of large U.K. companies by Pass (418) divided their pricing
objectives into financial and non-financial. The main objectives in
the former category were: a target rate of return on investment in the
long run, and secondly, the maximisation of profits in the long run.
The other category included: sales expansion, maintaining or expanding
market share, long run growth, meeting or following competition, and
price stabilisation. Those claiming the status of profit maximiser
appeared to approximate this operationally by using a target formula

with a "maximum possible” profit rate.

This brief review suggests that the objectives pursued, both in the
general sense discussed here and in the more specialised area of
exporting, will differ in some circumstances from those assumed in the
economic analysis and may offer insight into strategy formulation and

the export pricing process. This 1s pursued below.
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INTRODUCTION

The implication of market imperfection, product differentiation and
marketing action is administered or managed prices (248, 403, 405),
although there is some debate as to the nature of the role of price in
the marketing programme.

It is true that some emphasis is placed on the management of price as

a strategic variable: for example, by May (353) because of domestic
price controls, by New (386) because of the need to integrate marketing
and production strategy, and by Singer (499) because of the need to put
pricing into the framework of the long-range financial plan, leading some
to see price as an essentially general management problem (135, 388, 536)

and to stress the desirability of having an explicit corporate price

plan (333, 509).

Accepting that price seems rarely to occupy a neat functional role, this
section reviews the major types of price decision faced and the major

constraints existing.

2.3(a) TYPES OF MANAGEMENT PRICE DECISION

Price decisions are catalogued variously. Dean (140) distinguishes
between basic price (primarily new products of different kinds) and the
problems of product-line pricing and the use of discounts as a form of
discrimination. Field et al (174) make more of the differences

between pricing established products (concerned mainly with price changes)
and pricing new products.

Recently, Monroe and Bitta (369) have classified pricing models into
those associated with new product pricing, product-line pricing, price
changes and price structure. This framework is adopted here and

developed briefly.
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2.3(b) NEW PRODUCT PRICING

Monroe and Bitta point out that:

"New product decisions usually are made with very littile
information on demand, costs, competition, and other
variables that may affect success." (369)

The distinction made here is between the strategies for new product

pricing and the approaches to price setting.

The seminal work on new preoduct pricing is, inevitably, Dean's (141, 142)
offering the market skimming and market penetration policy choice, which
has arguably shaped many of the more recent writings on the subject

(174, 257, 273, 462). In the specialist area of this study the
penetration and skimming argument is of particular interest, since it

may be argued that in export strategy there is a choice of this kind,
which has implications for the use competitively of export prices. It
will be argued later that the export decision is frequently characterised
by the conditions described above by Monroe and Bitta as being

associated with new product decisions.

This is illustrated by Howe (257) by an examination of the pricing
behaviour of Japanese motorcycle firms in the 1960's, when Honda,
Yamaha and Suzuki sold at losses in export markets to gain penetration.
This has been related by some to the learning curve concept discussed

earlier ( 74, 75 , 137, 361, 520), in favouring aggressive, volume-
oriented new product pricing.

In terms of actual price setting, some emphasise traditional sequential

models (369 ):

Step  Dean (141) Oxenfeldt (405) Welsh (568
Estimate demand Select market target Estimate demand
2 Select market . Choose brand image Determine marketing
targets requirements over
product's life cycle
3 Design promotional Compose marketing mix Plot product's
strategy expected life cycle
L Choose distribution Select a pricing Estimate costs over
channels policy product's life cycle
5 Determine a Estimate competitors'
pricing strategy entry capabilities
6 Select a specific Estimate competitors'
price probable entry dates

7 Select a specific price
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This matches the type of multiple constraint approach found by Thompson
and MacDonald (534a), where firms grouped factors influencing new product
prices into: profit and cost considerations, competitive considerations,
product factors and market or sales expectations. It is also compatible
with the Wilkes and Harrison warning on the dangerous consequences

possible with purely cost-based pricing for new products (575).

The Nottingham approach to new product pricing, based on the

Buy Response concept, was discussed earlier.
Others have attempted various models of new product pricing (369, 474),

though apparently largely inhibited in practice by the limitations on
information available.

2.3(c) PRODUCT-LINE PRICING

It is inherent in the multi-product firm that demand and cost inter-
relatiénships in a product-line make the pricing decision more complex.
Livesey (332) lists the problems as relating to the substitutability of
products, consistency, market coverage, complementary demand and the
use of joint facilities. Dean (140) emphasises the importance of
product-line pricing as an instrument for market segmentation and price
discrimination. Others, like Buckley ( 86) and Day (139) stress the
product portfolio approach to managing groups of products, in the sense
of balancing their cash and profit producing capabilities and their
future propects.

In operational terms, it seems that relatively little general theory
exists to assist the decision maker. Oxenfeldt (408) has stressed
the marketing interrelationships, and Urtan (556) and Hess (247) have
been among those attempting to model these.

Here it is accepted that the product-line issue exists as an important
constraint on price decisions, but it is suggested that apart from
minor differences, no distinction is necessary for the purposes of
this study between product-line pricing issues for the domestic and
export markets (assuming that the same product mix is offered to both

types of market).
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2.3(d) PRICE CHANGES

Economists argue that administered prices and oligopolistic markets
lead to price rigidity (see 2.1(a) above), to which pressures may be
added domestic price controls and depressed markets (253, 353) leading
to fewer price changes. Arnold ( 23) argues that it is cheaper to
adjust output than price, and Cubbin (129) found that product quality
changes seemed a favoured way of changing (particularly decreasing)
quality-ad justed prices. However, attention may be given to price
changes associated with maturing products and temporary price changes
in the form of sales promotion.

The changing role of price iIn the product life cycle has been discussed
as a marketing theory (in 2.1(d) above). The emerging theory here

is that learning curves provide a predictor of price trends, as a tool
for planning prices at the f£irm level. The Boston Consulting Group

work ( 74, 75) suggests that price curves fall into one of two main
categories, as illustrated below. '

(a) (b)
£/ £/
Unit Unit
Cost Price Cost Price
Total Accumulated Volume Total Accumulated Volume

Most price curves were found to correspond to (a) and some with (b),
and it was found that prices tended to behave in a remarkably predictable
and regular manner. Davis (137) develops from this a prescription of

aggressive price-cutting as long as market growth continues.

The use of price cuts as a temporary measure for promoting sales is
associated primarily withtactical aims (332) and may involve risks to
long term marketing objectives, as outlined earlier (250). This point

is developed shortly in the context of the use of export prices.
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2.3(e) PRICE STRUCTURE

The develoment of price structure is associated by Monroe and Bitta
(369) with determining the time and conditions of payment, the discounts
to be given, and where and when title is to be tgken to goods by the
purchaser.

The first and last of these are considered for exporting in 3.2(a)
below in the examination of the terms and conditions of international
trade contracts.

The issue of discounting and other forms of price discrimination
(128, 140, 332), is associated in this study mainly with the
discrimination by price between the domestic and export markets
and between different geographic export markets. This topic is
developed in 3.3(a) below.

2.3(f) CONSTRAINTS ON PRICE

Much of what has been said about market structures, demand and
competition amounts to a description of the constraints on pricing
freedom from the decision maker's point of view. Clearly, a complete
analysis of all other possible constraints is not possiblé here, but

it 1s necessary briefly to recognise the existence of some of the major

limiting factors.

Mallen (339) points to the impact of manufacturer pricing decisions
on distributors, and it will be seen later that this is of particular
significance in export pricing.

Guiltinan(225) has a.rgﬁed that the economic uncertainty of modern
markets has led to "risk-aversive pricing policies”, in terms of such
things as delaying quotations, escalation clauses, and "unbundling"
services from products. It will be seen that this has important
implications for export strategies in terms of such factors as the
exporter's reaction to currency changes and the balance between price

and non-price aspects of international competition.
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Probably the greatest area of constraint lies in government and legal
controls over pricing, aimed at such objectives as stabilising price
levels, controlling monopoly power, consumer protection (108, 136, 362)
and even the protection of established businesses (444), and including
both formal, statutory controls and bodies, and less formal pressures.
This has significance here particularly in comparing pricing actions

in the domestic and export markets.

It is noteworthy that the Treaty of Rome provides for control of
Price fixing arrangements and other trust conditions, particularly
Price discrimination and its enforcement through parallel pricing.
This will be significant to assessing the real choices open in
export price strategy.
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INTRODUCTION

The purpose of this section is to provide the export marketing context
for pricing decisions, to be followed by a review of the relevant

financial considerations in export.

The underlying objective is to study the decisions and operating
characteristics of export marketing in a way which leads to the develop-
ment of hypotheses attempting to explain the use of the price variable,
in the total export strategy pursued.

The first area considered is that of the development of export activities
in the firm, particularly in terms of the motivation and the objectives
assoclated with export.

The second teopic is export strategy, that is the means available to reach
the chosen objectives, together with the special constraints existing
in exporting.

Thirdly, there is the issue of market selection, and then the general
question of international competitiveness, which is of particular
importance here in the context of the debate about the relative use

and importance of price and non-price competition.

Finally, there is the question of the profitability of exports, which is
relevant as a measure of the outcome of the strategic and -competitive
issues discussed and the export pricing decision on which interest is

centred.

3.1(a) MOTIVATIONS AND OBJECTIVES IN EXPORTING

Exporting and International Marketing

Firstly, there is a need to clarify briefly the meaning attributed to
export in the firm's develoment, and to distinguish this from domestic

and international business.




MSNSRSS ____|

73.

It is common to a number of sources that the move from domestic market
business towards exporting is seen as a development involving stages
or incremental steps.

Tookey (540) argues that a distinction should be recognised between
exporting, international marketing and international business. Tookey's
argument was that exporting aimed to dispose of surplus production
anywhere in the world at the minimum expenditure, tending to use home
market intermediaries. International marketing, in Tookey's model,
involves maximising sales in world markets, investigating and distin-
guishing markets and using overseas agents and subsidiaries. Internat-
ional business aimed at maximising returns throughout the world, often
through direct investment. Tookey concluded:

"as the firm progresses from exporting to international
marketing to international business, the objectives,
policies and organisation are adapted to new opportunities
and their exploitation.” (540)

A similar continuum view is expressed by Wind et al (582), whose model
distinguishes between: ethnocentrism, or home market orientation;
polycentrism, or host country orientation; regiocentrism, or regional
orientation; and geocentrism, or world orientation. The case made

by these writers is that marketing strategies should differ under
each orientation.

It seems wholly unremarkable to define exporting as selling gcods to
foreign markets, but there is some difficulty in distinguishing between
export and international marketing.

One view which appears useful is Kotler's (307). Kotler sees export
as marketing to overseas buyers, indirectly through independent inter=
mediaries, based domestically or overseas, or directly by contacts with
purchasers overseas. This may involve the use of a domestic export
department, an overseas sales branch, a subsidiary or a distributor.
This concept of export is distinguished from joint venturing of various
kinds, direct investment in manufacturing, or full multinational
marketing through:

"developing a worldwide network of production facilities and
serving a plurality of markets through a global marketing
strategy.” (307)
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In this context it seems justifiable to take export as selling
overseas, without direct investment in overseas production, as in
Kotler's approach, although also accepting Tookey's point that when

the stage is reached of establishing an overseas subsidiary company,
this is effectively international marketing rather than simple export,
even though that subsidiary is a marketing rather than production unit.
This combined definition of export is that used in the primary research
reported later.

Lastly on this point, attempts have been made by Meidan (356) to
differentiate between export marketing management and export
management, in terms of the differences between marketing and sales
orientation. This may be of relevance later in helping the analysis
of the stages of development in the export function in the business.

This debate, however, leaves untouched the question of the difference
between the terms export marketing and marketing, both in theoretical

and organisational contexts.

Recently, Tookey has claimed that:

"Export marketing uses the same concepts and techniques
as home marketing. But it is a variation at a higher
level of development" (538)

It may be that challenges could be posed to this contention on the
grounds of both lack of evidence of theoretical development and
sophisticated practice, and this will emerge in the hypotheses
developed in this study. It appears relevant to note the additional
.curiousness -of -Tookey-'s view, bearing in mind his earlier, narrow
definition of export as the stage of disposing of surplus production

overseas.

A similar view to Tookey's was expressed in the pioneering P.E.P.
report, suggesting that:
"exporting is merely a special case of marketing" @28).

Certainly, there is recent evidence that exporting appears to hold

a low level of importance in British companies, in terms of the overt
measurable factors of manpower and specialised management ( 62, 264, 271),
and Suntook (524) claims that export is not taken seriously as a

function in its own right.
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It is, of course, true that descriptive research of the type cited
above may not reflect an undesirable situation, since there may be
difficulty in distinguishing between the integration of export into
the marketing programme and a low emphasis on exporting, since both
could be evidenced by a lack of separate attention and formal
organisation. Purther, it may be that the real impetus is more
dependent on the informal organisation and entrepreneurial drive, in
the way claimed by Thomas (534), than it is on formal organisation.
Similarly, Prasad (436) has studied successful U.S. exporters and
reports that in the cases studied export was an integral part of the
corporate marketing function. Additionally, it might be noted that
Wills has attempted:

"to-demonstrate the essential need of integrating company
export marketing within the total marketing operation." (577)

It would, however, seem that recent empirical comparisons between the
U.K. and overseas exporters suggest a shortfall in the relative efforts
and manpower devoted to exporting, as, for example, in: the BETRO report
( 62), Tessler's recent paper (533), the I.M.R. report "How British

and German Industry Exports" (264), and the Barclays Bank report (271).

This last point of integration compared to separatism has certain

theoretical perspectives which may be recognised briefly.

International and Export Marketing Theory

Arising out of the immediately preceding points, there is the familiar
ﬁfébiem of whether export or ihternational marketing is a separate field
of enquiry, or whether it iIs essentially part of the marketing field,
perhaps at a "higher level of development” (538).

Ryans and Woudenberg have noted that:

"Much of the writing in international marketing has simply
been neither empirical nor conceptual. Rather it has
tended to be descriptive, anecdotal and sometimes
problem-solving in nature .... it must be remembered
that international marketing has only recently outgrown
its 'foreign trade' and 'how to export orientation'." (461)

If this is accepted in the context of international marketing, then

it follows that the conclusion is at least as true for the export sector.
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However, dissatisfaction with the state of theory does not appear to
explicitly answer the question of whether it is necessary to adopt a

different approach to the export and international field.

It may even be that this is essentially a Buropean problem, or at
least a non-American problem, noting for example, Blank and Greene's
finding that:

"Compared with many British, Swiss, Dutch and even German
firms, levels of international interest shown by American
companies - whether in exporting or in overseas
investment - are frequently low." ( 70)

Similar points have been made by Crawford (127) with some evidence
of greater emphasis on domestic marketing by U.S. firms.

The viewpoint adopted here reflects Bartels' claims that marketing
technblogy has universal validity and applicability, while accepting that
the determining, surrounding influences on marketing will vary

greatly between environments. This is justified in more practical

terms by work like Cunningham and Spigel's study of successful exporters
who emphasise the role of exporting as part of the total marketing
effort (130).

However, the qualifications expressed regarding the international
marketing environment and the specific problems faced in export
decisions (which it seems may well be perceived as distinct from
domestic market decisions) justify the examination in this paper of
general surrounding issues as they affect the export price decision.
This does not. detract from any perceived need to see-exporting as part
of the total corporate marketing effort.

The Export Decision and the Development of Export in the Firm

There may well be a case for distinguishing shortly between firms in
terms of their commitment to exporting and the way in which export was
initiated, as determinanté«xfpolicy. This section attempts a review
of what is known about the decision by firms to export, or at least the

reaction by firms to external stimuli, which brings about exporting.
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Varlous writers have attempted descriptive models of the development of
export activity in firms, seeing this as: a sequence of stages

[Bilkey ( 66), Bilkey and Tesar ( 67)/; a process of internationalisation
/[Johanson and Vahine (275)/; a form or aspect of innovation /Simmonds

and Smith (491), Lee and Brasch (326)/; and an unsystematic response

to external stimuli, commonly in the form of unsolicited orders from
abroad /Simpson and Kujawa (497), Arpan ( 24), Day (138), Wiedersheim-
Paul et al (572)/.

The conclusion reached by the Bilkey and Bilkey and Tesar papers

( 66, 67) is that export is essentially a developmental process in
the form of a learning sequence or stages. Their model may be
summarised:

Stage 1 Management is not interested in export and would not
even fill an unsolicited order.

Stage 2 Management is willing to fill unsolicited orders, but makes no
effort to explore the feasibility of active exporting.

Stage Management actively explores the feasibility of exporting.

Stage 4 The firm exports experimentally to some psychologically
close country.

Stage The firm is an experienced exporter to that country.

Stage 6 Management explores the feasibility of exporting to
additional countries, psychologically more distant.

The important implication of this model for present purposes is that
the determinants of behaviour, and thus the policies likelyto be
adopted, differ from one stage to another.

In a similar way, Swedish research (275) also concludes that the
internationalisation of the firm is a product of a series of incremental
decisions, involving the gradual acquisition, integration and use of
knowledge about foreign markets and operations, and an increasing
commitment to foreign markets. This model distinguishes between

state and change characteristics, as shown below.

State Aspects Change Aspects
Market N\ Commitment
Knowledge Decision

Market Current
Commitment ‘ Activities
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The change aspects of this model may be compared to the innovation models
produced by others. The early Simmonds and Smith research (491)
studied small firms gaining their first export orders and concluded that
much of the innovation could be traced to factors outside the firm,
although within the firm the innovator's degree of "enterprise" and
travel appeared to correlate with innovatory behaviour. More recently
Lee and Brasch (326) adopted a similar approach and found that starting
exporting through innovation traceable to outside agents was more common
than a problem-oriented adoption process. They had to reject the
hypothesis that export adopting firms followed a rational adoption
process (where rationality was defined by the investigators as goal
directed and considering various alternatives), since it appeared

that the majority were not rational in terms of this specification.

It was suggested in this latter study that "rational" and "irrational"
and "problem-oriented"” and "innovation-oriented” companies tended to
differ in firm characteristics and particularly in their perception of
the environment.

The reactive aspect in internationalisation is emphasised by others.
Simpson and Kujawa (497) challenge the assumption that the exporter
can be profiled as rational, economic man (in the context of responding
to government export incentives). They found that in a sample of
small and medium sized exporters, companies did not systematically
originate investigations of foreign markets and that exporting was
commonly the result of fortuitous circumstances, frequently the

arrival of unsolicited orders. It also seemed that the perception of
profit, risk and cost differed significantly between exporters and
non-exporters. In a similar way, Day (138) has pointed puﬁ.thqp_thq B
‘decision to export may be largely invdluntary, if unsolibited orders
arrive. Certainly, this appears compatible with McFarlene's recent
findings (378) that successful Scottish exporters frequently held
negative attitudes towards exporting and the desirability of export

growth, and many saw exporting as a "necessary evil".

In a related way, Arpan ( 24) in distinguishing between exporting and
international marketing notes:

"The exporter may sell simply because of excess capacity reasons,
because a nondomestic buyer has run short and needs an
emergency purchase, or for a number of similar, less
planned occurrences.”

Robinson (451) also distinguished export from domestic business as less
likely stimulated by internal company sources and more because of external

Pressures.
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This may go some of the way, as suggested earlier, towards explaining
the lack of response to export promotion and incentives noted by
Forbes (176), Mackay (337) and others.

An approach by Wiedersheim-Paul,Olson and Welch (5?2) Presents a model

of internationalisation of the firm, which stresses pre-export activities,
and especially the characteristics of the decision maker, the domestic
environment, the extraregional expansion of the firm, and "triggering
cues" or "attention-evoking" factors, which include internal factors

like unique competences and excess capacity, and external factors like
fortuitous orders from abroad. In this model firms are categorised

as active or passive or domestic on each factor.

The common elements in these approaches are, firstly, that the move
towards internationalisation may involve a number of stages in which
firms behave differently, secondly, that frequently the initiation and
pursuit of export business appears to be essentially reactive rather
than active, and thirdly, that in the reaction there may be distin-
guishing characteristics of firms and managers which determine the

responses.

The importance of these findings to this study lies in.their
implications for the strategies pursued in different situations and
particularly the pricing problem, especially in re-assessing the real

value of prescriptive, generalised theories in exporting.
Further insights may be gained by studying what is known about the
objectives pursued and recognised in export, and what is known about ‘

-influences on the firm's propensity to export.

Export Objectives

Firstly, it is necessary to recognise the explicit, deliberate objectives
in exporting, before considering exporting as the recation to various

change agents.

Day (138) points out that there are various corporate advantages served
by exporting, in terms of entering a larger market than the domestic,
with the possibility of more rapid market growth and overcoming
seasonality, and reducing the risks associated with dependence on
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a single market. Similarly, Tookey (538 ) sees this as a process of

matching resources with opportunities abroad.

At a more analytical level, Hague et al (227 ) distinguish between
anti-cyclical exporters, who only emphasise export when home markets

are depressed, and regular exporters who use export to attain growth.

The interest here in such a distinction, which will be pursued shortly,
is in the implication that firms seeking different overall aims from
export may adopt quite different policies, both in general strategy
and in the pricing area.

Hague found in his study that over and above this general motivation
and use of exporting, thegreat majority of firms had obj