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Balance Financial Performance
with Customer Loyalty
Use Price Image as a Key
Performance Metric

Introduction

Shaping the Optimal Pricing Policy

There is no shortage of articles and
reports detailing the many challenges
facing the retail industry. During the
last two recessions, growth slowed for
nearly every retail subsector through-

How does the retailer
cut prices to increase customers’ perception of value
but still balance and maintain a profitable business?
out the world. For healthy retailers
with a mature business, one often-
recommended approach is to adjust
pricing in order to increase customers’
perception of value.
How does the retailer cut prices to
increase customers’ perception of
value but still balance and maintain a
profitable business? Shoppers have
ever-increasing expectations for retailers
to customize the shopping experience.
And as the economy continues to
struggle, pricing policy may be a big
part of that overall experience. On
the other hand, the retailer is running
a business, so revenues, profit, and
margin are paramount.
In these difficult business conditions,
retailers like you can attain this balance
by focusing more on price image than
on the more traditional price index alone.

Price index is one standard measure that retailers
employ to enhance customer loyalty. At its simplest,
this measure enables a retailer to compare its prices
for a selection of products with competitors’ prices.

Price Index Versus Price Image

Increasing Value Perception
While Maintaining Profitability

Price index is one standard measure
that retailers employ to enhance customer loyalty. At its simplest, this measure enables a retailer to compare its
prices for a selection of products with
competitors’ prices. It is not unusual
to weight this comparison to account
for differences in unit sales (that is,
products that sell more have a bigger
weighting in the overall index). Over
the last few years, many retailers (for
example, grocery stores) have simply
cut thousands of prices to improve
overall customer perception. The price
index may improve in these instances
(depending on what their competitors
did next), but for many products, shoppers are not moved.
In contrast, price image is a proprietary
predictive concept based on a more
complete picture of understanding
shopper behavior. It relies on sophisti-

cated modeling of historic sales that
quantifies numerous price-related factors, such as price elasticity. For example, a price cut on a high-volume but
low price elasticity item will lead to a
significant boost to a retailer’s price
index. However, such a price cut could
lead to a considerable loss in revenue
while leaving the overall price image of
the store unchanged.
In addition to price elasticity, it is important to account for the shoppers’ point
of reference when it comes to prices
– especially for big-ticket items and
frequently purchased products. In the
supermarket example, shoppers are
more likely to consider the store’s price
image favorably if milk is competitively
priced, even if items like shoe polish are
not. The latter is purchased infrequently,
and so it is likely not uppermost in the
mind of the shopper.
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Figure: The Impact of Price Image on Customer Perceptions

Price image

Consider the analysis of a category of
products that are competitively priced
because the retailer wants to drive the
image using this particular category.

Price image is a proprietary
predictive concept based
on a more complete picture
of understanding shopper
behavior. It relies on sophisticated modeling of historic
sales that quantifies numerous price-related factors,
such as price elasticity.
Since most of the products are priced
below those of select competitors,
both the weighted and unweighted
price indexes are interpreted positively.
This is illustrated in the figure, where an
index below 100% is seen as competitive pricing, and above 100% as above
the competition. However, since this
category has been selected to drive
image, the retailer has invested significantly in very frequent promotion pricing. Ironically, when shoppers happen
to see these products at regular price,
they perceive the retailer as raising
prices. The retailer has “trained” its
shoppers to buy on promotion. Managing price image provides a clear measure of how customers will react to any
price changes.

The Payoff
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Balancing Revenue, Profit,
and Total Perceived Value

The performance and insight optimi
zation services from SAP feature proprietary methods of predictive analytics
that utilize retail science to rank products in terms of their impact on im

The performance and insight optimization services
from SAP feature proprietary methods of predictive
analytics that utilize retail
science to rank products
in terms of their impact
on improving customers’
perception of value.
proving customers’ perception of value.
Leveraging SAP® BusinessObjects™
solutions, these methods have been
tailored to quantify and rank those
products and associated price strategies that can most positively impact
the perception of value. Unlike price
index, price image is not limited to those
products that have been competitively
shopped, and it explicitly takes into
account the total perceived value that
shoppers are likely to feel for each
product. This means lowering prices
where they will be most appreciated by
the customer and selectively increasing
prices for products that are less sensitive to changes. As a result, the retailer

is able to balance revenue, profit, and
total perceived value goals. This is the
long-term winning strategy.
While competitors are sticking their
necks out monitoring price index to
drive pricing, smart retailers can leverage predictive demand models based
on price image to stay below the radar
and increase customer loyalty through
perceived value.

For More Information
To learn more about how performance
and insight optimization services from
SAP can help retailers like you optimize
customer loyalty by using price image
as a key performance metric, call
your SAP representative or visit
www.sap.com/services/pio.
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