
Cheat Sheet: The definitive guide for SMEs

1. Penetration Pricing
Definition: Setting a low price initially to quickly gain market share. Once established, prices
are gradually increased.
Formula:

Penetration Price = Market Average Price − (Market Average Price × Discount Percentage)

Use Case: Best for highly competitive markets with price-sensitive customers.
Insights: Focus on economies of scale to sustain profitability as customer volume grows.

Example: A new coffee shop in a busy neighborhood offers 50% discounts on its beverages
for the first month to attract customers from established competitors. Once it builds a loyal
customer base, it gradually raises prices.

Tip for SMEs: Ensure that the low price covers your variable costs. Use promotional
pricing sparingly to avoid long-term dependence on discounts.

2. Skimming Pricing
Definition: Launching with a high price to target early adopters, then reducing it over time
to attract a wider audience.
Formula:

Initial Price = Value Perceived by Early Adopters +
(

R&D Costs
Initial Sales Volume

)
Use Case: Ideal for innovative or high-demand products with limited competition.
Insights: Highlight exclusivity and cutting-edge value during the initial phase.

Example: A tech startup launches a new smartwatch priced at $400, targeting tech enthu-
siasts. After six months, the price is reduced to $300 to appeal to the broader market.

Tip for SMEs: Invest in marketing to emphasize the unique and innovative features of
your product during the initial phase.

3. Competitive Pricing
Definition: Pricing based on competitors’ pricing strategies, slightly undercutting, matching,
or setting a premium.
Formula:

Competitive Price = Average Competitor Price ± (Strategic Adjustment)

1



Use Case: Works well in markets where price is a key differentiator.
Insights: Differentiation through quality or branding is essential when matching or exceeding
competitor prices.

Example: A local grocery store prices its organic produce 5% below the average price of
nearby competitors to attract budget-conscious customers.

Tip for SMEs: Use competitor analysis tools like Google Trends or industry reports to
benchmark your pricing effectively.

4. Value-Based Pricing
Definition: Setting prices based on the perceived value to the customer rather than the cost
of production.
Formula:

Price = Customer’s Perceived Value × (1 + Profit Margin Percentage)

Use Case: Effective for premium products with strong branding.
Insights: Invest in understanding customer needs and promoting unique value propositions.

Example: A boutique skincare brand prices its products at $60, emphasizing their organic
ingredients and luxury appeal.

Tip for SMEs: Conduct customer surveys or focus groups to assess perceived value. Use
testimonials to reinforce your product’s worth.

5. Cost-Plus Pricing
Definition: Adding a markup to the cost of producing the product or service.
Formula:

Price = Total Cost + (Total Cost × Markup Percentage)

Use Case: Useful for businesses entering with minimal pricing data on competitors.
Insights: Easy to implement but risks overlooking market demand and customer willingness
to pay.

Clarification: Markup is the percentage added to the cost of producing the product. For
example, if a product costs $10 to produce and you apply a 20% markup, the final price will
be:

Price = 10 + (10× 0.2) = 12

Tip for SMEs: When setting markup, consider the industry standard and customer ex-
pectations. Avoid marking up so high that your price is out of alignment with the market.

6. Psychological Pricing
Definition: Setting prices to appeal to customer psychology, e.g., $9.99 instead of $10.
Example Calculation:

Price = Round Figure Price − $0.01
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Use Case: Common in consumer-focused markets to increase perceived value.
Insights: Pair with strong visual cues to emphasize affordability or premium quality.

Example: A retailer prices a new line of T-shirts at $19.99 instead of $20 to encourage
higher sales.

Tip for SMEs: Combine psychological pricing with promotions, such as “buy one, get one
50% off,” to further boost customer interest.

7. Dynamic Pricing
Definition: Adjusting prices based on real-time demand, competition, or other market factors.
Formula:

Price = Base Price ± (Demand Factor + Competitive Pressure)

Use Case: Perfect for tech-driven or seasonal markets like e-commerce and travel.
Insights: Requires advanced analytics and flexibility in pricing structure.

Example: An online retailer increases prices for popular toys during the holiday season
but reduces prices for less popular items.

Tip for SMEs: Use tools like dynamic pricing software (e.g., Prisync) to automate adjust-
ments based on market trends.

Key Tips for Choosing the Right Strategy
• Know Your Audience: Invest in market research to understand customer preferences,

purchasing power, and sensitivity to price.
• Analyze the Competition: Assess competitors’ pricing strategies and identify gaps you

can exploit.
• Evaluate Costs: Ensure the pricing strategy is aligned with your cost structure to

maintain profitability.
• Test and Iterate: Consider A/B testing different pricing models to identify the most

effective approach for your market.
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