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Price Wars: the consumers will love it — the companies will | || | ;
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Price Wars: some examples from different industries

. Jan. 18: As part of a
supermarket pricewar @ a French supermarket

chain — slashed the price
of a 35-ounce jar of

. . B everyone’s favourite
McDonald'’s new dollar menu to intensi IS spread by

price war 70 per cent.

Grocery pricing is mysterious and highly co
Lidl and Aldi turn up the heat, the ‘big four’
fire again. But if we're being taken for aride,
notice?

Lisa Baertlein 12/5/2017

Montag, 24. Juli 2017

Neun Prozent billigere Tickets
Ryanair verscharft den Preis

Die Billigfluglinie Ryanair hat die meisten Pas¢
Doch das reicht den Managern nicht. Zum Spa
Konkurrenz miirbe machen. Zugleich geben di

Alitalia ab.
MariusS L
@wareny
A ) ) . J'ai eu les mien !!! Merci @intermarche pour la super
Home » News & Analysis » AWS, Azure and Google intensify cloud price promo a 1.47e le pot de 950gr 1t #Nutella
12:23 PM - Jan 25, 2018 - L'Isle-Adam, France
Q3 2 See MariusS's other Tweets
Source: exeo Strategic Consulting AG AWS, Azure and Google intensify cloud price war
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Price Wars: how CEOs think about Price Wars

— a rather typical view
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Price Wars: these statements are not really consistent ...

Louis V. Gerstner, Jr
CEO of IBM 1993 to 2002

,Price wars
in a commodity
business are
really dumb*

Doug Parker
CEO of American
Airlines Group Inc. 2017

,We price our
product to
match the

competition®

Why? ,,In my experience, simply matching a small competitor’s prices is the worst reaction.
A price war signal is sent out to other players, and profits go down the drain.” (Tacke 2010)

Source: exeo Strategic Consulting AG

B University of Applied

E Sciences Europe exeo
BN seriohn - Berin - Hamburg

Andreas Kramer - ,Price Wars“ — IPF Paris, June 18, 2018



|
L1 iPFEPARIS

INTERNATIONAL PRICING FORUM

Agenda

1. Price War: an attempt of definition

2. The origins of a Price War

3. Examples from B2C- and B2B-industries

4. How to turn it to your advantage

5. Finding and outlook

BN University of Applied
B Sciences Europe exeo
B sedohn - Berlin - Hamb

4 Andreas Kramer - ,Price Wars“ — IPF Paris, June 18, 2018



Price War: A matter of definition
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Price competition vs. Price War: some definitions

Heil and Helsen (2001)

Required: one or more of the following
conditions:

There is a strong focus on competitors
rather than on consumers,

the pricing interaction as a whole is
undesirable to firms,

the competitors neither intend nor
expect to ignite a price war,

the competitive interaction violates
industry norms,

the pricing interaction occurs at a much
faster rate than normal,

the direction of pricing is downward
and

the pricing interplay is not sustainable.

Own approach of definition

We (Kramer, Jung & Burgartz, 2016) define

a price war as a scenario, when

o market players try to win market share
by utilizing aggressive pricing taking into
account potential losses in short term,

o prices are undercut to fall below the
level of industry profitability (at least
for main players in the market) and

o actions are driven by suppliers rather
than consumers.

This also explains the difference between

Price Price
competition War

Source: exeo Strategic Consulting AG
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The risk of Price Wars is increasing | | | |,|ﬂ| Il IPFE PARIS
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Background

» Astudy of Roland Berger (2016) identifies a so-called
,Commodity Trap“: a situation where complex
products are degraded to commodities. Here,
competition is predominantly driven by price.

* Managers assume that a price decrease will increase
demand for their products and fail to understand the
consequences (volume increase, margin decrease).

» The figures are alarming: eight out of ten companies
complain about price pressure across all sectors. A
large proportion (49 %) sees itself in a price war (SKP
2016).

* Price wars represent one of the most severe forms of
competitive interplay in the market place, causing
great losses. Companies suffer losses in terms of
margins, consumer equity and ability to innovate (Heill
& Helsen, 2001).

Source: exeo Strategic Consulting AG
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Examples for Price Wars: price-aggressive offers of new players | M Il PEE PARIS
and immediate strong reactions by competitors

Railway and gas station: price erosion in the short term

= New rail provider (Westbahn) on the route Vienna -
Salzburg in Austria.

= Competitor offers tickets at 50% of the standard price
of the incumbent (OBB).

= OBB introduces special discount tickets "Sparschiene"
as well as temporary EUR 15 flat rate tickets.

= Competitor responds with a ticket for EUR 7.5.

= Motive: reopening of a petrol station discounter.

= Result: price dumping of local gas stations in / around
Salzburg - reactions "every half hour®.

= Final price level: one liter of diesel for 51.9 cents!
= Traffic chaos / 10 km traffic jam.

» The gas stations had to close the taps already in the
early evening, the tanks were empty.

Source: exeo Strategic Consulting AG
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A typical explanation for a Price War starting point: significant

volume growth expected due to reduced prices
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IEl  BASE SCENARIO

Demand
AT 1.000 units

Fix cost: $3.0m
Gross margin: $4.5m
Profit: $1.5m

Profit

50

margin of

30 % of
turn-over

» Price
$10 $100
Variable costs Actual price

| SCENARIO: 10 % PRICE DECREASE

BEM | SCENARIO: COMPETITORS’ REACTION

Den:and Fix cost: $3.0m
T 1.000 units Gross margin: $3.2m
Profit: $0.2m

Profit
margin of

56.25 l

40 6 % of

turn-over
» Price

$10 $90
Variable costs Changed price

Demand _ Fix cost: $3,0m
‘T 1.000 units Gross margin: $4.5m
Profit: $1.5m
56.25
50 4 Profit-
. margin of
Expected price 30 % of
elasticity: 1.25 LG
3710 390 » Price
Variable costs Changed price
I8 | SCENARIO: ADDITIONAL DISCOUNT |

Demand

Fix cost: $3,0m

‘T 1.000 units Gross margin: $4.5m
Profit: $1.5m
64.?9
Expected price Profit
40 F---1-- e _Ig_g’gl_(_;[’gy_ _5_'_5_ _____ marg in:
Worst Case -
Profit: $-0.2m
$10 $80
Variable costs Changed price

Source: exeo Strategic Consulting AG
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Understanding the nature of a Price War: who triggers the | n Il PFEPARIS
breakout and what is the outcome?

Matrix: why did the price war start? vs. what is the outcome?

. . N
Typical case in the 0 e
literature; beginning S
of a Price War by \ 2 <
accident — S Disaster Luck
disastrous conse- g 5
quences for all . % g' “I did not “Somehow we
players g 2 want that” survived”
O —
S / s g - N
f-_ e 0 A less considered
o case; beginning of a
3 |5 Price War was
o |2~ )
2 2« Miscalculated Strategic Price War targeted in order to
S = / eliminate
58 “Assumptions “Executed as competitors
% g were wrong” planned” \_ Y,
2L
Y
Negative (company A) Positive (company A) company A = company with the

first price reduction that triggered
the price war

Outcome of a price war

Source: Krdmer, A., Jung, M., Burgartz, T.. A Small Step from Price Competition to Price War - Understanding Causes, Effects and Possible
Countermeasures. International Business Research; Vol. 9, No. 3, 2016, S. 1- 13

BN University of Applied

B Sciences Europe exeo
B (serohn - Berlin - Hamk

10 Andreas Kramer - ,Price Wars“ — IPF Paris, June 18, 2018



In recent years further factors play an increasing role: new
business models and platforms influence price setting
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Price War: additional triggers due to loT and Digitization

Old perspective: ,acquisition costs are “sunk”
and should be ignored when making forward-
looking decisions.” -

New perspective: “we can offer our service at
much lower cost than our competitors ...*

w

Example: $-Shave Club

Source: exeo Strategic Consulting AG

BN University of Applied

Market
VUCA

Automated price setting
requires rules

Price
A

Price increases
by

)V R
1
1
1
1

1
1
I
1
=tee
| -
I
I
1

¢
Lowering prices

Time

Take away: understand new
market environment
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A VUCA environment has an impact on prevailing price models: ||||| - DARIS
focus on the three top tech IPOs of 2018 ”PFPRI

Changed corporate environment and prevailing “new” price models

loT
Data j‘>

Digitization
Corporate

Environment Technology

Consumer Commoditization

Behavior \/\
N

Competitive
Pressure

Positioning
and pricing
strategy

New business models

v v L
ili For Free
?reva"'"g , Subscription Dynamic
price models (no charge Freemium i pricing
B2 .
C) @ Spotify

33 Dropbox surveyMonkey:  UBER

Acquired 2014 IPO 2018 Planned IP0O 2018

Source: exeo Strategic Consulting AG

Risk of price competition
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In the following 4 examples (B2C- and B2B-industries) are

discussed
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B2C Perspective

B2B Perspective

4 N\ )
- ™
s aWwsS |z
Q Q
£ S
© ©
X X
L L
\_ /L J
4 N\ )
N <
9 9
o Q
= SurveyMonkey =
© ©
X X
L L
\_ /L J
Source: exeo Strategic Consulting AG
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Aldi and Lidl very often achieve best-in-class ratings III”II IPFEPARIS
in terms of ,,value for money*“-ratio

0 Germany: Best-in-Class ratings - ,,value for money* (% of respondents)")

/é\\ s 3% 0P 35%
|ALDI

1% gy  12%

bis 29 J. 30-59J. 60+ J. Total bis 29 J. 30-59J. 60+ J. Total

4
\,
’
\,

34% 3% 50

24%
16%
1% 1% 12%
n
bis 29 J. 30-59J. 60+ J. Total bis 29 J. 30-59J. 60+ J. Total

\ s Y ’
\\ ,’ \\ 4

1) When it comes to the following points, which provider do you see ahead? Please tick only one provider.

Source: exeo Strategic Consulting AG
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Lidl is combining two strategies: price-aggressive offers and at the | |||’||| Il IPFE PARIS

same time offering branded products
0 Germany: Lidl’'s competitive situation and new strategy in 2016
A typical competitive situation ... Campaign Lidl (Sep. 2016)

il |5 IDIE WAHL.

Take away: from transaction

pricing to LTV-Pricing ...

Source: exeo Strategic Consulting AG
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Market liberalization for intercity bus connections: background | ||||\||I|I| IPFEPARIS

and targets | 11 wrevamonaC smeing rond
e Intercity bus connections in Germany: From intense competition to monopoly
— Market Liberalization From competitive environment ...

o The liberalization 2013 of the long-distance bus

market allows companies to offer long-distance ﬁgﬁﬁrﬁgﬁﬂﬁ‘s FERNBUS
buses on lines with a length of more than 50 km. . :

o At the end of 2013, about 40 suppliers FLIXBELS IC Bus
competed on the German market. berlinlinienbus de

o From the beginning prices were much lower than
expected by experts (break-even questionable)

o Expected market development (2015): “Since the
beginning, the number of intercity bus operators
has been significantly reduced as a result of the

tough competition. In the future an oligopoly with
about three to four large suppliers will be
expected.”

o 2016: After 4 years there is virtually no bus com- ... to monopolistic structures

petition left (market share of Flixbus > 95 %).
Company value:
EUR 1bn+

Source: exeo Strategic Consulting AG
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Dynamic development of intercity bus routes until mid 2014 —sharp | If Il PFE PARIS

decline at the end Of 201 6 INTERNATIONAL PRICING FORUM
e Number of national intercity bus routes in Germany (2013-2017)
I. Capacity Growth m lll. Consolidation
Merger Flixbus Market Entry Exit Postbus/ Monthlv chande
#Routes 350 - MeinFernBus Megabus Megabus/BLB | 50, In % y 9
300 15%
0,
250 10%
5%
200
0%
150
-5%
100 -10%
50 -15%
0 -20%

Jan. 13 Juli 13 Jan. 14 Juli 14 Jan. 15 Juli 15 Jan. 16 Juli 16 Jan. 17
Lowest

@ >5Ct @ >4 Ct @ 3,9 Ct 32,4 Ct 3 3,8 Ct
Fare

Source: exeo Strategic Consulting AD; Simplex Fernbusreport
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Some managers know better than others which costs are sunk and | ||| Il PFEPARIS

which are not

]
Amazon Prime customers and how they perceive Prime subscription fees

L]

»If you look at Prime members,

they buy more on Amazon than

non-Prime members. One of the

reasons they do that is because
they’ve paid their annual fee,
they’re looking around to see
how to get more value out of

the program.“

Jeffrey ,,Jeff“ Preston Bezos
President, Chairman und CEO Amazon.com

Source: exeo Strategic Consulting AG

Andreas Kramer - ,Price Wars“ — IPF Paris, June 18, 2018
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Through aggressive pricing (51 price reductions in a row) Amazon ||||III IPFEPARIS

Web Services (AWS) reaches the market leadership
e Amazons pricing in B2B markets: example of cloud services
Share of total revenues Qll 2017 Amazon Cloud Computing revenues (2014-18)
6 ..........................................................................
5,4
34% _
Jan 2016: ,.... Amazon Web 5,1
Services began the bidding B ]
in early January as chief 4;6
technology evangelist Jeff 4.1
Barr announced the AP -
company’s 51st cloud price < 3,53;7
cut on his official AWS » 3.2
“ C
B g 2,97
s 2,428
3 2,17
1% 2 1”'6118'_
89 14"
° 1,11 ’01 2
5% e
0
i Q1Q2Q3Q4Q1Q2Q3Q4Q1Q2Q3 Q4 Q1 Q2 Q3 Q4 Q1
Amazon Microsoft IBM Google '"14'14'14'14'15'15'15'15'16 '16 '16 '16 '17 '17 '17 '17 '18

Source: exeo Strategic Consulting AG Amazon Q1 2018 Financial Results
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Company view on market research: imagine a situation where you

|
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decide to conduct a customer satisfaction survey ....
° Market research - It is your choice: how would you decide?
# 1: Typical offer market research agency — # 2: DIY-Research using a web-tool — offered
standardized project (just descriptive... simple) for free ...
n Project management € 2,000 Surveg Monkey |
E Develop questionnaire € 1,500

Alternatively
n Field / data management € 2,000 price of zero ....

PY Data set (SPSS, labeled) € 1,000 7

B Analysis € 3,000

B Charts / documentation € 3,000

TOTAL € 12,500

Take away: focus on cost

(understand limits of
Source: exeo Strategic Consulting AG Example value-based p"cmg)

BN University of Applied
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After the market leadership was secured, a price adjustment took I|
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place... NIl IPFEPARIS

| | | INTERNATIONAL PRICING FORUM

Services and prices of SurveyMonkey: 2016 und 2018

Waihlen Sie einen Tarif aus, der fiir Sie funktioniert

SurveyMonkey*

BASIC

Kostenlos

Folgende Features sind
enthalten:

10 Fragen pro Umfrage
100 Beantwortungen pro
Umfrage

Tool

Datenerfassung iiber Weblink, E-
Mail, Facebook oder eingebettet in
Ihre Site oder in Ihren Blog

Ergebnisse in Echtzeit

! Online-Ki

Alle Features anzeigen...

PLUS

225 € pro Jahr

BASIC- Features +

Unbegrenzte Fragen
Unbegrenzte Beantwortungen

e

GOLD =

300 € pro Jahr

Ihr Tarif

PLUS -Features +

Unbegrenzte Fragen
Unbegrenzte Beantwortungen

nach

** .h

PLATINUM

800 € pro Jahr

Upgrade »

GOLD -Features +

Unbegrenzte Fragen
Unbegrenzte Beantwortungen

mit

und URLs
Mehr Sicherheit (SSL/https) inklusive

Verzweigungslogik & andere
erweiterte Features

Export nach Excel und druckreifes
PDF

Alle Features anzeigen...

Freemium 2016

inierte L
Umfrageabschluss

Erweiterte Logik-Features:
o Zufallszuweisung fiir A/B-Tests
® Piping fiir Fragen & Antworten
* Fragenrandomisierung oder
Uberspringen

Textanalyse fiir offene
Beantwortungen

SPSS -Integration

Alle Features anzeigen...

Research.net

Ihre eigenen Umfrage-URLs in
Research.net

Sie steuern das Design lhrer
Umfrage, indem Sie Ihr Logo und
Ihre Farben hinzufiigen.

Sie entscheiden, wohin die
Befragten nach Umfrageabschluss
geleitet werden.

Telefonischer Support, bei dem lhre
Fragen von Experten beantwortet
werden (Nur auf Englisch)

Alle Features anzeigen...

STANDARD

39 €pro Monat

Monatliche Abrechnung
SPAREN Sie mit einem Jahrestarif

PLUS

Unbegrenzt viele Umfragen

Unbegrenzt viele Fragen pro
Umfrage

1000 Beantwortungen pro
Monat*

Kundensupport per E-Mail
rund um die Uhr

Quiz mit benutzerdefiniertem
Feedback

Unbegrenzt viele Filter und
Kreuztabellen, Datentrends

Benutzerdefinierte Logos,
Farben und Umfrage-URL

Datenexport (CSV, PDF, PPT,
XLS)

Nur Verzweigungslogik

Textanalyse

Freemium 2018

EXTRA

456 € pro Jahr

Jahrliche Abrechnung 456 €

PLUS

Unbegrenzt viele Umfragen

Unbegrenzt viele Fragen pro
Umfrage

Unbegrenzt viele
Beantwortungen pro Umfrage

Beschleunigter E-Mail-
Support rund um die Uhr

Quiz mit benutzerdefiniertem
Feedback

Unbegrenzt viele Filter und
Kreuztabellen, Datentrends

Benutzerdefinierte Logos,
Farben und Umfrage-URL

Datenexport (CSV, PDF, PPT,
XLS)

Verzweigungslogik, Frage- und
Antwort-Piping

Textanalyse und statistische
Signifikanz

Erweiterter Datenexport
(SPSS)

A/B-Tests, Randomisierung,
Quoten

Benutzerdefinierte Variablen

Dateiupload

SurveyMonkey Industry
Benchmarks

PREMIUM

1.188 € pro Jahr

Jahrliche Abrechnung 1188 €

PLUS

Unbegrenzt viele Umfragen

Unbegrenzt viele Fragen pro
Umfrage

Unbegrenzt viele
Beantwortungen pro Umfrage
Telefon- und E-Mail-Support
rund um die Uhr

Quiz mit benutzerdefiniertem
Feedback

Unbegrenzt viele Filter und
Kreuztabellen, Datentrends

Benutzerdefinierte Logos,
Farben und Umfrage-URL

Datenexport (CSV, PDF, PPT,
XLS)

Verzweigungslogik, Frage- und
Antwort-Piping

Textanalyse und statistische
Signifikanz

Erweiterter Datenexport
(SPSS)

A/B-Tests, Randomisierung,
Quoten

Benutzerdefinierte Variablen

Dateiupload

SurveyMonkey Industry
Benchmarks

Erweiterte Verzweigung und
Piping, Randomisierung von
Blocken

Source: exeo Strategic Consulting AG

White-Label-Umfraien
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How to turn it to your advantage: | n Il PFE PARIS
# 1: build on cost advantages and scale effects

Price War: how to turn it to your advantage

* Low production
cost based aWS
on scale
effects

v

* Purchase power

Cost advantages and . b?fsefl on scale
scale effects | efects

* Focus on few products

» Platform model cost-effective
compared with traditional business
model

A 4

Source: exeo Strategic Consulting AG
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How to turn it to your advantage: | || .
# 2: build on network and distributional gains H”IPFPARIS

Price War: how to turn it to your advantage

* Low fix cost — no investments needed
for Flixbus (currrent value appr.
$1.4 bn)

v

* Freemium model generates traffic on

Network and distributional website and upgrade potential
. -> (currrent value appr. $2 bn)
gains
SurveyMonkeyr

* Dollar-Shave Comp.: Effective social
media (initial starting point)

Started in 2011 and sold
for $1 billion in cash (2016)

v
.

Source: exeo Strategic Consulting AG
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How to turn it to your advantage: | n Il PFE PARIS
# 3: focus on new (price sensitive) customer segments

Price War: how to turn it to your advantage

 Attraction of new customers by
dramatic price erosion
2002/04: 42 % of travellers are new

i  RYANAIR

A 4
.

* Dynamic customer development
(from zero-price-user to payment)
3 million users per day

SurveyMonkey-

New (price sensitive)

v
.

customer segments

* New customer segments

are addressed
(substitute for local aWS

firm servers)

A 4

Source: exeo Strategic Consulting AG
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How to turn it to your advantage: | n Il PFE PARIS
# 4: focus on competitive position in terms of cash

Price War: how to turn it to your advantage

* Dieter Schwarz (Lidl, Kaufland) Nr. 3
in Ranking of ,the richest

Germans*
* Nr. 1: family Karl Albrecht

(Aldi Siid)

v

* Investments by General Atlantic
(2015) and Silver Lake (2016)

Competitive position

in terms of cash

» Strategy of Amazon: Low profitability —
high investments

— strong growth aWS

A 4

Source: exeo Strategic Consulting AG
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For a better understanding on the nature and origins of Price Wars | If Il IPFE PARIS
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Price War - from a conventional to an enhanced perspective

Conventional view on Price Wars .... and its extension

Initiated by misunderstandings or a biased Initiated by purpose / to win strategically
market perspective .... and damage competitors ....

o Focus on market share: ,we gain 0 Focus on total market: ,we can
sales and market share by reduced cover the complete market?
prices?” (scalability)”

e Focus on low marginal costs: e Focus on real cost advantages:
“in the short term cost per unit is “our competitive advantage is
(almost) zero.” lower costs per unit.”

Focus on price sensitivity of Focus on new price sensitive

e customers: “demand will be very e segments: “there is a large
price-elastic, once prices are demand potential that can be
reduced.” activated.”

Source: exeo Strategic Consulting AG
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estions? Please Do Not Hesitate To Ask ... |
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Prof. Dr. Andreas Kramer
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