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Here is the pricing policy that was decided at the pricing-policy meeting on Wednesday. 

Pricing Objective 

Caballero's products are premium-priced to indicate their superior quality. Caballero's customers expect the highest-quality coffees and the greatest variety of coffee beans and are willing to pay a premium to have these expectations satisfied. All of Caballero's individual product-pricing strategies must reflect the company's commitment to excel in providing product quality. Maintaining profitability is just as important as Caballero's premium-quality market identity. 

Pricing Method 

Caballero products are not generally priced below the average market price; most often, they are priced just at or even above market price points. This higher pricing strategy creates a perception among consumers that Caballero products are superior. Caballero's commitment to high-quality products must be driven by the perceived value to the customer. 

Value Analysis 

The marketing team believes Caballero's customers place value on its products because of the high quality provided. This high quality comes from a commitment to freshness and variety and a dedication to social and environmental responsibility. The Caballero marketing team believes customers value these attributes and thus will pay a higher price to obtain them. 

Discounting/Couponing 

In keeping with Caballero's identity as a provider of premium-quality products, the marketing team does not encourage offering discounts and coupons for Caballero products. Frequent discounting would be at odds with Caballero's premium-quality brand image. Therefore, Caballero should use discounting only in exceptional circumstances. However, when appropriate to encourage trial and purchase of a broad range of its coffee products, Caballero might offer single-day discounts that promote trial of a specific product. Loyalty programs are preferred, and Caballero's most dedicated customers are offered free products after a certain number of purchases. 

	Price Research 
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Memo 

To:
Jeremy Post, vice president of marketing, Caballero Coffee

From:
Sam Basil, senior marketing analyst, Kegan Research Group

Subject:
Price research summary 

This page summarizes the key points outlined in the report Kegan Research Group just completed regarding price-point issues in the specialty coffee market. 

Background 

The growth of the specialty coffee industry is leading Caballero to look closely at its ability to compete. The issue has gone beyond the local rivalry between Caballero and Sumac Coffee. Caballero is now competing against a dozen coffee companies that market their specialty coffees through a combination of online and mail-order sales, through supermarkets and other retail stores, and through their own or licensed coffee shops. 

Caballero's management team commissioned market research from Kegan Research Group to help Caballero decide on a pricing strategy for the coffee products the company distributes in retail stores. The aim of this research is to get a better idea of the price Caballero will be able to charge for its house blends and how that compares to the competition. Specifically, the research deals with price points relevant to the retail packaged sales of whole beans of similar blends of Sumac and of one other major competitor brand through a small group of independent specialty food stores. This research will enable the Caballero management team to anticipate the competition's pricing tactics.

Price Points

Since coffee prices are naturally volatile, depending on the commodity markets, the market-research team maintained the competitor brands at price points currently found at retail stores: $10.95 per 1lb (Sumac), and $8.95 per lb for Brand X. The market-research team tested Caballero House Blend at three different price points: the standard $9.95, $8.95, and $10.95. 

Research Design 

Given the research budget available, the market-research team decided to perform a price experiment in 12 similar food stores within the geographic region where Caballero competes. These stores were chosen because Caballero's target consumers are likely to frequent them. 

Prices were clearly marked on the shelf adjacent to each brand facing. Continuous monitoring at the stores ensured that none of the brands were ever out of stock throughout the entire experiment. 

In parallel with this controlled store test, the market-research team conducted focus group research with consumers who buy packaged specialty coffees to find out about their attitudes to these three brands and their pricing. 

Research Results 

The market-research team recorded sales figures for each store over a same two-month period. The percentages of units of coffee sold and dollar amounts are shown below. 

Table 1 

Preference shares under three price scenarios 

Share of House-Blend Package Sales
(In percentage of units listed)
Units
Caballero
Sumac
Brand X
$8.95

28.0

39.0

33.0

$9.95

30.5

39.5

30.0

$10.95

32.0

40.0

28.0

For example, at a price point of $8.95, 28 percent of consumers would purchase Caballero coffee, 39 percent would purchase Sumac coffee, and 33 percent would purchase a third competitor's coffee.

In addition, Kegan Research Group's additional focus-group research found the following items of interest:

· All specialty coffee prices are viewed as high, (i.e., "what you have to pay to buy the best"). 

· Sumac Coffee is regarded as the standard for quality and price. 

· Caballero and Brand X are generally viewed as comparable in quality to Sumac Coffee, although Caballero is seen as slightly higher in terms of quality. 

· When asked about specialty coffees priced at $1 to $2 below Sumac, response was mixed. Some respondents said that they would try them because of the price; others expressed concern that they might be inferior. 

· When asked about specialty coffees priced at $1 to $2 above Sumac, respondents said that they would expect them to be higher quality and might buy them for special occasions
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