PRICE-LED OR PRODUCT-LED?
It’s a conundrum which is only too familiar to card marketers: “To meet my new card acquisition targets, I need to launch a new product. Should I aim to compete on price? Or should I look to build in new and attractive benefits?” Putting it in the jargon, should the new offering be price-led or product-led?

 

Of course, part of the answer will depend on the competitive context and the customer segment you’re looking at. Even so, it’s a choice which will have to be made in one form or another.

 

Let’s start with price-led products – and with a definition: in the payment card industry, a price-led product may be said to be one which bases its competitive appeal on either a lower-than-the norm APR or, in those markets where they exist, a reduction in card fee.

 

Price has always had a powerful pull with bargain-hunting customers. In today’s Internet era, when comparison sites let prospective clients compare prices as fast as they can move a mouse, it’s even more compelling.  

Leave aside the rather important question of whether headline prices alone represent good value for customers: we’re all in a hurry, and we want simple answers fast. Very few consumers want to sweat over complicated comparisons of handling fees, days’ grace, what’s credited when, and the like. It’s a simple question: who charges least?

 

But value for the customer isn’t the only question we should be concerned with. An equally important question is whether price-led products are good value for the issuer.

 

Simple arithmetic suggests that they aren’t.

Consider the following case: it shows how a relatively small cut in price really damages the bottom line, to the point where you need to double your customers to get back to the original level of total profits. And how likely is that?

 

	
	Today
	Cut price by 10%

	
	
	New
	% change

	Costs
	80
	80
	Nil

	Sale price
	100
	90
	10% worse

	Profit
	20
	10
	50% worse


Another argument against leading with price is that it’s not just you who can do it – all your competitors can. Right after you hit the market with the low price product that you’ve worked on so hard, your toughest competitor will launch one that’s even cheaper. Unless you have a deliberate strategy to start a continuing price war – and that means being absolutely sure that your costs are much lower than your competitors’, which is rare in the financial services industry – price-cutting isn’t a smart move. It’s not for nothing that a low price strategy is sometimes known as the “Last Man Left Standing” option.

Let’s sum up at this stage:

On the upside, low prices are easy to do, and will certainly generate new accounts/attract new customers. But many of these new customers will be footloose, actively looking for the next great offer, and some will have poor credit histories. Above all, there are no barriers to entry: it’s a policy that anyone can copy – for a short time at least. 

So what’s the alternative? In a competitive market, it’s tough to raise prices. So how about developing a different product, one that’s innovative, affordable, relevant to your target market, and unique?

It’s an approach with downsides: it means researching your customers and competitors to find out where there’s a gap in the market. If you can find a gap – and there usually is one – it may require finding a provider who can reliably and affordably fill it, and who is prepared to sign an exclusivity agreement with you. All of this will take time, and cost money, resources which are often in short supply.

But if you can pull it off, it’s an approach which will build profitability, stand the test of time, create loyal customers, and establish a position in the market which you can defend.

“Value for the customer isn’t the only question we should be concerned with. An equally important question is whether price-led products are good value for the issuer.”











