Socio-Economic Problems and the State
journal home page: http://sepd.tntu.edu.ua

COUIANBHO~EKOHOMIYHI
POBAEMH | AEPXABA

OHH® HEYKCES

A9

) | DEXNOBS BUASHHA

_
7]
%]
z
N

e
&

s/

n ENekT

- I l{ Seleznova, 0. (2016). The development of the construction company's pricing
y#=>. policy. Socio-Economic Problems and the State. 14 (1), 110-116.

223-3822 DOI: 10.14254/2223-3822.2016.14-1.13

SEPS

Journal

Socio-Economic
Problems and the State

The development of the construction company'’s pricing policy

Olha Seleznova

Odesa State Academy of Civil Engineering and Architecture,

4 Didrihsona str., Odesa, 65029, Ukraine

e-mail: olya-v@ukr.net

Ph.D., Assoc. Prof,, Department of Marketing, Faculty of Economics and Management in Construction

d

-~

Article history:
Received: March, 2016
1st Revision: March, 2016
Accepted: May, 2016

JEL classification:
M21
M31

UDC:
339.13.017

DOI:
10.14254/2223-3822.2016.14-1.13

Abstract: The article reveals the process of a pricing policy’s
formation and development of the construction company in
order to intensify the competitiveness of the construction
industry’s managing subjects. The author has used
monographic, abstractly logical scientific method, and also
methods of analysis, synthesis, and system analysis. Scientific
novelty is the algorithm of pricing policy’s formation of the
construction company, which, unlike other approaches, takes
into account specific features of a subordinate organization,
and bases on modern scientific elaborations in the context of
marketing trends. In this work the methodical approach is
developed for establishing and improving of the pricing policy
of a construction’s managing entity, which includes phases: the
definition of the pricing policy’s goal, an inquiry for a
construction project, a customer’s pricing policy, an estimate of
outlays on the construction, the analysis of competitors' costs,
a choice of the price strategy, a choice of the method of the
price formation, the definition of pricing characteristics, a
coordination of undertaking, an establishing of a contract’s
price, a development of the pricing behavior and a system of
prices’ modification, a formation of the factual price for the
construction project, an analysis of the pricing policy’s
efficiency. In further developments it is recommended to
disclose the specifics of a prices’ establishment on construction
goods of various construction’s subindustries.
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1. Introduction. The setting of a problem

The construction companies’ pricing policy is rather an important compound element of the marketing
complex and the process of the management of marketing activities. In modern changeable conditions of forming
consumers demand as profitable proportion of price and quality of a product as possible, including on the
construction market. For a qualitative satisfaction of consumers’ needs and obtaining of competitive advantages
managing entities of the construction industry should pay attention to the development of the pricing policy as a
compound element of building of mutually beneficial relationships with clients. This problem emphasizes the
actuality of this research.

2. The analysis of the last exploration and published works

The pricing policy in different sectors of the economy is paid attention by the world scientists and
researchers: G. L. Bagiev, V. M. Tarasevich, H. Ann [1]; L. V. Balabanova [2]; O. F. Osnach, V. P. Pylypchuk,
L. P.Kovalenko [3]; Philip Kotler, [4]; Karl Heil [5], Smriti Chand [6], Heidi Cohen [7]. However, the pricing
policy’s development of the construction industry is ignored by scientists and becomes an important task of an
applied scientific research.

3. The setting of a task

The purpose of this work is the pricing policy’s development of construction companies that will help to
improve the competitiveness of managing entities in construction.

The presentation of the main exploration’s material. The success of the pricing policy of the construction
company depends not only on the results of its activities, government standards and standards of the price
formation [8], modern marketing trends [9], but also on the whole strategy of market’s functioning, partners’
behavior- suppliers, brokers, clients and so on. The price for the construction company is a factor that directly
affects the profit and the success of the projects’ realization.

The construction’s pricing policy is a compound part of the marketing activities which includes the
selection of the price formation’s method, the development of a sales’ system, pricing market’s strategies and
provides a profitable, paying functioning of the managing entity [10].

The construction company chooses independently a scheme of the pricing policy’s developing on the basis
of its goals and tasks of the managing entity’s elaboration, the organizational structure and the management
methods, permanent traditions in the company, the level of production costs and other internal factors, and also
the status and the development of the company’s environment, that is external factors.

During the developing of the pricing policy such questions are usually discussed:

- in what cases this or that pricing policy should be used in the company;

- when and how there should be responded to the competitors market policy by means of the price;

- with what measures of the pricing policy an introduction of the new product’s proposal on the market
should be accompanied by;

- according to what proposals of the assortment available a change of the price would be possible;

- how to allocate specific changes of the price during the time;

- with what price events an sales’ efficiency could be strengthened;

- how to take into account in the pricing policy the internal and external limitations available of the
construction activities and so on.

The process of the pricing policy’s developing and realization of the construction company could be
presented schematically - see pic.1 [designed by the author].

At the initial stage of the pricing policy’s developing, the construction company needs to decide what
economic goals it tends to achieve by means of the building of the specific object. Usually, three main goals of the
pricing policy are distinguished: the sales providing, the profit maximization, the market retention.

The pricing policy’s goals, which are given, are long-term, calculated on a relatively long period of time.
Except the long-term ones, the construction company can set short-term goals of the pricing policy. Usually, they
are included the next ones:

- the stabilization of the market situation;

- the reduction of the influence of pricing changes on the demand;

- the conservation of the existing leadership in prices;

- the limitation of the potential competition;

- the increase of the company’s image or product’s one;

- the sales promotion of such products, which have weak positions on the construction market and etc.
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The studies of regularities of the formation of the demand on a produced product are an important stage
in the pricing policy’s developing of the construction company. The regularities of the demand are analyzed by
using the demand’s curves and proposals, and also by the coefficient of the elasticity by price.

The prices, which are calculated with the sales efficiency, can be considered as a price’s upper bound. For
evaluation of consumers’ sensitivity to the prices, other methods are also used, they let determine psychological,
aesthetical and other customers’ advantages that affect the demand’s formation on this or that product.

The client’s pricing policy of the construction company also has its influence on the pricing policy’s
formation of a contractor. The choice of the managing entity’s pricing strategy of the construction depends on it,
because each market segment requires an individual approach to the providing of the necessary product
according to the appropriate proportion of the price and the quality.

The goal of the pricing policy of the construction
company (the contractor)
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Figure 1. The algorithm of the pricing policy’s formation of the construction company

For the formation of the reasonable pricing policy the construction company has to analyze the level and

the structure of expenses, estimate average expenses per unit of the production, compare them with a

throughput and existing prices on the market. If there are several working competitive companies on the market,

it'll be necessary to compare the company’s expenses with the main competitors’ expenses. The company’s
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expenses form the lower bound of the price. They determine company’s possibilities in the sphere of the change
in the price in a competitive fight.

The difference between the upper bound of the price, that is due to the demand capable of paying, and the
lower bound, which is formed by expenses, could be classified as a price range, that can be chosen for the
formation of the construction production on the market. A specific price is set on this or that object, which is
built by the company, in this space.

While analyzing competitors, their price proposals, while interviewing clients, the construction company
should objectively estimate its positions on the market and on this basis correct the pricing policy.

The construction company develops the price strategy according to the product’s peculiarities, the
possibilities of price’s changes and conditions of the manufacturing (expenses), the situation on the market, the
proportion of the demand and the proposal.

The price strategies are a justified choice among several options of the price (or a list of the prices) that
are directed on the achievement of the maximum profit for the company on the market within the planned
period [11]. The price strategies can be divided into 3 groups:

- The strategies of the differential formation of the price.

- The strategies of the competitive formation of the price.

- The strategies of the assortment formation of the price [12].

The construction company can choose a passive price strategy, following “the leader” or the main
manufacturers’ masses on the market, or try to realize an active price strategy that appreciates, first of all, its
own interests. The choice of the price strategy, besides, depends mostly on the characteristics of the construction
object that is proposed by the company to the market.

A neutral price strategy presumes that the price’s determination on a new production is accomplished on
the basis of the factual expenses of its manufacturing including an average rate of the profit on the market or in
the field.

The choice of the strategy is chosen by the company’s leadership depending on the whole number of
factors: a speed of the implementation of a new object on the market; the share of market’s sales, which is
controlled by the company; the object’s characteristics; the period of a payback of the capital investments; the
state of the market; the position of the ménage in a building field (financial position, connections with other
contact audiences and etc.).

The choice of the method of the formation of the price is accomplished when the construction company
has determined a regularity of the demand’s formation on the product, a total situation in the field, the
competitors’ price and expenses, the proper price strategy. The price should totally compensate the
manufacturing’s expenses, the distribution and the sales of the construction object, and also provide obtaining of
the particular rate of the profit.

The most popular the methods of the price of the formation of the construction companies are: “medium
expenses plus profit”; providing the absence of the loss and the specific profit; an establishment of the price with
an appreciable value of the product; an establishment of the price on the level of the current price; the method of
“the sealed envelope”; an establishment of the price on the basis of the closed bargains. Each of these methods
has its peculiarities, advantages and restrictions, which have to be kept in mind while developing of the price.

Having chosen the method of the formation of the price, the construction company can go to the
determination of the price options, the coordination of undertaking and the establishment of the contract’s price.

The contracts of the construction undertaking provide not only a payment of the contractor’s services, but
also a compensation of its expenses that are realized while holding of the building works. For a costumer, from
the point of view of the correctness of inclusion to the tax base’s calculation of the charge on the profit expenses,
it's important not only to register the contracts of the construction undertaking according to the standards of the
civil law but also accept correctly and execute officially the steps of works, and also compensate the number of
expenses.

The price according to the contract of the construction undertaking can be determined as a steady or an
approximate one. A steady price is understood as a price which is mentioned in the contract’s text. An
approximate price in some cases is quoted in the contract with an instruction of the highest border of the
amount.

There are two ways of the installation of the price and the payment of the reward to the contractor by the
client: the price includes both the compensation of the contract’s expenses and his reward at once; in other case
a fixed price is registered in the contract, that is the contract’s reward, and it is pointed out that the
compensation of the expenses is conducted separately on the basis of the documents which are brought by the
contractor and the statement which is signed by sides.

Before finishing the work the client and the contractor can’t know what specific expenses will be on each
phase of building and remedial works. That's why the most popular way is the formation of the construction
estimate of “floating” costs and the further (only after signing the statement of the reception-handover) approval
of the final price of works.
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So, the most optimal way is a progressive surrender-reception of works and a progressive payment of
works with the installation of the price on the whole period of the construction works’ execution according to
the contract of the construction undertaking with a possible change (correction) of the price on the basis of
additional agreements.

In case of the joint implementation of such objects as, for example, residential many-storey houses by the
client and the contractor, the construction company develops the further price behavior on the market with a
system of price modifications that corresponds to the market environment.

The company usually develops a system of price modifications depending on different market conditions.
This price system takes into the account the features of qualitative characteristics of the product, the
modifications of the product and differences of the assortment, and also the external factors of the realization,
such as: geographic differences of expenses and the demand, the demand’s intensity on separate market
segments, seasonality and etc. Different types of price modification are used: the system of discounts and
allowances, the price discrimination, the stage reduction of the price according to the proposed production’s
assortment and so on. The price modification is possible only in ranges of upper and lower boundaries of the
installed price.

The analysis of its efficiency ends the cycle of the formation of the pricing policy. Usually, it is based on the
volume of the realization of the structural elements of the construction object, the accordance with the planned
level of this indicator which is related to that expenses’ covering and profits’ receiving. When a necessity of sales’
increasing is appeared, a view of the price modification and the behavior of the construction company on the
market is accomplished which is reflected in accordance on the factual price of the object.

4. The conclusions and the prospects of the next explorations in this direction

Thus, in conclusion, we can say that the development of the pricing policy affects the efficiency of the
marketing activities of the construction company, and as a result - on its profitable functioning on the market.

The algorithm of the formation of the pricing policy of the construction company includes the following
stages: the goal of the pricing policy, the determination of the inquiry for the construction object, the
determination of the customer’s pricing policy, the estimate of the outlays on the construction, the analysis of
competitors’ costs, the choice of the price strategy, the choice of the method of the price formation, the
determination of pricing characteristics, the coordination of undertaking, the establishment of the contract’s
price, the development of the pricing behavior and a system of prices’ modification, the formation of the factual
price for the construction project, the analysis of the pricing policy’s efficiency.

In the further developments it is reasonable for the detailed disclosure of the specificity of the price
formation on the construction products of the construction subindustries to be presented.
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K.e.H., o1, KadeJpa MapKeTHUHTY, GaKy/JIbTeT eKOHOMIKU Ta yIpaBJiHHA B 6yAiBHUITBI

AHoranjisa. Y crarTti po3kpuTo mnporec $opMyBaHHS Ta PO3BUTKY LIHOBOI MOJITUKUA 6yAiBEJbHOTO
NiIPUEMCTBA 3 METOIO NOCUJIEHHS KOHKYPEHTOCIPOMOXXHOCTI rocro/lapodux cy6’eKTiB 6yiBe/ibHOI raaysi.
ABTOpPOM BUKOpPHUCTaHO MOHOrpadiyHUH, abCTPaKTHO-JOrYHMNA HAayKOBUM MeTOJ, a TaKOXX MeTOJAM aHaJsi3y,
CHUHTe3y, CUCTEMHOro aHaJidy. HaykoBoi HOBM3HOI BUCTYIA€ aJrOPUTM MOOYJOBU I[iHOBOI MOJITHUKU
OyZiBesIbHOTO HiAIPUEMCTBA, 1[0, HA BiAMiHYy Bif iHmIMX migxoniB, BpaxoBye crenudiky GyHKUINA migpsaHOi
opraHizanil Ta 6a3yeTbCsl Ha Cy4aCHUX HAYKOBUX HANpPAIIOBAHHAX Y KOHTEKCTI MapKeTUHIOBUX TeHJeHLiH. Y
po6oTi po3pobJsieHO MEeTOAWYHHUM WiAXiZ A0 BCTAaHOBJEHHS Ta Y/AOCKOHAJIEHHS MOJITUKUA LiHOYTBOpPEHHS
Cy6’EKTY TOCIOJIapIOBaHHA OYAiBHUIITBA, L0 BKJ/IIOYAE y cebe eTanu: BU3HAYEHHsS MeTH IiHOBOI IOJIITHKH,
MOMUTY Ha Oy/JiBeJIbHUN 00’€KT, I[iHOBOI MOJIITUKY 3aMOBHHUKA, OLIiHKA BUJIATKIB Ha OYAiBHUI[TBO, aHaJi3 LiH
KOHKYpeHTiB, BUGip LiHOBOi cTparerii, BUbGip MeToAy LiHOYTBOpPeHHs, BU3HAaueHHs IiHOBUX NapaMeTpis,
y3roJpKeHHsl MiJpsiAly, BCTAHOBJIEHHS L[iHU KOHTPAKTY, po3pobKa 11iHOBOI MOBEeAIHKU Ta cUCTeMU MoAudikalil
IiH, ¢opmyBaHHSI (aKTHUYHOI LiHM Ha OYJiBeJbHUU O06'€KT, aHaJi3 epeKTHUBHOCTI IiHOBOi MOJITHKHU. Y
NoJaNblIMX pO3pOOKaxX MAOLIJBHUM Ma€ OYyTH [OK/afHille PO3KPUTTA cHnelUPiKUM BCTAaHOBJIEHHS LiH Ha
OyJliBeJIbHI TOBAapHU pi3HUX MiATrany3el 6yAiBHUIITBA.

Knaio4oBi cioBa: 1iHoBa nmoJsiTHKa, O6yAiBesbHe MiANPUEMCTBO, YHPaBAiHHA MapKETHHIOM,
MapKeTUHI0Ba Jisl/IbHICTh, OY/[iBHUIITBO.
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K.3.H., 101, Kadeapa MapKeTUHra, paKy/JbTeT 3IKOHOMUKHU U YIIPaBJEHUS B CTPOUTENbCTBE

AnHoTamma. B craTtbe packpbIT npouecc (GOPMHUPOBAHUA M Pa3BUTHUSA LIEHOBOH MOJUTHUKHU
CTPOUTENIBHOTO TPEANPUATHS C LeJbl0 YCUJIEHUST KOHKYPEHTOCIOCOOHOCTH XO3SIUCTBYHIOIIUX CyO'BEKTOB
CTPOUTENIBHOM OTpacju. ABTOPOM HCIOJb30BaHbI MOHOTpaduYecKUd, abCTPAKTHO-JIOTUYECKUM Hay4HbIH
METO/, a TaKXKe METOJbl aHa/IN3a, CHHTE3a, CUCTEMHOr0 aHaiu3a. HayyHO! HOBU3HOM BBICTYNAET aJFOPUTM
[NOCTPOEHHUsI LIeHOBOW MOJUTHUKU CTPOUTEJBHOTO MNPEANPHUATHS, 4YTO, B OTJUYHUE OT JAPYTrUX IOAXOJOB,
yYUTBIBaeT crnenuPuKy OGyHKUUH MNOAPSAHOW oOpraHM3alMd W 6asvpyeTcs HAa COBPEMEHHBIX HAyYHbIX
HapaboTKax B KOHTEKCTe MapKeTHHIOBBIX TeHJeHLHH. ABTOpOM paspaboTaH MeTOAUYECKUH NOJX0A K
YCTAaHOBJIEHUIO M  COBepLIEHCTBOBAHHE MOJMUTHUKM I11eHOOOpa30BaHUA CyO'beKTa X03sHWCTBOBAHUA
CTPOUTENBbCTBA, KOTOPBbIA BK/IYAET B CceGs 3Talbl: ONpeJe/ieHHe LieJM LIEHOBOM MOJIMTHKH, CIpoca Ha
CTPOUTEJIBHBIA OGBEKT, LIEHOBOM MOJMTHUKHM 3aKa34MKa, OLEHKY pacXoJ0B Ha CTPOUTEJNbCTBO, aHAIU3 IieH
KOHKYPEHTOB, BBIOOpP IL[€HOBOW CTpaTerud, BbIOOP MeToJla LieHOOOpa3oBaHHUs, OIpeJlesieHUs LeHOBBIX
napaMeTpoB, COIJIACOBAHUE MOApPsi/a, YCTAHOBJIEHHE LieHbl KOHTPAKTA, pa3paboTKy LEHOBOTO MOBEJEHUS U
cucteMbl MoaubUKauuu LeH, GOpMUPOBaHUSA (AKTUUYECKOM IjeHbl Ha CTPOUTEJbHBIA OOBEKT, aHaIU3
3¢ $eKTUBHOCTH LIeHOBOH NMOJIMTUKH. B faspHelux pa3paboTKax Leiecoo6pasHbIM JOKHO GbITh NOAPOGHOE
packpeITHe CcneluPUKU yCTAHOBJEHHUS LleH Ha CTPOUTEJbHbIE TOBAapbl Pa3JHMYHbIX BETBEH CTPOUTEJIBbHOU
OTpac/H.

KiloyeBble cJjIOBa: 1ieHOBasi IOJIMTHKA, CTPOUTEJbHOE MNpEeJNPHUSATHE, YNpaBJIeHHE MapKETHHIOM,
MapKeTHUHIOBasl eI TeNbHOCTb, CTPOUTEJBCTBO.
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