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Abstract:

Purpose: In this paper, it has been tried to formulate a conceptual model for service-oriented
export pricing by looking at both demand and supply side considerations by taking export
price as a function of domestic price of service.

Design/methodology/approach: Continuous time optimization technique has been adopted
for maximization of the profit earned by firm in the domestic and foreign market for both
demand and supply side scenarios. Dynamic simulations have also been carried out in order
to find out the sensitivity of parameters in diverse scenarios.

Findings: We have received different results for demand and supply sides for export price
optimization. Various pricing objectives have been aligned to the price determining
parameters in accordance with the dynamic simulation performances.

Research limitations/implications (if applicable): Continuous time optimization served our
purpose, as we did not consider sustainability of the same decision over a longer period.
However, discrete time optimization can be taken up, if effect of a series of decisions is
scrutinized. More flexibility can be incorporated in the model, if a range of domestic price is
considered over the singular domestic price.

Practical implications (if applicable): This paper is significant for those firms, which are
willing to extend their operations beyond the national boundary. The models derived here can
give them an idea about how to price service in foreign market.

Originality/value: Aligning pricing objectives with export price determining parameters by
considering demand and supply side perspectives in a continuous time optimization model is
a new contribution in the existing literature.

Keywords: export price, continuous time optimization, inflation, price elasticity of demand,

willingness to pay, production function



Introduction

Profit creation and maximization are main objectives for any firm. Across all marketing
mix, price is the only able one to generate revenue and add value to aforementioned objective.
Therefore, it is important for the firms to optimize their pricing decision in order to act globally.
This pricing decision is same across the firms working in product domain or service domain. For
this paper, we have considered the firms, which are working in the service domain. While setting
up any service oriented pricing decision, it is needed to consider economic factors for domestic
as well as foreign market, as the operation of firms are not confined by boundaries of nation.
Policy level decisions by firm alter with the changes in global economic scenario (Kortge,
Okonkwo, Burley, & Kortge 1994). At any point of time, firm will be having four pricing
alternatives: market skimming, price penetration, market holding and premium pricing (Zaribaf,
2008). However, firm needs to alter between these four pricing strategies, depending on changes
in economic factors in global market. Hence monitoring of market dynamism factors is required
at a continuous basis. Considering the existing body of literature in the domain of marketing, it
has been observed that alteration of pricing decisions possibly not covered the demand and
supply side considerations of the market, where lies the focus of this paper. Here, we have
considered export price of a service as a function of domestic market price, and by optimization
of the latter, considering both of the aforementioned scenarios, a model has been developed,
where it has been tried to encompass the umbrella of objective factors in the process of service
pricing decision. Making use of a hypothetical example for academic purpose and the example of
Indian IT industry for industrial purpose, the model has been tested. Through this model, we
have demonstrated how dynamically various objective economic factors can influence the
pricing decision for a firm, which is intending to price its service for international market.
Bringing forth the dynamism aspects in the model is a contribution in the literature of pricing for
services in international market.

The paper is divided in four parts. In the literature review section, existing literature in
this domain has been discussed and the research gap has been identified. Based on the
parameters found and research gap established in literature review section, a pricing model has
been formulated in the next section. Once the model has been developed, it has been tested for
academic and industrial purpose in the discussion section. Finally, by putting forward the
limitations and further scope of study, the paper has been concluded.

Literature Review

In formulating any service oriented pricing decision in global market, firm needs to
consider those factors, which affect pricing decisions directly or indirectly (Sundaram & Black,
1992; Phatak, 1998). These factors have been addressed in this paper by looking at the problem
from demand (Sawyer, 1981; Montgomery & Rossi, 1999) and supply (Noble & Gruca, 1999)
side perspective. Cost has been a considerable direct factor in pricing decision considering
demand side of the story (Joskow, 1973; Kalish, 1983; Domowitz, Hubbard & Petersen, 1986;



Monroe, 1990). As cost of service development and design escalates, profitability of firm
declines. Hence, to remain competitive in the market, it is needed for firms to reduce the cost of
development (Spence, 1984). While talking about demand side perspective, nature of market also
comes into picture. Nature of any global market can be characterized by willingness of
consumers to pay (Cameron & James, 1987; Ajzen, 1992), price elasticity of demand in global
market (Harris, 1985; Haniotis, Baffes & Ames, 1988), trade barriers (Cavusgil, 1996) and
inflation in domestic and global markets (Kaldor, 1976; Gylfason, 1999; Borio & Filardo, 2007).
While talking about supply side perspective, natures of firm and industry come into picture.
Nature of any industry and the firm operating in that industry can be characterized by amount of
invested capital (Haar, Starr & MacMillan, 1988; Manigart, Waele, Wright, Robbie, Desbrieres,
Sapienza & Beekman, 2002), number of employees (Krugman, 1981; Hill & Waterson, 1983;
Datta, Guthrie & Wright, 2005) and life cycle of output (Polli & Cook, 1969; McGuinness &
Little, 1981; Day, 1981). Keeping apart these factors, presence of substitutes (Isard, 1977,
Buschena & Perloff, 1991) or complements (Bleaney, 1999; Gopinath, Pick & Vasavada, 1999)
also influence pricing decision to a huge extent. Considering the substitutes, role of
differentiation factor also comes into picture (Hansen, Dibrell & Down, 2006; Donnet,
Weatherspoon & Hoehn, 2007). Considering these factors, a conceptual optimization model has
been designed in this paper, so that firm can optimize export pricing decision by looking at either
demand or supply side of market. Review of the literature reveals that empirical analysis of
aforementioned factors had been done on a standalone basis. However, the empirical analysis on
the concept of service oriented export pricing objective has not been carried up so far.

Myers, Cavusgil & Diamantopoulos (2002) tried to encompass demand side factors of
export price. They have put emphasis on subjective matters like international experience of the
firm and commitment to the venture. Nevertheless, they somewhat ignored supply side and
service development cost considerations in their model. While describing export-pricing factors,
Cavusgil (1988) focused majorly on supply side considerations, but ignored demand side.
Walters (1989) tried to focus on transfer pricing strategies between firms while discussing about
export pricing. However, considering firm has no development facility abroad, this phenomenon
stands invalid. Existing literature focuses mainly on global market while standardizing export
price. There is little literature available which talk about emphasizing on domestic market price
optimization with a view to go away with export price (Kirpalani & Macintosh, 1980; Bilkey,
1982; Koh & Robicheaux, 1988). Therefore, optimization of domestic price of services can in
turn lead to optimization of its export price, if export price is considered as a function of
domestic price. This consideration is practical enough watching at the percentage of service
export as a part of gross national product (GNP) for emerging economies. Given prevailed
dynamism present in economic environment, monetary shocks can be visualized via
incorporation of inflation-adjusted exchange rate along with domestic price level (Murphy, 1989;
Klein, 1990). Hence, it can be used as a proxy measure for service oriented export-pricing
mechanism. Forman & Hunt (2005) have tried to encompass the demand and supply side
considerations in their international strategic pricing model. With the use of likert scale, they



empirically captured subjective elements in their model. However, their model failed to capture a
number objective elements affecting pricing decision.

Considering existing literature on service oriented export pricing model, we have come
across a set of research gaps, which are needed to be addressed, keeping in mind the criticality of
export pricing decision. During the course of literature review, we have not come across any
study, which has mulled over profit maximization model by encompassing demand and supply
side of the market. Moreover, most of the objective decisive factors have not been considered so
far in the literature, while modeling for service oriented export price. Therefore, need of a
conceptual model encompassing objective factors from both demand and supply side has been
identified. In this paper, it has been tried to formulate a conceptual model for service-oriented
export pricing by looking at both demand and supply side considerations. Export price has been
considered as a function of domestic price of service. Hence optimization of domestic price in
both the cases in turn will lead towards optimization of export price for both the cases. For
dynamic simulation purpose, a hypothetical example has been taken up. Based on the results of
simulation, managerial solutions have been provided accordingly. Pricing objectives have also
been aligned with the simulation results. Apparent gap of empirical analysis in export pricing
objective domain in existing literature has been tried to be filled up with the help of this
conceptual modeling and model testing of export pricing.

Model Development

Before starting off, following assumptions are made in order to go ahead with the model
development:

o Export price set for the global market is directly dependent on price set for domestic
market (Khan, 1974; Oskooeea & Niroomand, 1998).

o Firm applies differential pricing mechanism.

o Domestic price is a continuous variable over a period of time (Kalman, Maier, Schwartz
& Whitcomb, 1981).

o Firm has no development facility abroad.

o No discounts are provided on service maintenance.

In order to go ahead with model development, let us consider these following variables:

Pa = Price of service in domestic market

Pr=Price of service in foreign market

Aq = Willingness to pay in domestic market

Ar= Willingness to pay in foreign market

Ba = Price elasticity of demand in domestic market

By = Price elasticity of demand in foreign market

h = Services rendered for domestic market

e = Services rendered for foreign market

P, = Price of substitute / complement in foreign market



b = Service Differentiation factor

r = Exchange rate

t = Amount of duty charged on the exported service

x = Percentage of export price to be paid in terms of duty
¢ = Service development cost per unit

ia = Inflation level in domestic market

ir = Inflation level in foreign market

K = Capital employed by the firm

L = Number of employees required to develop the service
o = Elasticity of capital

S = Elasticity of labour

0 = Margin charged in foreign market

T = Life cycle stage of the service

The demand function for domestic market can be denoted as per the following (Marshall,
1920):

P,= A,—- B, h L)

where, Bs € R.
In the similar fashion, demand function for foreign market can be denoted as per the

following:
P.=A-B,e+P Db

.2
where, Br € R.
Price in the foreign market can be defined as
P.=rP +0 3)
where, 0 € R.
Duty charged on the exported product can be defined as:
t =xP
or, t=x(@P,+ 0) . (4)
where, x € [0, 1].
Production cost incurred by the firm is given by:
C=c(e+h) .. (5

Hence profit made by the firm by selling product in domestic market, as well as foreign
market is given by (Shoham, 1998):



II=Ph+Pe—c(e+h)—et ... (6)
Substituting the values from (1), (2), (3), and (4) into (6), we get:

M=, /B)(A,—P) + {(tP,+ 3)/ B,}(A, + Pb — rP, - 9)
— c{(A,+Pb—1P,—-8)/ B, + (A,— P,)/ B,} . (D
— (X (tP,+ 3)/ B,}(A;+ Pb — rP,— 0)

where, Pa>0,Pr>0,r>0,Aa>0,A¢>0,¢>0,x>0,e>0,h>0.

Objective of the firm is to maximize this profit for any given domestic price, so that the
optimized price level is also reflected in export price level. In order to go for optimization of the
profit, (7) must be differentiated with respect to domestic price (Pa).

dIl

E = (1/By) (A;—2P) + (r/B;) (A;+Pb —2rP,— 20) ®
+c(r/B;+1/By) - (rx/B,) (A;+Pb —2rP,— 29)
oIl

or, P - _{2/Bd+2r2/Bf(l—x)} <0 .. (9

Second order condition for optimization is fulfilled in (9). It is clearly evident that at the
optimum value of Ps makes the first order condition illustrated at (8) to zero.

A (1/B,) (A,~2P,) + (t/B,) (A, + Pb - 2rP,~ 20)
d
+c(r/B;+1/By) — (rx/B;) (A;+Pb-2rP,—20) =0
P, = [B,(A;+c) + rB,{(1 — x) (A;+ Pb + 9) + c}]
or, ... (10)

/2 [Bf+ r’ By(1 - x)]

Till now, model was assuming that domestic and foreign economies are stable at any
particular point of time. Assuming dynamism in the environment, there will be inflation
prevailed in domestic market (Kouri, 1976; Branson, Halttunen & Masson, 1977; Calvo &
Rodriguez, 1977; Niehans, 1977; Dornbusch & Fischer, 1980; Rodriguez, 1980). Let us consider
that level of domestic inflation iz and level of domestic inflation ir are prevailed in the market for
t period. This will affect the exchange rate (r) directly, as domestic currency will be weakened or
strengthened accordingly (Hooper & Morton, 1982; Mussa, 1982). In view of this discussion,
exchange rate after 7 period can be defined as:

=r[(1+i) /7 (1+i,)] .11

Incorporating time factor and (11) into domestic price model in (10), we get:



T
1 +1i Il -—x)A;+ (1 —x)P b
P,= |B;(Ay+¢c) + By ( f? ( )Tf ( )
I +i)) (T +1i) +(1-x)0+0

.. (12)

1 +i,) '

/| B; (1+id)T+r2Bd(1—x) ( !
/ (1 + id)

So far, we have looked at the model development from international transaction and
demand side economics perspective. However, it is also important to look at the model from
domestic production and supply side economics perspective. Looking from that dimension,
production function of the firm can be defined in terms of Cobb-Douglas form (Cobb & Douglas,
1928):

Q =K*I’ ... (13)

Substituting values from (1) and (2), we get:
(A;,—P,) /B;+ (A;+Pb—P)/ B, =K I/ .. (14)

Incorporating exchange rate and inflation factors in (14), we get:
P - [Ad/ By+ A+ bP(1+1) -2} /B - K" Lﬂ}

L (1 +if) T ... (15)
/{(1+1iy) /By+ (r/B) {/ (1 + id)}

Discussion
a. Academic Implications

So far, we have developed the models for domestic price optimization for demand and
supply side. In the due course of the development, we have two expressions for domestic price in
(12) and (15). The discussion regarding academic implications of this model to be followed will
be two-folded.

In order to go ahead with the discussion, let’s consider a hypothetical example. Let us
assume that, willingness to pay in domestic market is A¢ = Rs. 10 and in foreign market is Ar =
Rs. 12. Price elasticity for both the markets are Bz = 5 and By = 6 respectively. Quantity produced
for domestic market is 2 = 100 and for foreign market is e = 200. Differentiation factor b = 5.
Price of the substitute or complement good is P, = Rs. 30. Exchange rate is given by r = 40.
Amount of duty charged as part of export price is x = 50%. Unit cost production is given by ¢ =
Rs. 10. Inflation rates prevailed in the markets are i« = 3% and ir = 5%. Invested capital is K =
Rs. 40 and number of labors employed is L = 5. Considering the industry works under constant
returns to scale, elasticity factors for production are given by a = 0.6 and f = 0.4. Premium



charged in foreign market is 0 = Rs. 10. Time given is 7 = 5 periods. Further discussion will be
built upon this example and making suitable changes in accordance with requirement for
dynamic simulation. All of the simulations are conducted to test extreme boundary conditions,
which are in accordance with the values assumed in aforementioned example. Changing the
values of this example will change the boundary conditions as well, and testing of the boundary
conditions has been carried out for all the scenarios by altering the values in the example, results
of which are recorded through Table 1 to Table 9.

a. Demand side analysis

In light of the hypothetical example posed, Pz comes out to be Rs. 1.58. Accordingly the
export price Pris given by Rs. 73.32. Now keeping all other factors constant, dynamic simulation
has been carried up by unitarily changing ir and is. Incorporation of inflation factors provides an
insight about impact of change in economic environment on domestic price. Inflation in both the
economies affect domestic product price in different ways (Junz & Rhomberg, 1973; Bredahl,
Meyers & Collins, 1979). Vigilant look at (12) shows:

i .(16)

d, di,
Recorded results of simulation in Table 1 depict the phenomenon shown in (16). For any given
foreign market inflation, rise in domestic market inflation increases export price, as it weakens
domestic currency and raises exchange rate (Kravis & Lipsey, 1977; Stockman, 1980). On the
contrary, for any given domestic market inflation, rise in foreign market inflation reduces export
price, as it strengthens domestic currency and lowers exchange rate (Edwards, 1989; Devereux
& Yetman, 2002).

[Insert Table 1 (Changes in export price due to changes in domestic and foreign market
inflations considering demand side scenario) here]

Going ahead with the simulation, effect of duty on export needed to be checked as well.
In order to check this, it is needed to go back to the hypothetical example we have started with.
Keeping all other factors constant, x has been gradually increased by 10%. Results are recorded
in Table 2. It clearly indicates that more duty imposed on export price in turn increases the
export price (Balassa, 1978; Panagariya & Gupta, 1998; Hoekman, Ng & Olarreaga, 2002;
Martin & Anderson, 2012). Hence, it works as a filter mechanism to put a cap on exporting of
goods and services. Higher price in foreign market reduces competitiveness of the product
(Paulino, 2002; Husain, 2003). So policy level decisions must be made in consultation with state
to come up with an optimal level of duty to be imposed on goods or services to be exported or
imported.

[Insert Table 2 (Changes in export price due to changes in percentage of duty) here]



Price elasticity of demand prevailed in both economies play a major role in determining
the export price (Orcutt, 1950; Houthakker & Magee, 1969; Knetter, 1989). Continuing our
hypothetical example, both of the elasticities in domestic and foreign market have been unitarily
increased, keeping all other factors constant. Results are recorded in Table 3. For any given value
of elasticity in domestic market, if elasticity in foreign market is increased, then export price falls
if domestic market is negatively elastic and increases, if positively elastic. Similar phenomenon
can be seen if elasticity in foreign market is kept constant and elasticity in domestic market is
unitarily increased accordingly (Haberler, 1949; Dornbusch, 1987). Hence, firm should choose to
export products on the basis the elasticities prevailed in domestic as well foreign market for that
particular product.

[Insert Table 3 (Changes in export price due to changes in price elasticities in both the
economies considering demand side scenario) here]

Whenever firm will place product in foreign market, it will face two types of products.
One type will be substitute product, whereas another will be complementary product (Floyd,
1965; Khan & Knight, 1988). Nature of P, in (12) will be altered accordingly (Johnson, 1954).
According to nature of complementary and substitute products,

For complementary products: % >0

.37

For substitute products: —£ <0

This brings forth another important insight about the differentiation factor (b). This shows that
equation (12) depicting domestic product price is inclusive in nature, which incorporates both the
complementary and substitute products (Yntema, 1928; Brander & Spencer, 1985; Corsetti &
Dedola, 2005). Conditions shown in (17) confirm that formulation of domestic product price
needs recalculation (Bulow, Geanakoplos & Klemperer, 1985; Majerus, 1988; Markusen, 1988).
Incorporating aforementioned conditions in (12) provides with new equations for domestic price
given two types of products.

(1 +1)

P,= | B;(A;+ ¢) +Bdr{/ (1 +1)

}{(I—X)Af+(l—x)a+c)}

.. (18)

/ | B, (1 + id)T+ r? Bd(l - X) {(1 + if)2 }T

/(1 +iy)



P = |B;(A;+c) + Bdr{

(1 +i;) }T{(l ~x) A~ (1 -x)P,b }

I +i)) |1 +i) + (1 -x)d+c)
and, . ... (19)
T (1 +if)2
/ | B, (1 B, (1 —
o (1 +1y) + 1* By( X){/(1+id)

Equation (18) denotes optimized domestic price equation considering the presence of
complementary product and (19) denotes optimized domestic price equation considering the
presence of substitute product, in foreign market.

Next set of dynamic simulation is carried up to show the effect of willingness to pay in
both the economies. In continuation with the hypothetical example, Az and Ar were gradually
increased by 10, whereas all other factors have been kept constant. Results are recorded in Table
4. They are quite obvious in nature. Rise in export price was resulted by rise in willingness to
pay for all the cases (Gil, Gracia & Sanchez, 2000; Simonson & Drolet, 2004; Noussair, Robin &
Ruffieux, 2004). This enables firms to go for market skimming pricing (Liu, 2010).

[Insert Table 4 (Changes in export price due to changes in willingness to pay in both the
economies considering demand side scenario) here]

Last set of dynamic simulation in this section was carried up to demonstrate the effect of
exchange rate on export price. In the example, exchange rate has been gradually changed by 10
units and results are recorded in Table 5. It shows that a stronger domestic currency diminishes
the competitiveness of product in monetary terms (Krugman, 1986; Betts & Devereux, 2000).
Higher exchange rate i.e. weaker domestic currency allows firm to lower down its export price
(Cushman, 1983; Arize, Osang & Slottje, 2000).

[Insert Table 5 (Changes in export price due to changes in exchange rate) here]
b. Supply side analysis

In light of the hypothetical example posed, P4 comes out to be Rs. 0.54. Accordingly the
export price Pris given by Rs. 31.48. But a vigilant look at (15) brings forth condition for a real
value of export price. It is given by:

A, B,/ B)+ A, +bP (1 +i) > +B KL ... (20)

This provides a clear insight about initial investment plan and margin decision given the
economic conditions of both the markets. Putting values from the hypothetical example, left
hand side of (20) comes out to be 23.14. Keeping all other values constant, dynamic simulation
has been carried up for various combinations of right hand side of (20). Results are recorded in
Table 6. It is visible from the result that increasing margin amount in turn reduces average
number of labours employed. Given constant return to scale, there is a visible trade-off between



capital and labour employed. This provides a depiction about policy level decisions regarding the
investment and margin setting of the service, while the firm going global.

[Insert Table 6 (Mutual changes in capital, number of labour and margin) here]

Like previous case, dynamic simulation has been carried up to show effect of inflation on
export price. Values of iz and ir are unitarily increased in the due course and export price values
are recorded in Table 7. Findings are contradicting in nature with respect to the previous case.
Here for any given value of i4, value of Prrises with increase in ir. Similarly, for any given value
of ir, value of Prrises with increase in ia. From supply side perspective, inflation gets similar kind
of treatment for both the economies. Therefore, extreme inflationary pressure in domestic market
is not a preferable condition for service providers, whereas considering the demand situate of the
consumers in international market, inflationary pressure in international market is preferable.

[Insert Table 7 (Changes in export price due to changes in domestic and foreign market
inflations considering supply side scenario) here]

Price elasticity of demand prevailed in both economies play a major role in determining
the export price. Continuing our hypothetical example, both elasticities in domestic and foreign
market has been unitarily increased, keeping all other factors constant. Results are recorded in
Table 8. For any given value of elasticity in domestic market, if elasticity in foreign market is
increased, then export price falls. But if elasticity in foreign market is kept negative and elasticity
in domestic market is unitarily increased, then export will rise initially, till Bs is negative. Once it
reaches positive value, export price falls suddenly and then again, it starts to rise. Treatment
changes inversely when elasticity in foreign market attains positive value. This result is
contradicting compared to result in previous case. Hence firm should choose to export products
based on the elasticities prevailed in domestic as well foreign market for that particular product.

[Insert Table 8 (Changes in export price due to changes in price elasticities in both the
economies considering supply side scenario) here]

Next set of dynamic simulation is carried up to show the effect of willingness to pay in
both the economies. In continuation with our hypothetical example, As and Ar were gradually
increased by 10, whereas all other factors have been kept constant. Results are recorded in Table
9. They are obvious in nature. Rise in export price was resulted by rise in willingness to pay for
all the cases. This result is in harmony with the previous scenario, and as well as the literature on
demand side analysis of services (Abu-ELSamen, Akroush, Al-Khawaldeh & Al-Shibly, 2011).

[Insert Table 9 (Changes in export price due to changes in willingness to pay in both the
economies considering supply side scenario) here]

Briefly, all the treatments are recorded in Table 10. It shows a comprehensive and
comparative picture of all the simulations done so far. Depending on economic factors of market,

10



pricing objectives change. Table 11 depicts the pricing strategies suggested given willingness of
consumers to pay in both the markets, and the results are extension of the works previously
carried out by researchers on various pricing strategies (Xing & Tang, 2004; Lii & Lee, 2005;
Abdallah & Maghrabi, 2009). Low willingness to pay in both markets results in low export price,
whereas high willingness to pay in any of the two markets results in transient high export price.
High willingness to pay in both the markets results in consistent high export price. Pricing
decisions are aligned with these results. Similarly, pricing decisions are also aligned with price
elasticity of demand in both the markets. Suggested alignment results are recorded in Table 12.
Combination of both of these results can in turn answer the question of optimum export price
setting in global market.

[Insert Table 10 (Behaviour of export price with respect to constituent variables in both cases)
here]

[Insert Table 11 (Pricing strategies based on willingness to pay in both markets) here]
[Insert Table 12 (Pricing strategies based on price elasticity of demand in both markets) here]
b. Industrial Implications

So far, for academic implication purpose, we have used a hypothetical scenario in order
to demonstrate the working of the model, as well as to test the boundary conditions. However,
devoid of providing with the example of industrial implications of the model, it may prove out to
be tough to illustrate its practical relevance. In this section, we will discuss the industrial
implications of this model, considering various conditions for a service industry, which is
operating in a developing nation.

To talk about the industrial implications of this model, let us take the example of any
information technology (IT) service provider, which is indulged into development of software
solutions for various other industries. Due to control of the life cycles of their products, they are
able to control their product price in the international market. Choice of latest technologies can
possibly enable them to reduce capital employment, and at the same time, depending on the size
of deployment, they can flexibly alter their labour force by utilizing their bench strength. Higher
return on capital and labour can enable them to reduce their service price in international market.
However, considering the dynamism in international market, it is crucial for them to alter their
pricing strategies, based on the prevailing rate of inflation and exchange rates in domestic and
international market. Depending on the international relations, price of their products also
change, as percentage of export price to be paid in terms of duty is solely dependent on the
relation with other nations. Based on these and additional socio-political factors, price elasticity
of demand of the service and willingness to pay for the service changes accordingly. Therefore,
it has been largely seen that IT firms always try to capture clients from domestic market, as it can
always provide them with an opportunity for hedging against the unforeseen risk in the
international market. If we look at the revenue structure of the renowned IT firms across India,

11



we can visualize that leaving Infosys apart most of them are highly dependent on clients from
domestic market. This can also help them in setting their export price in the most competitive
manner, and following the similar kinds of strategies in both the markets.

If we compare this pricing behaviour of Indian IT firms with the results being received
from our model, then we can understand the behaviour of our model. A closer look at Table 10
can provide us with the substantiation of the aforementioned details regarding IT industry in
India. Considering the development and maintenance services being provided by the IT firms in
India, the associations established and depicted in Table 10 can find their relevance. With the
advent of more sophisticated object oriented technologies, IT firms can play a very significant
tradeoff between capital employment and labour force (Gans & Stern, 2003), and in turn this
tradeoff can assist them in lowering the price of their services in domestic, as well as
international market. Inverse associations found in capital-export price and labour force-export
price associations demonstrate the tradeoff behaviour of IT firms, while setting the price for
international market. A strong presence in the domestic market allows them to enjoy low price
elasticity of demand and a higher willingness to pay, and based on this foundation, they can
optimize export price of their services. Having competitive bench strengths allow them to offer
low hourly billing rate, which is reflected in the service price in international markets, as for the
projects they acquire in the international markets are majorly developmental in nature, unlike the
maintenance projects in domestic markets. Therefore, the inverse association between labour
employment and export price holds in this scenario. Now, looking at the Indian IT industry at
large, we can experience that attributing to Y2K bug issue, India started to receive outsourced
projects, and that was the time, when Indian IT industry started to flourish (Arora, Arunachalam,
Asundi & Fernandes, 2001). Majority of the revenue of Indian IT firms come via the route of
outsourcing, and the exchange rate spread adds to their profit amount. That is the reason,
consideration of inflationary movements in the economy is critical for maintaining the stream of
revenue. Too much of inflation in the domestic market can in turn increase the real wage rate,
which is reflected in higher price of service in domestic market, and subsequently international
market. Compared to this, inflationary pressure in the international market is preferable for
reducing the service price, as that will reduce the competitiveness of the services being offered
by the players in those countries, and demand for more cost competitive services will reduce
their price elasticity of demand and increase willingness to pay for the services being offered by
the players from other nations. Therefore, given the stipulated conditional aspects, it becomes
advantageous for the IT firms to enter the international markets during the higher inflationary
situates. The effects of inflation in domestic and international markets shown in Table 10 are in
accordance with the aforementioned arguments. Therefore, we may infer that the developed
model can be demonstrated for any service industry operating in any developing nation, which is
performing business with any developed nation.

Conclusion
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The conceptual model for export price optimization has been developed so far. Set of
systematic simulations have shown the viability of this model, when it is applied to nearly real
world situations. This model provides an insight for those managers, who want to lay their foot
beyond the national boundaries. Extensive (though not complete) factors of dynamism have
provided the model with robustness and flexibility. Incorporation of objective and subjective
factors has made the model ready for empirical purpose, which has already been showcased with
the help of our hypothetical example. Hence, this paper contributes in the field of export pricing
decision making. Moving one-step ahead of the literature, this contribution seems to be
significant in the field of economic analysis of export pricing.

In isolation, effects of all the parameters considered in this model have been well
established in the literature. However, when any firm will be taking any price related decision
regarding exporting its services, interplay of all those factors will come into picture, and that was
the part missing largely in literature. Aligning pricing objectives along with the combinations of
decision parameters is a major contribution of this paper. Nevertheless, the findings may be
considered with a pinch of salt, as they are established based on service based export pricing
environment.

As business environment in global scenario is dynamic in nature, continuous time
optimization methodology has been adopted, as we are not considering the sustainability of the
same decision over a longer period. However, discrete time optimization can be taken up in the
same model, if the effect of a series of decisions is scrutinized. We also have not considered
transfer-pricing mechanism within the firm, as its effect will be visible in the final domestic price
of the service offered by firm. More flexibility can be incorporated in the model, if a range of
domestic price is considered over the singular domestic price.

Henceforth, limitations regarding development of this model can in turn result in future
scope of research. Incorporation of these factors can make this model more robust and flexible in
nature, so that it can be generalized for any types of industry, given any kind of economic
scenario. Fulfillment of this research objective can augment export pricing decision in dynamic
global market scenario to a great extent.
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