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In difficult times it can be so tempting to follow the course of  other competitors and simply discount in  
order to retain market share, but as we wrote in a blog on this subject in January 2019, it can also have  
catastrophic consequences.

If  you’re running a business, people like you choose to discount to attract more sales, Discounting will be 
YOUR choice, it won’t be your competitors, your customers or the economy, it will be YOURS. So, you’ve got 
to be as certain as you can be that you’ll increase your sales volume otherwise lower prices will only equal 
lower profits. This is especially relevant in a slump or recession. Take this example.

In June, ‘Tradco Ltd’ sold 500 units at an average of  £50/each giving them a revenue of  £25,000. Their  
average cost of  sales for each unit was £25 or £12,500 total. After fixed overheads of  £7,000 were allocated 
they were left with a profit of  £5,500.

Run a few examples of  your own by adjusting the figures and you might see a more alarming example than 
the one shown here. In this example it’s clear that increasing sales through discounting can create significant 
problems, when a better course of  action actually existed. In fact, there are additional benefits with ‘Option 2’ 
besides the increased profit, such as reducing the need for borrowing, possible bad debt and reduced admin. 
Product pricing such as this, where one variable (price) drives another variable (sales) is known as elastic 
pricing, and it needs to be managed carefully.

You just have to be certain that you can increase sales beyond the level you would otherwise have been.  
In the example shown above discounting might be a reasonable solution if  there was sufficient confidence to 
increase sales by at least 28% (140 more units). If  that’s too much to expect, then you’ll have a far clearer 
idea of  what it is you need to do. Personally, what we want to convey is that until you can prove otherwise;-

Lowering Prices = Reduced Profits
Increasing Prices = Higher Profits

Establish a clear appreciation of  how many additional units you need to sell, in order to simply meet your 
current level of  sales. If  you’re not sure about this, drop us an email at enquiries@genesisdm.co.uk and we 
can tell you precisely what volume you need to achieve.

It’s business critical that you make sure you plan ahead, particularly if  the goods you’re discounting are the 
mainstay of  your business, rather than using ‘honey pots’ to lure in paying customers of  full price items.

If  discounting isn’t for you or, you believe it will condition customers to behave in certain ways, there are a 
host of  other methods for you to adopt. Again, if  you’d like help and advice in this area, simply email us at 
enquiries@genesisdm.co.uk because what works in one sector, such as manufacturing, is unlikely to have 
the same effects as it would in retail.

Discounting – 
For Some it’s the Road to Ruin

Sales (575 @ £45 vs 425 @ £55 respectively)

Less Cost of Sales (575 @ £25 vs 425 @ £25 respectively)
Fixed Overheads

Remaining Profit

£25,875

£14,375
£7,000

£4,500

£23,375

£10,625
£7,000

£5,750

Option 1
increased sales

of +15%
decreased sales

of -15%

Option 2
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