Changing Times
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Climbing DVDs are aimed at rock climbers, a small part of the overall outdoor leisure market. They are in many ways like snowboarding or BMX videos, only likely to be bought by committed enthusiasts with little or no crossover appeal to mainstream audiences. 
This year's climbing films released on DVD range in price from £12.99 right up £19.99. This is somewhat unusual, as up until now, virtually all climbing DVD's regardless of length or quality, have been priced around the £20 mark. So why the change in pricing strategy?
Dave Brown is a leading maker of climbing films and has just released “Welsh Connections” at a price of £14.99. He said “The reason we priced Welsh Connections at £15 is because I've slowly come to the view that £20 is simply too much to pay for a climbing film, even for the best ones. So selling our new film cheaper is something of a gamble. The hope is that more people will buy it. If £15 works this year then maybe we'll look at going even lower in the future, particularly if we move towards making the films only available to download."
In many ways the DVD market mirrors the newspaper and other media markets with falling sales and a growing reluctance by the public to pay for online content. With ever increasing internet speeds and an increase in the amount of free online content, conventional formats are struggling. Dwindling advertising revenue has been compounded by the global recession and many wonder how much longer newspapers will be able to hang on.

Most people need to make money; producing climbing films and online news content is a costly business. Films and printed media are in a time of flux as things move from paper and DVD to online. Newspapers are desperately trying to come up with a way of charging for their online content, and find a way round what Rupert Murdoch described as a "flawed business model" (that of free online content). Many have questioned this, but in his defence Murdoch cites the Wall Street Journal which has enjoyed massive growth in their online subscriptions division. 

Although many would consider the changes created by the digital revolution to be negative Dave Brown is well aware that it has enabled him to branch out on his own and make his films.
"I am only one guy, but I'm able to film, edit, produce, distribute, and sell a film all on my own, and all over the world. That is very different from even 15 years ago, and this change is what has made it possible for people like me to exist in the first place! I have the internet to thank for this, and I owe it a huge debt!"

Questions/Discussion points
1. What sort of market is the market for climbing DVDs? Explain your answer.

2. What sort of pricing strategy have the DVD producers been using up until now? How would you describe it now?

3. If Dave Brown is to be successful, what can you say about the P.E.D. for climbing DVDs?

4. If Dave Brown had sold 6,000 DVDs at £20 and sales increase to 9,000 units at the lower price of £15, what is the P.E.D. for the DVDs? What is the change in Total Revenue?

5. Does increasing his turnover necessarily mean that he will increase profitability? Explain your answer.

6. Assess the merits of Dave Brown deciding to make his films “only available to download”.

7. Evaluate the effects of the ‘digital revolution’ on two groups of stakeholders such as consumers and employees.

Follow up activity

Using your own knowledge and any other sources you have access to, answer the following question.

To what extent do you agree with Rupert Murdoch when he describes free online content as a "flawed business model"?
Teachers Notes

This resource can be used in conjunction with units 2.3.1b “Markets change all the time, responding to shifts in the conditions of demand and supply. This affects businesses and they need to be able to recognise and act upon these market signals. It may involve tactical and strategic changes” & 2.3.2b.  “The effects of changes on the nature of competition – the development of e-commerce and online retailing, the ‘long tail’”.

It also looks at aspects of P.E.D. and the changing nature of markets and competition particularly in the light of the so-called ‘digital revolution.
It focuses on climbing DVDs and the experiences of one film maker. You may or may not have a climber in your class but it doesn’t matter; this is just an example of a specialist product in a rapidly changing market. The irony is that without the digital revolution Dave Brown would not exist, yet he now has to cope with changes in that market that threaten him. 

Questions

1 & 2 
are more a recap on parts of unit 1 but they usefully set the scene. This is clearly a niche market and up to now there has arguably been competitive pricing in that prices are similar across the board. Now there is more market specific pricing and in Dave Browns case it could be seen as Penetration pricing.

3 
Students should be able to justify the need for demand to be price elastic in order to increase sales and TR.

4
PED is -2.0 and TR increases by £1500

5
No, much will depend on the costs of production, more able students may look at the high fixed costs in making films and the relatively low variable costs of each DVD (shame we don’t cover marginal costs!).

6
Benefits might include lower costs of production and distribution enabling a lower download price and subsequent effect on sales. Possible drawbacks may be consumer reluctance/resistance.
7
Much scope here. Consumers may well focus on choice, price and convenience; this might be contrasted with possible falls in quality and/or standards. Short run and long run scenarios may be considered/contrasted. Employees may well focus on effects of structural change and the extent to which they can adapt to the changing market.

Follow up activity
This could form the basis of some student research into how the market and prices and output are changing in response to competition (see spec, 2.3.2b). Opinions are divided (not to mention strong!) as to whether Murdoch is right or just bemoaning the loss of his cash cows.

You could also use Dave Brown to amplify some of the ideas of the long tail, the fact that he can be a one man operation is part of what Chris Anderson means by the ‘democratisation of the means of production’. The availability of his and other specialist films/products is also part of the long tail.






