Introduction:


Since the early 90’s the auto industry has gone through as many trends as the fashion industry.  Detroit has been struggling to avoid a repeat of the gas crunch during the 1970’s as again the pressure from the Japanese auto-manufacturers continues to grow.  Japanese auto manufacturers took advantage of the American hardships during the early 90’s.  While the American “big three” auto manufacturers focused on the truck and spawning sport utility vehicle market, the Japanese companies became even more dominant in the passenger auto market segment.   Companies such as Toyota, Honda and Hyundai have flourished in the car segment while the big three are playing catch up.  
A newcomer to this list of successful Japanese auto manufacturers is Scion.  Scion entered the economy car industry in June 2003 as a subsidiary of Toyota.  They have exploded onto the auto scene and have redefined the economy car industry.  In order to see what exactly is making Scion so successful, we have decided to analyze their pricing strategies in order to see how they are differentiating themselves in the economy car industry.  We will identify the entry pricing strategies that they used and how these strategies helped fuel their explosive growth over the past few years, the target markets that they were able to capture as well as what techniques were used to do so.  Additionally we will discuss the challenges that they have faced throughout their young life.
Situational Analysis:

To get a good understanding of Scion, we will first discuss the strengths and weaknesses of Scion.  Additionally we will look at external opportunities and threats that they are present in the economy car industry.
Internal Strengths:


Scions success comes from their strategy of providing quality vehicles and relatively affordable prices.  Scion immediately captured market share by producing vehicles that were stylish in design, safe and yet were affordable for almost all market segments.  To further attract customers Scion offered its “Pure Price” method, which equates to the prices that are listed on the dealership’s window is what you will pay without the hassle of haggling with a salesman.  Scion customers were also able to customize their vehicles with factory accessories relatively inexpensively.   This boosted their attractiveness to all consumers, further expanding their reach throughout the economy car industry.
To gather an even larger audience and to allow customers to feel like they are purchasing a car made just for them, everything can be done online.  On their website, www.scion.com, you can pick and choose parts and build your own car.  Everything from the color of the car to an illuminated cup holder you want can be customized.  Dealerships also have computers available where customers can sit and use the interactive website.  This extra functionality is something that few if any competitors provide and allows the customer to custom tailor their vehicle to their personal style and price.  The website also gives dealers access to real time information about the client and makes it a much easier to sell a car, as the customer has already told you exactly what they want and for how much.

Safety is also a major concern for most consumers.  Scion vehicles include driver and passenger front airbags as well as additional airbags in rear head restraints and along the driver’s knees.  These features are not standard in the industry and are definitely something one wouldn’t expect to find in a car that has a starting price tag near $15,000.  
Internal Weaknesses:

Scion’s original target market segment was the “Gen Y” consumer; however, they neglected to take into account that the average “Gen Y” customer does not have a large amount of disposable income.  This can be a major problem for a company whose products cost thousands of dollars.  After realizing this Scion has continually struggled to find a place to promote their product.  
External Opportunities:

Once Scion has built up its brand recognition and consumers realize that the quality of the cars is comparable to much more expensive vehicles they can demand higher prices.  This would be similar to what Toyota did with one of their other subsidiaries, Lexus.  When Lexus entered the market the cars were priced similar to other Toyota models like the Camry, but as customers became more aware of the high quality of Lexus vehicles they were able to raise prices and grow their customer base at the same time.  If Scion were to do the same there is the problem of Scion entering into Toyota’s market segments and in turn cannibalize Toyota sales.  This may not be an issue as many other manufacturers have multiple brands competing in the same segment.  By having several companies working in one segment it gives the consumer a sense of more options and the company will hold a larger market share in the segment as a whole.
External Threats:


As a newcomer to the economy car industry Scion has prospered, but it may not be too long before their competitors catch up.  Many of the features that differentiate Scion from their peers are not extremely difficult to mimic.  Companies such as Kia, Saturn and Hyundia can imitate Scion’s unique approach to auto sales and in turn steal what makes Scion so special.  

Also with success comes competition.  Scion’s success in the economy car industry could look like a lucrative venture for car manufacturers who currently are not selling entry level cars.  

Prior to delving into an extensive analysis of Scion’s pricing strategy, it is significant to briefly examine the company in relation to the concept of the Four P’s of marketing because pricing is essentially a “harvest” of the other P’s (Srinivasan, 1/3/05).  The Four P’s consist of the product itself, the product’s place of distribution, the product’s promotion, and the product’s pricing.

PRODUCT

First, it is essential to understand the caliber of product that Scion is offering.  The Scion is a compact economy car that comes in xA and xB models, as well as the tC.  The Scion xA and xB are based off of the Japanese IST and bbX, respectively.  Scion is a new line of vehicles created by Toyota and essentially aimed at Gen Y, the up-and-coming group born between 1980 and 1994.  Many of them are too young to drive, but Toyota notes that by 2020 they will account for 40 percent of the vehicle market (San Antonio Business Journal).  
Toyota officially announced the creation of Scion in March 2002 at the New York International Auto Show with two concept vehicles.  However, its roots began in 1998 with the formation of the Genesis Group, whose mission was to connect with Gen Y buyers (San Antonio Business Journal).  The Genesis Group, later renamed Scion, was responsible for the new line of cars (Business Week Online). "Scion" means “descendant of” and demonstrates Scion's obvious heritage and connection to Toyota Motor Sales, USA, Inc. (scion.com).  
The Scion is also an inexpensive car that can easily be personalized. The Scion line offers impressive base models at a predetermined price.  Upon this base model, consumers are offered a wide range of enhancements and various other packages to further differentiate their vehicle from the masses.  Choices range from sporty touches such as rear spoiler and bigger wheels to leather trim, Bazooka subwoofer, and CD changer.  Plus, owners may add lighting to make their cupholders or the under-dash area glow in the dark, as well as performance equipment from Toyota Racing Development. Consumers may also relish in the fact that Scion aftermarket products are on the rise (San Antonio Business Journal).    

PLACE

Scion began selling its first two production models, xA and xB, in 105 California dealership showrooms on June 9, 2003. In February 2004, sales expanded to cover 23 more states in the Gulf States, Southeast, and East Coast regions. In June 2004, the launch of the 2005 tC sports coupe coincided with the completion of Scion's national rollout (autofan.com).
Scion.com and the dealership showroom allow consumers to explore at their leisure and learn about the brand at their own pace. Scion inventory management utilizes a pull philosophy rather than the traditional push method. When combined with the ability to accessorize vehicles at the dealership, this customer-driven approach helps ensure that the right car is matched to the right customer. Research also showed that although Gen Y wants a more timely transaction, most are willing to wait about a week for their custom-built car.
The Scion dealership environment caters to buyers who want the resources to answer their questions, but who also desired the freedom to explore at their own pace. The Scion showroom accomplishes this through three key areas, each with a specific focus:

· The product area includes highlights of the vehicles' features on 50-inch plasma screens, several accessory display cases, freestanding paint and fabric selector stands and, in many showrooms, a Scion vehicle customized with accessories.

· The discovery zone consists of self-service Internet kiosks and printer stands.  Users can log onto the Scion Web site, simulate customization of their chosen vehicle, and then save or print out the data for reference. This streamlines the purchase process and facilitates a more personalized shopping experience.

· Finally, the consultation space involves a certified Scion sales staff that will offer assistance and guidance for shoppers who have any additional questions.

About 65 percent of Scion dealers installed the showroom within their current dealership. The rest either expanded their showroom or have a separate facility (autofan.com).

Scion desires to create a comfortable shopping environment for the consumer.  It is all but guaranteed that salespeople will not approach the potential buyer until that individual is ready or upon the consumer’s actual request for assistance.  This is an attempt to change the way consumers view the car-buying process and the general stereotypes of salespeople.  “In an atmosphere of ambient music and laid-back sales consultants, Scion's "guests" choose the model, color and transmission, and can then add accessories like body decals, neon-like interior lighting, and color-coded steering wheels and gearshift knobs” (Detroit News).  Scion’s vice-president, Jim Farley, places emphasis on the fact that the entire transaction time should take no more than 90 minutes.
PROMOTION

In a break from traditional marketing techniques, Scion has adopted an unbundled marketing approach, utilizing a variety of partners to develop and implement marketing strategies targeting an extremely diverse and elusive consumer base. Each partner will add a different element of insight and creativity. ATTIK's San Francisco office leads the development of Scion's overall advertising strategy and creative direction. Oasis, based in New York, oversees all creative aspects for Scion's Web site, which plays an integral role in Scion's marketing strategy.  DHAP Digital in San Francisco provides technical development for the site (scion.com).
There is no expensive advertising effort; only ads in youth-oriented magazines supplemented by a state-of-the-art Web site and guerrilla-style marketing at arts and music events (Detroit news).  Scion advertising has appeared under the radar screen of most mainstream consumers. Mass media is proportionally small and finely focused as the nature of Scion's communications are deliberately underground.  “Broadcast is typically aimed at late-night network and cable. Print media uses non-traditional formats like multi-page outserts featuring acetate overlays polybagged with magazines” (autofan.com). Outdoor publications are used extensively for their simplicity and strategic placement in high youth traffic metro areas. “Wild postings are a relatively new type of "guerilla" media form for the automotive industry and a more creative form of micro-outdoor advertising that adds an important element of surprise, intrigue and personalization evident in all things Scion” (autofan.com).
Scion’s vice-president Farley firmly believes, “the key is to reach Gen-Yers where they live -- their music, art, clubs and fashions.” To better address this new target group, Toyota dealers are hiring Scion salespeople from clothing stores and Internet providers. Even further, Scion's marketing team is more attuned to magazines like Urb and Accelerator rather than Time and Newsweek (Detroit news).
PRICE

Following is a table that demonstrates the base price consumers can expect to pay before adding other options (automotive.com):

	



		2005 Scion tC 

		MSRP Range: $15,152.00 - $16,800.00 

		Destination Charge: $515.00 

		
		

	

	


2005 Scion xA 
MSRP Range: $11,855.00 - $12,530.00 
Destination Charge: $515.00 


	


2005 Scion xB 
MSRP Range: $12,995.00 - $13,730.00 
Destination Charge: $515.00



Scion is unique because both the products and buying process are designed to create a whole new culture that will change the consumer's car buying experience.  Scion.com notes, “At Scion we respect your time by creating a simple, straightforward, easy to understand approach called ‘Pure Price’”.  The Scion "Pure Price" solution is a way to meet the buyers' desire for consistency and transparency. It means that the dealership's advertised price equals the actual transaction price. This principle should apply to accessories, finance, and insurance.  These prices acknowledge the Scion target's budget while giving them an unprecedented level of value.
Scion's "Pure Price" purchase experience means no haggle, no hassle.  The price you pay for all products and services offered equals the dealership's posted and advertised price.  Price menus are clearly posted in the dealership showroom for all products and services.  

PRICING STRATEGY

Scion utilizes a customer-driven pricing strategy.  This concept is becoming increasingly popular because, “most companies now recognize the fallacy of cost-based pricing and its adverse effect on profit.  They recognize the need for pricing to reflect market conditions” (Nagle 6).  More specifically, Scion offers an optional two-part pricing strategy.  This is because each consumer can expect to pay the same price for the base model of car.  However, the consumer, should they desire, may then add a variety of features and/or packages to their car.  Thus, Scion is able to provide an inexpensive car to those looking to spend a minimal amount of money as well as market to those interested in the ability to customize their new car at a reasonable price.  

Scion is interested in generating revenue, but they are also aware that they are targeting an audience that does not have much money to spend on new cars.  Therefore, Scion is priced low to attract these young consumers who are all potential future Toyota and Lexus customers.  The great advantage is that if these young Scion consumers enjoy their Scion experience, then they may return later in life, after becoming financially successful, to buy the more expensive luxury car.  They may do this simply because they were satisfied with their Scion experience and they relate the companies.  Essentially, the Scion experience is responsible for instilling a sense of trust in the young consumer towards the Toyota brands; Scion does this by offering a value to the younger generation.  
COSTS

Toyota has consistently proven itself to be a very efficient and cost-effective company, and consumers should expect no less from the Scion branch. The company saves costs in several areas; many of these methods have been learned from Toyota’s actual industry experience. 

Part of the way costs were cut is by basing the xA and xB models off of the Japanese IST and bbX, respectively. Toyota also skipped making costly prototype vehicles and used advanced computer software to develop "simulated" prototypes. Scion vehicles will also share many parts with existing Toyota vehicles, like the Echo's 1.5L 108 hp engine and the Celica's five-speed transmission (autofan.com).  Further, the U.S. market 2005 tC shares a chassis and powertrain with Avensis, a high-volume Toyota car sold in Europe. This enables Toyota to spread the investment over more than the 60,000 tC coupes it plans to sell each year in the USA.  The result is that Toyota can profit on the coupe at relatively low selling prices (USAToday.com).
Port pooling of dealer stock and port installation of accessories have made delivery of a custom-ordered vehicle quicker and easier, while keeping dealer inventory at minimal levels. The speed and ease of the process is further enhanced by a buyer who has typically already "built" and priced-out his/her new Scion online before ever stepping foot in the dealership (autofan.com).  The Scion approach to inventory management saves capital for the company because the vehicles are essentially shipped at the consumer’s request, instead of sitting on a dealer’s lot for months.
FINANCIAL ANALYSIS

“In autos, the Japanese rule. And in Japan, one company -- Toyota -- combines the size, financial clout, and manufacturing excellence needed to dominate the global car industry in a way no company ever has” (Business Week Online).  Toyota may not be the best in every category.  For example, GM is bigger and Nissan makes slightly more profit per vehicle in North America.  “But no car company is as strong as Toyota in so many areas” (Business Week online).

Since the Scion's U.S. launch in California in June, Toyota has sold nearly 7,700 of them, 30% better than forecast. Toyota Vice-President James Farley says three out of four buyers of the brand had no intention of buying a Toyota when they started looking. "That's exactly why we started the Scion," he says (Business Week Online).
The Scion business model has produced a beneficial situation for both buyer and dealer. Scion's pure-price philosophy has given Scion tremendous credibility with the typical extremely suspicious consumer.  Dealer profitability remains strong due to the additional profit potential from customization with the various offerings of accessories and packages. 

Sales are going well, hitting almost 100,000 in 2004 with only partial rollout of the brand (San Antonio Business Journal).  
CUSTOMERS

Research has determined that, “although the dealer represents credibility for the brand and the sales process, Scion's target market made it clear that they desired a different relationship with the salesperson. Target buyers point to timeliness, simplicity, and comfort level as the three essentials in a sales experience” (autofan.com).

In response to these findings, Scion is structured as a dealer-within-a-dealer.  All Toyota dealers are offered the opportunity to sell the Scion line. Scion is offered in an unmistakably dedicated environment and features its own certified sales staff. The environment is low-key and buyer-friendly and clearly exhibits that this is not business as usual (scion.com).  Like Saturn, Scion has a no-haggle policy, and showrooms are adorned with plasma video screens, Internet kiosks, and displays to let buyers shop without being dogged by eager salespeople (San Antonio Business Journal).  

It is extremely noteworthy that Scion is able to provide consumers with unique value.  Scion not only offers the consumer an automobile, but a new lifestyle group to belong to.  Scion owners consider themselves a different crowd and are more than ready to share their Scion experience with other owners.  Scion has even gone so far as to host an event in February 2004 where Scion owners gathered and shared the enhancements to their cars.  Vice-president Farley recalls, “after we launched in California, we received requests from owners to have some type of gathering.  So in February 2004, we decided to hold a Scion-sponsored owners’ event where the company and the buyers could just get to know each other.  We called the event Scion Exposed and held it at a decommissioned military base in Southern California. We set up a few tents, brought in some local DJs to provide music and put out some chips and flavored water” (Farley 1/19/05).  The turnout was overwhelming and much more than anticipated.  It was apparent at this time that Scion had created a loyal group of owners, comparable to the Harley Owner’s Group (HOG), which periodically participates in group gatherings and events.  The Scion brand has clearly created a unique value to its owners.

Scion is also perceived as a great deal to the majority of consumers.  Their prices acknowledge the Scion target's budget while giving them an unprecedented level of value.  The company makes a conscious effort to accommodate the youth market, as they recognize these consumers do not have as much to spend at this point in their life.  
COMPETITION

Scion faces many competitors in the economy car market, but it still realizes tremendous increases in revenues due to its low-price, added-value strategy.  Opponents are not able to offer similar vehicles at such low prices, which enables Scion to market to an elusive youth market.  

Scion inventory management utilizes a pull philosophy rather than the traditional push method.

Scion further asserts a proactive effort to deter future competition by attracting consumers with the Scion at an early age.  The philosophy is that young Scion owners could mature into future Lexus or Toyota luxury car owners.  For this strategy to work, it is imperative that Scion portrays a reliable and respected image, so that young consumers appreciate the service and value that Scion provides.  If all progresses accordingly, the young Scion owner will impart their positive Scion experience on to other Toyota companies.  This can potentially equate into enormous future revenues for the Toyota company.

Conversely, if Scion does not turn into a success, it will not seriously hurt the Toyota or Lexus brand images, even though they are all from the same parent Toyota company.  Executives at Scion admit that the beauty of the Scion venture is that it encompasses the concept of change.  This is beneficial in addressing the changing desires and tastes of the younger market.  The Scion brand was created to deal with changing tastes and can be easily altered if necessary.  This is a recommendable approach for Toyota, as it is would be much more readily accepted by consumers to change the Scion as opposed to changing a popular car, such as the Camry, that has been around for so long.  This is significant because Toyota has recently decided to drop two types of cars, the Celica and the Echo, that were initially intended for the younger market.  Because of this, Scion is being developed with the intent to keep it for as long as it works, but also Scion has the underlying option to change with no major adverse affects on parent company Toyota.  
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