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Beware the Perils  
of Predatory Pricing

Using Customized Pricing 
Solutions to Your Advantage

PPS Happenings 1984-2007, Now in its 24th year

PPS will host five simultaneous, two-day workshops at the Chicago Westin 
O’Hare Hotel in Chicago, IL. Because the content of these workshops will be 
so comprehensive, you will earn two credits toward your designation as a Certi-
fied Pricing Professional (CPP).

Core-skills Group Workshop: Pricing For Profitability with John L. Daly; 
Pricing Research: A View of Tomorrow with Greg Thomas

Industry/Advanced Group Workshops: Pricing for Service Providers with 
Reed K. Holden and Mark Burton; Pricing, Bundles and Tiering with Rob 
Docters and Bert Schefers; Pricing and Revenue Optimization with Warren 
Lieberman

A Training Investment with Strategic Rewards: To be competitive in today’s 
economy, companies must utilize optimal pricing strategies. Your firm will 
benefit by identifying the most effective approaches for its specific market, and 
these certified pricing workshops are designed to help you do just that. Each 
two-day workshop will be highly interactive combining theory, tactics and case 
studies to enhance the learning experience. Collectively, they will offer you an 
excellent opportunity to accelerate your certification as a CPP. To view brief 
course descriptions, or to download a .PDF copy with complete course details, 
please go to: www.pricingsociety.com. 

Certified Pricing Workshops in Chicago, July 12-13

Beware the Perils of Predatory PricingHermann Simon, Ph.D, is the chair-

man of Simon-Kucher & Partners, 

Strategy & Marketing Consultants, a 

global consultancy on strategy, pric-

ing and marketing. He is also the 

co-author of “Manage for Profit, Not 

for Market Share” (Harvard Business 

School Press, April 2006). In this 

interview he discusses the pitfalls of 

predatory pricing. For more informa-

tion, you can contact him at:  

Hermann.Simon@simon-kucher 

.com.

How common is “predatory 
pricing” and is it ultimate-
ly an effective way to drive 
out rivals or prevent them 

from entering a market?

In our view, predatory pricing is much 
less common than people think. It very 
rarely makes sense from an economic 
perspective and managers intuitively 
seem to know this. Ever decreasing bar-
riers to entry (“the world is flat”) make 

it very unlikely that predatory pricing 
produces a sustainable market position.

Let’s look first at the effectiveness of 
predatory pricing in preventing rivals 
from entering a market. It practically 
never works. Potential rivals look at the 
growth, the size, and the general at-
tractiveness of a market, and then judge 
their relative strength. They do not look 
primarily at the current price levels. 
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The Value of Price Transparency
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It would make sense for a company to 
undercut competitive prices only if it has 
a clear and sustainable cost advantage, 
and can credibly communicate that ad-
vantage. But that is not predatory pric-
ing. Such companies are simply sharing 
their cost advantage with their customers 
while still making a profit. That is a per-
fect way to build and to defend a market 
position. 

How effective is predatory pricing in 
driving out rivals? Again, a big illusion 
prevails regarding a company’s potential 
success. You would need very, very deep 
pockets to sustain such a strategy and see 
it to fruition, because you need to absorb 
losses for years at a time. 

You can recoup those losses only if you 
really do reduce future competition by 
eliminating rivals, and if you can satisfy 
the market’s demand on your own, and 
if the future market has high enough 
barriers to entry to prevent new rivals 
from emerging. 

Those are pretty slim odds, so why 
would anyone in their right mind try 
this strategy? It’s better to behave peace-
fully and coexist with your competition 
by focusing your resources on attract-
ing customers, not attacking competi-
tors.

In some rare cases companies may ac-
cidentally charge prices below variable 
cost, simply because they do not know 
their cost position very well. 

Think of a manufacturing firm which 
has trouble assessing the true cost of all 
the additional services it provides to its 
customers, such as overnight delivery at 
no extra charge. This is not predatory 
pricing, because it is not deliberate.

When companies establish a pricing 
strategy, do they need to keep poten-
tial predatory pricing in mind, either 
for fear that competitors will engage 
in it or that they themselves will be 
accused of engaging in it and thus be 
subject to court or regulatory actions?

The first basic rule of any sound pricing 
strategy is: Don’t sell below your vari-
able costs. This already steers you clear 
of predatory pricing. But where do you 
go from there? A company’s first prior-
ity must be to extract adequate value for 
what it offers to customers. 

Most companies invest heavily in value 
creation, the delivery of ever greater val-
ue to customers. But they neglect value 
extraction, which involves earning a 
profit by getting the appropriate value 
back from customers in return. 

You extract value by gaining a deep un-
derstanding of your customers’ willing-
ness to pay, not by attacking the compe-
tition.

Can you rule out that a competitor 
might try to engage in predatory pricing? 
No, you can’t. I admit that you cannot 
select your competitors. Having an ag-
gressive or stupid competitor can make 
life very difficult. 

But again, the primary brake on predato-
ry behavior should be financial common 
sense, not solely the threat of regulatory 
action. 

Companies do indeed need to choose 
their pricing strategies very carefully if 
they have a high enough market share to 
create a potential for market power. 

But unless a company truly commands 
a superior and sustainable cost position 
– and that situation is rare – then that 

company should forget about aggressive, 
low-price strategies. 

Regulatory bodies in Europe and the 
U.S. take different views of this mat-
ter. Witness the problems that Micro-
soft has had in Europe vs. the U.S. 
Do multinational companies need to 
develop different pricing strategies 
for different markets; and if so, given 
the transparency now provided by the 
Internet, do they face alienating cus-
tomers who may find it easy to discov-
er that what they are paying does not 
match what customers in other loca-
tions are paying?

The Internet, the disappearance of 
trade barriers, and the standardization 
of products and technology have mark-
edly increased international price trans-
parency. 

Think of the pharmaceutical markets. 
Cross-border price comparisons have be-
come the most relevant criteria for regu-
latory bodies, especially in Europe.

But companies should not go to the ex-
treme and set uniform prices across en-
tire regions or even the world. Quite a 
few firms have adopted this approach in 
Europe, and I think it is a big mistake. 
Costs, customers, competition, distri-
bution channels, and trade habits differ 
from country to country. 

It is fully in the spirit of economics and 
fair competition that price differences 
reflect these conditions. But you must be 
aware that the large price differences of 
yesteryear are no longer feasible. 

Arbitrage costs have decreased, transpar-
ency has increased, and watchdogs are 
better informed. These changes must 
be reflected in a narrower international 
price range. 

Our recommendation is to establish a 
“price corridor” which takes all of those 
factors into account and helps minimize 
friction among customers, dealers and 
authorities. 

Companies do indeed 
need to choose their 
pricing strategies 
very carefully if they 
have a high enough 
market share to create 
a potential for market 
power. 




