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Making the Right Pricing Calls  
under Pressure

Avoiding the Siren Song  
of Price Discounts

Businesses must constantly bal-
ance the need to discount prices 
in order to maintain sales with 
the need to keep profits flowing 

to pay expenses. There is a fine line be-
tween success and failure in this balance. 

Unfortunately, many companies fail by 
discounting too much. The net results 
of the discounts are dramatically falling 
profits and destruction of brand image 
and pricing power. 

It’s a short-term versus long-term focus. 
If you worry too much about the near-
term, you can destroy the lasting vi-
ability of your firm. It’s actually easier 
to discount, to go for the immediate 
benefit of revenue and to worry about 
the future later. The analysts, customers 
and salespeople will applaud you. The 
problem is that the long-term implica-

tions might actually be worse. 

When the recession does end, if you have 
destroyed your value and profits and 
pricing power, you may fail just when 
you should be seeing the benefits of the 
increased growth. The failure will come 
from the decisions made now and the 
failure to protect your customer image of 
value which is, of course, the long-term 
view.

There is a great example of a company 
that is holding steady to its high-value 
course—Abercrombie. The upscale, chic 
clothing line is “ignoring” the downturn. 
In a recent article in The Wall Street Jour-
nal, writer Nicholas Casey points out 
that “markdowns are the knee-jerk re-
action of most retailers when invento-
ries pile up and demand drops.” Boy, we 
couldn’t agree more. Senior management 
at Abercrombie is resisting that urge and 
seems to be doing okay as a result. 

Casey points out 
that while Ab-
ercrombie’s sales 
have dropped 
28%, competi-
tors that have 
followed the 
discount strat-
egy have only 
seen sales decline 
around 10%. 
While that may 
seem to support 
the latter ap-
proach, Aber-
crombie’s mar-
gins have held 
relatively steady 
at 66%, while its 
competitors have 
seen margins fall 
to roughly 30-
40%. 

With a margin 

benefit of over 30% and a relative sales 
drop of 18%, it would appear that Ab-
ercrombie’s strategy is working quite 
nicely. Yes, revenue is down but profits 
are actually higher than they would 
have been if the company had fol-
lowed the siren song of price discount-
ing.

How has the stock market responded? By 
trashing the stock. It has current-
ly dropped 80%, and several ana-
lysts are recommending a “sell.” Smart 
investing? We don’t think so. We further 
think that Mr. Casey is missing an im-
portant point. Margin percentages aside, 
Abercrombie is making more profit dol-
lars by resisting price discounting than 
those companies that are engaging in it. 

Yes, the companies that are discounting 
are able to move out inventory thus free-
ing up cash. But, even with excess inven-
tory, dropping price devalues that inven-
tory just when people are more likely 
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How has the stock market responded?  
By trashing the stock. It has currently 
dropped 80%, and several analysts are 
recommending a “sell.”
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to be coming in for Christmas presents 
anyway. It doesn’t accomplish as much as 
the companies would hope. 

Here is the question: Which is more im-
portant, sales revenue, margin percent-
age or profit dollars? The answer is…
profit dollars. Though they fund every-
thing, they really are never looked at in 
a downturn. It’s okay to sacrifice revenue 
to achieve profit dollars. It’s also okay 
to sacrifice margin percentage as long as 
profit dollars stay high. 

Problems arise, however, if one reduces 
margins by 50%—moving from 60% 
to �0% (as some analysts would like 
Abercrombie to do) since sales must 
double to keep profit dollars the same. 
Given that it is probably impossible to 
get that kind of growth, it is often bet-
ter to let revenue decline dramatically. 
That’s what Abercrombie is doing. 

Our guess is that when the dust clears 
from this latest holiday season, the com-
pany is going to be doing just fine while 
some of these other firms are going to be 
in liquidation or under Chapter 11 pro-
tection. It may be hard to watch, but we 
can all learn an important lesson here.

When Price Increases 
Come Too Late and Are a 
Dollar Short
In November 2008, many companies 
started to discuss price hikes. But, in 
general, they were late. Why? Because 
the stars were truly in alignment to con-
sider increases more than six months 
earlier. At that time commodity prices 
and other costs were rising dramatically. 
Demand was stable, and profits were be-
ginning to tumble. Further, customers 
would have seen that costs were rising, so 
sellers who pushed price increases would 
have appeared quite credible, and their 

adjustments accepted with only minor 
complaining.

Since then conditions have changed dra-
matically. Today, costs are beginning to 
tumble—literally. Iron prices are down 
almost 75%. It costs less than half what 
it did just a few months ago to fill a gas 
tank. Demand is falling as well. Country 
after country is admitting that it is fall-
ing into recession. 

Trying to raise prices now lacks credibil-
ity with customers and salespeople. And, 
with demand declining, unless you have 
a world-class competitive pricing capabil-
ity, competitors are going to attack you 
directly or from the flanks, thus taking 
away lots of business when you can least 
afford it.

Now the evidence is beginning to come 
in to confirm this. Heinz tried to raise 
its ketchup prices in August. Early indi-
cations suggest consumers are “switch-
ing to private label brands,” and retail-
ers are balking at the increases. Heinz 
executives responded, internationally, by 
giving away more product with “buy-
one-get-one-free deals.”  Analysts are 
beginning to agree that the timing of 
this increase was lousy–and that was five 
months ago. Trying to do it now is even 
worse!

World-class pricing organizations need 
to be proactive. They need to antici-
pate many potential actions–including 
raising prices. However, before going 
ahead with any increases, they should 
evaluate all internal and external condi-
tions before proceeding. 

Trying to raise prices in a period when 
the justifications are no longer cred-
ible usually results in deeper discount-
ing to make up for the negative retailer 

and consumer reactions—thus making a 
tough situation even worse. We expect to 
see a lot more discussion on this as com-
panies continue to react tardily to condi-
tions existing months ago and meet with 
similar results.

Heinz tried to raise 
its ketchup prices in 
August. Early indications 
suggest consumers are 
“switching to private 
label brands,” and 
retailers are balking at 
the increases. 




