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Avoid These Potential Pricing Minefields

Price Discounts are Killing 
American Business

Last year, the GDP in the United States 
was $12.5 trillion. Assuming specula-
tively that at least 10% was given away 
in discounts overall, then U.S. business 
spent more than $1.25 trillion in dis-
counts. This is value that does not exist.

Harold Hill, the “Perfessor” in The Mu-
sic Man tries to sell value that doesn’t 
exist and is very successful at it. While 
what Hill is selling has no value, it ser-
endipitously meets a psychological need 
of the customer, allowing for a happy 
ending. As pricers, we constantly try to 
sell value, but we always think of it as a 
tangible item as opposed to something 
that meets the psychological needs of the 
customer. 

A price is a declaration of strategic in-
tent. The intent is a communication of 
the value of the product or service being 
offered. Discounts immediately erode 
the value proposition. If not managed 
well, they become the price. They can 
render the quoted price and value offered 
meaningless. 

Discounts were intended to change spe-
cific behaviors of customers when it 
came to pricing. If you offer a volume 
discount, it is to get customers to buy 
more. If you offer a seasonal discount, it 
encourages customers to buy out of sea-
son. When you offer payment terms, it 
is to get customers to buy now and pay 
later.

I remember a discussion I had some 
years ago in the Midwest with a Vice 
President of Strategy for a large agricul-
tural supplier. The CFO had decided on 
offering special financing terms to grow-
ers. The VP expressed some misgivings 
about the plan. It effectively reduced the 
net price by a substantial margin. 

This move encouraged competitors to 
match instantly the terms and condi-
tions. This eliminated any competitive 
advantage for anyone in the industry. 
I cannot recall all the circumstances 
of this initiative, but the industry as a 
whole lost margin because of it. 

The time to create special terms and con-
ditions is when your competitors cannot 
match. It should also, like any pricing 
move, yield a satisfactory return.

The origin of the supplier discount be-
gan with J. Ignacio de Arriortua (a.k.a. 
Inaki or Lopez the Terrible). Lopez was 
recruited by the CEO of General Motors 
to help reduce cost. In the 1970s, the 
justification for any price increase was an 
increase in cost. With a vengeance, Lo-
pez launched a program with suppliers to 
cover their costs and provide them with a 
fair return on investment. He hired cost 
accountants and economists to help with 
the program, which turned the tables 
on suppliers who had very conveniently 
used cost increases as the reason for price 
increases. He created the concept of the 
“target selling price,” which locked sup-
pliers into a formula for pricing.

The rise of every day low prices (EDLP) 
should be very instructive to us about 
the insidious nature of discounts. Re-

tailers embraced it to smooth out their 
weekly demand, and manufacturers 
bought into it to streamline production 
planning. 

Sears was one of the first to adopt EDLP. 
The hope was that customers would not 
be waiting for blowout sales and would 
buy year-round. It took a lot of growing 
pains to adjust to this new concept. 

Worse still, after accepting the new pric-
ing concept, retailers began demanding 
the same discounts as they had before. 
There is no denying that it did change 
buying behavior. 

The success of EDLP did not eliminate 
the need for special promotions for re-
tailers and manufacturers to drive vol-

The pricing journey is littered with 
minefields. You might be tempted 
to go in one direction — using dis-
counts to change buyer behavior 
— or you might be persuaded to take 
a different tact, using patents to pro-
tect your market position . But don’t 
be fooled. These paths will take you 
down a road that ultimately leads to 
increased competition and profit ero-
sion. What pricers really need to fo-
cus on is creating product value and 
legitimizing price. This article was 
first published in the Harrison Pric-
ing newsletter, which can be viewed 
for free at www.harrisonpricing 
.com. It is reprinted with permission.

The ever popular musical, The Mu-
sic Man, first opened on Broadway 
in 1957. It’s the story of a traveling 
con man, “Perfessor” Harold Hill, 
who arrives in River City, Iowa, to 
swindle the trusting and gullible 
townsfolk. 

Claiming to be a musical genius, 
Hill’s con is to bilk people of the 
money needed to buy uniforms 
and musical instruments for a 
band. But, unexpectedly, he falls in 
love with the local librarian/music 
teacher Marian, and his nefarious 
scheme is ultimately discovered by 
the inhabitants.  

While The Music Man happily 
concludes with the new band mi-
raculously performing without any 
instruction (and the townspeople 
forgiving Hill), we are convinced 
that discounting will not lead to a 
similarly happy ending for towns-
people throughout America.

Pricing Lesson From 
The Music Man
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ume. Retailers also found that some 
products just respond far better to pro-
motional sales than EDLP. Because of its 
impact on absolute demand, they could 
increase total sales and search for pro-
ducers who would additionally support 
them with the traditional promotional 
tools. 

But who shoulders the burden of these 
additional discounts? That cost was 
borne by the manufacturing community. 
Manufacturers also benefit from greater 
sales volumes; but the jury is still out as 
to whether all these special promotions, 
co-op advertising and other spiffs pay for 
themselves. 

It is common for the buyer of industrial 
goods to be incented by the ability to ex-
tract discounts from the seller. And the 
heaviest weight of all comes in the form 
of the contractual obligation between 

supplier and buyer, the ubiquitous vol-
ume discount agreement.

Over the past decade, I have had many 
misgivings about volume discounts. It 
is anti-competitive because it favors the 
big producers who buy more. Anti-com-
petitive legislation is designed to ensure 
there is a competitive, level playing field. 
How level is it for the smaller purchaser 
if you can buy big and get an enormous 
discount? Is that not a competitive ad-
vantage? Add to this the costs of ad-
ministrating and reconciling the myriad 
agreements, each with their own modi-
fications. 

It is rare for companies to be able to 
claw back discounts already given, and 
suppliers are often committed to provide 
hidden discounts. These hidden dis-
counts often include the following:
• Merchandising allowance

• Trips allowance
• Volume rebates 
• Freight delivery, insurance
• Special order costs
• Technical support 
• Supply guarantee 

Here are five principles to follow when 
you are managing discounts:
1) Specify the volume/profit objective of 

the discount.
2) Measure it on a regular basis.
3) Treat your discount as an exercise in 

price elasticity.
4) Calculate the cost of your discount.
5) Measure customer satisfaction.

It is time to address this issue before the 
death spiral reaps havoc on our manufac-
turing scene. Pricers today need to con-
centrate on those other factors that cre-
ate product value and legitimize price.

Price Protection in Patents

Even some of the best pricers may be-
come focused on nuance, losing sight 
of the bigger picture. They see complex 
patterns and themes that elude accoun-
tants, engineers and fellow marketeers. 
It is amazing how many pricers get lost 
in the details and miss seeing obvious 
threats to pricing.

A common practice for companies with 
hot new products is to find an armor to 
protect them from competitors. This ar-
mor is frequently believed to be the “bul-
let-proof patent.” Who can blame them? 
It seems very effective. Patent protection 

is intended to provide a long-term fence 
around the product. It clears the market 
from direct competitors so prices and 
profits can be maximized. Confident in 
that protection, companies invest huge 
resources in product and market devel-
opment. This sometimes diverts their 
focus and depletes the resources needed 
to do other things. 

We know from product life cycle stud-
ies patent protection only invites com-
petition. In our practice as pricing con-
sultants, we have advised clients against 
relying on patent protection to elude 
serious competitive attacks. Competi-
tors will continually seek ways around 
patents. As we have often advised: Never 

develop a pricing strategy based on law. 
It will take years to defend the patent, 
and one can never count on the vote of a 
judge who does not understand the is-
sues. 
 
Also, remember that this is a global 
economy. A patent may have jurisdic-
tion in one country, but not another. At 
any time, a patent may be attacked by 
a global competitor who does not care 
about the judge in Washington, who can 
produce the product as well and who can 
undercut the market. That competitor 
could be devastating. Think China.

To paraphrase a well-known financial 
maxim, “The effect of risk is greatest 
when least expected.” When we feel saf-
est is exactly when we are most vulner-
able. The time to start worrying about 
price is as soon as there is a distinct feel-
ing of security. The higher the price you 
can charge, the more your competitors 
will circle your wagon.

To defend, we continually emphasize a 
focus on the price/value relationship as 
though you were in a totally competitive 
market. To lose that focus is to invite ca-
tastrophe.

Fearless, a 1993 film starring Jeff 
Bridges, is about a man who survives 
a plane crash and comes to believe 
that he is invincible. He takes fool-
ish risks with his life believing that, 
because he survived the crash, he can 
survive anything. It becomes apparent 
that while the man is incredibly lucky, 

he is far from invincible as he meets 
the grieving mother of someone who 
died in the crash.

Like Jeff Bridge’s character in Fearless, 
many pricers believe themselves to be 
invulnerable due to the protection of a 
patent. This, too, is an illusion.

Price Protection and the Movie Fearless




