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

Our PPS tradition is to host a post-workshop celebration for those who attend 
the CPP workshop. This year we are really excited to announce that our huge 
blowout will take place at the recently launched Georgia Aquarium. 

The Georgia Aquarium is the world’s largest aquarium facility, with more than 
8 million gallons of marine and fresh water, and more than 100,000 animals. 

Workshop attendees will be whisked directly from the hotel to the aquarium 
and will have tickets to tour the aquarium before the fabulous celebration re-
ception starts. The reception itself takes place at The Oceans Ballroom, which 
features a spectacular aquarium viewing window. A heavy hors d’oeuvres meal 
will be the highlight of the evening and will be provided by Wolfgang Puck 
Catering. 

The festivities are open to workshop attendees only at no extra cost. We wish to 
thanks the Deloitte Pricing Center of Excellence for exclusively sponsoring and 
making this wonderful event possible. 

For details on the five CPP workshop choices being offered and to sign up, go 
to www.pricingsociety.com.

Atlanta Workshop Attendees to 
Celebrate World’s Largest Aquarium

Practical Pricing Advice  
From Holden Advisors

Current events can provide valuable 

pricing lessons. Using excerpts from 

The Wall Street Journal, Holden 

Advisors first discuss pricing strategy’s 

“Red Zone,” sticking to your guns 

when raising prices and the fallout 

in a drug-pricing case study. These 

excerpts are being reprinted with per-

mission from the newsletter produced 

by Holden Advisors principals Reed 

Holden and Mark Burton. You can 

find more information at the Web 

site holdenadvisors.com or by calling 

the firm at (978) 405-0020.

Watch Out for the Red Zone
Observations by Dr. Reed Holden, from 
“Profits Likely to Slow in ‘07” by Con-
stance Mitchell Ford and Rafael Gerena-
Morales, The Wall Street Journal, Jan. 2, 
2007:

Well, it’s been a great run of profit and 
sales increases for a lot of businesses. 
But if you listen to some of the lead-
ing economists, the party might be over 
for a while. Projections for 2007 are for 

slowing growth in many markets and 
declining profits. Price increases, which 
have been used to cover increasing com-
pensation and components costs for the 
past few years, are going to be tougher to 
make stick. 

Unfortunately, most sales and pricing 
managers have a terrible habit of overre-
acting when this happens and use price 
discounts to solve the problem. The real 
problem is that the more they discount, 
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the more competitors will discount, all 
to the joy of customers. The net result is 
that profits don’t just decline, they dis-
appear during what we call “the Red 
Zone” of pricing strategy.

The Red Zone occurs when market 
growth slows, price increases don’t stick 
and price discounts don’t buy you any 
more volume; it’s just not there any 
more. These tactics work great in grow-
ing markets, but the longer managers 
use them in slowing markets, the more 
damage they do to the company and the 
market. 

The problem gets worse when manag-
ers get desperate and begin offering price 
discounts on high-value products and 
services. This undermines pricing lever-
age and causes commoditization of those 
products and services. That commoditi-
zation is almost impossible to stop once 
it starts.

So what is a manager to do? The first 
step comes out of an old fire-safety book: 
Don’t panic. Easier said than done? Yes. 
But when a manager panics because he 
or she isn’t going to hit their quotas and 
begins to use price discounts, the value 
proposition that the firm spent years 
building evaporates faster than you can 
say “price war.” This is a bad price war. 

The simple advice is:

t Don’t confuse elasticity of demand 
with cross elasticity of demand, where 
customers just switch back and forth 
between competitors without increasing 
their order size. 

t Understand likely competitor strate-
gies and target them in weak feature ar-
eas with high-value products and servic-
es, and in competitive strongholds with 
low-value products and price discounts. 

t Understand customer negotiating 
strategies and move the discussion from 
price to value – learn how to play bet-
ter poker. 

My guess is that this year we’ll be hear-
ing about more price wars than ever. The 

sad thing is that they could have been 
avoided with a little advance thought 
and planning. 

You Have the right — No the 
Responsibility — to Raise 
Prices!
Observations by Mark Burton, from 
“Profit In Mind, NASDAQ is Raising 
Fees – and Brows” by Aaron Lucchetti 
and Kara Scannell, The Wall Street Jour-
nal, Dec. 8, 2006: 

One of the major stock exchanges, the 
NASDAQ, is taking hits in the press be-
cause, horror of horrors, they are raising 
their prices. 

Last time we checked, that’s a pretty 
good way to make more money. Some 
would say the trading data that the 
NASDAQ generates is a public good as 
timely, accurate information is a key in-
gredient for well-functioning financial 
markets. 

Gee, that sounds nice, but let’s not forget 
that data are generated using NASDAQ 
assets, and that it is also a public compa-
ny with profit and growth goals. 

This problem isn’t unique to the stock 
exchanges. We find a similar pattern in a 
lot of businesses that create and sell high-
value data. Customers depend on it, and 
the really good stuff is usually only avail-
able from a few sources. 

As a result, they feel uncomfortable and 
raise a stink, because they don’t have 
alternative sources for a critical business 
input. Complaints about fairness make 
many executives very nervous about 
raising their prices.

Our advice? Get over it and play hard-
ball. What customer in their right mind 
is going to be happy about a price in-
crease? Define what the increase is going 
to be and stick to it. 

The worst thing that a firm can do is an-
nounce an increase but have an internal 
goal that is actually much lower. Every-
one knows that game, and you just in-
crease the perception that your prices are 
negotiable. 

If you have a high-value offering, cus-
tomers may complain, but they will pay 
you. Often the only real barrier to a 
price increase lies within the minds of 
the team trying to carry it out.

Drug Pricing: Much Ado 
About Something
Observations by Dr. Reed Holden, from 
“Inside Abbott’s Tactics to Protect AIDS 
Drug” by John Carreyrou, The Wall 
Street Journal, Jan. 3, 2007:

I’ve long been a believer that pricing of 
pharmaceuticals is similar to pricing of 
other products, even BTB products. But 
the story of how Abbott Laboratories has 
recently re-priced its AIDS drug Norvir 
points to a big difference that’s worth 
noting. 

The difference is when pricing drugs, it’s 
often a matter of the public trust. Some-
thing that Abbott underestimated when 

Often the only real barrier 
to a price increase lies 
within the minds of the 
team trying to carry it out.
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they raised the price of Norvir. Fortu-
nately, the pricing move does have a 
number of learnings for us all.

With the introduction of protease in-
hibitors over 10 years ago, drug makers 
moved AIDS from a deadly disease “into 
a chronic, manageable illness for many 
patients.” 

The poster person for this result is for-
mer basketball star Magic Johnson. The 
initial lead drug in this effort was Nor-
vir when used in conjunction with drugs 
from other makers to achieve this terrific 
result. 

Then Abbott developed a new drug 
three years ago that could replace the 
cocktail and, coincidentally, eliminate 
the need for competitive products. Re-
flecting this value, Kaletra was intro-
duced with a yearly price of $7,000, 
which was $5,000 more than the Norvir 
cocktail. 

Good idea? On the surface, yes. They 
priced to reflect the value. This is how 
you price products in early phases of a 
product’s life-cycle. But once users begin 
to adopt the new “technology” over older 
ones, that strategy should change. 

Called product migration, this is what 
Intel did years ago when they established 
their 386 processor initially at a higher 
price than the 286 processor, which had 
competitors. But once the 386 processor 
got established and entered the growth 
phase of adoption, they dramatically 

dropped the price to encourage users to 
switch to the faster processor.

Rather than drop the price of Kaletra 
and undermine its franchise, Abbott 
decided to raise the price of Norvir by 
400% to encourage people to move to 
Kaletra. 

The problem is 
that some peo-
ple can’t make 
the move for 
two reasons. 
First, they 
can’t afford to. 
Second, the 
Kaletra solu-
tion is not as 
effective as 
Norvir for all 
people. 

Abbott took care of the first problem by 
exempting government programs from 
the increase and increasing their support 
of subsidies to consumers who can’t af-
ford the drug. 

They didn’t effectively take care of the 
second problem, and that’s the rub. Now, 
there is a significant backlash from con-
sumers and physicians as a result of the 
increase.

I am a big believer in taking advantage 
of market forces. Boeing is doing that 
now by keeping prices high on their 
freight-carrying jets because Airbus is 
stumbling with new product introduc-
tions. There’s nothing illegal about that. 

But in consumer markets, there are laws 
at the state level that protect consumers 
from dramatic price increases. It’s called 
consumer fraud. This is what should pre-
vent stores from jacking up the prices of 
generators during long-term power out-
ages. The problem is that it is done on 
a state-by-state basis. That is where the 
backlash is coming to Abbott.

The execu-
tives at Abbott 
might argue 
that this will 
blow over, and 
the net result 
will be higher 
profits and 
sales for both 
products. I 
doubt it will 
be that simple. 

State prosecutors have a lot of tenacity 
when it comes to pursuing fraud by large 
corporations. 

One successful case will lead to anoth-
er one. If this gets some momentum, I 
would expect to see pressure to standard-
ize the laws at the federal level so this 
can’t happen in the future. 

You might argue that this is “much ado 
about nothing.” I would agree but for 
one simple fact: Abbott accepted gov-
ernment support for researching this 
drug. This makes the argument for 
pricing to the public good more than a 
moral one. It makes it a legal one, and 
the pricing guys at Abbott will find that 
it is much ado about something.

In consumer markets, there 
are laws at the state level 
that protect consumers from 
dramatic price increases. It’s 
called consumer fraud.
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How to Avoid New Product Pricing Traps

Conventional wisdom holds 
that the best time to launch 
new products is in the early 
stages of an economic recov-

ery, when demand picks up and custom-
ers become less price-sensitive. 

While this may be true for some, our 
experience shows that most companies 
actually miss a significant opportunity 
to maximize revenue and profits due to 
dysfunctional pricing strategies whose 
roots are traced to the years before the 
recovery. 

During the recent recession, we fre-
quently saw entire markets consumed by 
ad hoc discounting by companies trying 
to defend their piece of a shrinking pie. 
In the process, these companies sent a 
clear signal to customers that price was 
entirely negotiable and value would be 
given away if pushed hard enough. 

Many companies also began bundling 
additional products and services into 
their core offering to “sweeten the deal” 
to make the sale. But by giving away 
services, these firms drove up their costs 
and taught customers that their services 
were not highly valuable. 

These shortsighted pricing approaches 
may have helped maintain sales, but they 
also taught customers to focus on price 
and ignore value. 

There are numerous traps that can side-
track well-intentioned new-product pric-
ing strategies. Our research indicates 
that there is less than a 50% chance 
that your new products will hit their 
volume and profit goals. Avoiding these 
traps will be critical for firms depending 
on successful new product launches to 
drive earnings and growth in the resurg-
ing economy. 

Based on our extensive field work, we see 
three broad categories of “pricing traps” 
that companies must avoid to ensure suc-
cessful and sustainable product introduc-
tions:
§ Trap #1: Pricing Benefits Instead of 

Value
§ Trap #2: Managing Customer Risk 

with Price
§ Trap #�: Failing to Manage the Post-

Launch Price Trajectory

Trap #1: Pricing Benefits 
Instead of Value 
In a recent study we conducted, 70% of 
product managers surveyed indicated 
that their biggest challenge in new prod-
uct pricing was how to understand (and 
quantify) the value their products and 
services delivered to customers. 

We often see companies that either 
grossly overestimate or underestimate the 
value their product delivers to customers. 
One recent example is a medical-device 
manufacturer that had developed a new 
visualization tool that could speed up 
certain clinical tests by as much as ten-
fold. When the product was introduced 
to the market, it was highly praised by 
customers and the press, who recognized 
the power of the innovation. 

Despite the kudos, sales fell far short of 
expectations a few months after launch. 
After extensive analysis and depth in-
terviews, we determined that different 

segments of the market realized signifi-
cantly different value from the product. 

For example, pharmaceutical custom-
ers saved enormous amounts of money 
by reducing the labor required to run 
thousands of testing procedures per 
month, while university segments found 
the productivity improvements actu-
ally destroyed value because it reduced 
the amount of time that students had to 
learn the testing procedures. 

As this example illustrates, understand-
ing the economic value your product 
brings to different customer segments 
is an essential ingredient to launching 
new products. Moreover, economic value 
must be understood in relation to the 
value delivered by competitors, because 
customers are comparing competitive of-
ferings when making a purchase. 

Armed with this data (i.e., the price of 
the next best competitive offer and the 
economic value you bring to customers), 
you can begin to develop a credible pric-
ing approach to help drive and sustain 
volume and margins growth.

Why do so many companies get this 
critical step wrong? In our view, the 
problem is fueled by an over-reliance 
on traditional marketing research tech-
niques such as focus groups, surveys and 
conjoint studies that are unable to an-
swer one critical question: How will my 
product drive revenue or reduce costs 
for customers? 

Focus groups are helpful to understand 
the types of benefits your product might 
deliver to customers. Surveys can provide 
validation for how those benefits vary 
across customer segments. 

Conjoint studies can provide statistically 
significant results for how much custom-
ers are willing to pay for a new product. 
However, decades of experience has led 
us to conclude that the most effective 
way to assess the value you bring to your 
customers is through depth interviews, 

A successful and sustainable prod-
uct introduction is the goal of every 
company. It is the goal – but often 
enough is not the result. What hap-
pens? John E. Hogan and Tom Lucke 
explain the most common pitfalls and 
how to avoid them in this first of two 
articles. Look for Part 2 in our next 
issue. John (john_hogan@monitor.
com) is a Partner and Tom (tom_
lucke@monitor.com) is a Group 
Leader at Strategic Pricing Group, 
which first published this article in 
its newsletter, SPG Insights. It is re-
printed with permission. 
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which enable you to understand your 
customer’s business model and how your 
product helps cut costs and drive rev-
enue. 

Armed with intimate knowledge of how 
your product affects your customer’s 
business, you can construct an economic 
value model that becomes the founda-
tion for your pricing and sales strategy. 
Taking this step, along with appropriate 
sales training, has resulted in tens of mil-
lions of dollars in additional revenue for 
our clients. 

Trap #2: Managing Customer 
Risk with Price
By definition, new products involve some 
risk to customers because they represent 
untested solutions to business needs. For 
incremental innovations involving mini-
mal changes in technology or customer 
use, the risk to customers is lower. 

It’s a far different story for more 
innovative products, however, be-
cause they present customers with 
a dilemma. They offer the poten-
tial to dramatically reduce costs 
or drive revenue relative to exist-
ing solutions (i.e., they create sig-
nificant economic value). At the 
same time, it is unproven whether 
the product can actually deliver 
on its value proposition. 

Although customers may recognize that 
your product or service has the poten-
tial to create significant value, they 
must weigh that against the possibility 
that the underlying technology will fail 
or that the seller hasn’t worked out all 
of its “bugs.” The result is sluggish post-
launch sales because customers are reluc-
tant to be the first to test a new offering. 

When faced with this challenge, many 
companies make the critical mistake 
of attempting to help customers over-
come their perceived risk by discount-
ing. Their logic is that lower introduc-
tory prices will bring customers into the 
market, creating sales momentum for the 
new product. 

Unfortunately, price discounting rarely 
works for innovative products because 
it fails to address the real problem – 
customer risk – while creating low price 
expectations that reduce margins on 
future sales. 

When launching innovative products or 
services, a far better approach is to main-
tain price levels and develop a separate 
strategy to manage customer risk. 

One firm used this approach with great 
results when it introduced a handheld 
computer to help doctors record patient 
notes and integrate them into an elec-
tronic record. The device produced sig-
nificant time savings for doctors and 
staff, but hospitals perceived considerable 
risk that the device would be lost or sto-
len and were reluctant to purchase large 
quantities. 

Initially, the sales force responded to 
these objections with price discounts. 
But an analysis of the firm’s sales records 
revealed that less than 1% of orders were 
to replace lost or stolen devices, indicat-
ing that the actual risk was much lower 
than customer perceptions. Instead of 
steeper discounts, the firm launched a 
100% no-theft guarantee, where replace-
ments would be provided free for any 
stolen device. 

The guarantee was a big hit with cus-
tomers and turned a major negative into 
a significant driver of their value proposi-
tion. Moreover, the cost of the program 
was miniscule compared to lost contri-
bution the company would have expe-
rienced had it tried to fix the problem 
through discounting. 

Companies should look at risk manage-
ment strategies such as performance 
guarantees, beta testing and free trials 
to help drive adoption of new products. 
A powerful technique gaining momen-
tum in the software industry is usage-
based pricing, which ties the price cus-
tomers pay directly to the amount of the 
product used. The more a customer uses, 
the more they pay. 

In technology markets, usage-based pric-
ing metrics are rapidly becoming the 
norm as customers balk at paying for a 
fixed number of licenses, many of which 
don’t get used and become shelfware. 
A usage-based metric that tracks the 
number of users, degree of functionality 
used and/or the time of use removes the 
customer’s risk of over-buying and helps 
control costs. 

The challenge of usage-based 
metrics is that they force sell-
ers to really understand the eco-
nomic value they bring to cus-
tomers in order to set the right 
price level. For many firms, this 
is a daunting task, but if the 
seller has done its homework 
and assessed the economic value 
it brings to the customer, then 
setting the right price metric 
becomes fairly routine. As the 
examples illustrate, creative risk-

management strategies can help support 
higher prices and encourage trial.

Trap #3: Failing to Manage 
the Post-Launch Price Tra-
jectory 
The cold reality of today’s marketplace 
is that the value of your new product 
begins to erode the second it hits the 
marketplace as competitors copy your 
features and cut price to defend market 
share. 

Instead of pro-actively managing these 
predictable market dynamics, too many 
firms adopt reactive, short-term pricing 
strategies that drive down industry price 
levels and reduce profits for everyone. 

Although price levels for any new prod-
uct or service will eventually fall as com-

Companies should look at risk 
management strategies such as 
performance guarantees, beta 
testing and free trials to help drive 
adoption of new products.



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

� February 2007

petitors begin to catch up, it is possible 
to reduce the effects of competition with 
a few simple steps. 

The key is to make sure you don’t give 
away price in the heat of battle. A man-
ufacturer of mass spectrometry devices 
recently introduced a new model that 
offered significant performance improve-
ments over its major competitor. Hap-
pily, sales exceeded the target, and the 
marketing team felt they had a successful 
launch. But after a few months, 
the sales force began to report 
customers were beginning to 
push back on price, demanding 
significant discounts to close 
the deal. 

When the price pressure con-
tinued, the team performed 
an Economic Value Estima-
tion (EVE®) to better under-
stand what was happening in 
the market. The results were 
telling. At launch, the product 
offered significant economic 
value relative to the major com-
petitor. However, in an ef-
fort to grow share, the team 
had conservatively priced the 
product just above the compet-
ing product, creating a strong 
inducement for customers to 
switch. 

The competition perceived this 
as a threatening move and re-
sponded with a price cut of its 
own, which only encouraged 
customers to seek similar cuts 
in the price of our client’s prod-
uct. By failing to carefully think through 
its post-launch pricing strategy, the firm 
lost hundreds of thousands of dollars in 
contribution and accelerated the com-
moditization of its own product. 

Fortunately, there are steps you can take 
to delay price decay:

t Upgrade value – not features. It is 
a commonly applied strategy to periodi-
cally refresh your products with new 
features. The theory is simple: The only 
way to stay ahead of competition is to 

enhance your product through added 
features. The problem is this approach 
often leads to overbuilt products that 
don’t necessarily solve your customer’s 
business problems. Instead of simply 
adding features, we recommend pri-
oritizing those features based on the 
economic impact they have on your 
customer’s business. Firms adopting 
this approach typically find that some 
of the features they planned to include 
get eliminated while other features that 

weren’t even considered get a high prior-
ity.

t Plan your service rollout over sev-
eral stages. One of the most powerful 
ways to augment the value proposition of 
your product and resist price pressure is 
through carefully planned service en-
hancements. By augmenting your prod-
uct with service solutions, it enables you 
to present a “fresh” solution to custom-
ers at a time when they are ready to buy. 
But be careful: the goal is not to provide 
the most services, only the most valuable 

ones. Well-planned services can be rolled 
out to coincide with the maturity of your 
product offering and become an impor-
tant part of creating loyal and lasting 
customer relationships.

t Focus on share of wallet. One of 
the chief reasons for the decline of new 
product prices is the mismanagement of 
competitive pricing interactions. Com-
panies launching products and targeting 
new accounts often run the risk of start-

ing price wars with entrenched 
competition. An alternative 
approach (especially in mature 
markets) is to shift the focus 
from acquiring new accounts to 
one of capturing a bigger share 
of current accounts. Focus-
ing on share of wallet instead 
of market share enables you 
to capture new sales in a less 
threatening way and will less 
likely invoke a significant com-
petitive response.

Pulling It All Together
New products are critical to fu-
ture revenue and profit growth 
for all companies, and it is criti-
cal to avoid the traps that un-
dercut price integrity. At best, 
getting snagged by these traps 
will reduce profits and hurt 
sales; at worst, they will put 
you at a significant disadvan-
tage when negotiating with 
customers and help accelerate 
the commod-itization of your 
markets. 

The good news is that these 
traps can be avoided if you have a clear 
understanding of the economic value 
you bring to customers and know how 
to leverage that in a proactive pricing 
strategy. Our experience is that a value-
based new-product pricing strategy can 
be worth millions to the bottom line. 
After several years of a down economy, 
most companies need to prove they can 
grow steadily with a recovering economy. 
You simply can’t afford to squander the 
success of any new product launch with 
poor pricing decisions.

Well-planned services can be rolled 
out to coincide with the maturity of 
your product offering and become an 
important part of creating loyal and 
lasting customer relationships.
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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


