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This article examines how Pilgrim’s 
Pride finds its long-term viability 
threatened by a succession of strategic 
errors, particularly in pricing. In con-
trast, companies like Procter & Gam-
ble are weathering difficult economic 
conditions with savvier, customer-cen-
tered strategies. Tim Smith, PhD, is 
the author of the piece. He is chief edi-
tor of  The Wiglaf Journal, Adjunct 
Professor of Marketing at DePaul 
University, and author of Hawks, 
Seagulls, and Mice: Paradigms for 
Systematically Growing Revenue in 
Business Markets. For more informa-
tion, you can reach him at: tsmith@
wiglafjournal.com.

While Lonnie “Bo” Pilgrim, 
chairman of Pilgrim’s 
Pride, seems to be sail-
ing his ship into an abyss; 

A.G. Lafley, CEO of Procter & Gamble 
(P&G), is guiding his to safer waters. In 
2006, Pilgrim’s Pride was riding high 
having completed the acquisition of 
Gold Kist for $1.1 billion, turning Lon-
nie “Bo” Pilgrim into the world’s largest 
chicken mogul. Two years later, a humil-
iated Pilgrim’s Pride was granted a re-
prieve from bankruptcy by a consortium 
of lenders, who offered a fresh financing 
arrangement in November 2008.

In contrast, P&G saw its profit rise 8.7% 
during the most recent, and highly tu-
multuous, quarter. While the company’s 

stock is suffering from a similar malaise 
as the rest of the market, its prospects for 
the future appear much brighter.

Why is there such a difference in out-
comes between Pilgrim’s Pride and 
P&G?  One put the value proposition 
to customers last in its strategy, and 
the other put it first. Costs hammered 
Pilgrim’s Pride, but prices didn’t move 
in tandem. The chicken industry has 
been facing a horrid mixture of rising 
costs and falling prices. In 2006, chicken 
feed was near $2.40 per bushel. By Oc-
tober 2008, the clearing price for feed 
was around $4. This was after it flirted 
with nearly $7 per bushel for a brief pe-
riod this past summer. To make matters 
worse, Pilgrim’s Pride’s hedging strategy 

Manage the Customer Value Proposition 
to Stave Off Hemorrhaging  

Winter CPP Workshops: Four Seasons Hotel – Houston, Texas; Feb. 12-13, 
2009. Workshops Include:

 1. “Price Certainty in Uncertain Times: 10 Ways to Stop Leaving Money on 
  the Table” – Mark Burton & Steve Haggett
 2. “Implementing Price Changes in Turbulent Economic Times” - Richard 
  Lancioni
 3. “Pricing in a Chaotic Economy: Competitive Intelligence is Critical for 
  Intelligent Pricing” – John McGonagle
 4. “How to Achieve Pricing Excellence in 2009” – Jim Saunders & Avy 
  Punwasee

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.
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went slightly awry when it locked in fu-
tures contracts at $8 a bushel earlier in 
2008. 

The higher price of feed has a signifi-
cant impact on the expense of raising 
chickens. In 2006, feed costs constituted 
roughly one-half the expense of raising 
a chicken, but jumped to roughly two-
thirds in 2008. As a result, feed costs 
leaped 41% for Pilgrim’s Pride during its 
third quarter. 

In an effort to combat rising costs, the 
company has been reducing capacity and 
laying off workers. In August 2008, it 
cut an additional 600 jobs. This was on 
top of the 1,700 already in the pipeline. 
Unfortunately, it is doubtful that a re-
duction of 2300 jobs from a workforce of 
more than 50,000 will impact costs suf-
ficiently to restore profitability.

Critically, while costs increased, prices 
didn’t rise with them. In fact, in some 
markets, they fell. The wholesale price 
of boneless, skinless chicken breasts 
dropped to about $1.�� per pound in 

October �008 from the prior year’s 
$1.45 per pound. It is hard to run a prof-
itable business when costs increase dra-
matically yet prices are allowed to fall. 

Adding Salt to Wounds
Labor has been a challenge at Pilgrim’s 
Pride. Though Texas and most southern 
states operate under right-to-work laws, 
they also suffer from an influx of labor-
ers with questionable documentation. 
In April 2008, more than 300 Pilgrim’s 

Pride workers were arrested by immigra-
tion officers as part of an investigation 
into identity fraud. 

Partly in response, Bo Pilgrim took a 
leading role in Texas Employers for Im-
migration Reform which calls for legal-
ization of the estimated 12 million, il-
legal immigrants in the U.S. and a guest 
worker program to ensure a future flow 
of labor. However, a progressive guest 
worker program is years from realization. 
For now, the company must manage 
with the labor force it has.

Consumer markets have also been a 
challenge for Pilgrim’s Pride. In Septem-
ber 2008, Cohen, Milstein, Hausfeld & 
Toll, PLLC filed a class action suit alleg-
ing price fixing in the egg industry. Pil-
grim’s Pride is one of many defendants. 

Oddly, the price fixing is said to arise 
from a marginal reduction in laying 
hens resulting from an increase in cage 
space. The industry-wide reduction of 
hens led to a corresponding drop in egg 
supply and an equally predictable price 
increase. It appears as though Pilgrim’s 
Pride is being punished for taking a 
more progressive approach to animal 
welfare and ensuring a healthy feed-
stock.

The company also faces challenges from 
within. In November 2008, a class ac-
tion suit filed by the offices of Howard 
G. Smith on behalf of stockholders al-
leges (among other things) that Pilgrim’s 
Pride materially misrepresented its in-
ability to raise prices sufficiently to offset 
cost increases.

While these issues are likely to be ad-
dressed over time, for now they add salt 
to the company’s wounds.

Faith Is Not a Strategy
Despite these other challenges, Pilgrim’s 
Pride’s real problem is its misguided 
business strategy. When the company 
took a heavily leveraged position and 
acquired Gold Kist for $1.1 billion, the 
result was an astonishing 10:1 debt-to-
earnings ratio. With high debt comes 
high debt repayment. According to Bo 
Pilgrim’s 2007 autobiography, “[the] 
Lord had foreordained the deal.” Now 
lenders are all but foreordaining a return 
on their investment. 

Faith as a personal strategy will find 
many supporters, but as a business strat-
egy it is hard to defend. Bo Pilgrim 
seems unable to distinguish between 
the two. According to his 60-second 
business plan, which he unfortunately 
teaches at Howard Payne University in 
Brownwood, Texas: “God, first. Fam-
ily, second. Company, third. And Sales, 
fourth.”   

The higher price of feed has a significant impact on 
the expense of raising chickens. In 2006, feed costs 
constituted roughly one-half the expense of raising a 
chicken, but jumped to roughly two-thirds in 2008.
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Putting customer needs last in the list of 
business priorities has once again proven 
to be disastrous.

Customers Should  
Be the Focus
Contrast Pilgrim’s Pride’s strategy with 
P&G’s, which is also coping with in-
creased commodity costs, a rising dol-
lar, currency fluctuations, and reduced 
growth estimates. Unlike Pilgrim’s Pride, 
the company has managed to push 
through a series of price hikes, which 
have resulted in larger than nor-
mal price differentials between its 
products and those of its competi-
tors. 

These larger differentials have 
had the economically predictable 
result of eroding market share. 
Yet, the erosion has not been 
complete. Some customers have 
traded down from P&G’s premi-
um offerings to its mid-tier prod-
ucts (e.g., switching from Tide to Gain 
laundry detergent or from Pampers to 
Luvs diapers). To convince shoppers that 
its products are worth the higher price, 
P&G is shifting its advertising spend to 
emphasize value. 

Manage the Value Proposition 
to Manage the Price
Here lies the contrast between P&G 
and Pilgrim’s Pride. The former is tak-
ing the time to explain to customers 
why its brands and products are worth 
the prices being set for them. Pilgrim’s 
Pride, on the other hand, appears to be 
ignoring customers, putting them last 
on their list of priorities. 

Pricing power doesn’t arise by faith 
alone. Managing customers’ perceptions 

and ensuring that the value proposition 
delivers on its promise takes work, but 
yields results. 

To cite a tome Mr. Pilgrim likely knows 
well, “Show me your faith without 
works, and I will show you my faith by 
my works.” (James, 2:18)  

Perhaps he needs to revisit this passage.
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with P&G’s, which is also coping 
with increased commodity costs, a 
rising dollar, currency fluctuations, 
and reduced growth estimates.



 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

4 January �009

The current financial crisis is ar-
guably the worst most banking 
managers have experienced in 
their professional lives. But we 

must remember that markets and indus-
tries are redefined in times of shake ups, 
not during periods of stability. This latest 
upheaval should actually have a positive 
impact on those who develop the right 
strategies and take the correct actions 
during the downturn. In short, banking 
managers have to find a way to minimize 
the impact that declining consumer con-
fidence and new, stricter laws and regula-
tions will have on business volume, rev-
enue and profit. 

From a broader perspective one could 
even argue that banks are being forced 
to review their business models, “pull 
back” from riskier endeavors and take 
on a more traditional business approach. 
This approach should focus on smartly 
managing and optimizing core business-
es and existing relationships. Above all, 
managers must maximize the profitabil-
ity of their current customer base.

Collectively, these actions will require 
banks to make fundamental changes 
in their marketing and pricing prac-
tices. Listed below are some of the most 
important initiatives these institutions 
should consider undertaking:  

Reestablish Trust and Improve Price 
Image. In general, banks have devel-
oped a poor image among consumers 
from years of dubious and poorly-com-
municated pricing practices. Now, to 
reestablish consumer confidence, these 
institutions must quickly shift towards 
customer-friendly pricing schemes that 
are transparent, easy to understand and 
free of hidden “foot traps.” 

They should focus on rewarding custom-
ers for their business and loyalty. Such 
smart, “power-pricing” concepts not only 
hold immense profit potential for banks 
from increased up-selling and cross-sell-
ing, but also help minimize the risk of 
further commoditization of their servic-
es. In addition, the psychological aspects 
of price awareness and perception must 
be taken into account when determining 
optimal price structures and levels.

Increase the Profitability of Portfolios 
by Effectively Managing Discounts. 
For many banking services, custom-
ers rarely pay list 
prices as discounts 
are prevalent. While 
these agreements can 
severely cut into a 
bank’s profitability, 
the processes used 
to negotiate and ap-
prove discounts are 
often widely ignored 
and far from opti-
mal. Banks must 
create a systematic 
approach for managing discounts rein-
forced by a sound, professional pricing 
system. This will reduce the gap between 
listed and realized prices and lead to the 
discovery of additional income sources, 
which are urgently needed in the current 
environment.

Develop a Clear and Logical Set of 
Offerings. Currently, many banks’ prod-
ucts and services (and their accompany-
ing rate and fee structures) are poorly 
differentiated for the specific needs of 
different customer segments. Especially 
when considering complex services like 
financial planning, asset management 
or structured financing, it is imperative 
that banks tailor the product and the 
fee structure to the specific needs—and 
willingness-to-pay—of different seg-
ments. By doing so, banks can deliver 
their offering as efficiently as possible 
while, at the same time, extracting a 
maximum willingness-to-pay. Pricing 
specialists call this “value-based opti-
mization” (be it of products/services or 
prices). Banks must master the required 
methodologies, and develop tools and 
models, that focus specifically on this 
process.  

Focus on Value, Not Price. Currently, 
many negotiations between customers 
and relationship managers concentrate 
mainly on price. The managers see it as 
their strongest bargaining chip. Instead, 
they should emphasize the value that 
banking services provide their customers. 
In order to achieve this, front-line sales 
personnel must be able to communicate 
clearly the advantages of their products 

and services, and explain how these con-
form to the individual customer’s needs. 
When consumers complain about high 
prices, banks should respond with prod-
ucts that offer superior value rather than 
lower prices (e.g., offering free benefits 
rather than discounts). 

Too often industries must face ad-
versity before they consider sweeping 
changes in pricing practices and strat-
egies. The authors look at the current 
crisis facing banking and demonstrate 
how the recent shakeup can enable 
institutions to try new approaches 
which will improve their customer re-
lationships and long-term profitabil-
ity. The recommendations, here, also 
apply to many other sectors. This arti-
cle was contributed by Jens Baumgar-
ten, head of Financial Services, 
North America and Oliver Bushnell, 
consultant, of Simon-Kucher & Part-
ners, New York. They can be reached 
at jens.baumgarten@simon-kucher.
com and oliver.bushnell@simon-
kucher.com, respectively.

What Banks Must Learn from the Current Crisis

Currently, many negotiations between 
customers and relationship managers 
concentrate mainly on price. The 
managers see it as their strongest 
bargaining chip.
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Overall, banks must refocus their efforts 
on their most important asset—their 
customers. This requires institutions to 
walk a fine line. They must foster inno-
vation in order to develop new and excit-
ing offerings and customer-centric pric-
ing strategies, while also making sure 
these enhancements always serve their 
customers’ fundamental financial needs. 

Innovation should always be applied 
both upstream (through products and 
price configurations based on custom-
ers’ financial needs) and downstream 
(by improving the communication and 
delivery of a product’s value-to-custom-
er). This will require a thorough analysis 
of the consumer’s decision-making pro-
cess, the bank’s past pricing practices (in 
regard to listed and realized prices) and 
its selling processes. 

So what should a manager do? The fol-
lowing checklist will facilitate and expe-
dite a review of the organization’s cur-
rent marketing and pricing practices. A 
detailed review of these questions will 
give you an excellent head start on pri-
oritizing the tasks needed to come out of 
the crisis with an even stronger and more 
sustainable business model than before.

Strategy
Do our offerings and pricing practices ad-
here to a consistent strategy? Do we have 
a clear position on the trade-off between 
volume and profit? How do our customers 
feel about the transparency and complex-
ity of our product portfolio and prices? 

Data
Is there a synchronized and system-
atic database that allows us to docu-
ment the products purchased, and the 
prices paid by each customer? Can we 
use it to identify different segments’ 
product usage? Can we find the average 
levels and distribution of discounts for 
various products, the areas/regions that 
discount most frequently and the most 
problematic branches/relationship man-
agers etc.?

Parameters
Do we understand our customers’ needs 
and preferences? For example, are we 

able to quantify the perceived value 
of individual product features, a price 
change’s potential impact on volume 
(i.e., price elasticity), customers’ willing-
ness-to-pay, or their knowledge and per-
ception of the different price components 
of our offer? 

Intelligence
Do we systematically monitor our com-
petitors’ offerings and pricing policies? 
Are we able to analyze their price lists 
and estimate their effective prices in dif-
ferent markets?

Models
Do we have innovative offerings and 
pricing structures that are based on cus-
tomers’ needs? Are we able to simulate 
the impact of price or product changes 
on our customer base (e.g., customer 
loss, up-selling, cross-selling) and our 
revenue and profit structure? 

Processes
Have we optimized our business pro-
cesses from the product design stage all 
the way through to price implementa-
tion and monitoring? Do we use intel-
ligent methods for product configura-
tion (e.g., conjoint measurement and 
discrete choice modeling)? Do we have 
an efficient workflow for the branches’ 
daily operations?

Training
Do our relationship managers have all the 
information they need to manage a sell-
ing process focused on value-to-customer? 
How capable are they in minimizing the 
request for, and concession of, discounts? 
Do we train our relationship managers in 
empirical segmentation methods that take 
into account customers’ price sensitivity 
and propensity for being up-sold? 

Tools
Do our relationship managers have all 
the tools necessary to manage a value-

based selling negotiation? Do our rela-
tionship managers have access to infor-
mation regarding customer relationship 
profitability and past prices paid? Can 
the relationship managers compare cus-
tomers in similar situations and calcu-
late their price sensitivity and switching 
propensity?

Monitoring
Do our product and relationship man-
agers have access to a systematic and de-
tailed analysis of product mix, potential 
impact of new products, price lists, and 
revenue structures? Do they know the his-
torical tendencies of our customers’ mi-
gration to other products? 
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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 

Dr. Reed Holden is founder of Hold-

en Advisors, a pricing consultancy. In 

two new essays he examines how com-

panies have responded, recently, to the 

challenges of implementing discounts 

and price hikes in a difficult economic 

environment. He suggests that firms 

need to stay focused on increasing 

“profit dollars,” while ensuring that 

their pricing organizations remain 

proactive, as too many companies are 

tardy in taking action to meet current 

market needs. For more information, 

please contact Reed at: rholden@

holdenadvisors.com.

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. 
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Do You Know Where Your Competition Is?

Consultants and researchers 
often use “price-value maps” 
to portray and analyze the 
competitive state of industries, 

firms, and brands. In new research, Tuck 
Professors Koen Pauwels and Richard 
D’Aveni have created an innovative meth-
od of using such maps as a diagnostic 
tool to uncover the nature and structural 
changes of competition in fast-changing 
markets. Their findings may help man-
agers anticipate shifts in volatile, com-
petitive environments and help them 
profit from change. “There’s no money to 
be made in equilibrium,” says Pauwels. 
“Managers are more interested in know-
ing when conditions change and how to 
prepare to reap profits from that change.”

With the U.S. car industry as their test 
bed, Pauwels and D’Aveni use hedonic 
price regressions as their primary re-
search tool. This well-known technique 
decomposes a product into its constitu-
ent characteristics and determines the 
value of each. The price of a car, for ex-
ample, represents its individual charac-
teristics—comfort, style, fuel economy, 
safety, and so on. 

Changes in the price-value relationship—
that is, changes in the estimated coeffi-
cients of the hedonic regression—imply 
important changes in market share for 

different firms. And while hedonic pricing 
usually rests on the assumption of separate 
and efficient markets for essential quality, 
Pauwels and D’Aveni advance the tech-
nique into the more relevant settings of 
oligopolistic competition, resource-based 
competition, and hypercompetition. 

Competition in the sports/sporty car 
segment was identified as being oligop-
olistic. From their hedonic price regres-
sions, the authors found the expected 
evidence: little change or volatility in 
primary and secondary dimensions of 
quality and high payoffs from increases 
in the primary quality variable. Though 
many car makers could produce a qual-
ity sports car, newcomers—without 
established status and brand strength—
would face significant barriers. And the 
few existing makers have a collective 
vested interest in keeping things that 
way. “It’s a very pleasant environment for 
profitability,” says D’Aveni. “You get the 
highest margins in that kind of world.”

By contrast, competition in the SUV 
market is resource-based, characterized 
by little competition on the primary 
quality dimension—the vehicle’s “plat-
form” of size, capacity, and power—but 
considerable competition around second-
ary features such as comfort and safety. 
In resource-based markets, firms use their 
resources to redefine quality by creating 
new and unique product features, imply-
ing that the total range of quality will in-
crease and that the volatility of secondary 
dimensions of quality will be high.

Hypercompetition is turbulent and cha-
otic, characterized by constant redefini-
tion and improvement of primary qual-
ity dimensions and price. The small-car 
market is a particularly vivid example in 
which Pauwels and D’Aveni found three 
different primary quality dimensions—
platform, Consumer Reports ratings, and 
antilock brakes—over a six-year period. 
The key to success in a hypercompetitive 
market, say the researchers, is getting to 
the next big idea first, time after time. 
“There’s no such thing as a sustainable 

competitive advantage,” says Pauwels. 
“The only advantage is being able to run 
faster than competitors and in the right 
direction.”

Business strategists can take several in-
sights away from this work. First, it’s im-
portant to be aware that competition is 
different in different markets and at dif-
ferent times. A company will perform best 
in a competitive environment that fits its 
strengths, whether that’s making incre-
mental improvements in the status quo 
or thinking and innovating fast. Also, by 
observing changes in the price/quality re-
lationship, it’s possible to predict when the 
basis of competition is about to shift and 
to prepare for the change.

In many industries, markets tend to 
move from oligopolistic competition 
to resource-based to hypercompetition. 
Knowing where you are in that progres-
sion can be vital.

And finally, it’s important to remember 
that change is constant. “Without the 
skill to change,” says D’Aveni, “you won’t 
survive in increasingly unstable markets. 
Get out now or be destroyed by the con-
stant turmoil.”

Professors at Dartmouth’s Tuck 
School of Business have developed an 
enhanced tool to help managers as-
sess changes in the price-value rela-
tionship (and competitive position) of 
their companies, brands and business 
sectors. Using the well-known tech-
nique of hedonic price regressions, 
they apply it to the arenas of oligopo-
listic competition, resource-based 
competition, and hypercompetition. 
This article originally appeared in 
Tuck Forum, Winter 2007, pub-
lished by the Tuck School of Busi-
ness at Dartmouth, www.tuck.dart-
mouth.edu/pdf/vol10_iss1.pdf.

Work in Progress

Filling the Knowledge Gaps in
Database Marketing

Consider churn. Marketers understand churn as the percentage of

customers who discontinue a service or subscription during a speci-

fied period. Think cell phones and cable TV. Research on churn has

created models that identify which customers will defect, and savvy

marketers carry out “rescue” operations to retain them. But do we

know how accurate the predictive model is? How valuable rescued

customers are? What the ROI of a successful rescue is? What the

cost of inadvertently rescuing nonchurners is?

Enter Scott Neslin, Albert Wesley Frey Professor of Marketing.

He certainly doesn’t know all the answers, but he and his coauthors

are creating a much better way of finding them. Their very big

book—Database Marketing: Theory and Practice—summarizes,

distills, and synthesizes the academic research that has been done

across the full spectrum of database marketing. It is a joint effort

with Robert C. Blattberg, Polk Bros. Distinguished Professor of

Retailing at Kellogg School of Management, and Byungdo Kim,

Professor of Marketing at Seoul National University’s Graduate

School of Business Administration.

Neither a textbook nor a how-to for marketing personnel,

Database Marketing describes and analyzes frameworks for

research and practice. “It’s a book for faculty at business schools

and high-level database marketing practitioners such as those

working in marketing analytics groups who are building statistical

models for their companies,” says Neslin. “It’s extremely applicable

to the real world. Many of the methods described in the book are

in fact used by companies on a routine basis. Several, however, are

not but could be, and that’s the link from theory to practice.”

Take the problem of managing customer churn. The authors

identify the factors that determine the profitability of a churn

management program and organize them in an intuitive way.

Most important, they identify which factors have been adequately

researched and inform practice as to how these factors can be

quantified. Then they identify which factors need to be better

understood—the gaps of knowledge.

Says Neslin, “Database marketers are slowly experimenting

with these issues as best they can, testing and testing but only on a

need-to-know basis. We feel we can provide a roadmap to help us

get there faster.”

Blattberg R, Kim B, and Neslin, S A, Database Marketing: Theory and
Practice, forthcoming

ings, and antilock brakes—over a six-year period. The

key to success in a hypercompetitive market, say the

researchers, is getting to the next big idea first, time after

time. “There’s no such thing as a sustainable competitive

advantage,” says Pauwels. “The only advantage is being

able to run faster than competitors and in the right direc-

tion.”

Business strategists can take several insights away

from this work. First, it’s important to be aware that com-

petition is different in different markets and at different

times. A company will perform best in a competitive envi-

ronment that fits its strengths, whether that’s making

incremental improvements in the status quo or thinking

and innovating fast.

Also, by observing changes in the price/quality rela-

tionship, it’s possible to predict when the basis of compe-

tition is about to shift and to prepare for the change.

In many industries, markets tend to move from oligopo-

listic competition to resource-based to hypercompetition.

Knowing where you are in that progression can be vital.

And finally, it’s important to remember that change is

constant. “Without the skill to change,” says D’Aveni,

“you won’t survive in increasingly unstable markets. Get

out now or be destroyed by the constant turmoil.”

Pauwels K H and D’Aveni R A, The Dynamics of Price-Quality
Positioning: Oligopolistic, Resource-Based, or Hypercompetition
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Competition (continued from page 1)

Primary Dimensions of Quality Among Small Cars

*R2 represents the extent to which the quality dimension is able to explain price.


