
 PRICING
ADVISOR

The

The Pricing Advisor™ is  
published monthly by the 
Professional Pricing Society 
3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933 
www.pricingsociety.com 
Eric G. Mitchell, Publisher 
All Rights Reserved © 2008

2008October

A Professional  Pr ic ing Society Publ icat ion

PPS Happenings 1984-2008, now in its 25th year
In This Issue:

Have a pricing article, case study 
or story to share? Send articles to 

editor@pricingsociety.com.

Page 1

The Right Response to 
Fluctuating Prices

Page 4

How Best to Compare Price and 
Performance for IT Services 

Page 7

Can Sellers Make More by Renting 
or Leasing Their Products?

Upcoming Events

Despite challenging economic condi-
tions, producers of luxury products 
and companies that serve booming 
markets (like segments of the farm-
ing industry) are thriving. In other 
sectors, firms which have nurtured 
strong brands find themselves much 
better positioned to increase prices 
to keep up with rising costs. Author 
Tim Smith, PhD, Chief Editor of 
The Wiglaf Journal, examines how 
smart pricers are successfully meeting 
the challenges of an unpredictable 
marketplace. Tim is the author of 
Hawks, Seagulls, and Mice: Para-
digms for Systematically Growing 
Revenue in Business Markets. For 
more information, you can reach 
him at: tsmith@wiglafjournal.com.

Celebrating  

25 years of publication!

These are exciting times.  Prices 
are in flux.  Many companies 
are raising prices, some eas-
ily, others not so much. Still 

others find price increases unattainable.  
How to make sense of all this?  Or, more 
precisely, what should a pricer do? 

The answer involves making strategic 
decisions responsive to current global 
economic conditions, as well as seizing 
competitive opportunities.  Many of the 
price changes in 2008 have been direct-
ly driven by developments in the world 
economy, which are unlike any we have 
seen in the past 40 years.  

In the U.S., the richest 1% reported 22% 
of the national total adjusted gross in-
come in 2006—the highest percentage 
since 1929.  This suggests that while the 
wealthy can increasingly buy high-end 
and luxury goods, most other consumers 
face more challenging economic situa-
tions.  Middle- and low-income Ameri-
cans are suffering from volatile and de-
creasing home prices.  All Americans 
are adjusting to higher fuel prices at the 
pump, though again higher-income mar-
ket segments are affected less.  For the 
majority of people in the U.S., stagnant 
wages, losses in the major savings vehicle 
(the home), and a higher core cost of liv-

The Right Response to 
Fluctuating Prices

t PPS Annual Conference on European & Global Pricing:  The Sheraton 
Brussels Hotel – Brussels, Belgium; 13-14 November 2008. Workshops 
offered on 13 November include:

 
1. The Pricing Strategy Playbook – Paul S. Hunt & Tony Hodgson, Pricing  
 Solutions UK 
2. Case Studies in Strategic Pricing – Andreas Hinterhuber, Hinterhuber &  
 Associates 
3. Core Pricing Skills – Mark Billige, Simon-Kucher & Partners, London 
4. How to Build an Optimal Pricing and Discount Structure that Supports 
 Business Strategy across Different Markets – Marc Abels, Deloitte  
 Consulting, Belgium

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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ing (transportation and food) encour-
age a psychological environment of high 
uncertainty and frugality.  From this 
perspective it can be expected that most 
Americans will limit their spending to 
necessary or individually valuable items.  
Most, but not all.  

Globally, developing nations are seeing 
the ranks of the newly rich swell, pro-
ducing consumers 
able to purchase 
previously unat-
tainable goods.  
Yet most people 
in these coun-
tries must deal 
with higher ce-
real prices cutting 
into their already 
meager incomes.  
(These price 
hikes are largely 
driven by the in-
creased costs of 
oil coupled with a 
growth in demand 
as China and 
much of Africa 
urbanizes, along 
with the shift of 
the new middle 
class from greens 
and root vegetables to cereals.)   

We see these effects directly in the for-
tunes of companies serving the higher 
end of the economic spectrum.  Luxury 
goods makers are reporting strong earn-
ings and gaining high stock valuations. 

• Hermes International SA, maker of 
men’s fashion, reported a 10% increase 
in sales between April and June in the 
Americas.  

• Compagnie Financier Richemont 
SA, maker of Cartier and Montblanc, 
reported a 6% sales increase in the 
Americas for the same period. 

• Burberry Group PLC’s sales in the 
Americas climbed 27%.  

• Patek Philippe SA, maker of luxury 
watches, is on track to sell out its entire 
inventory.  

Similar corporate buoyancy is reported 

in Europe and in fast-growing emerg-
ing markets where the ranks of the newly 
rich are growing.  Even manufacturers of 
somewhat tangible goods for the masses 
are making moves to capture the upper 
end of the market.  For instance, Nokia 
unveiled two high-end mobile phones, 
the N79 and N85, although this may 
also be mostly fueled by the desire to 
compete directly with Apple’s iPhone.  

All of these price actions by luxury 
goods makers are directly related to the 
new or sustained wealth of the rich.  But 
for firms serving the common consumer, 
where most of the economic adjustments 
come in the form of pain, price changes 
are far more challenging.  

Driving Price Increases  
to Match Higher Costs
Consumer goods manufacturers, focus-
ing on the masses, have had to boost 
prices to keep up with increasing com-
modity prices and energy costs.  But 
companies with strong brands, which 
serve middle-income consumers, have 
been able to weather economic fluctua-
tions far better than those with weaker 
ones.

On the positive side, we find:
• Hershey Co. raised prices 13% on 

chocolate bars in January and boosted 

promotional spending. Second quarter 
revenue increased to $1.11 billion aided 
by the price hike as well as growth.  

• Kraft raised prices 7% and lost only 1% in 
volume, while achieving a 3.5% jump in 
net income for the second quarter, partly 
due to the price increase and expansion. 

• Wrigley’s second quarter net rose 14%, 
which was attributed to higher North 
American prices (despite a 5% decline 

in volume) and 
favorable foreign 
exchange rates on 
international sales.  

Not all price in-
creases were di-
rect.  Some came 
from reducing the 
product size or 
otherwise cutting 
corners in terms 
of the value of the 
product.

• General Mills 
Inc . ’s  Cheer ios 
price increased to 
$2.98 from $2.86, 
while the product 
size decreased from 
10 oz to 8.9 oz.  
• Hershey Co. is 

substituting vegetable oil for a portion 
of the cocoa butter in some of its choco-
lates. 

• McCormick & Co. is supplying food 
companies with cheaper spices and new 
flavor blends. 

• General Mills is reducing the number of 
spice and ingredient pouches in boxes 
of Hamburger Helper. 

Other firms, specifically those with 
weaker brands or firms dealing in meat 
and contending with higher grain and 
feed costs, have not been so fortunate.

• Sara Lee has not weathered the recent 
commodity cost increases as well as its 
rivals, posting a profit margin of only 
7.7% in the recent quarter (after ex-
ecuting four price increases) compared 
to 17.5% for General Mills Inc. and 
15.5% for Heinz. This is partly due to 
its holding a weaker brand position. 
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• Tyson hasn’t yet been able to pass on 
the high chicken feed costs to consum-
ers, resulting in its net income plung-
ing to only $9 million in the third 
quarter. CEO Dick Bond anticipates 
price increases on the horizon. 

• CEO Clint Rivers of Pilgrim’s Pride en-
courages Americans to “brace themselves 
for sticker shock in the meat case over 
the next 12 months” as he prepares for 
price hikes on chicken.  (Read:  concur-
rent price signaling.) 

Outside of the food industry, 
many firms have seen stag-
nant prices with declining 
volumes. For instance, Barnes 
& Noble Inc. reported slid-
ing sales of 1.6% over the year 
prior. This outcome, and others 
like it, can be largely attributed 
to declining disposable incomes 
as consumers focus on getting 
to work and buying food rather 
than improving their homes 
and taking care of creature comforts.  

Business Marketers  
Are Also Affected
The price changes reach beyond the con-
sumer market area. Manufacturers of 
equipment and supplies that serve the 
food-producing farms are also seeing a 
healthy market.  Farmers, reaping wind-
fall profits from a global increase in cere-
al consumption and a misguided corn to 
ethanol policy, have recently found their 
pockets lined and are prepared to make 
new investments.  Companies serving 
these farmers are capturing this demand 
and enjoying the profits.  

• Genetically modified seed maker Mon-
santo Co., fertilizer maker Mosaic Co., 
and farm equipment maker Deere & 
Co., are all seeing rising sales and climb-
ing stock values. 

• Deere & Co. particularly anticipates 
further price rises for 2009 of 7% on 
tractors, 9% to 10.5% on combines, and 
4% to 9% on construction and forestry 
equipment, while its customers (farm-
ers) enjoy a two-year, grain-price rally. 

Strategic Marketing Issue
What are all of these price changes tell-

ing us? Much. First, the moves by luxury 
good makers and companies supplying 
farmers highlight how pricing power is 
strongly affected by the economic situ-
ation of the target market.  Unfortu-
nately, this situation fluctuates constant-
ly and somewhat unpredictably.  Thus, 
pricing power and volume are strongly 
influenced by chance.  Being in the right 
place at the right time enables some 
companies to “outperform,” while oth-
ers linger on.  (As one mentor told me, 

being in the game is half of winning.)  
Making the most of these opportuni-
ties is the key management challenge for 
these fortunate firms.  

Second, the moves by consumer food 
makers demonstrate that companies with 
stronger brands and more differentiated 
products have fared the best in the cur-
rent economic turbulence.  Unfortunate-
ly, true differentiation requires invest-
ment to uncover non-obvious customer 
needs and to develop new products to 
meet them.  Furthermore, branding isn’t 
a one-shot effort.  It takes time.  Sara Lee 
investors hopefully understand this, and 
CEO Brenda Barnes needs to take fur-
ther action on this front. 
 
Finally, companies in industries that 
fail to respond to higher costs by rais-
ing prices suffer.  Both Pilgrims Pride 
and Tyson need to further communicate 
the need to boost prices and then back it 
up with execution.  Time is not on their 
side, so they must act promptly.

Pricers must make adjustments consider-
ing the entire marketing mix. They need 
to consider external factors such as indus-
try health, economic changes, and com-

petitive moves. They should also factor 
in strategic issues under companies’ con-
trol, such as promotion, distribution, and 
product quality.  Many executives will 
fail to make the necessary adjustments, 
proving themselves unable to execute ex-
cept against managerial dictates and no-
longer-relevant historic patterns.  But the 
most able leaders will find fresh solutions 
based upon sound strategic thinking and 
continue improving with the new oppor-
tunities that change brings.  
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Outside of the food industry, many 
firms have seen stagnant prices with 
declining volumes. For instance, 
Barnes & Noble Inc. reported sliding 
sales of 1.6% over the year prior.




