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There is no such thing as a commodity. All goods and 
services are differentiable.

—Theodore Levitt (Harvard Business Review)a

G.K. Chesterton once wrote, “Competition is a furi-
ous plagiarism.” Yet the fact of the matter is there 
is no such thing as a commodity. Anything can be 
differentiated, which is precisely the marketer’s job. 

Believing that your company—and the products and services it 
offers—are commodities is a self-fulfilling prophecy. If you think 
you are a commodity, so will your customers. How could they 
believe otherwise? This notion of selling a commodity is a perni-
cious belief. It leads to price wars, incessant copying of competi-
tors’ offerings, lack of innovation, creativity, and dynamism, as 
well as suboptimal pricing strategies. Consider this story from 
The Tom Peters Seminar:

Transformation. Breaking the mold. Anything—ANY-
THING—can be made special. Author Harvey Mackay 
tells about a cab ride from Manhattan out to La Guardia 
Airport: First, this driver gave me a paper that said, “Hi, 
my name is Walter. I’m your driver. I’m going to get you 
there safely, on time, in a courteous fashion.” A mission 
statement from a cab driver! Then he holds up a New York 
Times and a USA Today and asks would I like them? So I 
took them. We haven’t even moved yet. He then offers a nice 
little fruit basket with snack foods. Next he asks, “Would 
you prefer hard rock or classical music?” He has four chan-
nels. (This cab driver makes an above-average amount per 
year in tips.)b

If a taxicab driver can establish a rapport with a complete 
stranger in a 15-minute ride to the airport, what is possible with 
a customer relationship over the course of a lifetime? Note how 
the cab driver differentiated himself with low-cost items (news-
paper, candy, and so on). It is not the cost that counts, but the 
value perceived by the customer; and, in this instance, the little 
touches make all the difference. If a taxicab driver can be this 

imaginative and creative, what is the excuse of today’s business 
leaders not to do this?

The potential for competitive differentiation is only limited by 
your company’s imagination. Many business leaders lament that 
since their industries are mature, commoditization is inevitable, 
despite all the empirical evidence surrounding them that this is 
simply not so. Consider candles, an industry literally in decline 
for the past 300 years. Yet Blyth Industries bucks the trend by 
custom tailoring its candles for the specific location, companion, 
and occasion, growing from $3 million in sales in 1982 to nearly 
$500 million in 1996, with a market capitalization of $1.2 bil-
lion dollars in 1997.

Even the declining lettuce business has been differentiated by 
prewashing, cutting and packaging the vegetable—along with 
some salad dressing on the side—for the customer in order to 
save time. As a result, from the late 1980s to 1999, a $1.4 billion 
industry was created. And Great Northern Wholeaves Lettuce 
has come up with the innovation of ripped lettuce (not cut), of-
fering restaurants a way to handle waste and save time. Whole-
aves Lettuce commands a premium price.

It is not easy to compete with Band-Aid, a product that has be-
come a noun. Yet Curad put cartoon characters on its bandages 
and kids preferred them over Band-Aid. 

Design can be another very effective competitive differentiation. 
Why is paint sold in cans? Cans are awkward, hard to open, pour, 
store, and so forth. Dutch Boy finally figured out that if it re-
designed its packaging, placing the paint in light, easy-to-carry 
and easy-to-pour jugs, it could differentiate itself. Newspapers 
suffer from the same traditional thinking, continuing to print 
on oversized pages, which dates back to Walpole’s time when 
the government could not curb the opposition press, so it de-
cided to tax per page. Hence, the larger pages were originally a 
tax avoidance scheme, and certainly have not persisted because 
they are convenient for readers. Some industries are prisoners of 
their history.

There Is No Such Thing as a Commodity

Has your company made the cardinal mistake of seeing itself as the seller of a 
commodity? Do you over-invest in competitive benchmarking rather than looking 
for a value proposition to distinguish yourself with consumers? In example after 
example, author Ron Baker demonstrates that competitive differentiation is ab-
solutely critical for any seller to survive—and thrive—over the long term. Ron is 
the founder of VeraSage, an innovative think tank serving professional knowledge 
firms. This article has been excerpted from his book: Pricing on Purpose: Creating 
and Capturing Value (John Wiley & Sons, Inc.). It is reprinted here with permission 
of the publisher. For more information, you can reach Ron at: ron@verasage.com 
or (707) 769-0965.
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There Is No Such Thing as a Commodity

According to Harvard Business School professor emeritus Bob 
Hayes, “Fifteen years ago companies competed on price. Now it’s 
on quality. Tomorrow it’s design.” No one understands the im-
portance of the latter better than Steven Jobs, whose designs cre-
ate an emotional bond with the customer, as expressed in Apple’s 
products such as the iMac, iPod, Tiger Operating System, and 
other products. Owning an iMac is more than merely comput-
ing. Customers are buying freedom, adventure, an escape from 
the mundane, as well as other aspects of owning a computer that 
cannot be reduced to technical features and benefits, but rather 
have to be experienced. As Jobs explains:

We don’t have a way to talk about this kind of thing. In 
most people’s vocabularies, “design” means veneer. It is 
interior decorating. It’s the fabric of the curtains and the 
sofa. But to me, nothing could be further from the meaning 
of design. Design is the fundamental soul of a man-made 
creation that ends up expressing itself in successive outer 
layers of the product or service.c 

A.G. Lafley, CEO of Procter & Gamble, wants design, not simply 
price or technology, to become a key differentiator for the com-
pany. In a Fast Company interview he was asked, “How do 
you respond to the notion, popularized by Wal-Mart and 
others, that prices rule the world?” He replied:

I think it’s value that rules the world. There’s 
an awful lot of evidence across an awful lot 
of categories that consumers will pay more 
for better design, better performance, better 
quality, better value, and better experiences. 
Our biggest discussion item with a lot of re-
tailers is getting them to understand that price is 
part of it, but in many cases not the deciding factor. 
Design is part of brand equity.d

Another way to separate your offering from the competition is to 
offer two offerings side by side, taking advantage of the so-called 
isolation effect. Norma’s restaurant in Le Parker Meridien Hotel 
in New York did this when it began offering a $1,000 omelet on 
May 5, 2004. Billed on the menu as the Zillion Dollar Lobster 
Frittata (including 10 ounces of sevruga caviar) it has this message 
next to the entry: “Norma dares you to expense this” (displaying 
an understanding that people who are spending other people’s 
money on themselves are less price sensitive). They also offer a 
“budget” version of the omelet, which sells for $100, which is a 
bit more palpable when shown after the $1,000 offering and an 
effective marketing strategy. Stanley Marcus—son of one of the 
founders of Neiman-Marcus and creator of the store’s famous 
Christmas Catalog with his and her gifts—always insisted on 
offering $100 Christmas Gifts in the store. The logic was that a 
bit of the magic of the Christmas Catalog gifts would rub off on 
the lesser-priced offerings.

Augmenting your offering to enhance the customer experience 
is another effective method of avoiding the commodity trap. 
Even Walt Disney World, certainly a company with a world-
class experience offering, continuously develops innovative ways 
to enhance the moments of magic for its guests. It offers visitors 
to the parks an opportunity to buy Pal Mickey for about $65 
plus tax. The doll fits into a backpack and is designed like your 
average plush toy, but with high-tech features. He knows where 
you are in the park and points out attractions, show times, line 
waiting times, where the Disney characters are hanging out, and 
offers jokes, fun facts and trivia, all to simulate having your own 
personal tour guide. e

Imagine investing $1 million of your own money into a start-up 
company selling dolls to girls. Most people would be deterred 
from facing Mattel and its flagship Barbie doll, but not former 
elementary school teacher Pleasant T. Rowland, creator in 1985 
of The American Girls Collection and founder of the Pleasant 

Company. Inspired by a trip to Colonial Williams-
burg, she reflected on what a poor job schools 

do of teaching history; and how sad it was 
that more kids could not visit this fabulous 
classroom of living history. She explains why 

she created the company:

I began Pleasant Company more than a decade 
ago to provide girls with beautiful books, dolls, and 

pastimes that celebrate the experience of growing up as 
an American girl. As an educator, I wanted to give girls an 
understanding of America’s past and a sense of pride in the 
traditions they share with girls of yesterday. Out of this de-
sire, The American Girls Collection was born. 

The American Girls Collection and its contemporary counter-
part, American Girl Today, were created especially for girls ages 
7 to 12—girls who are old enough to read and still love to play 
with dolls. For younger girls we offer Bitty Baby, a line of soft, 
huggable baby dolls, board books, and accessories that encour-
age creative play and nurturing behavior. 

At Pleasant Company, we are committed—as you are—to 
providing your American girl with rich, age-appropriate play 
experiences. By choosing the right books and toys for your 
daughter at the right age and stage of her growth, you protect 
her development, nourish her spirit, and give her imagination 
wings.f

The average American Girl doll (and paperback) sells for $90, ap-
proximately $70 more than Barbie. The Chicago store on Michi-
gan Avenue generates $40 million in sales, attracting more than 
one million visitors annually, making it the highest-performing 
store in the area. According to a company executive, “If you ask 
any of our 1200 employees what business we are in, no one will 
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say ‘the toy business.’ Every one of them will say, ‘We’re in the 
girl business.’”g 

The company certainly understands that it sells more than merely 
tangible dolls by making the “experience” part of its value propo-
sition. In 1998 Rowland sold the company to Mattel for $700 
million.

Would you ever pay more for a share of stock—whose price is 
publicly listed and traded on the New York Stock Exchange—to 
one broker over another? After all, how can a share of stock 
be differentiated? It may be one of the few examples of a 
pure commodity. 

Before you answer, visit www.oneshare.com, where you 
can only purchase one share of stock at a time, which 
are valued primarily as gifts for babies and teenagers. 
Included in the ten best-selling shares are Disney, 
DreamWorks Animation, Harley-Davidson, and 
Microsoft. You pay the market price for the stock 
and a $39 one-share fee. You also may choose a 
special frame (costing from $34 to $64 depend-
ing on your style choice), and this may be fur-
ther customized by your choice of matte and an 
engraved message for additional fees.h

Basic economics teaches that it is very difficult 
to sell something someone else is giving away 
for free. Yet notice bottled water. Water cov-
ers nearly three-fourths of the Earth’s surface. 
Could there be a larger commodity than wa-
ter? You wouldn’t think so until you read these 
facts from www.bottledwaterweb.com, an indus-
try portal:

Walk down a grocery aisle in any town in the 
U.S., Canada, Europe or Asia and there is a vir-
tual tidal wave of bottled water brands. This $35 
billion worldwide industry continues to grow as 
water quality concerns and fitness and health 
awareness increases. Bottled water sales in the 
U.S. rose 7.5 percent in 2004 to $9.2 billion, 
according to Beverage Marketing Corpora-
tion, a New York-based research and consulting 
firm.  

PET [Polyethylene Terephthalate, the popular high 
quality plastic bottle usually produced in smaller sizes (2-liters 
and under)] bottled water sales in 2004 reached about 23.8 gal-
lons per capita according to Beverage Marketing.i

Perhaps this is why Evian is “naïve” spelled backwards. Charles 
Revson, founder of Revlon and a man who understood exactly 
what his customers were buying, famously said: “When it leaves 
the factory, it’s lipstick. But when it crosses the counter in the de-
partment store, it’s hope.” 

Revson refused to believe that what he sold—a relatively straight-
forward concoction of chemicals—was a commodity, and report-
edly spent 45 minutes, in a seminar for his international marketing 
executives, having a dialogue with a glass of water, attempting to 

illustrate the meaning of product differentiation. As explained by 
his unauthorized biographer Andrew Tobias in Fire and Ice:

... [T]he water glass caught his eye. He picked it up, held it 
out in front of him, and said, in his friendliest way, “Hello, 
glass. What makes you different? You’re not crystal. You’re 
a plain glass. You’re not empty, you’re not full ...” and then 
he began telling the glass how it could be made special ... 
by changing the design, changing the color of the water, 
giving it a stem, and so on.j

The Perils of Benchmarking
The best swordsman in the world doesn’t need 
to fear the second-best swordsman in the world. 
No, the person for him to be afraid of is some 
ignorant antagonist who has never had a sword 
in his hand before; he doesn’t do the thing he 

ought to do, and so the expert isn’t prepared 
for him; he does the thing he ought not to 
do, and often it catches the expert out and 
ends him on the spot.

—Mark Twain

One cause of the commodity trap is ruthless imi-
tation on the part of companies, cloaked in the 
names of benchmarking and best practices. Rath-
er than investing in research and development and 
experimenting with innovation, a lot of companies 
are spending precious executive resources trying 
to figure out where they are relative to the compe-
tition by studying financial indicators and other 
forms of competitive intelligence.

While no doubt useful for some applications, bench-
marking is not a way to build a strategic advantage. 
Pouring over lagging indicators such as financial 
ratios—debt-to-equity, net income percentages, 
labor as a percentage of revenue, and so forth—
rarely spurs innovation and dynamism within an 
industry. Comparative financial information has 
a place, but it must be tempered with a theory of 
what is being observed if we are to gain an under-
standing of the underlying causes.

The major problem with benchmarking studies 
and best practice reports is that one is studying the 

results of a process, but not the process itself. They 
tend to confuse cause and effect, as Harvard Professor Clayton 
M. Christensen makes clear in The Innovator’s Solution: 

Consider, for illustration, the history of man’s attempts to 
fly. Early researchers observed strong correlations between 
being able to fly and having feathers and wings. Possessing 
these attributes had a high correlation with the ability to fly, 
but when humans attempted to follow the “best practices” 
of the most successful flyers by strapping feathered wings 
onto their arms, jumping off cliffs, and flapping hard, they 
were not successful. Because, as strong as the correlations 
were, the would-be aviators had not understood the fun-
damental causal mechanism that enabled certain animals 
to fly. It was not until Bernoulli’s study of fluid mechanics 
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helped him articulate the mechanism through which air-
foils create lift that human flight began to be possible. But 
understanding the mechanism itself still wasn’t enough 
to make the ability to fly perfectly predictable. Further 
research, entailing careful experimentation and measure-
ment under various conditions, was needed to identify the 
circumstances in which that mechanism did and did not 
yield the desired result.k

Financial averages can be devastatingly misleading without un-
derstanding the underlying causes of the results one is observing. 
(I can prove statistically, for example, that everyone in the world 
has, on average, one testicle.) Furthermore, there is a selection 
bias in the data being analyzed; rarely is it a truly random sample 
or a statistically significant sample size.

Avoid benchmarking your competitors—why benchmark me-
diocrity? Truly effective benchmarking usually takes place out-
side of one’s industry, such as 
when Henry Ford was inspired 
to create the assembly line from 
a visit to a slaughterhouse where 
he observed the overhead trol-
ley system. What was standard 
in one industry became a revo-
lution in another—old ideas in 
new places.

Competitive 
Responses
What should pricers do when 
they are confronted with naïve 
competitors attempting to en-
gage in a price war? Begin by attempting to ascertain—through 
gathering of competitive intelligence—why they are dropping 
prices. It may not be to start a price war but rather simply to clear 
out inventory or utilize excess capacity. Successful companies tend 
not to spoil the market; the ones offering inferior value propo-
sitions do, and thus have the most to gain from initiating price 
wars. If you find yourself in the unfortunate position of having 
to offer a price discount, do not announce it publicly. This will 
provide a signal to your competition, and it may intensify the 
war. The risk in lowering prices is to signal to customers that you 
have been overcharging them in the past, while giving legitimacy 
to your competitor’s offerings.

Examine ways to offer more value at the same price—quicker 
deliveries or lead times—rather than match the price discount. 
Offer more favorable payment terms, or longer contracts. Rather 
than discounting planned price increases, delay them. If you are 
going to provide a discount to match a competitor, consider do-
ing it only on incremental volume. Consider offering other val-
ue-added benefits—co-op advertising, loyalty programs, and so 
forth—that will maintain the integrity of your “list price” and 
shift the discounts off-invoice.

Pricers need to consider the total cost of engaging in a price war, 
not just one battle. You may gain marginal market share by un-
dercutting your competition; but the risk is that you will lower 
prices throughout the entire industry, which are very difficult to 
return to prewar levels. Customers, like elephants, have excellent 

memories—especially when remembering the lowest price they 
ever paid. Price wars can desensitize buyers to value, making 
them focus more on price.

If the competitor should return to more rational behavior with 
a price increase, immediately follow, so as to reward smart pric-
ing. It is always better to let competitors maintain an advan-
tage based on a higher price than a lower one, since this makes 
it more costly for them to cut prices in the future. Do not fall 
prey to what economists call coordination failure—a situation 
in which each firm is reluctant to be the first in its industry to 
announce a price change. This industry-wide hesitation produces 
price stickiness.

Imitating competitors’ prices is known as conscious parallelism, 
which is lawful in the United States and the European Union, as 
long as there is not explicit agreement among the companies. Of 
course, as with all antitrust laws, there is an enormous gray area 

between illegal collusion and 
lawful conscious parallelism; 
and it is always wise to engage 
legal counsel for guidance. Also, 
assess the benefits and costs of 
offering a price match guaran-
tee to your customers, a way to 
engage in tacit price collusion 
among competitors. This strate-
gy can result in less competition 
and higher prices, although this 
effect is not assured.

Executives need to speak and 
write constantly about the im-

portance of value and the perils of price wars in industry and trade 
publications. Be sure not to engage in speculative pricing declara-
tions, since you can only announce what your company actually 
intends to do with prices in the future. In the final analysis, the 
best way to avoid price wars is to avoid the commodity trap by 
offering more value to your customers; but if you are caught in 
one, these strategies can help to ameliorate the effects and shorten 
the length of these self-destructive practices.

Purging the Commodity Word
Unless your company decides to compete based on price—such 
as Wal-Mart, Costco, H&R Block, and Southwest Airlines—you 
cannot create a loyal customer based solely on being the low-cost 
provider. If customers are attracted by your low price, they will 
easily leave for another firm that offers an even lower one. Cut-
ting your price in order to attract a customer encourages buyers 
to ask constantly for future price concessions, thereby subsidiz-
ing your worst customers at the expense of your best ones. The 
notion that consumers get excited over a low price anyway is not 
grounded in reality, as Roy H. Williams points out:

“I WAS CHARGED A FAIR PRICE” is not the statement 
of an excited customer; yet many business owners mistak-
enly believe they need only convince the public that they 
will be treated “fairly” to win their business. Phrases like 
“Honest Value for Your Dollar” and “Fair and Honest 
Prices” tempt me to say (with no small amount of sarcasm), 
“Yippee Skippy, call the press.”

Cutting your price in order to attract 
a customer encourages buyers 
to ask constantly for future price 
concessions, thereby subsidizing 
your worst customers at the 
expense of your best ones.
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If the most your customer can say when he walks out your 
door is: “I was treated fairly,” your business is pitifully stale; 
and you have virtually nothing to advertise. Why? Because 
the expectation of “fair treatment” is such a basic assump-
tion in business dealings that most people take it for grant-
ed. What we really hope to find is the “delight factor."l

This is true whether you sell to businesses or consumers. As Sean 
Finn, Senior Vice President of Public Affairs, Chief Legal Offi-
cer and Corporate Secretary of the Canadian National Railway 
Company in Montreal, said about its law firm, “Any time a law 
firm realizes that we don’t view 
their services as a commodity, we 
get a better product. It’s not just a 
question of money . . . we look at 
the value provided.” 

Why do so many companies ignore 
this message? Many firms are pris-
oners of their past, assuming that 
the way they have always done it 
is the only way. Yet it takes cre-
ativity and innovation to separate 
yourself from the competition. Of-
fering only a cheap price is the last 
refuge of a marketing department 
out of ideas for creating value for 
customers. Former Grateful Dead singer Jerry Garcia expressed 
it well when he said, “You do not merely want to be considered 
the best of the best. You want to be considered the only ones who 
do what you do.”

In any event, there is absolutely no excuse—none—for busi-
nesses to think of themselves as commodities. Any company can 
compete on price; it is truly a fool’s game. On the other hand, 
competing based on Total Quality Service, positive customer ex-
periences, and transformations requires more thought, creativity, 
and investment. The commodity trap is a self-fulfilling prophecy, 
which breeds cynicism and stifles creativity, dynamism, and in-
novation. The old canard—usually expounded by noncreative 
types—that good ideas are everywhere; and, it is really execu-
tion that matters, would be relatively easy to overcome if only it 
were true. But it is not true; for if it were, we would have better 
movies (not remakes of Bewitched and I Dream of Jeannie), books 
and products; more memorable experiences and longer-lasting 
transformations from the companies we patronize. Both ideas 
and execution are important. There is no effective way to imple-
ment a bad idea. History provides many lessons, from Napoleon 
invading Russia to countries attempting to implement socialism. 
Were these bad ideas, or simply a case of poor execution? 

As the examples here illustrate, each company should seek to 
differentiate itself from the competition and develop a value 
proposition that customers are willing to pay a premium for to 
obtain. If your firm finds itself continually competing on price, 
it is taking the easy way out—since price is always the easiest way 
to make marginal sales. It is also the obvious factor to blame for 
an organization’s failure to offer an awesome service and a memo-
rable experience. Constant price discounts signal that you are: 
targeting the wrong customer segments, lacking a viable value 
proposition separating you from the competition, not getting 
your share of sales success, or offering too much service in your 

basic package. 

Do not let your firm acquire a 
core competency in cutting pric-
es by falling into the commod-
ity trap. 
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“You do not merely want to be 
considered the best of the best. 
You want to be considered the 
only ones who do what you do.”

 –Former Grateful Dead singer  
Jerry Garcia




