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Preface

“Pricing is the moment of truth—all of marketing comes
to focus in the pricing decision.”

hen Raymond Corey wrote these words at the Harvard Business
WSchool in the early 1960s, marketing was just coming into its own as

a strategic discipline that could drive the direction of a business.
Unfortunately, few marketing practitioners actually took Corey’s words to
heart. Enjoying their new prestige and power to influence corporate strategy,
they were reluctant to let financial considerations constrain their “strategic”
thinking.

Instead, they focused on achieving market share and customer satisfaction,
believing that high profitability would somehow naturally follow. Marketing
academics also slighted pricing, offering little research and few courses on the
subject. Whenever the subject of pricing problems did arise, professors assured
their students that all could be solved indirectly by redoubling efforts to dif-
ferentiate products and services.

These attitudes toward pricing changed radically when marketers en-
countered the challenges of the 1980s. Companies with leading brand names
saw brand loyalty and their power over distribution erode from years of price
“promotion” to defend market share. Even large companies often found
profits unattainable, as smaller firms targeted and lured away the most prof-
itable customers (a practice labeled “cream skimming” by the victims). Suc-
cessful corporate raiders then showed that they could increase cash flow and
profits, often by raising prices, even as they lost some share. In the 1990s, a
brief counterrevolution took place, as e-competitors bought market share
from more efficient bricks and mortar competitors. By the end of 2000, most
e-competitors went bankrupt, while the remainder looked for ways to charge
prices consistent with financial viability.

Not only marketing practitioners are now under the gun to show that their
efforts can ultimately pay off at the bottom line. So also are marketing theo-
rists. Companies have become almost maniacal in their focus on increasing
shareholder value. Strategies defined in terms of market share or customer sat-
isfaction alone get short shrift. For marketers to achieve respect and influence,
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PREFACE

the key is to show how their ideas can generate profitability. As a result, cre-
ative thinkers are integrating marketing thought with financial concepts.’

Successfully making that integration requires understanding not only
what creates value for customers, but also how and when that value can be
transformed into earnings per share. This does not mean that companies

" should regress to the days when they naively tried to increase profits by
marking up costs with higher margins. It means understanding that strategic
pricing is about much more than setting prices. It is about targeting markets
that can be served profitably, communicating information that justifies price
levels, and managing pricing processes and systems to keep prices aligned
with value received.

These are not skills that have traditionally resided in finance or marketing
departments. Strategic pricing is becoming a profession in its own right that
bridges marketing, finance, sales, and top management. The Professional Pric-
ing Society” reported in a survey of its members that pricing decisions were
principally made by a pricing manager in 25 percent of the companies and by
a cross-functional team in another 20 percent. Others cited were the marketing
department (15 percent) and product manager (15 percent). Decentralized
pricing by the sales organization was practiced in only 11 percent of these com-
panies, and none had pricing principally made by finance. Although this is a bi-
ased sample, it is indicative that price in the most sophisticated companies is
being proactively managed.

As in the first edition, the primary objective of this edition is to develop a
practical and readable manager’s guide to pricing, not a textbook. Our references
are not necessarily to the seminal articles on the subject, but to those that are
most managerially relevant and accessible. Professors will be happy to learn that
an expanded Instructor’s Manual for this edition includes new classroom exer-
cises. We expect that the combination of clear writing and current, relevant ex-
amples will continue to make this the most popular reference on pricing for
managers’ as well as the most popular text in the classroom.

! Eugene W. Anderson, Claes Fornell, and Donald R. Lehmann, “Customer Satisfaction, Market
Share, and Profitability: Findings from Sweden.” Journal of Marketing, 58 (July 1994), pp. 53-66;
Rolan Rust, Anthony J. Zahorik, and Timothy L. Keiningham, “Return on Quality: Making
Service Quality Financially Accountable,” Journal of Marketing 58 (April 1995), pp. 58-70:
Rajendra K. Srivastava, Tasaddug A. Shervani, and Liam Fahey, “Market-Based Assets and
Shareholder Value: A Framework for Analysis,” Journal of Marketing 62(1), (January 1998),
pp- 2-18.

2 Professional Pricing Society, PPS Members 2001 Current Practices Survey (Atlanta, GA: 2001).
For additional information about PPS and the survey, go to www.pricingsociety.com.

* As measured by amazon.com.



Acknowledgments

of gratitude, but collectively they have contributed substantially to the

content of this work. We wish to renew our thanks to all who contributed
to the first and second editions and whose specific contributions were acknowl-
edged there. The success of those earlier works gave us access to client companies
and managers from whom we have learned much more about pricing strategy and
implementation than would have been possible from purely academic research.
Many thanks to our students and seminar participants whose probing questions and
challenging problems continue to keep our work interesting and relevant.

We gratefully acknowledge the advice of numerous experts in marketing,
pricing, and business management whose published and unpublished insights we
have incorporated into this text. While we could never enumerate them all, we
wish to acknowledge our special debt to George Cressman, Kent Monroe, Dan
Nimer, and Mike Marn. Richard Harmer has contributed immensely to our think-
ing about pricing over the past fifteen years. His work is defining “value seg-
ments,” and his concepts of “segmentation fences” and “price metrics” are now
widely adopted by pricing practitioners. He also contributed to our thinking about
the role of income and affordability in pricing. Gerald (Jerry) Smith of Boston
College coauthored two chapters in the second edition that have been revised and
integrated into this edition, and he also added numerous examples and scholarly
references to this edition. Jerry’s exceptional intellect added much to our own in-
sights. Barry Margeson added an insightful section to Chapter 12. Eugene Zelek,
an antitrust attorney and believer in creatively managing within rather than re-
acting to legal constraints, wrote the section in Chapter 14 on the law.

It is easy to underestimate how much work beyond writing is involved in pub-
lishing a book. Allison Bray edited the revised chapters. Evelyn Hennessey man-
aged manuscript preparation. Susanna Barmakian and Bonnie Walsh secured
permissions. We would like to thank our colleagues at Strategic Pricing Group
who were understanding and supportive of our need for “writing time” and who
accepted additional management and project responsibilities to give us that time.

Finally, Tom Nagle thanks his wife Leslie for her patience and spiritual
guidance.

Reed Holden thanks his fiance Carolyn Ruech, his children, Mark and Re-
becca, and his parents Carl and “Bunny” Holden for their unwavering support
over the years.

We cannot practically enumerate all those people to whom we owe a debt

XX



B F X Frif A

A R ALK R IR BRI EFE 1 AR A, 3£ Pearson Education Group T 5 £
S EPRR .

Pearson Education Jff T i E Fr 814 277 B34 H AR 2 7] Prentice Hall/ Addison Wesley
Longman , DAL & &SRR 26 HURRY, UM 2 % K2R SRR AR RS #EHM, 2 3%
PIRHTH LA HFIK Prentice Hall 1R BN F HOM 27 i i — BT HU 08,
AR K RPGE N A B CEITTE T T, 1RG4 505 8O 09 8000 5 % 42
.

PRI X EU s 3 00 BB UE LS I T AE L 25K, DA DR IL B il
LIV OSES UL

oL g & R PR,

................................................................... x..._........_........__,...._.........,4_...__,.....,..,.“.......,_..._

uE A

25 UrEW PN /Bt EAECERD) IF
IR, SR FHOSHE K 2 R L R0 3 SCRE B R o
(&7 B2 R T EBH AR REIG N e S N = Y

{ERPUNTE B 5 A BRLERMBUNE T F it

fﬁi’?’l‘:

f
E-mail .

1R & kit
HS s -

BBEEL. (8T
(R/BEAN A% )

£ H__H



[y A 150 B A L BOF 5 3 YORE, 1 X 3 8UE 1/ [5) Pearson Education/Prentice
Hall/ Addison Wesley Longman [¥)#H 3¢ I % . www. pearsoned. com /www. prenhall. com /
www. awlonline. com

YT
Bki \%
RN

-
o

Tsinghua University P?ess

Huhik: AL SR RE 2RI A B S J2

Wit K R T 3% 5 R AT B A B R

1R 4 - 100084

Tel. (010)86251055 -3503;
(010)86251055 - 3505 ~3508 ;
(010)62775445 ;
(010)062786544

Fax. (010)62771137

F-mail: xuxinxiang @ 263. net

Pearson Education Beijing Office
s Sl e S B AR B
Tel: 8610-68916659/68917488

Fax. 8610-68917499

E-mail ; service@ pearsoned. com. ¢n



EEBEANREF

R SEA 15 | SRR TR B ) 35 45 O PR T R, JLSR AR ) 7%
Ok AT ROR I R R SO ELR AR R L, R ol R U Kb
LR R WK RO LB AR 3 SR ST R A
RO TR B AR R LR R LB AR B RUERG ik
R RIS R, AR R A R T R S R
LB A R
M TR (UM AR BOM S A R I I ol R D
1 SN % -
DO
R k-

Wid: B HFHR.

X

bl ORI B R

5 O 1% oM O i O KM

i O Hifth .

L2 W E LR S .

f ORI HER OfEERMMIE OHERITEERA O S
oI KA  OEEENE  OMNE

3. GUROMEBAT R S  TREREEY.
i o&it OR OSBRI ¥ OBBIZRERL
O O4 i OB&V OfRK
O 1 % A o]:¢::! O OF =
Ol O Eg: OB 3T O NSV UEE B
O Hifts: -

L4 SO AR S TR R
L OkikEM  OFMEBEH  OHMEM  OEASEY
OMitASM OBMFBASLH ORHAHM ORHASES

Ot .
5. MPACNMBE W B B R E B, At A
? O

O

6 WP A A L K
O gFEE O EAAKES O FAEAS




X0 o st

O
: O
8. MERILFIER .
5 O
: O
| MBERRWR S, EERASUTHE
L9 AERIETE TR R

o . o_
o o o
(RIRNOE S €7 ok

O ] W E . I o

@) , RREE

O R = o1 /& - & S

o _ L o oewE.
10, SRy A 5 BHPE A SO Rl 2

O ## O RbE

| NEEFREANER, ESRINKE.

Tsinghua University Press

SR D IR
%k} L3¢ 100084

3 b nCH IR RS R EBE R A 717
i Tel: 010-86251055 ¥ 3505 ~ 3508
i Fax: 010-62784897 ( 43 #K) ;62771137 ( K 473K)



GRBE TR : WEWREIRRLE D - !

A RZTIAEMEIR o 15
MEIHT: REIETE o oo .. 35
BFEE: BREPFFIBEHEZIOMIZRE ... 73
B FEWMBPIR 119
TEMRES: FRREDNEBIBAID .o eoeee i 147
SHBPENZ: ETROORERIERRGES .. ... 177
ETMENHEENSH : XIEBRSITIRINEE ... .. 200
WBATEMN: HIBBOFES ... 227
SHESONENRES: KBRRESKES .. ... 253
BEEIS: MMBBIE ... P 278
B2RA: NEEFNENRBITGSEM ... ... 305
N BBZEFOMMBSEURM : XYHRTDRTBENHARSE ... .. 332
CEBIER: BREN S ENRHEEBEE ... 369




CHAPTER 1
CHAPTER 2

CHAPTER 3
CHAPTER 4

CHAPTER §
CHAPTER 6

CHAPTER 7

CHAPTER 8

CHAPTER9

CHAPTER 10

CHAPTER 11
CHAPTER 12

Brief Contents

Strategic Planning: The Harvest of Your
Potential 1

Costs: How Should They Affect Pricing
Decisions? 15

Financial Analysis: Pricing for Profit 35

Customers: Understanding and Influencing the
Purchase Decision 73

Competition: Managing Conflict Thoughtfully 119

Pricing Strategy: Managing Your Market
Proactively 147

Life Cycle Pricing: Adapting Strategy in a Changing
Environment 177

Value-Based Sales and Negotiation: Influencing
Customer Behavior 200

Segmented Pricing: Tactics for Separating
Markets 227

Pricing in the Marketing Mix: Developing an
Integrated Strategy 253

Channel Strategy: Price Management 278

Competitive Advantages: Establishing Foundations
for More Profitable Pricing 305

XI



BRIEF CONTENTS

i

CHAPTER 13 Measuring Perceived Value and Price
Sensitivity: Research Techniques to Supplement
Judgment 332

CHAPTER 14 Ethics and the Law: Understanding the Constraints
on Pricing 369




