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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,

XXl1



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.

1 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, Tasadduq 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.

% 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.
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