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Preface

Profitable Pricing Strategies is designed to help managers learn and make
profitable use of the critical skills of planning and managing pricing activi-
ties. An accompanying software package, PricePlan, will help users of this
book choose from among several alternative strategies as well as explore
the economic implications of any given price strategy.

In this book, I try to give the reader a timely introduction to the manage-
ment of price strategy, based on well-accepted theories, and a strong focus
on actual applications. Concepts are drawn from marketing, economics,
finance, and accounting, and are developed in a strategic management
framework.

The reader is introduced in Chapter 1 to the strategic management
process. Overall organizational strategic management is presented, and
then the management of marketing, operations, finance, and other func-
tional strategies are discussed, with emphasis placed on marketing. The
components of the entire process are displayed graphically and related to
each other.

Chapter 2 relates pricing strategy to the overall strategy of an organiza-
tion and its functional support groups. Pricing strategy is discussed in some
detail, down to the process of actually selecting a price strategy.

Later chapters cover special topics under pricing strategy. New product
and service pricing, an important subject for almost any organization, is
discussed in Chapter 3.

Chapter 4 explores the pricing process for groups of related products or
services, usually referred to as the product line. Economics of the interre-
lationships among products is presented, and cost considerations in pricing
are discussed.
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The subject of planning and managing under conditions of uncertainty
affects almost all organizations which must price their offerings to the
marketplace. The factors involved in determining the actual market de-
mand for products and services are examined, along with some methods
for analyzing these factors.

This leads naturally into Chapter 6, which covers price forecasting.
Price forecasting is often difficult to do. Chapter 6 provides an overview of
the forecasting process in general, from the level of the overall economy
down to the level of individual products and services. Many of the most
widely used forecasting methods are presented here.

Service organizations are very often ignored in discussions of business
planning and management, so Chapter 7 discusses services in relation to
physical products or goods. Practical service pricing considerations (which
often apply to physical products) are discussed in some detail.

A solid economic foundation is required for effective pricing. Chapter 8
presents cost-volume-profit analysis and some analytical methods often
used to set and manage prices.

Today more than ever pricing and strategic management need to be
considered in a world view. Chapter 9 discusses international pricing and
the complex factors involved in selling products and services worldwide.

Chapter 10 covers the economics of price and costs, in more general
terms than does Chapter 8. Special topics of pricing are covered in Chapter
11: pricing and profit maximization, pricing and promotion, pricing and
marketing channels (often called distribution channels), price discrimina-
tion, and transfer pricing. Chapter 12 wraps up discussions of price strat-
egy by giving the reader ideas on how to implement strategic plans.

I hope that the readers of this book can share my enthusiasm for the
power that careful strategic planning and management can give managers
in all types of business organizations. I firmly believe that readers of this
book can become better pricing managers simply by getting down to basics
and working smarter, not harder. It is hoped that this book and other
books and software products I am developing to deal with strategic man-
agement issues will give readers numerous profitable ideas, and that the
readers will be stimulated to do further reading, research, and effective
business practice.

Stephen L. Montgomery
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Pricing and
Organizational
Planning

Pricing cannot be viewed in isolation, but rather must be viewed in the
context of a much larger framework. It is only one aspect of marketing,
albeit a very important one, and is part of the overall planning for any
organization.

Pricing is an important expression of your marketing plan and is a
communication to the marketplace of your philosophy. Your philosophy is
transformed into your organization’s strategic plan. The strategic plan
then generates or changes the marketing plan. A circular planning process
is created, a primary thrust of which is your organization’s pricing
policy.

Pricing may reflect whether your organization is targeting the retail or
the business market and whether you want to be a fuil-product or full-ser-
vice supplier to all customers or a supplier to specific target-market seg-
ments. If you want to be the dominant market-share leader in all the
markets you serve, then your prices will reflect this.

Marketing is the process of integrating buyer needs and wants into your
organization’s market strategy and producing products and services to
fulfill these needs and wants while earning a profit (if yours is a profit-ori-
ented organization) or satisfying other organizational objectives (if yours s
a nonprofit organization).



2 Chapter One

The Strategic
Management Process

Strategicmanagement consists of a set of decisions and actions which result
in the formulation and implementation of strategies designed to achieve

the objectives of an organization (see Fig. 1.1). The following areas must
be addressed:

1. Determine the mission of your organization, including broad state-
ments about your purpose, philosophy, and goals.

2. Develop your organization profile, reflecting its capabilities and
limitations.

Assess your organization’s external environment.
Analyze possible opportunities.

Identify desired options consistent with the organizational mission.

o s W

Choose a particular set of long-term objectives and grand strategies to
achieve desired options.

»- Organization
— Mission

v L L
Business

o . C = > Environment
Profile 3 r Analysis

Strategy
Evaluation

I

Strategy
Choice

I

Implementation
and Control

i

Review,
Assessment,
Adjustment

Figure 1.1. The strategic management process at the organizational level.
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7. Develop annual objectives and short-term strategies compatible with
long-term objectives and grand strategies.

8. Implement strategic-choice decisions based on resources.
9. Review and evaluate the success of the strategic process and input
results into future decision making.

Bower (1966) suggests that the following specific management activities
exist in the strategic management process:
Setting the organizational mission
Developing an organizational philosophy
Establishing objectives
Planning strategy
Establishing policies
Planning the organizational structure

Providing personnel

e R

Establishing procedures

©

Providing facilities

Sy
=

. Providing capital

Yd
—

. Setting standards

o
N

. Establishing management programs and operational plans

ot
&

. Providing control information

P
>

. Activating people

Organizational Mission

Your first prerequisite for marketing planning is a statement of your
organizational mission. This should define the kind of organization you
wish to have and should identify customers and markets you want to serve.
Your mission statement should tell everyone in your organization what
business you are in. It focuses attention on the direction for the future.
Your mission defines the bounds within which you look for viable market-
ing opportunities, and it may be assigned to divisions.

According to King and Cleland (1979), an organization mission is de-
signed to

1. Ensure unanimity of purpose within the organization

2. Provide a basis for motivating organizational resources
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3. Develop a standard for allocating resources
4. Establish a general organizational climate

5. Serve as a focal point for those who can identify with the organization’s
purpose and direction, and as an explication to deter those who cannot
from participating further in the organization’s actions

6. Facilitate translation of objectives and goals into a work breakdown
structure involving assignment of tasks to responsible elements in the
organization

7. Provide a specification of organizational purposes and translation of
them into goals so that cost, time, and performance parameters can be
assessed and controlled

Organizational Profile

Your organizational profile results from an internal analysis which deter-
mines your performance capabilities based on existing or obtainable re-
sources. This profile describes the quality and quantity of physical, finan-
cial, and human resources available to you and assesses your organization’s
management and structural strengths and weaknesses. Historical successes
and management views are contrasted with your current capabilities in
order to identify future capabilities.

Remote and Local Environments

Your external environment consists of the total of all forces which affect
your strategic options but which are beyond your ability to control. The
remote environment is composed of forces which occur beyond your im-
mediate operating environment and includes the general economic, politi-
cal, social, and technological framework in which you and your competi-
tors operate (see Fig. 1.2)

The local environment includes forces in your specific competitive
operating situation which influence your strategy selections. Changes in
the local environment are often the result of actions taken by you, your

competitors, consumers or users, suppliers, creditors, or government
bodies (see Fig. 1.3).

Analyzing Opportunities

Assessing your expected environment and your organizational profile en-
ables you to determine the range of opportunities that you might want to
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take advantage of. These opportunities represent possible directions, but
the list of alternatives must be screened before a set of possible choices can
be decided upon. This strategic choice process provides you with a combi-
nation of long-term objectives and grand strategy that will best position
your organization in the external environment and achieve your organiza-
tional mission.

The process of choosing from among alternative strategies involves
matching each of the possible and desirable opportunities with reasonable
long-term objectives and targets. These are then matched with the most

Economic

Regional, national, and international markets —availability, change

Interest rates, capital availability, credit availability, income, savings, expenses
Shifts in the above economic factors

Shifts in demand for product categories

Social
Attitudes and values regarding marriage, lifestyle, work, ethics, sex roles, child-
bearing, racial equality, education, retirement, pollution, energy

Effect of population changes on social and political expectations at home and
abroad

Constraints and opportunities development

Political

Changes in U.S. government policy regarding antitrust, foreign trade, taxation,
depreciation, environmental protection, deregulation, defense, foreign trade
barriers, etc.

Effectiveness of government administration.

International political environment: hostile or favorable, stable, corrupt, violent,
strongly nationalistic, etc.

International governmental policies regarding trade barriers, equity require-
ments, patent protection, etc.

Technology

Current state-of-the-art
Feasible new products or services
Impact of technological breakthroughs in related product areas

Interfaces with economic and social values, public safety, governmental regula-
tions, and court interpretations

Adapted from Strategic Management: Strategy Formulation and Implementation by Pearce
and Robinson, Richard D. Irwin, Inc., Homewood, 1L, 1982, pp. 133-134.

Figure 1.2. External environment considerations.
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promising targets (grand strategies) for achieving the desired results. Each
alternative is then evaluated to determine the one you expect to best
achieve your organizational mission.

Assessing strategic alternatives requires that you develop criteria to
serve as the basis for comparing one alternative with all of the others. The
criteria you use might include your attitudes about risk, stability, flexibil-
ity, profitability, growth, and diversification. Also, you should consider

The volatility of the external environment
Your current organizational structure
Your access to resources

Your competitive advantages

A

Product or service life-cycle stages

Competitive Position

Probability of new competitors, new product substitutes
Strategic moves of existing rivals

Competitive priorities and ability to change competitors’ minds (steer their
actions)

Predictability of competitors’ actions

Customer Profiles

Customer needed value

Formal versus informal market research results
How are customer needs now being met?
Marketing channels available

Market segmentation opportunities

Suppliers and Creditors

Likelihood of major cost increases due to reduced sources of supply, funding,
personnel, or other production constraints

Reliability of existing supplies

Likely responses of suppliers and creditors to special emergency requests

Labor

Availability of employees with needed skills and abilities in geographic areas
Existence of nearby colleges and vocational schools to aid training
Cooperation of labor unions

Adapted from Strategic Management: Strategy Formulation and Implementation by Pearce
and Robinson, Richard D. Irwin, Inc., Homewood, IL, 1982, pp. 136-137.

Figure 1.3. Local environment considerations.
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6. The potential reaction of stockholders, creditors, employees, cus-

tomers, suppliers, governments, unions, competitors, local communi-
ties, or the general public

Objectives and Strategies

After the mission statement, you must clearly define your overall objec-
tives in order to design organizational and marketing strategies to obtain
these objectives. You might set an organizational goal to attain a certain
financial goal. Or you might adopt a more general objective, such as to play
a certain role in your industry. You might want to gain a certain market
share or achieve a certain level of innovation or technological ad-
vancement.

Top management must set the overall objectives for the organization,
and the lower levels of management must set goals to support the organiza-
tional objectives. The hierarchy of objectives and goals extends down
through the organization until detailed action programs can be designed
and implemented at every level.

Long-term Objectives. Your long-term objectives are the results you seek
to achieve over a period of, say, five years. These results are typically
developed to address these and other issues:

Profitability

Competitive position

Productivity

Technological superiority

Al S

Employee development

For maximum effectiveness, each objective must be specific, measurable,
achievable, and consistent with your other objectives.

Grand Strategy. Your grand strategy is your comprehensive, general
plan of action by which you intend to achieve your long-term objectives.
This statement indicates how your goals of business activity are to be
achieved. The purpose of grand strategies is to guide the acquisition and
allocation of resources over a specified period of time.

No single grand strategy can detail the strategic actions which you will
undertake over a long period, but your commitment to a basic positioning
of your organization in your marketplace provides you with a focal point
for later decision making. Some examples of grand strategies include
technological innovation to capture high profit margin on new products,



