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PREFACE


Price, Profit, Power, and Prosperity


(Why and How This One Book Can Be Worth at Least One Million Dollars to You)


 


Dan Kennedy

 



 




Price bedevils.


It lurks in the bushes, waiting until the sale is almost made, to leap out and scream “Boo!” Retailers fear Walmart, to such extent some close their businesses at the mere announcement that Walmart is coming to town. The real source of their terror is price. Grown, mature adults engaged in B-to-B sales quake in their boots at the prospect of facing a purchasing agent who is known to drive a hard bargain. Business owners routinely under-price their goods and services to come in below competitors, surrendering to the fear of losing customers by being judged unreasonably expensive—oddly unaffected by the more appropriate fears of losing profits in the short-term, losing their business to bankruptcy in the long-term. (Few lowest-price providers have ever avoided this fate.) Price is a terrorist.

In the 1930s and 1940s, Walter Gibson, writing as Maxwell Grant, churned out hundreds of pulp novels featuring the mysterious crime-fighter, “The Shadow.” There was also a radio show, and more recently, a failed movie starring Alec Baldwin. The Shadow struck such fear in evil-doers that, often, only his  eerie laugh was necessary for their surrender. Living in fear that The Shadow would suddenly emerge from the dark with cape swirling and guns blazing, they were terrorized by all shadows, virtually driven insane by fear.

Like The Shadow, price strikes fear in the hearts of salespeople and business owners alike—to such extent it compels business owners to reduce their prices without any real marketplace pressure to do so or testing to validate their fear-based decisions. To such extent it makes the salesperson’s voice quiver and palms sweat and body language go sour when he arrives at presentation of price, telegraphing to his prospect that the price is too high. Like the evil-doers terrorized by all shadows, business owners are terrorized by their fears about price rather than by any reality.


Fear is a powerful thing. Another comic hero, Batman, is brought to his knees by the super-villain, The Scarecrow, his only weapon is a magic dust that creates unbridled horrific imaginings of each person’s worst fears. Sprayed in one person’s eyes it instantly triggers that individual’s worst, secret nightmares. Sprayed over an entire city, it produces mass-hypnosis, filling the streets with imaginary monsters assaulting the population, sending each person into spiraling horror they will do anything to escape—including killing others and themselves. The Scarecrow is a brilliant comic book creation, because he has no real power. His only power comes from the fear he can create in others, a turnabout of the idea behind his hero enemy Batman, who chose his bat identity and costume and mystery to “strike fear in the hearts and minds of evil-doers.”


In business, fear-based decisions turn out badly; feardriven behavior weakens and ultimately destroys. I personally watched the owner of a thriving $100-million-a-year company give over a significant share of profits and control of his operations  to a bullying, mostly bluffing competitor who threatened to destroy the business with lower prices and massive advertising if he wasn’t brought in as a partner. Once a partner, this “terrorist” destroyed the business from within in order to create a vacuum in the market rather than compete head-on. I and many others cautioned the company owner against voluntary capitulation rather than battle with possibilities of victory or at least defeat with honor. There were reasons to believe the well-capitalized and ruthless bully seeking entry to and instant dominance of this market could be turned back. It didn’t require simple blind faith or stubborn determination to triumph against a well-capitalized and aggressive but naïve and historically inept challenger. Still, this company owner was vanquished not by that opponent, but by his own fear of that opponent.


Not to say that paranoia is forbidden. Former CEO of the once-giant corporation ITT, Harold Geneen, while leading its rescue, said “Only the paranoid survive.” No business owner can skip, prance, and dance along whistling a happy tune, drunk with his own optimism, in denial of all risks, hazards, threats, and problems; nor, specific to price, can he merely do as he pleases, as whim inspires, with no regard for his customers’ abilities and willingness to pay or for competitive factors. A sense that the ground beneath is truly ice, and vigilance about thin spots, is required of anyone running a business or his own sales career. One of my pet principles is that, whatever success you have, you get out of bed and earn it by your own successful behavior each and every morning. But you can’t let prudent paranoia grow to govern. Fortune favors the bold. Bold with reason, but bold. Jason Marrs and I have built this book to embolden. To give you good reason to be bolder—and more creative and inventive and effective—in using price to your extreme advantage, to be as profitable as it is possible to be.

Price, Profit, Power, and Prosperity = Choice

Your prosperity begins with your price strategy.

Decisions about and presentation of price affect a great many things in a business, as you’ll discover in this book. These include positioning, the kind of customers you attract, the kind of staff you attract and their attitudes, your own pride, but most importantly, profit. Profit, in turn, absolutely determines the strength or weakness, power or vulnerability your business possesses. Profit regulates power as a thermostat adjusted up or down regulates room temperature. Profit determines how bold and aggressive or timid and constrained you are in reaching out to acquire new customers or creating brand identity and awareness;how well you can serve and satisfy customers—which affects retention, repeat business frequency, and referrals; how well you can incentivize and compensate staff in order to attract and keep the best and make managerial demands. Profit also determines if your business can withstand temporary adversity, be that road torn up in front of your store for six months or a recession lasting sixty months. Profit is power, and profit is the result of price strategy. From this, prosperity or poverty, pride or disappointment, security or endless angst. Prosperity for the business owner is created by the amount of money he can take out of his business day to day without leaving it too thinly capitalized, to, in turn, meet his lifestyle needs, live free of debt, and accumulate good assets and investments, as well as the money he may take out in a lump sum and/or on-going payments via exit down the road. Profit governs this. In a closed loop, power enables profit, and it all emanates from one source and one source only: price.
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 You choose your prosperity by the choices you make about price.

Although I am generally regarded as a marketing strategist, I believe I have had more far-reaching impact on more entrepreneurs by influencing their price decisions than with anything else I teach, any other advice I give, any other work I do. To that end, a story: In one of my private client mastermind groups, where 20 different entrepreneurs met for two days at a time to hash out problems and opportunities in their businesses together under my leadership, two partners presented a new service they intended to add to their existing enterprise. It could be delivered only several times a year, with a maximum of fifty customers accommodated each time, to be drawn from their thousands of existing customers now buying lesser-priced products and services. They had done some loosey-goosey research via surveys, focus groups, and analysis of similar or competitive business and determined they could charge as much as $2,000.00 per person. Most of the others in my group attacked these fellows instantly, in near unanimous and rather fervent agreement that their proposed price was way, way too low for the value of the service to the right customer (an important point) and the supply-demand ratio likely to exist given the pool of thousands to draw from. But these guys were convinced that $2,000.00 was as far as this price could possibly be stretched. The meeting ended in discord, despite my siding with the group against the partners’ price belief, and making my best, reasoned argument.

Three months later, at the next meeting, these two partners presented a more fleshed out, ready to advertise version of their proposed service, and stated their firm intent to price at $2,000.00.  After another round of heated debate, I left my place at the head of conference table, went into my office with my checkbook, returned, wrote out a check to the guys for $100,000.00 ($2,000.00 x 50), slid it across the table, and said, “Enough debate. If you’re locked in and happy with your $2,000.00 price, I’ll buy all 50 customer positions. You deliver the service as you planned. You let me market as I please to your current customer list, I’m going to sell this at $10,000.00, and make a very nice $400,000.00 spread. Three times a year. $1.2 million. Take my check and let’s shake hands on this.” They refused. They went home and rather shakily rolled out their service with a daring, to them, price of $4,500.00, a 225% higher price than they’d proposed—and sold out the 50 spots quickly and easily. Today, a few years later, they sell this for $6,500.00, with an $8,500.00 deluxe option, and, at my urging, also figured out how to accommodate 100 rather than 50, and do it three times a year. Over five years, the price strategy pushed on them is worth more than $7 million above what they were committed to settling for. Truly an example of my friend Foster Hibbard’s maxim: Go to the ocean with teaspoon or bucket; the ocean doesn’t care.



This is the power of price. Throughout this book, you will come to understand why such a huge spread existed between what these savvy, successful entrepreneurs believed the maximum possible selling price was, and what it really was, and how to identify similarly inaccurate beliefs in your mind and uncover amazing opportunities for explosive profit improvement in your business. In this way, this book can have million dollar or multi-million dollar importance to you, beginning immediately, with collection occurring over the next few years. That is not empty hype. It is fact, established by the story I just told you being repeated in hundreds of different businesses, industries, and professions hundreds of times as a result of my guidance and, at times, insistence.

One such demonstration belongs to my co-author, Jason Marrs, who has a personal price strategy story that is, in many respects, much more remarkable than the one I just shared. Jason, as marketing director for his wife’s large, thriving, multi-therapist professional practice in the field of education and therapy for children, competes with free services very aggressively promoted by government agencies and in partnership with the public school system, teachers, and counselors, as well as with solo-therapist private practices charging fees a fraction of his wife’s. Jason has built an extraordinary, enviable, profitable business with price strategy boldly defiant of a plethora of government-imposed obstacles and cheaper and cheapest price competition. His success in this difficult environment has not gone unnoticed. Others in his field and many others outside the medical profession began asking him for his “secrets,” knocking on his door for consulting, and, today, Jason is one of the foremost advisors and coaches to small business, medium-sized companies, entrepreneurs, and professionals on price strategy. After all, if you want certain survival on a camping trip, who better to recruit as your guide than a battle-scarred but successful survivor of journeys through the most dangerous jungles on earth?—in this case, the land of “free.”

Together, Jason and I have a mission of liberating you from all fear or timidity toward price, and of empowering you with both courage and price-strategy competence and creativity so that you can substantially improve your business’ profitability and sustainability. To this, you need to bring as open a mind as you possibly can. An intellectual willingness to re-examine your every belief about price in your business, and to adapt rather than resist proven profit strategy drawn from outside the narrow confines of your particular industry and your experience in it thus far. Today must be a new day, not a stubborn re-living of the ones before.

 



Notes

1. Each chapter is identified as written by Jason or me.

2. An offer of additional resources from Jason appears on page 233, one from me on page 234. You need not wait until you complete the book to take advantage of these opportunities!

3. The opinions expressed in this book are those of the authors, not necessarily those of the publisher. Some of these opinions are exaggerated in order to make a point, be provocative, or be humorous. The book is intended for people with a sense of humor. One of the authors’ beliefs is if you don’t offend somebody by noon each day, you aren’t saying or doing much. We have made sure to exceed quota here. If you are easily offended and do not have a sense of humor, you probably should NOT read this book.

4. For anyone who is gender or political-correctness sensitive, to head off letters. The authors have predominantly used he, him, etc. throughout the book with only occasional exception, rather than awkwardly saying he or she, him or her. They do not mean this as a slight to women, only as a convenience. They are not getting paid by the word.

5. This publication is designed to provide accurate and authoritative information in regard to the subject matter covered. While every effort has been made to ensure factual accuracy, no warranties concerning such acts are made. This book is published for general information and entertainment purposes only. It is sold with the understanding that the publisher is not engaged in rendering legal, accounting, or other professional services. If legal advice or other expert assistance is required, the services of a competent professional person should be sought.

6. Price laws and regulations are complex and tricky, and meddlers in your price strategy include the Federal Trade Commission,  your state and even local government, and possibly federal or state regulatory agencies specific to your industry or profession. The authors are not lawyers (thankfully) or experts in legal matters, nor is this book intended as a substitute for legal advice of any kind. We accept no responsibility or liability of any kind—nor does the publisher or any source cited in the book—for whatever decisions you purportedly make as a result of something you read here. You can secure some price law information at www.FTC.gov, but again, other regulatory bodies may have something to say about price strategy in your field.

7. Throughout the book you will encounter references to Glazer-Kennedy Insider’s Circle™, an international membership organization comprised of entrepreneurs, business owners, sales professionals, and self-employed professionals with a strong common interest in marketing and business development with an emphasis on maximum profit. Members have access to several different monthly newsletters, teleseminars, Q&A teleconferences with me and other experts, online courses, two conventions/conferences each year, and the kind of mastermind groups mentioned in this introduction at a national level in the United States as well as at the local level, in over 100 cities, where there are Glazer-Kennedy Insider’s Circle™ local Chapters. Refer to page 234 for more information.
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CHAPTER 1


Price and Fee Failures


Dan Kennedy

 



 



 



 



 




There are many ways to fail at price strategy. Here is a short list:1. Pricing by textbook formulas, industry norms, or other “standard” means

2. Excess concern about competitors’ lower prices

3. Attracting customers who buy by price

4. Pre-determined belief system about “what they’ll pay”

5. Permitting apples-to-apples comparisons

6. Insufficient differentiation

7. Not offering premium price options

8. Ignorance or stupidity about “business math”

9. Poor self-esteem/business-esteem; feelings of not deserving more



These and others are explored throughout the book.

One of the most unpleasant discoveries to be made here has to do with your own thinking, rather than with specific price strategy. After all, what war strategy could be useful to a true conscientious objector, opposed to killing for any reason, under any circumstances? That’s a guy you do not want in your foxhole, watching your back! You don’t want a conscientious objector to highest-price-and-profits-possible running a business for you either. Hopefully, that’s not you!

If you came to these pages hoping for little tricks, like whether to say 50% off, half off, or 2 for 1, you’re in for disappointment, or hopefully, a change of heart. [That sort of thing is tactics, not strategy.] We are about something much bigger than that. This book is, first and foremost, about challenging all your preconceived, present ideas about price—most importantly, about the limits of the prices you can successfully command. Second, based on the first, our objective is to have you alter your strategic approach to price, and view it within the context of marketing, not as a separate task tied to price-book and calculator.

Most business owners are failures at price strategy, to an extent they are unaware of. That ignorance might be bliss, but it’s very costly and hazardous to one’s wealth.


When I say they fail at price strategy, I mean that they fail to use price as a positive marketing tool and path to advantage. I also mean that they fail to create the greatest possible profit in their business. The reasons for these failures group into attitudinal and practical; into fear-based ideas and self-imposed limitations; and into marketing and selling mistakes. The most important thing to know going in is that your prices are your choice and your responsibility. Even in situations where most would believe price was imposed—like Jason’s business, where he and his wife compete as a premium-priced, private provider against free services funded  for consumers by the government—there is always opportunity for liberation and control, by acceptance of responsibility.

There’s an old, not very funny joke about two construction workers perched side by side on a girder, at lunch break. One opens his lunchbox and cries out in frustration and rage, spews curses, and says “Damn, damn, damn, I can’t stand this—cheese sandwiches again. All I ever get are cheese sandwiches!” The other guy says: “Why don’t you ask your wife to make you something different?” Sadly, the first fellow mumbles “I pack my own lunch.”

If you are self-employed, a business owner, in professional practice, or a sales professional, you write your own paycheck. If you’re not satisfied with it, you know who to complain to. But the amount on the paycheck is pre-ordained long before it is actually inked. It begins with your price strategy. And that is preceded by your belief system about price. That likely affected by your belief system about money and wealth and success.

I hope you’ve arrived here with an open mind, a creative spirit, and a sincere determination to write yourself out much, much bigger paychecks.


Be careful of argument with or hasty rejection of anything you read here that is in conflict with your existent beliefs, but is about pursuit of bigger paychecks. You can’t expect to stay married to the exact same thinking and beliefs about price, and to the same strategy about price, but somehow magically see larger dollar amounts on your paychecks. You will be tempted to argue and quickly reject what is presented here. The temptation is perfectly understandable, yet you must be alert for it and then fight it with all your will. Force your mind to be open. Nothing less will do!




The Ultimate Failure 

Other than going out of business entirely and slinking off into the sunset, tail beneath your legs, in search of a hiding place—such  as an ordinary j-o-b—the next worst failure is staying in business but still slinking about with tail beneath your legs, settling for table scraps-level income when a king’s feast-type income was within reach.

To be fair about this, there are a lot of people who own businesses who are there because of non-financial motivations, typically an interest in the work in the business and a distaste for having a boss. To these folks, adequate income is perfectly satisfactory, maximum income of no interest. They can hoist the banner of “Mission Accomplished” and declare themselves successful as long as the bills are paid at the shop and at home. But a great many more settle for only adequate rather than exceptional income, and just making a living rather than developing wealth because they believe it’s all they can reasonably expect their business to provide, and in doing so, they sell it and themselves very short—and, whether they have clarity about it or not, they are failures. I know that is harsh. But if you have scaled back, down-sized, and surrendered your original and early ambitions to a lesser level of achievement, you live in failure. If you leave profit and other opportunity capable of fulfilling the original ambition lying right on the table in front of you thanks to poor, uncorrected vision, or fear and timidity, or just about any other untreated but treatable handicap, sorry, but you live in failure.

I am a devoted, dedicated, passionate champion of the independent business owner and entrepreneur, and of the sales warriors. Without us, it’s all over. Almost any other occupational groups could take a few months off and the nation might survive. If we all slept for a week, collapse would be complete. Because we risk while others trade all for seeming safety; because we invest while others squander; because we innovate while others are complacent; because we work twice the hours and with ten times the intensity than the overwhelming majority who prefer 9-to-5; because we take on infinitely more responsibility; because  we get bruised and bloodied and knocked down and get back in the game while others sit in the bleachers; because we pay a grossly disproportionate share of all taxes and act as Atlas carrying the rest of the population on our shoulders; and because we create and organize and deliver goods, services, experiences, and value while others consume, we deserve ultimate prosperity, which requires making our businesses and business activities as profitable as they can possibly be, letting not even a cent that might have been in our coffers somehow escape. You have both right and responsibility to get all the profit-produced prosperity you can squeeze from your business. Not a drop less.


This is not greed. Greed is defined in the dictionary as selfish desire. There is profound difference between self-interest and selfishness. If you are unfamiliar with the distinction or, worse, inhibited by that misunderstanding, I urge you to read three books as quickly as you can: the novel Atlas Shrugged by Ayn Rand, the book Thou Shall Prosper by Rabbi Daniel Lapine, and my own No B.S. Wealth Attraction in The New Economy. I am advocating to you the proper, appropriate, deserved obtainment of all that is for you, to be derived by fair exchange of value—recognizing the admittedly uncommon but demonstrable (and demonstrated in this book) fact that there can be value to the consumer in a merchant’s premium, above-par prices. If you live the ultimate failure of deriving less profit than possible from your providing goods and/or services of value, you do not win a merit badge for reduction of greed by self-imposed restraint. There is no such merit badge, as the act is without merit.

I lack the space and time here to even try to convince you of this liberating, empowering philosophy—this is a book of mechanical, not philosophical instruction. That’s what you bought and that is what you are going to get. But the tools in this toolbox will be of greatly diminished value to you without the wholehearted embrace of a capitalistic, self-interest-based, guilt-free philosophy  about prosperity. So, again, I urge reading the above-mentioned books in tandem with this one.

The opposite of the ultimate failure is the ultimate success of living your life exactly and entirely as you choose, facilitated by your business working for you (not you for it) as needed, and as part of that, manufacturing every possible profit.





CHAPTER 2


Discounting Without Damage


Jason Marrs

 



 



 



 



 




I wasn’t raised like most kids. Even from kids who grew up in business like I did, my family had a different way of doing things. It is not surprising though. My mother was not very far removed from tremendous wealth. To put it into perspective, my grandmother went to college in California during the Great Depression. Considering that was a time before college was popular, that she was female, and that she came from rural New Mexico says a lot about the family’s financial resources.

Our family was not highly motivated by the advertising of a SALE! A lesson that I was always taught was not to get overly excited about sale prices because nine times out of ten, you can always buy the item for that price. That has been a good lesson  for me. I have found it to be the case. Sale prices are often nothing more that statements of what you should really be paying for something. And that is the downside to discounts. They can destroy price integrity with blinding speed. On the other hand they can bring a stampede of buyers through the door faster than just about anything else.

It is no wonder discounts and I have such an uneasy relationship. On one hand I hate them because they can be such a destructive force. On the other hand I love them because they are such an effective way to drive sales. I think you should share my uneasy relationship with discounts, even if you don’t share my childhood-ingrained skepticism of them as a consumer. Most business owners use discounts too casually and thoughtlessly, and too often, because they like the positive effects and do not fully understand the negative effects.


The thing to keep in mind is that offering discounts is a form of selling on price. When you offer a discount you are taking the focus from the value you provide and placing it squarely on your price. There is no way to escape that. To maintain higher prices you have to be adept at selling value. Discounts erode your ability to do that. Any reduction in prices can damage your price integrity. Later, getting the same customer to stop thinking about price and re-focus on value can prove difficult.

Not only that, studies show that discounts actually reduce the effectiveness of whatever is being discounted. By that I mean that the discounted offering literally does not perform as well as it did at full price. That sounds impossible, but double blind studies using prescription drugs and OTC health products, cosmetics, and other products have shown this to be true. A study conducted by a group of resort properties matched their most glowing comment cards to the guests paying full price or nearly full price, the most critical comment cards to guests who had bought at deeply discounted rates and knew it. Part of the explanation for that may be that the discounted rates drew a poorer quality customer. That would not surprise me—in my health care business, I deliberately try to repel clients concerned with price and discounts. But it also suggests that in the same way that people told they were taking a more expensive drug expected and got better outcomes, the guests paying substantially higher rates expected a better experience and molded their assessment to their expectation.


Price Orgasms
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The folks at the California Institute of Technology hooked 20 people up to MRI-type brain scans while having them taste wine. They told them that they were tasting five different Cabernet Sauvignons, each priced differently. In truth, they were given two twice, one once. A $90.00 wine was served marked once with its real price but once as a $10.00 wine, while another served twice was marked once as a cheap $5.00 wine, and again marked as a $45.00 wine. The test subjects’ scanned brains unanimously displayed more pleasure when tasting the wines they believed to be higher priced than when tasting the wines believed to be lowest in price. Their expectations based on stated price—and belief in the truthfulness of the prices—influenced, even controlled the relative pleasure experienced. (And later, when given the same wines with no price markings just to sample and choose, they all rated the $5.00 wine as better than the others!) Your tax dollars at work—funding from the National Science Foundation. I have always thought the ride of a Mercedes terribly hard and uncomfortable and figured people believe it’s better than it is because it has to be, since it’s a Mercedes, but I’ll bet if you blindfolded ‘em and drove them around in a Mercedes and told them that it was a Ford, and in a Ford and told them that it was a Mercedes, you’d get a different reaction. (Dan Kennedy. Source: Yahoo News 1-14-08)




 Ironically, discounts can also lead to dissatisfaction in your clientele. Discounts can lead your clients to ask themselves why your price can be discounted. They look at the price they have been paying, and then they look at the discount and smell a rat. They wonder why they can’t get that price some other time. If they recently paid full price for a product now put on sale, they feel cheated. This is why it is so imperative that you always give a good reason for a discount and that your rules are solid. Unless you plan to compete on price continuously, then you can’t have predictable sales or flexible terms. If there’s a sale, it has got to be for a specific reason with specific rules.

Discounts can be a great way to modify behavior. Volume discounts are an example of this. They make sense in the buyer’s mind. We are trained to expect that the more we buy the cheaper things will get. So customers are generally not skeptical or resentful if you give this type of discount. The same goes for prepay discounts and bundles. Prepay will help to keep your accounts receivable current while bundles can increase your transaction size. Businesses with seasonal slumps can disclose that as a reason for discounts at a specific time of year, with few negative ramifications. A good “reason why” can mitigate damage to overall price integrity, reputation, and relationship with regular customers, and can create the kind of behavior you want from the customer—such as buying now, not later; during off-season; bigger quantities.
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