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Figure 1: The Negative Cycle of Profit

The Value of Price Transparency

Many firms employ confi-
dential pricing policies and 
practices. The intent is to 
avoid revealing low price 

deals and surrendering leverage to cus-
tomers in the negotiation process. Fur-
ther, managers believe they will be able 
to gain competitive advantage by keep-
ing their pricing practices secret.

Unfortunately, this approach almost nev-
er facilitates profitable price negotiation. 
Instead, confidentiality drives greater 
customer price sensitivity and increased 
competitive intensity. This occurs be-
cause:

• Customers rarely treat their “special” 
deals as confidential. Instead, they em-
ploy deals gained from one supplier to 
force price concessions from another 
one. Since confidential pricing processes 
cannot be confirmed by the competitive 
supplier, it must respond to customer 
demands for concessions or walk away 
from the deal. Consequently, confiden-
tial practices increase customer power 
and lead to demands for even more price 
bargaining. In addition, the customer 
increasingly focuses on price and not on 
value delivery.

• As customers use their supplier’s “con-
fidential” practices to encourage price 
negotiations, competition between dif-
ferent firms grows. In a market where 
confidential pricing practices rule, no 
company has the hard facts needed to 
counter a customer’s claim of a “better 
deal.” A supplier who is reported to be 

taking business with price deals will find 
itself facing retaliation by competitors.

Profit Impacts
Figure 1 illustrates the negative cycle of 
profitability caused by confidential pric-
ing policies and practices. These prac-
tices fuel customer bargaining power and 
competitive intensity, driving prices and 
profits down.

In addition, the graphic also shows how 
confidential practices and negotiations 
produce declines in prices and profits. 
Left unattended, the negative cycle of 
Figure 1 will continue as customers’ ne-
gotiating power increases.

Moreover, keeping negotiations and pric-
ing practices confidential encourages on-
going demands from customers, which 
the seller accommodates. The custom-
ers can then “shop” these concessions to 
competing suppliers, who can’t confirm 
how or if they were actually made by 
their competitor.

In time this situation leads to growing 
paranoia about the actions and motives 
of competitors leading to new price con-

cessions to counter customer threats to 
take away business. As the number of 
competing price offers increases, com-
petitive intensity goes up, market prices 
go down, and profits for all suppliers 
decline. In response firms will often try 
to increase sales volume in an attempt 
to grow profits, further exacerbating 
competitive intensity as it only makes it 
easier for customers to ask for price con-
cessions.

And so the cycle continues. Industry 
prices decline, profits suffer. Innovation 
rates drop off and industries stagnate. 
Suppliers attempt to improve their per-
formance, but struggle to improve price 
points and profitability.

The problem begins with a willingness 
to price compete, but is fueled by “con-
fidential” pricing practices. Uncertainty 
about exact price points and discount 
policies leaves competitors victims of 
customer information. While customers 
may not intentionally misrepresent com-
petitive offers, they are under no obliga-
tion to be completely forthcoming about 
them and use this “cloud of ambiguity” 
to push for more price concessions. 

According to author, George E. 
Cressman, Jr., companies who make 
their pricing practice visible to the 
public will end up increasing their 
negotiating power and their profits. 
George is a consultant with Strate-
gic Pricing Group (a Monitor Group 
Company) based in Cambridge, 
MA. He can be reached at  
george_cressman@monitor.com.
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Understand how your offerings create value for customers that they cannot get from 
other suppliers, and then price for the delivered value; 
Operate from offering-price menus.  Define the offerings you will deliver to each 
target customer segment, and the prices that goes with them; 
Communicate your value delivery to target customers.3

Develop clear rules for any discounts or rebates.  Don’t negotiate with individuals; 
make the discount/rebate rules consistent within each customer segment. 
Make your offering-price menus and discount/rebate policies public.   
Be disciplined in implementation.  Resist the temptation to manipulate policy to take 
a particular deal. If you must change price points or discount/rebate rules, do so with 
a policy change that you publicize. 
Force customers to give up real value in order to get lower prices. 
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How can managers reverse this negative 
cycle? The cure lies in embracing trans-
parent pricing practices based on:

• Investment to create offerings that 
deliver unique value to target customer 
segments.

• Developing an offering-price menu 
that clearly lays out what the firm pro-
vides to different customer segments and 
the prices associated with those offerings.

• Published price lists that are consistent 
with the prices customers are actually 
paying.

• Published rules for all discounts and 
rebates.

• Disciplined discount/rebate practices 
that are consistent with the published 
rules.

Transparent Pricing
Transparent pricing practices make a 
firm’s price points and pricing policies 
public knowledge. They also eliminate 
customers’ ability to “game” one supplier 
versus another.

To achieve transparency, management 
targets customer segments where they 
can deliver, at competitive advantage, 
offerings that have differentiated val-
ue and then laying them out in a price 
menu. The menu clearly establishes the 
choices for customers and allows them to 
choose between offerings to reach lower 
price points.

The management team then makes its 
menu, price points and discounting/re-
bate information public through all the 
normal means: catalogs, direct customer 
releases, web sites, etc. By making infor-
mation public, companies remove the 
ability of customers to exploit gaps in 
marketplace information by eliminating 
any confusion about price points. It also 
makes it more difficult for the pricing 
firm to negotiate changes in price points 
or pricing policy as it requires publica-
tion of new information to the market, 
often a costly and time consuming ef-
fort.

Transparent pricing practices have sev-
eral advantages:

• They lessen the amount of time sales 
and marketing organizations spend ne-
gotiating price and resolving disputed 
invoices;

• They reduce the uncertainty about 
price points, making it more difficult for 
customers to insist on price competition;

• They allow sales professionals to spend 
more effort communicating value deliv-
ery to target customers.

Implemention
Transparent pricing practices are imple-
mented by refusing to negotiate special 
deals or prices for individual customers, 
unless they give up valuable offering ele-
ments in exchange. These trade-offs are 
documented in the public pricing menus.

As noted previously, price negotiation 
drives price point discrepancies between 
customers. The only way a supplier can 
maintain this discrepancy is by attempt-
ing to keep its pricing practices “confi-
dential.” And of course, this starts the 
negative profit cycle (Figure 1). 

An implication of transparent pricing 
is that the supplier’s pricing practices 
are public and can be confirmed by any 
market participant. This public view 
eliminates the potential for a customer 
to claim it has received a special deal, 
reducing the customer’s power to foster 
price competition.

Of course, the success of transparent 
pricing practices depends on orga-
nizational discipline. Managers must 
resist the temptation to yield to custom-
er price demands and insist that buyers 
trade a less valuable offering in order to 
get lower prices.

Sales forces may resist price transpar-
ency because it eliminates their ability 
to negotiate prices with customers. Un-
doubtedly lower prices can lead to more 
sales; but, as shown, if handled through 
confidential practices, it can also lead to 
significant profit declines. To implement 

disciplined transparent practices, man-
agers must cease negotiating purely over 
price.

Instead, when customers insist on a 
lower price, savvy marketing managers 
should respond by subtracting valuable 
elements from the offering. This forces 
the customer to make a difficult deci-
sion: give up real value for that reduced 
price. Customers who are bluffing – try-
ing to get the better deal without giving 
up anything – are forced to acknowledge 
their desire for the delivered value. They 
either accept a less valuable offering or 
accept the original price.

Keys to Success
Here’s how to establish effective trans-
parent pricing policies and practices:

• Don’t try to win every customer. In-
stead, focus on those for whom the firm 
can deliver valuable offerings at a com-
petitive advantage;

• Understand how your offerings create 
value for customers that they cannot get 
from other suppliers, and then price for 
the delivered value;

• Operate from offering-price menus. 
Define the offerings you will deliver to 
each target customer segment, and the 
prices that goes with them;

• Communicate your value delivery to 
target customers.

• Develop clear rules for any discounts or 
rebates. Don’t negotiate with individu-
als; make the discount/rebate rules con-
sistent within each customer segment.

• Make your offering-price menus and 
discount/rebate policies public. 

• Be disciplined in implementation. Re-
sist the temptation to manipulate policy 
to take a particular deal. If you must 
change price points or discount/rebate 
rules, do so with a policy change that 
you publicize.

• Force customers to give up real value in 
order to get lower prices.




