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Seeing Through the Fog: Managing Price Demands

When preparing to negotiate with suppliers, customers often 
claim they have a more advantageous offer from a competi-
tor—which they demand be matched. Author George Cressman 
examines how companies can determine whether a particular 
offer actually exists and how to respond most effectively us-
ing tools such as marketing log books and “scenario analysis.” 
Critically, he maintains, sellers must shift their focus from “price 
negotiation” to “value delivery” to maximize their bargaining 
position with customers. George is a consultant with Strategic 
Pricing Group (a Monitor Group Company) based in Cambridge, 
MA. For more information, you can reach him at george_cress-
man@monitor.com.

As part of the negotiating process, some customers en-
gage in a competitive “price dance,” through which 
they report competitive offers with the intent of get-
ting a preferred supplier to cut its price. Sellers often 

find it difficult to assess if a competing offer exists. And, even 
if it is real, they may not be able to determine the details of the 
offer’s scope or the real price, forcing them to operate in an area 
of ambiguity. If managers react to the reported competing of-
fer by reducing their own price, they may ignite a war as com-
petitors respond. At a minimum, this will cut profitability and 
encourage ongoing customer price sensitivity and demands for 
concessions.a

In order to react effectively to reported lower price offers, sup-
pliers need to develop ways to interpret and manage these. This 
requires they build: 

•	 “Sense making” capabilities to interpret and diagnose customer 
inputs, and

•	 Response forms that cope with customer demands and reduce 
the potential for profit- sapping price wars.

The intent of this article is to explore the challenges of dealing 
with the “zone of uncertainty” created by customer reports of 
competing offers and to develop a series of coping methods for 
successfully responding to them.

Price Concessions and Uncertainty 
Figure 1 illustrates why managers are challenged by customer 
reports of competitors’ price moves: 

• If there is strong confirmation of a lower-priced offer, then 
uncertainty disappears. While challenges may still exist in 
deciding what to do, managers can at least be certain they 
have sufficient facts to justify some action.

• Likewise, if suppliers can find strong disconfirming evidence 
of a lower-priced offer, then they can refute the “rumor” the 
customer is postulating.

But of course, the real problem lies in the area of uncertainty 
where one cannot prove whether a lower-priced offer exists. In 
sales negotiations, this area of uncertainty is quite large. It also 
complicates and confuses the management team’s efforts to re-
spond appropriately to demands for a counteroffer. Figure 2 il-
lustrates the extent of the challenge:

• If a lower price offer actually exists, then the team should re-
spond. If not, then the supplier is correct in not reacting.

• However, if there is not a legitimate, better competitive offer; 
and the management team responds with a price reduction, 

Figure 1: Detecting Competitor’s Price Move
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then profits suffer. Moreover, a war may erupt as competitors 
respond.

• Alternatively, if a lower-priced offer exists, and the team choos-
es not to respond, then the customer may well buy from the 
rival supplier.

The challenge is that the potential loss of market position—los-
ing a customer order—is much more visible and tangible to the 
team in the short run than the potential of starting a price war. 
Thus, suppliers tend to err on the side of reacting to customer 
reports of available lower-priced offerings, even when there is no 
credible evidence they exist. 

Of course, customers often take the price concession to competi-
tors and insist they match it—driving the potential for a war 
and increasing future customer demands for even more conces-
sions.

Making Sense of Reported Price Moves 
Interpreting reported competitor price moves requires 
managerial judgment.

1) Make sure inputs to the decision-making process are gath-
ered from multiple sources. Don’t rely on a report from a single 
customer or a sole salesperson. 

2) When one customer reports a 
competitor’s price move, look for 
confirmation elsewhere. Task the 
sales force with testing for moves at 
other customers.

3) Engage in a team debate. Be care-
ful of group thinking: look for and 
challenge underlying assumptions and 
“facts.”

�) Test repor ted price moves 
against history. Although the past 
does not perfectly predict future be-
havior, customers and competitors 
tend to behave in similar patterns 
over time—consistent with their 
culture, management team personali-
ties, strategic intent and capabilities. 
Analyzing behavior for consistency 
with previous actions can help detect 
both changes in competitor actions 
as well as help distinguish rumors 
from facts.

Managers should develop analytical and thinking processes to 
improve fact/rumor detection in the area of uncertainty. Figure 3 
shows the elements of successful diagnosis and analysis.

Accurate diagnostic processes start in the strategy development 
effort with simulation of potential competitor moves using 
“scenario analysis.” This approach helps managers develop Ja-
nusian thinking—the ability to see multiple “faces” of possible 
competitor price moves (or other strategic actions). 

Although one cannot precisely predict or identify all the pos-
sibilities, scenario planning sharpens the supplier’s ability to 
ask “what if ” questions and increases its sensitivity to market-
place events. In developing scenarios, the management team 
should focus on:

• Understanding the direct competitor’s strategic intent. That is, 
what the competitor plans to accomplish. Intent in the manu-
facturing, marketing, technology, and finance arenas should 
be explored.

• Analysis of the competitor’s capabilities and barriers. The team 
should concentrate on what the competitor can bring to bear 
to support its strategic intent, and what will prevent it from 
achieving this strategic intent.

Figure 2: Diagnosing Appropriate Actions
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As the scenario process unfolds, the team should develop a thor-
ough analysis of competitive products and services. Reverse en-
gineering, field reports, literature reviews, and active testing of 
competitive products are part of this effort. Failure to develop 
deep insights into the real capabilities will force the management 
team to rely on customer reports of competitive products and ser-
vices—a dangerous place when buyers are demanding the firm 
meet another seller’s offer.

Finally, the team must develop a complete analysis of each 
direct competitor’s cost structure—including the level of 
fixed and variable costs. If the competitor has high levels of 
variable costs, then a customer’s claim of a low-priced offer is 
questionable. The competitor cannot sustain downward price 
moves. Alternatively, a seller with high levels of fixed costs 
can more easily move to lower prices—so a report to that ef-
fect may be valid.

The second element of successful diagnosis lies in fostering man-
agement’s “thinking in time.” Responding appropriately to com-
petitive price moves requires good judgment—an item in scarce 
supply when customers are pressuring for concessions.

A useful tool for marketing managers to develop is a “log book.” 
Log books record movements made by the firm or a competitor, 
and reactions of the marketplace (customers and other sellers) 
to these moves. Frequent review of the log books in team meet-
ings can help members develop a sense of competitive activity 
through time. 

Reported price moves inconsistent with historical patterns should 
be seriously debated, and searches for confirming evidence under-

taken. If such evidence cannot be un-
covered, demands for price concessions 
should be rejected.

Finally, the team must actively manage 
biases in decision-making. A danger of 
group thinking is that it may be domi-
nated by:

• The “recency” phenomenon. Manag-
ers (like all humans) may see the most 
recent market event as the dominant 
competitor strategy, even when the 
most recent event is totally inconsistent 
with historical competitor behavior.

• The “magnitude” phenomenon. Man-
agers may also see an event that has a 
significant impact as being the “aver-
age” behavior of a competitor in the 
market.b

Maintaining log books facilitates the man-
agement team’s analysis of ongoing com-
petitor behavior, not just the most recent or 
largest impact events. Be careful though: 

competitors can and do change their behavior, and the past may 
not always predict future actions. But while changes in competitor 
strategy do occur, they are not frequent (although customers may 
want you to believe competitors are always willing to cut price to 
get an order).

Be cautious of “group think” and domination by singular views 
of competitive intent. The “wisdom of dissent” can help the 
management team confront underlying assumptions disguised 
as fact. A useful question for the team to ask is “Why do we be-
lieve this is true?” Another one is “What disconfirming evidence 
do we have for our marketplace ‘facts?’” Managers should be 
encouraged to state their “facts” as beliefs and offer supporting 
evidence as a way of more accurately diagnosing the truth in the 
area of uncertainty.

In fact, the use of questions to shape diagnostic skills is a time-
honored learning process. Others that can aid the management 
team include:

• Is this customer’s report of a price move consistent with past 
reports by the same buyer? If this buyer consistently makes 
price requests, then you may be facing simple posturing as a 
prelude to negotiations. Ask if the customer routinely demands 
—and gets—concessions. If so, then the team needs to develop 
different tactics. A good approach is to avoid price negotia-
tions. Instead, insist the customer negotiate value delivery by 
giving up offering elements in exchange for a lower price.c

• Is the reported price move coming from a customer who has 
not previously purchased from the competitor? If so, then it 
may be the customer is using the competitive offer to force 
competition among its favored suppliers. In such cases, the 

Figure 3: Elements of Success Diagnosis and Planning
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Horizons, September-October, 2004, p. 62. 
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my customers always want a deal?” The Pricing Advisor, April, 2002 
v See Cressman, George E., “Dealing With ‘Dumb’ Competitors,” The Pricing Advisor, April 2003 for a set 
of questions to guide analysis of the firm’s competitive actions. 
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team should intensify its value communication and emphasize 
the rationale for why the competitive offering involves value 
trade-offs for the customer.d Alternatively, a buyer reporting a 
competitive price move may have been targeted opportunisti-
cally by another supplier. If this is the case, then the team must 
evaluate appropriate responses (see the following section). 

• Is the reported price move coming from a sales person who 
frequently reports such moves? If so, then it may be the sales-
person is failing to communicate your value delivery to custom-
ers and negotiating only on price. The team should evaluate 
whether the rep has all the tools needed for value communi-
cation and negotiation, and the skills/motivation to sell the 
value of the firm’s offerings.

• Is the reported price move con-
sistent with previous ones made 
by the competitor? If so, then 
the team must develop appro-
priate responses for both the 
customer and the competitor 
(see the following sections). If 
the reported price move is in-
consistent with past behavior, 
then what evidence exists of a 
new competitive initiative? If 
there is no evidence of a new 
price strategy from this rival 
(other customers also report-
ing moves, press releases concerning changes in costs or cost 
structure, competitor management statements about intent 
to grow share, etc.), then the team should resist demands for 
price competition.

• Can the competitor who is reportedly offering a lower price 
actually deliver that price? If the competitor’s cost structure 
cannot support a downward move, then the team should be 
very suspicious of a buyer making this claim.

Responding to Customer Reports  
of Price Moves 
Managing customer demands for price concessions begins 
with developing value-based approaches to transactions. These 
include three components:

1) Understanding what competitive offerings customers can ac-
tually use and what is available in them.

2) Communicating how your offer differs from competitors and 
why the difference is important to customers.

3) Following negotiating practices that force customers to ac-
knowledge your value differentiation by giving up a portion of 
it in exchange for a lower price.

Planning appropriate responses to demands for lower price re-
quires the team to have a thorough understanding of the alterna-
tives the customer has. In order to gain negotiating leverage, some 
customers synthesize an ideal offering—“non-obtanium”—by 
integrating all the best features of each competitive offering. 
The management team must know its target customers’ busi-

nesses well enough to understand the number and nature of 
real options the customer has. If the customer imposes the ideal 
“non-obtanium” offering, the team should point out the actual 
options the buyer possesses. 

Understanding the customer’s real alternatives also helps man-
agement define points of differentiation, offering value that the 
buyer cannot obtain elsewhere. Value is delivered by offering 
greater monetary rewards, either by driving the customer’s costs 
lower or by increasing its revenue and profit. 

Managing price demands also requires suppliers to invest in value 
communication to their target customers. This begins with iden-
tifying the competing alternative. (“If you don’t buy from us, then 

here’s what you would buy; and 
here’s what you would get.”) This 
sets the stage for communicating 
the differentiation value and for 
ensuring the management team 
is not fighting against the ideal 
“non-obtanium” offering. The 
next step is to focus on the dif-
ferentiation value, specifically the 
benefits (including economic) 
that customers receive in using 
the offering. As part of the value 
communication process, price 
points are never communicated 
in isolation; instead, they are al-

ways positioned in connection with the value delivery—“this is 
the monetary value you get using our offerings, and this is the 
price we ask you to pay for that value.”

Every interaction with the customer, whether it is a sales call, a 
management team visit, a customer or technical service interac-
tion, should communicate value delivery to the customer.

Negotiations encourage customers to create more “fog” in the 
uncertainty zone. When the management team discusses price, 
the customer suffers no penalty for demanding concessions. If 
at the end of the negotiation, the buyer gets all the offering but 
at a lower price, then it will routinely seek more concessions (as 
well as offers from other suppliers, whether usable or not, since 
they will provide more negotiating leverage).

To combat this, companies need to force customers to trade off 
value for a lower price. This requires the customer to acknowl-
edge the value delivery and pay for it.

At the same time, suppliers must understand demands for lower 
price may well include a message. Customers may be telling the 
team that their offerings are no longer as differentiated from 
competitors as they have been. Suppliers who maintain log books 
and invest in good competitive intelligence systems have early 
warning of changes in the market.

Responding to Competitive Moves 
Customer demands for lower price may also reflect a rival 
supplier’s opportunism. If your team discovers substantial 
evidence of a real competitive price move, a response of some 
sort is necessary. But this requires exercising considerable 

Every interact ion with the 
customer, whether it is a sales 
call, a management team visit, 
a customer or technical service 
interaction, should communicate 
value delivery to the customer.
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judgment; the potential for a profit-destroying price war is 
always present when reacting to competitors. 

Before initiating any response, your team should consider the pos-
sibility customers are “gaming” their suppliers. When companies 
employ inconsistent pricing practices, they make it possible for 
customers to confuse competitors about their actual policies. As 
buyers engage in such tactics, managers should examine their 
own procedures.e Confidential or secret pricing practices con-
tribute to the problem. Conversely, transparent practices actually 
reduce customer leverage (particularly in suggesting price deals 
exist) by making public the firm’s price points and all rules for 
discounts or rebates. A warning though: making this informa-
tion public won’t cure the problem on its own. The firm must 
still shift from price negotiation to discussing the value delivery 
of the offering.

The critical point for managers dealing with (genuine) competi-
tor price moves is to respond intelligently. The consequences of 
every proposed reaction must be considered. Ask:

•	 Is there a potential action that costs less than the prevent-
able sales loss? Remember: the objective of pricing strategy 
is not to hold market share; it is to be profitable.

•	 What is the competitor likely to do if you implement any 
of your proposed responses? If the competitor has a cost 
structure that will allow it to cut price even further, your ac-
tions will most likely precipitate a war. If the competitor has 
lower variable costs, then a non-price response is almost always 
more profitable.

•	 Even with a cost advantage, will the competitor respond 
with further price moves? Not always. A will to continue 

escalating the responses is required. If the competitor has a 
history of moving on when challenged, acting aggressively on 
price may be justified.

Of course, there are other occasions when a price response is jus-
tified—for example, when the firm’s position in additional mar-
kets is threatened. In these circumstances it is wise to evaluate 
the profits that are at risk relative to the cost of responding. The 
best move may be to surrender the other markets.

Price aggressive actions should be considered when:

•	 The firm has a substantial variable cost advantage over the 
competitor.

•	 Losses in one market can be subsidized by another market. 
(Be careful with the “deep pockets” strategy, though, if the 
competitor has a significant cost advantage; the price aggres-
sive move may become a financial sinkhole).

•	 If the market is growing and price competition will expand 
the opportunity sufficiently to justify the lower prices. Be cau-
tious of this strategy if it requires significant asset investment 
to support the increased demand. 

When an aggressive reaction is not profitable, non-price responses 
may be more appropriate. These include:

•	 Making obvious the competitor’s price move. Most firms 
have loyal customers who pay higher prices. When a competi-
tor offers an aggressive cut to new buyers, it may help to make 
the move obvious to the competitor’s loyal—higher priced—
customers. This may lead them to insist that they get similar 
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offers from their traditional supplier—and thus discourage the 
competitor from continuing the aggressive price cuts.

•	 Increasing the “ante” for marketing investments. One way 
to thwart the competition is to increase the cost of participat-
ing in a specific market sector. Investments in increased market 
communications or distribution coverage make competition 
prohibitively expensive. In some cases this can motivate rivals 
to decrease aggressive price moves. Of course this is expensive 
for the initiator also: one 
must be committed to being 
the market leader.

•	 Holding a hostage for 
good behavior. Increasing 
threats in a competitor’s 
home market may discour-
age aggressive price behav-
ior. In one case, a capital 
goods manufacturer was 
threatened by an Asian 
competitor who tried to 
enter the North Ameri-
can market. Although the 
Asian competitor held prices 
higher in its home market, 
the capital goods firm could not retaliate initially because it 
had no presence there. But the firm could implement a major 
communications effort in the competitor’s local area. Though 
the capital goods company had no intention of entering the 
foreign market, it smartly purchased a distributor there. Each 
time the competitor employed an aggressive price cut, the firm 
responded by increasing its communications effort in the re-
gion. The threat of a rival’s entry—with the expectation that 
prices might fall in its local market—was enough to encourage 
the competitor to seek other ways to enter North America.

Sharpening Diagnostic and Response Skills 
Managers can improve their ability to diagnose and respond 
to customer demands for price concessions by developing a 
richer view of their marketplace. Several tools can be used to 
help them to see through the fog of confusing customer price 
messages:

•	 Implement marketing “log books.” As noted earlier, man-
agers can record events as they emerge in the marketplace. 
When the team makes a move, customer and competitor re-
sponses should be noted in the log book. The same holds true 
when a rival acts. Log books can help executives see through 
the fog of customer reports by providing a historical context 
and reducing the potential for recency and magnitude biases 
to enter the decision process.

•	 Develop an integrated, validated competitor intelligence 
database. In many companies, competitive intelligence is 

held in the minds of a relatively few individuals. Unfortu-
nately, this means, it is rarely tested and validated. Managers 
should develop an integrated database where all competitive 
information is stored. This repository should be regularly 
analyzed to assess the validity of information about com-
petitors and to assess emerging competitive trends. It should 
also be widely available to the entire organization, including 
sales personnel who can use it to refute claims of special deals 
from purchasers.

•	 Implement scenario-
based planning processes. 
Scenario planning provides 
a context for managers to 
develop “what if” thinking 
and to test both potential 
competitive moves and re-
sponses. It can be used to 
forecast how buyers might 
negotiate and what posi-
tions competitors might 
adapt. By using this analy-
sis along with marketing 
log books, your manage-
ment team can better judge 
how to respond to customer 
demands.
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In many companies, competitive 
intelligence is held in the minds of a 
relatively few individuals. Unfortunately, 
this means, it is rarely tested and 
validated. Managers should develop 
an integrated database where all 
competitive information is stored. 




