
 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

November �008 7

Avoid Common Pricing Mistakes  
and Misconceptions

Pricing has always been an inte-
gral component of doing busi-
ness, but has only evolved re-
cently into a rigorous discipline. 

Many company processes have developed 
via intuition and human instinct rather 
than from a conscious effort to develop 
best management practices. Yet a recent 
study found that firms which instituted 
a misguided pricing strategy ended up 
worse off than those not having one at 
all.1 Often, companies repeat the same 
basic mistakes because they do not ap-
preciate their significance. What follows 
is a description of some of these common 
errors—and how to avoid them. 

Ignoring Potential 
Competitive and Customer 
Reactions to Pricing Actions
Reflecting the universal “Fight or Flight” 
instinct, people in stressful situations 
tend to act immediately without careful-
ly considering the consequences of their 
decisions. Take, for example, the com-
mon belief among executives that drop-
ping prices will lead to an increase in 
market share. This approach intrinsically 
ignores the reaction of competitors, who 
inevitably match decreases quickly and 
return the market to its previous state, 
just at a lower price level. Also, managers 

often fail to consider what will happen 
when an established customer learns that 
others have received a lower price. Of 
course, that customer will seek a simi-
lar reduction. Thus, companies need to 
think through the whole cycle of poten-
tial market reactions before taking any 
pricing actions.

Not Considering and 
Managing Market  
Signals Properly
Every deal, exception, price adjustment 
and external comment sends a signal to 
customers and competitors alike, regard-
less of whether companies realize it. If 
your firm does not explain its actions in 
the market—especially aggressive ones—
then how are outsiders to interpret them? 
Similarly, companies which fail to read 
these kinds of signals correctly lose an op-
portunity to understand a competitor’s 
true intentions, which are generally much 
less aggressive than they first appear. 
(Note: Too many companies continue to 
be fined hundreds of millions of dollars 
for price fixing. Even seemingly harm-
less internal emails anticipating a com-
petitor’s pricing decisions have resulted 
in hefty fines. Bottom line: make sure all 
your communications are legal.) 

Believing that Knowledge  
of Competitors’ Exact  
Prices Is Valuable
If a sales organization knows a rival’s 
prices, what action will it most likely 
take? In a comprehensive study of mid-
sized manufacturers, approximately 80% 
said they would beat the price2 … and 
so the downward pricing spiral goes. On 
the other hand, if a firm does not know 
a competitors’ prices, then it will most 
likely concentrate its efforts on convincing 
the customer of its product’s value and ex-
plaining how it meets the buyer’s needs.

So, while it is useful to understand your 
competitor’s positioning and true inten-
tions, focusing exclusively on contract 

prices and “winning the deal” can be 
counterproductive.

Not Realizing the First 
Exception Is the End of  
Your Pricing Strategy
Offering exceptions to certain custom-
ers is one way sellers avoid making diffi-
cult decisions. But buyers rarely appreci-
ate these “exceptions” for what they are. 
Rather, they simply see lower prices in 
the market—and become conditioned to 
asking for more. Companies must walk 
away from these “opportunities,” or risk 
undermining their pricing strategies. 

Failing to Understand When 
Rules of Classical Supply 
and Demand Don’t Apply
When price goes down, demand goes up; 
and the market expands—according to 
the classical theory of supply and de-
mand. (The reverse is true when price in-
creases.) However, in the case of derived 
demand, price and overall demand may 
not be correlated. 

Consider the case of car seats. Demand 
is derived from the number of new cars 
that are going to be built. The price is 
inelastic: the number of vehicles is not 
going to change with the price of seats 
unless they become many more times 
expensive. However, car manufacturers 
can switch between seat suppliers, and 
may do so for small price differences. 
Thus, the overall total demand-for-seats 
is inelastic; but for individual suppliers 
it is highly cross-elastic. Price decreases 
are a negative-sum game in this situa-
tion because they do not lead to greater 
demand, just shifts between suppliers. 
Similarly, higher prices will not decrease 
total demand if all suppliers follow them.

Basing Actual Pricing 
Decisions on Non-Value 
Factors
Virtually every marketing expert will 
extol the virtues of value-based pricing 

With the global economic downturn, 
companies must work more aggres-
sively than ever to employ smart 
pricing. However, in their efforts to 
adopt new strategies, many firms will 
fall victim to some common, though 
costly, errors. To avoid these pitfalls, 
author Jan Krasnodebski (Director of 
Pricing Foundations, a business con-
sultancy), identifies these minefields 
and shows how to avoid them. For 
more information he can be reached 
at: jan@pricingfoundations.com.
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and claim to follow it. However, when 
it comes to the actual pricing analyses 
and processes, the fundamental metrics 
employed are often volume, floor prices, 
competitive data and so on. Yet these 
have a connection neither to value nor to 
the buyer’s needs. They are, however, sig-
nificantly easier to define and implement 
than value-based measures, which require 
true understanding of the customer.

A related mistake is to believe that offer-
ing volume discounts is a good practice. 
Supposedly, because of economies of 
scale, the more you sell, the less it costs 
to deliver. In fact, this is just cost-based 
pricing, which virtually every marketing 
expert frowns upon. 

Offering discounts based on quantity 
presents other dangers, especially when 
used to stimulate larger purchases or to 
capture market share. The former can 
lead to overzealous salespeople stuffing 
shelves or to customers buying in bulk 
to secure lower prices; the latter can set 
off price wars. Volume discounts are 
particularly dangerous since sophisticat-
ed purchasers are increasingly promot-
ing purchasing groups and creating the 
“800-pound gorilla” adversary. When 
large, aggressive customers receive big-
ger discounts, they gain a competitive 
advantage over smaller rivals who often 
pay higher prices. These gorillas grow 
at the lesser players’ expense, becoming 
even larger and demanding ever-greater 
volume discounts. It is not surprising the 
most successful American steel company, 
Nucor, which has grown while others 
have shrunk, has one price for all cus-
tomers.

Using Price to Mask Sales 
and Marketing Deficiencies
How often do you hear sales saying, “We 
lost the business because of price;” ver-
sus “I lost the business because I made a 
mistake”; or “The competitor did a bet-
ter job?” In a Harvard Business Review 
survey of purchasers asking about the 
greatest mistakes made by salespeople, 
a high price was mentioned <2% of the 
time. The top three mistakes were: 1) not 
adhering to the customer’s buying pro-
cesses; 2) not listening to the buyer’s 

needs; and 3) not following up.3 So, if 
price is commonly given as the reason 
for losing or not gaining business, then it 
may be a good idea to dig deeper. 

Similarly, marketing may be applying 
a price for a new product that it knows 
customers will accept, rather than ex-
ploring other options first. A Wharton 
study concluded that marketing manag-
ers tend to be too conservative and fear-
ful when establishing prices. They set 
them close to current ones, thus losing 
significant revenue and profit.4

Excusing a Lack of Pricing 
Action on “Poor Data”
A common excuse for avoiding action is a 
lack of good data. If the goal is to imple-
ment a sophisticated price optimization 
system, accurate data is critical. How-
ever, given all the external unknowns in 
business, how can internally controlled 
data be such an impediment to following 
good business practices and correcting 
obvious issues? Good pricing takes cour-
age. Data—or lack of it—provides a too-
convenient excuse to shy away from it.

Not Realizing What 
“Rational” Behavior Is
Natural human pricing behavior is based 
on risk aversion and heuristics, not prof-
it-maximization. This has served us well 
for hundreds of thousands of years, just 
not in pricing.

We pay handsomely to eliminate risk. 
The size and profitability of the insur-
ance industry is a testament to that. In 
seminars, approximately two-thirds of 
participants preferred realizing a third 
less monetary gain if it were not placed 
at risk (all other factors being equal).5 It 
is, therefore, natural for sellers to under-
price and accept lower revenue and prof-
it—if it means removing the possibility 
of losing a sale. Thus, companies need to 
provide more than monetary incentives 
to drive good pricing behavior by em-
ployees.

Firms must also understand what drives 
customer behavior. When humans find 
themselves in new situations, they gen-
erally react based on what they already 

know (heuristics). This gives rise to pow-
erful effects in pricing, such as anchor-
ing (the tendency to use and be swayed 
by information that has one’s attention, 
whether relevant or not), being influ-
enced by comparisons, and using price 
to judge quality. For these reasons cus-
tomers will often accept much higher, or 
expect much lower, prices than what the 
true value suggests.

With this in mind companies need to 
realize that relying on people to behave 
rationally will not maximize profits or 
sales. However, firms can develop pro-
grams and processes which consider 
buyer tendencies—and better help them 
achieve their sales goals. With savvier 
presentations, companies can change 
buyer perceptions of whether certain 
prices are high or low. They can also 
eliminate some of the risk and uncertain-
ty at every stage of the selling process, 
which will only pay off in the end.

 Although not exhaustive, this list has 
outlined a number of the major pitfalls 
that trip up many companies. In certain 
cases firms have needed years to recover 
from these pricing missteps—if they ever 
do. But if you become more aware of 
these trouble spots, and give extra thought 
to avoiding them, then it can bring hand-
some dividends to your business.
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Conventional wisdom suggests that 
companies can’t afford the risk to 
operations or balance sheet dilution by 
acquisitions during times of stress. 




