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Competitive Price Pressures? 
How to React and Why

Competition in the market can re-
strict pricers’ options for adjusting 
pricing strategy. Rather than reacting 
to competitors’ strategies with pric-
ing concessions, as many companies 
do, the author suggests analyzing 
each situation and calculating the 
proper response to specific competitive 
price pressures. He presents a “Stra-
tegic Price Reaction Matrix” to fa-
cilitate this analysis. Tim J. Smith is 
the managing principal at Wiglaf 
Pricing, adjunct professor at DePaul 
University, a frequent PPS speaker, 
instructor and presenter, and the 
Academic Advisor for the Certified 
Pricing Professional designation. His 
most recent book is Pricing Strat-
egy:  Setting Price Levels, Manag-
ing Price Discounts, & Establish-
ing Price Structures (South-Western 
Cengage Learning, 2012). He can be 
reached at tsmith@wiglafpricing.com.

• 25th Annual North American Fall Pricing Workshops & Conference – 
Wynn Hotel & Resort – Las Vegas / October 21-24, 2014

• 10th Annual European Pricing Workshops & Conference – Princesa Sofia 
Hotel – Barcelona, Spain / 26-28 November 2014

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.
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In free markets, competition is the 
norm, not the exception, and that 
competition will limit your latitude 
for pricing. When competitors low-

er prices or new competition enters at a 
lower price, many a novice manager’s gut 
reaction is to lower prices—but the cost 
of price concessions may be higher than 
the cost of customer losses. Experience 
will temper these beginner instincts over 
time, but there must be easier and less 
costly ways to identify the proper reac-
tion to competitive price moves than the 
school of hard knocks. Perhaps we need 
a refreshed guide map to show how the 
game should be played depending on the 
cards one is dealt.

In an attempt to address this issue, what 
follows is a Strategic Price Reaction 
Matrix that can be used to calculate 
the proper response to competitive price 
pressure. Kinichi Ohmea’s 3 C’s of cor-
porate strategy—customers, competi-
tors, and the company itself—defines 
the players. The principals of competitive 

advantage and value-based pricing define 
the dimensions. To win, the firm must 
earn more profits than its competitors.

Second place goes to the survivors who 
will live to compete again in the next 
round. Losers are the firms that go un-
der. Given these ground rules and objec-
tives, we can identify the optimal moves 
dependent on the firm’s position.

The Positions
The first obvious dimension of the Stra-
tegic Price Reaction Matrix is a measure 
of the relative attractiveness of the firm’s 
offer to customers. We choose to exam-
ine the relative attractiveness to custom-
ers, not the absolute attractiveness, be-
cause customers make tradeoffs between 
offers. Also, we are examining the whole 
offer, not just the price, because, in ag-
gregate, customers will choose offers that 
deliver them more value after comparing 
both benefits and price.

If the firm’s offer is more attractive to 
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Figure 1: Strategic Price Reaction Matrix

customers than its competitors’, the firm 
has pricing power. That is, the firm may 
be able to maintain or increase a positive 
price differential between its offer and its 
competitors’ without losing market share 
due to the customers perceiving that the 
firm’s offer delivers more benefits than its 
competitors.

If the firm’s offer is no more attractive 
to customers than its competitors’ of-
fer, or, worse, is less attractive, then the 
firm will have little-to-no pricing power 
and price competition will be felt acutely 
across the firm. In these situations, the 
firm must either match price reductions 
and manage margin erosion or otherwise 
cede market share. It may be able to take 
steps to reduce pricing pressure, but in 
the short term, margins, share, or both 
will be reduced and the firm will have to 
manage these challenges until it can de-
velop and deliver an improved offer.

The second dimension of the Strategic 
Price Reaction Matrix measures the rel-
ative profitability of customers. We 
choose to examine the relative profitabil-

ity, not the absolute profitability, because 
relative profitability reflects the competi-
tive advantages of the firm, if any. In the 
resource-based view of the firm, compet-
itive advantage is created through having 
a unique and inimitable resource that 
enables the firm to deliver more benefits 
to customers with a smaller comparable 
cost increase than its competitors, or 
reduce costs with a smaller comparable 
benefits decrease than its competitors, or 
both simultaneously. Either way, a com-
petitive advantage should be reflected in 
the firm’s relative profitability.

If the firm’s profitability for the impacted 
customers is higher than the profitabil-
ity which the competitor could achieve 
with those customers, then the firm has 
a competitive advantage. The firm can 
use that competitive advantage to either 
attack a competitor’s customer base or 
defend its own customer base.

Alternatively, if the firm’s profitability for 
the impacted customers is equal or lower 
than the profitability that the competitor 
could achieve with those customers, then 

the firm has no competitive advantage in 
that market. In this situation, the firm 
may be able to take actions to limit price 
competition, but without a competitive 
advantage it may be more profitable to 
accommodate a competitor than com-
pete with them head-on in a price war.

The Moves
Having defined the dimensions and 
metrics of the Strategic Price Reaction 
Matrix, we identify four stances a firm 
should take in response to a competitive 
price threat depending on its situation: 
Attack, Defend, Mitigate, or Accommo-
date.

If the firm both earns stronger profits in 
serving the impacted customers (possess 
a competitive advantage) and custom-
ers perceive the offer as more attractive 
(possess pricing power), then the firm 
should attack. In this position, the firm 
can leverage its value proposition to at-
tract customers profitably. Even if a com-
petitor lowers prices or enters with lower 
prices, the firm in this position can ig-
nore some of this price competition due 
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Equal or Weaker Stronger 

If your relative profitability to serve is _____ to the competition, then ___ 

If your offer’s relative attractiveness  
to customers is  ____, then ____ 

Greater 

Equal or  
Lower 

Mitigate 
Manage Price 
Competition 

Defend Customer 
Base with the Value 

Proposition 

Relative Attractiveness  
of the Firm’s Offer  

to Customers  
(Pricing Power) 

Relative Profitability of Customers 
(Competitive Advantage)  

Ignore / Attack 
Ignore or Drive  

Price Competition 
Grow Customer Base 
by Communicating the 

Value Proposition 

Accommodate 
Accept Share Losses 

Today 
Improve Value 
Proposition for 

Tomorrow 

Defend 
Manage Price 

Reduction  
/ Margin Erosion  

Defend Customer 
Base by Enriching the 

Value Proposition 

(C) Wiglaf LLC 
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to its overall value proposition of deliv-
ering more benefits after subtracting the 
price to capture those benefits than its 
competitors. This is clearly the ideal po-
sition to attain, but not all firms can at-
tain this position.

If the firm earns stronger profits in serv-
ing the impacted customers (possess a 
competitive advantage) but customers do 
not perceive its offering as more attrac-
tive (lacks pricing power), then defend-
ing its market position is merited. De-
fending the firm’s market position might 
require enriching its value proposition 
through a price reduction. Clearly, price 
reductions will erode margins, but due to 
the firm’s relative competitive advantage 
it should retain a more profitable posi-
tion than its competitors and the cost of 
this price reduction should be less chal-
lenging then the potential cost of lost 
market share.

If the firm does not earn stronger profits 
in serving the impacted customers (lacks 
a competitive advantage) but customers’ 
do perceive the offer as more attractive 
(possess pricing power), then the firm 
may find itself mitigating price compe-
tition. In mitigating price competition, 
the firm will be forced to engage in some 
level of reacting to a competitor’s price 

moves, but only up to a point. 

Due to the attractiveness of the firm’s 
value proposition, market share should 
be somewhat defendable without heavy 
price concessions through communicat-
ing the benefits of the firm’s offering. 
When direct price competition does heat 
up, it will harm the firm as much if not 
more than its competitors, therefore the 
firm should try to manage price wars to-
wards swift conclu-
sions and otherwise 
avoid direct price 
competition.

Finally, if the firm 
both does not earn 
stronger profits in 
serving the impact-
ed customers (lacks 
a competitive ad-
vantage) and customers do not perceive 
its offering as more attractive (lacks pric-
ing power), then the firm will have to ac-
commodate competitive share gains in 
the short term in the hopes of improv-
ing its value offering for the next cycle 
of competitive engagement. In this posi-
tion, the firm does not have the pricing 
power to ignore competitive price moves 
nor does it have the margin position to 
win a price war, therefore customer losses 

are likely to be less costly than margin 
losses.

Not all of the positions are equally at-
tractive – yet real life doesn’t always 
deal you a winning hand. Just as in a 
standard hand of Texas Hold ‘Em, the 
chances of holding the strongest hand 
is only one in ten. So it is in free market 
competition: you won’t always have pric-
ing power and a competitive advantage 

and you can’t always win every customer 
profitably. Yet in an evening of playing 
Texas Hold ‘Em, the real winners are 
determined by how they read their rela-
tive situation and act accordingly. So it is 
in business. Perhaps this Strategic Price 
Reaction Matrix will help some manag-
ers read their cards and play the game 
better.

So it is in free market competition: you 
won’t always have pricing power and 
a competitive advantage and you can’t 
always win every customer profitably.


