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Price Negotiations: Trick or Treat?

Involving a customer’s procurement 
function in the buying process often 
intimidates the selling organization. 
However, if your organization is pre-
pared, selling to procurement can be 
a vital opportunity as it provides le-
verage in negotiations to those who 
fully understand their value proposi-
tion beyond simply cutting prices. The 
author explains how understanding 
the changes in procurement and being 
better prepared to sell value can help 
your organization better defend your 
pricing and build stronger customer 
relationships. Christopher D. Provines 
is Vice President, Global Health Eco-
nomics, Pricing, Reimbursement 
& Government Affairs at Siemens 
Healthcare and Adjunct Professor at 
Graduate School of Business at Rut-
gers University. He can be reached at 
cprovines@mac.com.

“Procurement is involved 
now, it’s all about price.” 
If you’re in a company 
that sells in a business-to-

business market, I’m sure that you have 
heard something like this from your 
field sales or corporate accounts orga-
nization. Most of us believe that our 
customers are rational and make pur-
chasing decisions based on a number of 
factors, price being one of them. Often, 
however, the mere mention of the in-
volvement of a customer’s procurement 
function in the buying process intimi-

dates many in the selling organization. 
This is especially true in the current eco-
nomic crisis. Having spent time work-
ing in a leadership role in a Fortune 50 
company’s procurement organization 
and studying procurement best practic-
es, I’ll offer an insider’s view of procure-
ment. If your organization is prepared, 
selling to procurement should be seen as 
an opportunity. If, on the other hand, 
your organization is not prepared, sales 
and prices could suffer significantly.

The procurement function has been 
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How About Free?

PPS Happenings 1984-2009, Celebrating 25 years

Upcoming Events
t Certified Pricing Professional Online Workshops:  

1. Bundling’s Impact on Profits – Tim Smith. Virtual Workshop - April 14-
16, 2009. Recorded version to follow later. http://pricingsociety.com/
default.aspx?PID=5764#Smith

2. Pricing During Turbulent Times – Paul Hunt. Virtual Workshop –  
May 6-7, 2009. Recorded version to follow later.

3. Implementing Price Changes in Competitive Markets:  Strategies and 
Methods for Making Price Changes Stick both Inside and Outside the 
Firm – Richard Lancioni. Virtual Workshop – May 6-7, 2009. Recorded 
version to follow later.

4. Avoid the Commodity Trap: Pricing Services in a Recession – Reed 
Holden. Recorded version is available now. http://pricingsociety.com/
default.aspx?PID=5764#Holden

5. The Psychology of Buying at Higher Prices in a Down Market – Scott 
Sorrell. Recorded version is available now. http://pricingsociety.com/
default.aspx?PID=5764#Sorrell

For the most up-to-date information about other PPS events and programs, 
please visit our website at www.pricingsociety.com frequently.
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evolving in many businesses and the 
change is being driven by a number of 
key macro trends such as globalization, 
demographic shifts, open innovation and 
increased transparency. Understand-
ing the changes in procurement and 
being better prepared to sell value can 
help your organization better defend 
your pricing and build stronger cus-
tomer relationships. In many business-
es, procurement or purchasing used to 
be a “backwater.” It was a function that 
largely had a tactical or transactional ori-
entated with a wide variation in talent, 
processes and information capabilities. 
The way businesses view procurement is 
changing. A recent survey of Chief Fi-
nancial Officers (CFOs) revealed that 
73% of CFOs believed that the procure-
ment function has grown more strate-
gic over the past three years, and nearly 
a fifth of Chief Procurement Officers 
(CPOs) now report to the president or 
CEO of their company.a Procurement is 
increasingly playing an important role in 
helping to identify, evaluate, select, and 
manage suppliers.

Many businesses have been and continue 
to focus on building a strategic procure-
ment capability. A customer that is in-
vesting in procurement and improving 
its procurement capability is giving a sig-
nal – that it is interested in getting much 
more value out of its supplier network. 
The outcome of a stronger procurement 
capability usually means more transpar-
ency in the buying process, a deeper and 
broader assessment of value and higher 
expectations for suppliers. A customer 
with a changing focus on procurement is 
often seen as a threat. If your organization 
is prepared, you can turn your custom-
er’s strong procurement capability from 
a threat into an opportunity. Preparing 
your organization to sell to more sophis-
ticated buyers requires a deeper under-
standing of the ways in which those buy-
ers assess value as well as your company’s 
relative value position.

Procurement’s Value Lens
Research on procurement best prac-
tices and discussions with a number of 
procurement leaders revealed that most 
procurement organizations are focused 

on driving a few big outcomes from their 
supplier network. Enlightened buying 
centers, led by a strong procurement ca-
pability, are typically focused on three 
big outcomes:

1. Increase value from supplier network 
and reduce total cost of ownership 
(value in, costs out);

2. Use the supplier network as an innova-
tion engine;

3. Maintain supply continuity, mitigate 
risk and protect brand equity.

Value-in and Costs-out
Reducing costs and increasing value has 
been and still is a critical focus of most 
procurement organizations. In a recent 
study of CPOs, nearly 80% indicated 
that this is an extremely important out-
come for their organization.b Moreover, 
in the current economic crisis, CPOs are 
being asked to significantly increase their 
savings targets.c Many procurement or-
ganizations have specific savings targets 
that are driven down to each individual 
in the organization. This means that the 
person across from you at the negotiation 
table has a vested interest in driving costs 
out. If you’re not clear about the value 
you bring and ways in which your firm 
can take costs out, this often means 
the focus turns to you reducing your 
price. Progressive procurement organiza-
tions think broadly about reducing costs. 
They’ll recognize contributions suppliers 
make to reduce costs, not just price re-
ductions. Unless you are prepared with 
a clear understanding of your economic 
value and can demonstrate that value, 
you’re in for a difficult negotiation. 

Innovation
Companies are increasingly looking 
outside of their four walls to find new 
sources of innovation. As an example, 
much has been written about how Proc-
tor and Gamble (P&G) transformed its 
innovation process from a largely inter-
nal development focus to an open in-
novation approach called “Connect and 
Develop.”d This drive to open innovation 
at P&G has caused 40% of their new 
product innovations to come in from the 
outside. As critical partners, suppliers 
should be a good potential source of in-

novation, and most procurement leaders 
recognize this. A recent survey of 300+ 
CPOs from around the globe revealed 
that about 60% of the CPOs saw inno-
vation from suppliers as extremely im-
portant.e Innovation needs to be thought 
of in the broadest sense: process/business 
model innovation and product innova-
tion. Often suppliers can contribute sig-
nificantly in both areas. A survey of 70 
CEOs revealed that CEOs are expecting 
much more out of procurement in areas 
like innovation.f As your customers im-
prove their procurement processes and 
take a different view of suppliers, inno-
vating together often becomes a part of 
doing business. 

Risk and Brand Equity
In many industries, the macro forces men-
tioned before are driving changes in how 
firms organize and help determine what 
parts of the value chain are insourced or 
outsourced. Supplier partners are increas-
ingly managing parts of the value chain, 
from production to information manage-
ment. With this change to the value chain, 
suppliers essentially become an extension 
of the firm. The firm, in turn, takes on 
risk associated with these supplier part-
ners. So, protecting brand equity and 
managing risk become essential tasks and 
worries for procurement. 

The cost of a mishap in this area could far 
outweigh any price savings or concession 
that a business could negotiate from its 
suppliers. When a major supply disrup-
tion occurs, the average stock return of 
those suffering from supply disruptions 
was almost 19 percentage points lower rel-
ative to the benchmark group over a two-
year period.g A recent example is Mattel. 
Mattel Inc. had a widely publicized recall 
of toys due to lead paint contamination. 
A supplier to their manufacturing partner 
did not follow procedures and some toys 
were painted with lead paint. It cost the 
company $30 million in pre-tax income 
and could potentially have a long-term 
impact on Mattel’s brand equity.h

If your customer is a sophisticated buy-
er, they’ll understand and value things 
like supply continuity and protecting 
brand equity.
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Figure 1

Preparing to Sell to 
Procurement
So, how do you prepare your organi-
zation to deal with customers with an 
increasingly “smarter” procurement 
function? Figure 1 provides a simple pro-
curement preparedness framework to as-
sess your readiness.

You can use the assessment in three 
different ways. First, you can complete 
the assessment for key customer seg-
ments. Second, you can conduct the as-
sessment in advance of major customer 
negotiations. Lastly, you can use the 
assessment to understand the overall 
preparedness of your organization to 
sell to procurement. Once you conduct 
the assessment, you’ll have a sense of 
where to focus to better prepare your 
organization to sell to more sophisti-
cated buyers.

Conclusion
A customer with a stronger or more asser-
tive procurement function is often seen 
as a threat by selling organizations. It 
doesn’t have to be that way. Your custom-
ers’ procurement organizations are under 
tremendous pressure. They’re being asked 
to deliver more savings than ever before 
and, at the same time, they’re being asked 
to take a broader and more strategic role 
in maintaining supply continuity, manag-
ing risk and driving innovation. If your 
organization is not prepared, the more 
sophisticated procurement organizations 
will likely cut right through your selling 
efforts and pricing. They’re better negoti-
ators. They are armed with more data and 
they will exploit your weaknesses. If you 
are prepared and can help them take a 
more strategic role beyond taking another 
nickel off your price, they’ll welcome you 
as a partner.
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Key question: Prepared  
(1= poor; 5= excellent)

Importance  
(1= low; 5 = high)

Do we understand the relative economic value of our key 
products/services?

Do we have selling tools that document and calculate value 
delivered to our customers?

Can we help our customers’ product or service innovation 
efforts & help them grow?

Can we create value for our customers by helping them improve 
processes or change business models?

Are there other ways that we can create value for customers that 
they would be willing to pay for?

Do we understand the impact that supply or service disruption 
would have on our customers’ business?

Do we understand how a supplier could impact our customers’ 
brand equity?

Do we understand our advantages related to innovation, supply 
continuity & risk?

Have we provided value selling training to our sales & key 
accounts organizations?

Have we provided negotiations training to our sales & key 
accounts organizations?




