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7th PPS Annual Conference on European & Global Pricing: Princesa Sofia 
Gran Hotel, Barcelona, Spain; 30 November - 2 December 2011. Workshops 
and special events offered on Wednesday 30 November and Friday 2 December 
include:
•	 Core Pricing Skills – Mark Billige & James Brown
•	 Maximising Profits with Razor Sharp Pricing Research Insights – Paul 

Hunt & Tony Hodgson
•	 Implementing Value-Based Pricing & Value Selling in your Organisa-

tion – Frederik Van Bever & Daniel Soto Zeevaert
•	 Global Pricing for Executives Summit – presentations by Kellie Ecker, 

Mark James, Frédéric Duhamelle, Jim Rich, and Raymond Almeida
•	 Business to Business Pricing – Andrea Maessen, Ph.D. and Philip Daus
•	 Pricing Negotiations – Marc Abels & Mar Areosa
•	 Advanced Pricing Skills – Dr. Manu Carricano
•	 Unit, Tiered, and Bundled Pricing – Tim Smith

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Kick the Discounting Habit: 
The 1st Step to More Effective Pricing

Discounting is often used by managers 
as a short term solution for hitting rev-
enue targets. However, most managers 
don’t understand that the effects of dis-
counting are long term, and often be-
come so addicted to the “quick fix” that 
they are unable to kick the habit. This 
practice can have a detrimental effect 
on how customers value your products 
and services, as the author explains. Dr. 
Reed K. Holden is Founder & CEO 
of Holden Advisors, PPS CPP Faculty 
Member, and frequent PPS contributor 
and presenter. He can be reached via 
www.HoldenAdvisors.com. This paper 
published in The Journal of Business 
Strategy by Emerald Publishing Group.  
(© 2008 Journal of Business Strategy, 
Emerald Publishing Group)

Price discounting has become the 
crack cocaine of business. A brief 
high is followed by devastating 
effects on both revenue and prof-

its. 

The addiction starts when managers 
decide to use price discounts to hit reve-
nue targets. They assume it is only tem-
porary, that price discounting is a quick 
fix to a small problem. Soon that quick 
fix becomes a major element of business 
strategy. Eventually discounting becomes 
the tool of first resort to fight the effects 
of a market downturn, intense compe-

tition, and increased sophistication of 
buyers. 

It’s a futile strategy. Customers know 
that if they hold orders for the end of the 
quarter, even the strongest managers will 
panic and fall to the siren’s song of the 
price discount. The net impact of this 
terrible habit is that margins and profits 
fall. To make matters worse, when mar-
kets begin to slow, those price discounts 
begin to cause revenues to drop.

The real problem is that over time, the 
quick fix of discounting becomes so in-
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grained that managers are incapable of 
kicking the habit. They believe that dis-
counting is a necessary evil–that theirs is 
a unique and tough business where price 
discounting is the real test of the abilities 
of seasoned managers. This is when dis-
counting causes managers to lose sight 
of what’s really at stake: how customers 
value a firm’s products and services.

The White Horse Syndrome
I once attended a presentation to a high-
tech firm’s dealers. During the event, the 
CEO of the firm stood up and talked 
about how the 
firm was going 
to make value a 
key element of 
their strategy go-
ing forward. Sure 
everyone listened, 
but no one be-
lieved in it. Why? 
Because she and 
most of her senior 
managers suffered 
from an afflic-
tion we call “The 
White Horse 
Syndrome.” This 
illness tends to 
strike senior 
managers in com-
panies at the end 
of a fiscal quarter. 
A major symptom 
that the illness 
is about to strike 
is that the firm 
hasn’t met its rev-
enue numbers. 

Prior to the 
symptoms ap-
pearing, the sales-
people might have been trying hard to 
prove the prices being charged are fair. 
They’ve been negotiating well with cus-
tomers. But the customers know that 
this disease, while deadly to the firms 
that catch it, is actually quite beneficial 
to them. So they hold their orders, en-
couraging the onslaught of the illness. 

As the dreaded “end of quarter” days 

come to a close, sweat appears on the 
brows of senior managers. They know in 
their hearts that they will have to be-
come the heroes of the hour, jumping 
on their white horse, riding out into the 
wastelands of customers, and close deals 
to save the day. 

The problem comes with how they close 
deals—they use price discounts. Lots 
of them. Do they make their numbers? 
Maybe. But along the way they show 
the customers how smart they are to 
hold their orders. They show the sales-

people they might as well be playing 
golf, because they aren’t going to close 
any orders until the senior managers 
show up. 

The White Horse Syndrome leads to the 
pricing death spiral as revenues begin to 
decline, profits disappear and systems are 
developed which actually encourage the 
whole process. In part because of this ill-

ness, “senior managers present the great-
est number of obstacles in price setting.”1

Sure, You Have to  
Meet Your Numbers
Yes, the reality of business is that manag-
ers have to meet their quarterly and year-
ly revenue projections. The expectation is 
that managers responsible for a revenue 
number will sell hard to meet their ob-
jective and, with a combined and similar 
effort from everyone, the company will 
make its numbers look good to the pun-
dits on Wall Street. 

The problem is 
when individu-
al managers de-
cide that their 
special circum-
stances warrant 
dramatic price 
discounting to 
achieve their 
financial goals. 
Of course, pret-
ty soon, every 
manager claims 
special circum-
stances. 

The willing-
ness of an or-
ganization to 
sacrifice prof-
its in terms 
of increased 
discounts to 
achieve rev-
enue results 
may work well 
if the market 
is growing. 
But in ma-
ture markets 

or economic downturns, the strategy is 
ruinous. Here the result is decreases in 
revenue and disappearing profits. 

In an attempt to get people to stretch to 
make their revenue numbers, the law of 
unintended consequences often causes 
managers to use a tool (price discounts) 
which actually makes it less likely they’ll 
hit their revenue numbers. Why? Be-

The problem is when individual managers decide that their 
special circumstances warrant dramatic price discounting 
to achieve their financial goals. Of course, pretty soon, 
every manager claims special circumstances.
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cause there are a number of market and 
competitive conditions that say that 
those price discounts will have little real 
effect in bringing in additional revenue.

If markets are mature, they are price in-
elastic. That means that customers are 
not responsive to changes in price. Cus-
tomers have a fixed volume or amount 
of products and services they need to 
purchase. If a company drops its price, 
customers aren’t going to buy more. In 
some cases, such as maintenance, repair 
and operations products, they are on the 
same budget constraints as the supplier 
and are actually going to purchase less, 
regardless of price. Price discounts mean, 
by definition, that they will bring in less 
revenue.

To make matters worse, competitors 
are getting more desperate. They’re just 
as hungry and they’re willing to ignore 
customer demand and market elasticity 
barometers in a desperate bid to close an 
order. If one firm drops price, the com-
petitor is often going to meet or beat 
that price with discounts of their own. 
Thus begins the dreaded price discount 
death spiral that has killed so many 
companies and industries. What’s a 
manager to do?

Price for Profits 
When asked for a price discount, manag-
ers need to ask a simple question: what’s 
it going to get us? If it is just going to put 
them into a competitive situation they 
can’t win anyway, they shouldn’t waste 
their time. If it’s with a high-value, loyal 
customer, they have to ask why the cus-
tomer is asking for a discount. If it’s be-
cause the product is overpriced for their 
needs, they need to develop a lower-value 
flanking product that better meets their 
needs—that’s certainly better than re-
ducing the price of a high-value offering. 
If it’s because a competitor is in there, 
they need to ask what the competitor is 
doing that creates more value. 

Managers need to begin to treat price 
discounts as a strategic resource. A dis-
count is an investment to achieve some-
thing—a profitable increase in revenue. 
If they can’t tie a pricing action to in-

creased profits, then they shouldn’t do it. 

This is a scary proposition that many 
managers dismiss as not being realistic 
in their world of commoditized products 
and services, smart customers, and des-
perate competitors. That is denial, plain 
and simple. Fortunately, the reality is of-
ten considerably better in terms of both 
profits and revenue.

Asking why a discount is offered to a 
customer forces managers to begin to 
understand the complex series of inter-
relationships that price discounts have 
with revenue and profits. Using dis-
counts impacts the human behavior of 
customers, salespeople and senior man-
agers alike. 

As with all addictions, the addicted deny 
what is really going on (desperation) 
and the long-term impact of the behav-
ior on the firm (lower profits and com-

moditized high-value offerings). Becom-
ing more strategic about pricing is about 
learning where your discounts are buy-
ing you something and, perhaps more 
importantly, where they aren’t. The ques-
tion is: where to start?

Put a Stake in the Ground—
Anywhere
The best place to start correcting un-
necessary discounting is to identify 
where salespeople are giving discounts 
where they don’t have to. It may be with 
small accounts, it may be in specific re-
gions, or it may be with specific high-
value products that don’t have real com-
petitors. 

It’s a good idea to start with a plot of dis-
counts given for all accounts, grouping 
the accounts by size. Managers will no-
tice several things. First, the plot appears 
to be a random distribution of points. 

Second, there are several small accounts 
that are actually getting lower prices 
than large customers. Both of these are 
indications of uncontrolled discounting.

Managers are going to hear all sorts of 
reasoning why the discounts are needed. 
Regardless of the reasons for the dis-
counts, it’s important to recognize that 
excessive discounting to small accounts 
puts at risk the prices that are being 
charged to large accounts. Eventually, 
the prices at the larger accounts will be-
gin to decline to the lowest price point as 
both salespeople and customers begin to 
discover the lower prices. They always do 
and with devastating results. 

Firms are better off losing the business 
of a small account than cutting a deal 
that puts prices at larger accounts at risk. 
Managers soon find out that they don’t 
lose as much of the business at smaller 
accounts as they think.

When they try the same thing with 
higher value products, they will hear 
similar justifications and similar results 
when they begin to eliminate the dis-
counting—they aren’t going to lose as 
much business as you think. High-value 
specialty products need to be priced to 
reflect their value. Firms that discount 
them do so for a variety of reasons, but 
those that chose to reconsider find that, 
despite the protestations of customers, 
they are still able to sell those products 
when they eliminate excessive discount-
ing.

Put a stake in the ground where manag-
ers decide they aren’t going to discount 
any more. The process of eliminating 
some discounts tests the organization’s 
ability to eliminate more price discount-
ing and eventually move to a more so-
phisticated and strategic approach to 
pricing. 

Firms are better off losing the business of a small 
account than cutting a deal that puts prices at larger 
accounts at risk. 
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If a manager can’t perform this first step, 
they are better served figuring out how 
to eliminate some discounts than spend-
ing resources on fancy pricing software 
and more strategic processes, because 
they will be exposed to the same dis-
counting pressures. In other words, those 
efforts will be a waste of time. Once they 
have learned how to eliminate some dis-
counts, it will then be a productive pro-
cess of developing more effective 
and strategic pricing systems.

The Value of NO
Managers often make the mistake 
of wanting to do business with 
all accounts in an industry. Irre-
spective of the firm’s footprint, be 
they large or small, it is unlikely 
that the offering will meet the 
need of all customers. This is es-
pecially true of low-value products 
and services that in fact often per-
form poorly. When this happens, 
managers try to force fit high-value of-
ferings into customers that want a low-
value product and a low price. Or they 
fall prey to customers that use low-value 
suppliers as a bluff to get high-value sup-
pliers to lower their price. Research has 
shown that 80% of BTB firms and 70% 
of services firms make this mistake of re-
sponding to all customers.2 

In their desperation for sales volume, 
managers often load their operations 
up with customers that are expensive to 
service and are actually losing money 
for the business. In fact a good rule of 
thumb is that 20% of a firm’s business 
creates 225% of its profits. 

Consider the implications of that num-
ber—this means that some percentage of 
customers pull that number down to the 

final 100% of customers. In fact, 70% 
of customers tend to “hover around the 
break-even point.” It is the final 10% 
of the customers that actually cause the 
125% drop in profits.3 

The trick is to identify the 10% of the 
customers that cause the big loss. If a 
manager is uncomfortable doing that, 
they can start with 5% of their custom-

ers. This process forces them to begin a 
more strategic process of identifying cus-
tomers that are good to do business with 
and match the value offering of the firm. 
Further, it gives the “bad” customers to 
competitors and permits more time to 
do a better job servicing and supporting 
profitable customers. It leads to a more 
satisfied work force and helps further 
define profitable customers that the firm 
can pursue.4 It’s important to remember 
that those “bad” customers are often cre-
ated by uncontrolled discounting. 

Manage Value, Not Price
Senior managers are far better served to 
focus on making sure that everyone un-
derstands and believes in the value rela-
tive to the competition that their firm 
provides customers. Further, that their 
focus extends beyond understanding to 

constantly figuring out how to create 
more. If they find themselves manag-
ing prices, they will surely be part of the 
problem when prices spiral downward. 

Sure, there are times that they have to 
get involved in pricing a big deal with an 
important customer. But, even then, are 
they more focused on the price needed 
to close a deal or the value that they’re 

providing to the customer and 
whether that price is right consid-
ering the value? 

If they can be honest, they’ll find 
that they are suffering from a 
level of desperation that reflects 
the tricks that buyers are playing. 
That desperation always leads to 
unnecessary discounting. The best 
antidote is to understand, leverage 
and eventually manage the value 
of the firm—that’s leadership. 
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Senior managers are far better 
served to focus on making sure 
that everyone understands and 
believes in the value relative to 
the competition that their firm 
provides customers. 




