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MEETING THE 
PROCUREMENT 
CHALLENGE 

HOW TO PREVENT PROCUREMENT GROUPS FROM 
KILLING YOUR PRICE, MARGINS AND PROFIT 
 
By Joe Zale, Vice President, Strategic Pricing Group

 
With business performance down across 
most industrial sectors over the last three 
years, companies have heavily invested in 
their procurement functions to help reduce 
costs and improve profits. They’ve invested 
in people, process and technology to build 
powerful organizations focused on one 
thing…getting the best deal.  
 
Unfortunately, most suppliers typically 
respond to this procurement pressure by 
putting their sales force through traditional 
sales training courses that focus on the 
tactical interaction between sales and 
procurement. Sales is basically taught to 
negotiate harder, which in our view is the 
equivalent of bringing a knife to a gun fight! 
 
The results are not surprising - frustrated 
sales organizations feel they have no control 
over their own performance; weary business 
leaders face ever increasing requests for 
price concessions (at levels approaching 
variable cost); and gains in volume deliver 
profit-less returns. While customer 
consolidation, excess capacity and a  
 

 
 
 
weakened economy have made the sales 
process more difficult, there is a better, more 
strategic way to compete against aggressive 
procurement tactics.  

_____________________________ 
 
Sales is basically taught to negotiate 
harder, which in our view is the 
equivalent of bringing a knife to a 
gun fight. 
_____________________________ 

 
By examining the tactics procurement 
groups use, suppliers can respond with 
strategies that improve their competitive 
selling power. At a minimum, suppliers 
must: 
 

• Understand their distinct areas 
of leverage 

• Create strategies that exploit 
these leverage points 

• Build performance metrics that 
support your desired behavior 

 
Effectively executed, these value-based 
techniques improve performance by giving 
procurement what it needs, while at the 
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same time enabling you to get what you 
want. 
 
Your distinct leverage 
Procurement groups are trained to stress that 
your volume and revenue are at significant 
risk if a better price can’t be offered.  
Distracted by this threat, suppliers all too 
often forget that the buyer has much at risk 
when choosing a vendor.  Nearly every 
buyer has specific product and service needs 
that only a select number of suppliers can 
meet, though procurement groups are loath 
to admit this fact.  One chemical company 
recently learned this the hard way after 
closing a production facility.  Many of their 
customers that had previously told them they 
were a “commodity” supplier begged them 
to restart the shuttered lines.  It turned out 
that this facility produced a specific product 
at quality levels that no other producer in the 
world could match.   
 
To combat procurement groups, your selling 
organization should arm itself in two critical 
areas: 
 

• Understand those specific 
customer needs that your 
organization can meet  

 
• Identify the economic value your 

solutions deliver above and 
beyond a customer’s next best 
competitive choice 

 
Once the value is understood, the team 
should monetize (in $ terms) the business 
risk for the buyer in switching suppliers.  To 
do this the supplier must go past 
procurement and talk with the customer’s 
operations, marketing, finance and 
management teams.  Getting beyond 
procurement is not easy, but a few 
successful tactics include: asking questions 
procurement can’t answer; presenting them 
with a decision they can’t make on their 
own; and having senior members of the two 
organizations meet to discuss business needs 
rather than contract issues.  Armed with a 
factual basis for setting and managing 

prices, sellers are no longer at the whim of 
procurement agents looking to negotiate a 
good deal. 

_____________________________ 
 
Developing a fixed price, flexible offer 
allows sales to meet a customer’s 
request for lower prices while 
preserving your price integrity. 
_____________________________ 

 
Exploit Your Leverage 
No matter the situation, procurement groups 
always want a lower price.  We often 
counsel our clients to offer a lower price, but 
only in return for withdrawing some 
differentiating service or feature.  
Negotiating the offer, and not the price, is a 
key to countering procurement’s demanding 
tactics.  Developing a fixed price, flexible 
offer allows sales to meet a customer’s 
request for lower prices, while preserving 
your price integrity. 
 
Presenting the buyer with trade-offs 
regarding product features, delivery, 
technical support, or other services provides 
relief from price negotiations and gives sales 
a way of reinforcing your value proposition.  
This fixed price, flexible offer approach 
moves the discounting question back to 
procurement by forcing them to do the 
price-value trade off.  Don’t make it easy for 
them: structure the price menu in such a way 
that critical elements of value get taken 
away at lower price points. 
 
The set of options need not be complicated 
to be effective.  One manufacturing supplier 
we recently advised built options solely 
around the delivery of technical service, 
which they could uniquely provide to certain 
customer segments.  By building options 
based on the level of technical support, 
customers naturally migrated to the option 
they needed (which was commensurate with 
a different price point).  Our client could 
better justify their price position with heavy 
technical users, and also serve other less 
support intensive customer segments at 
lower price points. 
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Illustration -- Negotiating with Home Depot 
One of our clients in the building materials 
industry was recently asked by Home Depot’s 
procurement group for aggressive price 
concessions.  Our client offered the price 
requested but withdrew their standard packaging 
and palletization as part of the offer.  
Procurement initially accepted the terms, but in 
just two short months decided to reverse course.  
It didn’t take long for Home Depot’s receiving 
department (who valued the packaging services) 
to get procurement to “fix the problem they 
created”.  Our client now charges these 
packaging services at à-la-carte rates, which has 
improved their account profitability by over 6%. 
 
Know Your Cost to Serve 
It’s possible to get procurement groups to 
work in your best interest.  In some 
situations procurement will force their 
organization to become a “better” customer 
to qualify for a lower price.  We’ve 
frequently seen this when our clients have 
informed their customers that the reason for 
an “apparently” high price was due to their 
high service demands. Procurement is 
typically unaware that their company 
requires an excessive number of rush orders 
or service calls for example.  When you 
quantify the cost of such behavior and offer 
a lower price to stop it, procurement has an 
incentive to force their company into 
becoming a better customer, which typically 
lowers your cost to serve and drives higher 
margins. 
 
Measure Performance on Profit, Not 
Volume 
All too often, companies design sales goals 
that inadvertently benefit a procurement 
group’s negotiation tactics.  Chief among 
these are volume-based goals, where 
suppliers measure success purely in terms of 
volume.  Volume goals are typically an 
outgrowth of asset intensive industries 
where sales is incented to drive volume to 
spread fixed costs over a greater number of 
units. Sales reps get caught negotiating 
prices based on the value of the customer to 
them, rather than the value they bring to 

customer.  Trapped in this mindset, they 
play right into the hands of procurement. 
To avoid this trap, suppliers need to focus 
on profit targets and market share objectives 
in segments where they have clear 
advantages. This approach produces 
important results: first, sales teams will have 
a better understanding of where to prioritize 
their time and energies; and second, targeted 
segments will be less price-sensitive because 
your value is more easily understood.  By 
developing realistic profit and market share 
targets, suppliers will reinforce the 
organizational behavior that supports their 
objectives without playing into the hands of 
procurement agents. 

_____________________________ 
 
Left unchecked, aggressive 
procurement groups can dispirit your 
sales team, or in some cases, 
undermine your entire business 
model. 
_____________________________ 

 
Don’t Be a Victim 
While none of these techniques magically 
alleviates the challenges of dealing with 
aggressive procurement groups, they will 
provide a proactive, value-based approach 
for maintaining your prices and profit. In our 
experience, sales training and other minor 
fixes won’t do enough to solve the problem. 
Left unchecked, aggressive procurement 
groups can dispirit your sales team, or in 
some cases, undermine your entire business 
model.  Understanding where you have 
leverage, developing options based on these 
advantages, and supporting profitable 
behavior with the right goals will energize 
your sales and marketing efforts.   
Performance will improve, even in a down 
market 
____________________________________ 
 
Joe Zale is a Vice President in the Boston office 
of Strategic Pricing Group.  He leads the firm’s 
Chemicals and Forest Products practice.  He can 
be reached at 781-466-7749 or 
jzale@strategicpricinggroup.com  


