Using Interests to Reveal Hidden Agreements

The PVC Tradeables Exercise

"There is no such thing as a commodity."  -  Tom Peters

My Toronto plastic container plant wants to buy one ton of PVC pellets- a virtual commodity- from your Connecticut based manufacturing firm this week.  In the past, your sales staff simply negotiated price and quantity with buyers.  Lately, though, your profits and sales have been declining and you fear that you can't get by any more by focusing solely on price.  Your boss wants you to raise prices.  I insist on lower prices.  You want to find ways to create more value for your firm and my plant.  So do the following:

(1)  List Interests. Identify at least two interests your PVC manufacturing firm has and at least two interests my plant has.  (Don't worry about making unrealistic assumptions; just avoid ones that are terribly far-fetched.)  To identify interests, ask "Why do we want the price we each demand?  What else does my firm need?  What else does the buyer need?" 

(2)  List Options.  Then, for each of the interests you identify, please identify at least five options, each of which might satisfy at least one interest one of you has.  Make sure that one option is silly, wacky, laugh-out-loud funny- it helps you get more creative, which can help you discover more good ideas.  Then check the sample answers to see some of the many possibilities.

Example: 

One Interest of Buyer: 



Cover Currency Conversion Charges

 Five Options that might satisfy Buyer's Interest:



Seller accepts payment in Canadian dollars

Seller helps buyer truck the plant to US (!?)

Barter deal

Seller absorbs charges if buyer buys in bulk

Help seller find cheaper exchange bank

One Interest of Buyer



One Interest of Seller

_______________________


______________________

Five Options that might satisfy


Five Options that might satisfy

Buyer's Interest:




Seller's Interest

_______________________


______________________

_______________________


______________________

_______________________


______________________

_______________________


______________________

_______________________


______________________

Another Interest of Buyer


Another Interest of Seller

_______________________


______________________

Five Options that might satisfy


Five Options that might satisfy

Buyer's Interest:




Seller's Interest

_______________________


______________________

_______________________


______________________

_______________________


______________________

_______________________


______________________

_______________________


______________________

Using Interests to Reveal Hidden Agreements

  The PVC Tradeables Exercise Sample Answers

Buyer's Interest and Possible Options for Meeting Them

Selection or Quality


offer different types of PVC

offer different sizes of pellet

offer different shapes of pellets 

offer testing for quality assurance

offer guarantee of quality

offer liberal refund policy

Cheap, Convenient Delivery 

truck

rail

air

affiliate manufacturer nearby

pipeline

Fast Delivery 



overnight

one week

just in time coordination

manufacture nearby

warehouse nearby

coordinate delivery schedules via computer

Safe, storable PVC containers 
steel drum

plastic container

ship loose, pour in buyer's bins

'redeemable' containers

Help offloading PVC 


send workers

send equipment

send technical support

help build loading docks that match your trucks

print instructions for offloading on container

Reduce risk of buying too much
return policy

consignment sale

installment delivery

find 'back up' buyer for excess

help buyer sell finished product

offer computer modeling

Convenient, Inexpensive 

Form of Payment 


cash





check or money order




credit





wire transfer

credit card

barter

letter of credit

Reduce risk of product liability
indemnification

guarantee

insurance

quality assurance (testing, certification, etc.)

send current literature about PVC safety

invite buyer down to inspect

Produce, compete more efficiently 
help buyer line up prospective end users

joint PVC information web site  for end users

give technical assistance re using PVC

give marketing data (trends in packaging)

give technical assistance re storing PVC

Help with cash flow problems 
payment on delivery

payment later (with terms)

help line up third party financing

barter

take equity

Reliable, predictable, 

stable PVC supply 


Long term contract

build manufacturing facility near buyer's plant

build warehouse near buyer's plant

Seller's Interests and Possible Options to Meet Them

Exploit economies of scale

quantity discount

long term contract

referrals

buyer helps seller find other buyers

Expand market, revenue, reputn'
recommendation






discount for new business referrals






add ons (e.g. technical support for more money)

Adjust for seasonal 

production schedule


discounts on purchase during certain months






use idle employees for work on site at buyer's plant






rent trucks, other idle equipment to buyer at discount

Improve LR planning


long term contract

early billing

large up front payment at discount ... ***

Applying the PVC Exercise (and Interest- Based 

Thinking Generally) to Business Strategy

Sure, the idea behind the PVC exercise- focus on interests and develop creative options- may makes some sense in theory, but can all this work focusing on interests and options really help you  do business more effectively?  Yes.  Consider the case of the hotel industry.

As a recent Wall Street Journal Article found, hotels are using the very same insights you have just used to help them decide what rates to offer to whom and when. The Omni Hotel, for example, used to believe that price was the only thing that mattered.  In the past when a convention came to town, such as the annual National Restaurant Association meeting, the Omni would demand its full "rack rate" of $285 a night for everyone staying for the four-day convention.  "But this year, there will be guests paying $219 a night during the convention because they have committed to at least six nights.  Even though the rates are cheaper, the hotel will receive $1,314 in total revenue from the six night guests, compared with $1,140 for the four-night guests....'The idea is to maximize revenue over the week, not just on one particular day.'"  In short, the hotel realized that its interest was not in getting the highest price per night but in increasing overall revenue.  For this reason, it is now offering a different deal to guests who are interested in paying less but staying longer.  It is as if the chain itself used principled negotiation concepts to find a creative option that satisfies its interests and the interests of different customers.  

Figure 1- Illustration of an Interest-based Approach to Business Pricing in Hotel Industry


"why do we want a higher price? 
Focusing on interests instead of just price is not a novel idea.  In his book Passion for Excellence, Tom Peters includes a chapter entitled "No Such Thing As A Commodity."  There he argues that many industries that once had seemed to be commodity businesses where the only issue was price have been transformed when one company asked What else besides price do our customers care about besides price?"  Just as helpfully, we can ask a related question: why does our company want a higher price, and what else do we want?  As the Wall Street Journal article illustrates, this seemingly dumb question can reveal huge opportunities for better business.  The question can do so because price is just a means to an end in business- a position that may conceal a number of interests.  In fact, as a business person, you and your firm may have several interests. These include

Increased revenue

Legitimately reduced taxes

Increased profit

Better long term opportunities for growth

Repeat business (conserve marketing costs)

Improved cash flow

Referrals

Market share

Reputation

Business practices that are in harmony with your beliefs

Publicity

Cost control

Avoidance of legal problems (such as antitrust claims)

Better, more committed workers (morale)

Help competing effectively with competition

Just as you found creative ways to satisfy several interests  as a consumer in the Far Side and PVC Exercises, you can find creative ways to satisfy several business interests, if you learn how to ask and answer the seemingly dumb question:  "what do we each want and why?"

_______________________________________________

Follow-up question (just for your own development as a business person- not to be submitted)- Consider the business you now work in or hope to work in one day.  Consider what they offer their customers.  Emulating the Omni Hotel, see if you can come up with specific business opportunities by asking "what do we want and why?  What do our customers want and why?  What creative 'deals' can we offer that would better satisfy us and our customers?"




Omni								Prospective Guest





Higher nightly rate ($285/night)	            positions		Lower nightly rate ($200/night)


								





Maximize overall occupancy and	         interests		Keep overall costs down for long visit


revenue for the week 						to city	while staying in nice hotel			


 				      Lower rate ($219/night)


				      for 6 night commitment








Advantages for Omni:					Advantages for Guest:


+$1,314 in revenue ($174 more than 				+ Better than alternative (stay in 


       if room is vacant over weekend) 	cheaper hotel during week, move to nice hotel during weekend when


+Avoid vacancy during weekend				    rate goes down.)





+ Keeps costs down (low rate, 


 								      avoid moving costs).





+ Stay at better hotel during week.			 











