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B2B companies have seen ominous storm clouds gathering for some time. Typically, they 
find themselves caught between two intense pressure systems: higher costs and lower mar-
gins. How a company responds to this squeeze can make the difference between surviv-
ing the storm and prospering in its wake, or succumbing to the pressures. In this article, the 
author explains how to survive turbulent markets and business “natural disasters” through 
World Class Pricing. Author Paul Hunt is the president of Pricing Solutions and a frequent 
PPS presenter, instructor, and contributor. He can be reached at phunt@pricingsolutions.com.

B2B Pricing Strategy:  
How to Turn Risk into Opportunity

CONTINUED ON NEXT PAGE �

If your profits are at risk, there is a solution

W
hen a natural disaster strikes, it triggers a wave of 
well-planned and organized responses to secure 
the area, clean up, and rebuild. In some cases, 
the affected area comes back even stronger than 

before.

B2B companies have seen ominous storm clouds gathering for 
some time. Typically, they find themselves caught between two 
intense pressure systems. This uncomfortable squeeze between 
higher costs and lower margins does not leave companies much 
room for error. On the cost side, suppliers are liable to raise pric-
es, sometimes aggressively, as prices for industrial commodities 
increase. In fact, the World Bank said in January that it expects 
a “surge” in industrial commodities prices in 2017.1 On the cus-
tomer side, B2B sales team are getting pummeled by procure-
ment teams, whose size and sophistication grants them consid-
erable leverage against the teams on the other side of the table.

“Sales team are getting pummeled by procurement teams.”

How a company responds to this squeeze can make the differ-
ence between surviving the storm and prospering in its wake, or 
succumbing to the pressures. In the latter case, the management 
team’s measures often inflict even more short-term destruction, 
turning a profit storm into a profit disaster: job losses, cost-cut-
ting, factory consolidation, or even the withdrawal from markets, 
often accompanied by a plummeting stock price. Cost-cutting 
steps may shore up the bottom line in the short term, but they 
don’t leave much enthusiasm or resources for a rebuild.

If you think there must be a better way, you are right. The better 
way is called World Class Pricing.

Companies who address a small number of specific pricing is-
sues will find opportunities in the uncomfortable squeeze. They 
succeed in shoring up their businesses, achieving quick wins, 
and prospering. They find the sun light through the clouds. This 
also creates a heightened sense of vigilance to prevent similar 
problems from occurring again. They also find ways to anticipate 
future squeezes and lessen the pressures before they build.

The Proven Effects of Better B2B Pricing
The existence of pricing opportunities in competitive B2B mar-
kets has been well-researched and documented. McKinsey ex-
plained the profit impact of small price increases in an article in 
the Harvard Business Review some 25 years ago. Two of their 
consultants wrote that a 1 percent increase in prices will raise 
operating profit by 11.1 percent, assuming negligible volume loss.2 
The extent of that gain in operating profit can vary, but the overall 
point McKinsey made has held up extremely well.

When a company faces the potentially disastrous B2B profit 
squeeze we described above, pricing is where the restoration and 
the preventative actions should begin. Nearly every B2B com-
pany has enough opportunities to implement the kinds of price 
increases that can grow revenues without much volume loss. The 
make-or-break challenge is to find them. Hidden by unsophisti-
cated pricing practices and bogged down in internal processes 
which have spiraled out of control, these opportunities take some 
effort to identify and then seize. It requires diligence, commitment, 
analytical skills, and objectivity. The operative word is “control.”

How to Re-Establish Control
We say “re-establish” because we assume that the processes 
you have in place originally had a well-defined purpose. Perhaps 
you wanted to deliver faster quotes to customers, respond faster 
to service calls or accommodate special requests from custom-
ers. Over time, however, these processes accumulate exceptions, 
inputs, approval authorities, and sub-processes the way a ship 
collects barnacles.

All of these changes can cause a process to get out of control 
to the point where the revised process often inhibits the original 
goal. Burdened by ad-hoc processes, you become less respon-
sive in time and quality and too accommodating on price, while 
starving your salespeople for the information they need to make 
better decisions.

How Do You Fix This?
Sticking with the analogy of disaster relief and prevention, the 
first step is to secure the area. Assuming the business faces no 
acute or immediate survival risk, the company needs to make a 
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This could be a list price, a base discount of, say 25 percent, and an addi- 

tional 10 percent left to the discretion of the local salesperson. This begs 

the question of whether the pricing process has enough sophistication to 

allow salespeople to respond to the customer needs in different seg- 

ments. It poses several other questions as well. Where did the ranges of 25 

percent and 10 percent come from? Are they based on data and as- 

sumptions which were very relevant at the time, but are now inadequate, 

incomplete, or even obsolete? When was the last time you reviewed 

these data or challenged the underlying assumptions? This is where the 

seeds of a “we’ve always done it that way” mentality are sown. As data 

and assumptions get progressively older, the memory of their origins and 

their rationales starts to fade. 

 

Figure 2: This simplified price waterfall helps a company challenges its pricing “status quo” 

and gain control. Every bar can represent millions of dollars. How high should they be and 

how do you manage that? 
 

The other end of the spectrum resembles the out-of-control process we 

spoke of earlier. Imagine a waterfall with dozens of breaks between the 

list price and the pocket price, each designed to cater to some customer 

need. Some of these adjustments may have helped a company address 

a need in the market, but most of them begin as exceptions or temporary 

changes. 
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quick but thorough assessment of its financial situation and its 
processes. There are two phases to securing the area.

First, you redefine the business at several different levels: cus-
tomer (or segment), sales reps, territory, product, and solution. 
That may sound like a straightforward exercise, because each 
of these breakdowns is a known quantity. But that is the macro 
level. The difference in doing this work successfully lies in tak-
ing the most granular look possible at your business. This is the 
equivalent of going street by street and door to door to assess 
the situation and to begin setting priorities: where do you need 
an emergency response, where do you need a well-planned but 
less immediate response, and where can you wait for the time 
being. When you match your current and historical data – prices, 
sales volumes, terms and conditions – to this breakdown, you 
will see patterns.

“It’s not the best customers who get the best price,  
it’s the best negotiators.”

The Clean-Up Begins
At this deeper level of resolution, you will see a dispersion of 
current and historical prices in each of the areas you defined 
(customer segment, sales territory, etc.). One of the most strik-
ing findings from such a dispersion is the knowledge of what 
customers receive the best prices.

They are normally not your best customers, but instead the best, 
toughest, hardest negotiators. This dispersion allows you to an-
swer some fundamental questions clearly and with evidence, likely 
for the first time. Where are you giving away value? Where are 
your greatest profit leakages? Where, in detail, have you been 
too accommodating on price, terms, and conditions? Where 
are you perhaps overreacting to perceived competitive threats?

An ideal way to visualize these effects is a price waterfall. The 
waterfall has two endpoints: your list or base price on the left, 

and your net selling price (the “pocket price”) on the right. In 
between those two poles you can document how and why your 
price decays from the starting point to the price of the final sale. 
You can see the impact of the discount ranges you provide your 
salespeople, the behavior around price thresholds, the effects 
of your internal approval processes, and the effects of granting 
special terms and conditions such as early payment, one-off re-
bates, and other terms.

“It’s not what you get, it’s what you keep that matters.”

Reading a waterfall requires some experience and some context 
as well. At one extreme, a waterfall can have very few breaks be-
tween the list or starting price and the pocket price.

This could be a list price, a base discount of, say 25 percent, and 
an additional 10 percent left to the discretion of the local sales-
person. This begs the question of whether the pricing process 
has enough sophistication to allow salespeople to respond to 
the customer needs in different segments. It poses several other 
questions as well. Where did the ranges of 25 percent and 10 
percent come from? Are they based on data and assumptions 
which were very relevant at the time, but are now inadequate, in-
complete, or even obsolete? When was the last time you reviewed 
these data or challenged the underlying assumptions? This is 
where the seeds of a “we’ve always done it that way” mentality 
are sown. As data and assumptions get progressively older, the 
memory of their origins and their rationales starts to fade.

The other end of the spectrum resembles the out-of-control pro-
cess we spoke of earlier. Imagine a waterfall with dozens of breaks 
between the list price and the pocket price, each designed to 
cater to some customer need. Some of these adjustments may 
have helped a company address a need in the market, but most 
of them begin as exceptions or temporary changes.

Figure 1: A dispersion such as this allows you to answer some fundamental questions clearly and with evidence, likely for the first time.
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Figure 2: This simplified price waterfall helps a company challenges its pricing “status 
quo” and gain control. Every bar can represent millions of dollars. How high should they 
be and how do you manage that?

Figure 3: Pricing Solutions’ World Class Pricing Framework

These changes become permanent when no 
one goes back and revisits them or lets them 
expire. If left unchecked and unanalyzed long 
enough, they truly turn into barnacles and be-
come taken for granted. Customers and sales-
people alike treat them as entitlements rather 
than meaningful elements of an intelligent re-
gime of terms and conditions.

What you are striving for here with these analy-
ses is what we refer to as Level 2 in the World 
Class Pricing framework, which comprises five 
levels. We label this level “Control.” The key 
is to realize that you can exert control over that 
dispersion you documented earlier. Control 
means you plan the dispersion by setting limits 
and enforcing them. The price waterfall gives 
you strong indications of where to set these 
limits. You can also engineer that dispersion, 
to your benefit of course, by redefining the pro-
cesses that are causing the leaks. A mix of lean 
and Six-Sigma analytics can help you uncover 
the root causes behind the leakages.

An improvement of 2 percentage points in profit margins can have 
a transformative effect on a B2B industrial supplier. The move 
from Level 1 to Level 2 turns takes that improvement from wish-
ful thinking to reality. A move from Level 2 to Level 3 embeds the 
right processes to make such an improvement both sustainable 
and expandable.

Moving from Level 1 to Level 2
A large industrial supplier with numerous product lines and 
regional businesses recently needed help in these areas. The 
company had two objectives which we can summarize very suc-
cinctly: provide us the knowledge to improve our profitability and 
the means to sustain it. Pricing was their weak spot, as initial 
analysis revealed. (They had a level of 1.7 on our 5-level scale.)

The primary approach to establishing that knowledge base was 
a micro-segmentation. This means selecting understandable and 

measurable criteria for segmenting customers (the horizontal axis 
in Figure 4) and crossing those segments against the product 
segments. The highest margins should be in the top left (premium 
products sold to non-strategic customers) and the lowest mar-
gins should be at the bottom right (standardized products sold 
to strategic customers). This map for this customer revealed just 
how far this company was from achieving something even close 
to the ideal picture.

Providing this company the ability to set target margins was the 
first step in moving their reality to the ideal. It gave them firmer 
control over their margins, with evidence to back up each of the 
targets. The projected results in the first year represented margin 
improvement of 2 percentage points. But the work did not stop 
there. As we often say, pricing is a process and not an event. The 
company also identified and disseminated pricing best practices, 
derived not only from our experience but even more importantly, 
from great things its own sales and product managers had been 
doing on a small scale, in isolation. Finally, it began to build a 
pricing infrastructure.

“Pricing is a process, not an event.”

A large portion of the companies we encounter are in the state 
we describe at the outset of the paper. This is Level 1 in our 
framework, which means processes and pricing decisions are 
more on an ad-hoc basis than a coordinated one. The 80/20 rule 
applies here as you aim for Level 2. That means you identify and 
clean up the biggest messes first instead of spending valuable 
resources to repair or adjust process leaks which will have only 
minimal impact on your profits.

Control is the essential prerequisite for taking the next step in 
the World Class Pricing framework. In this step, you work with 
the same dispersion, combined with your revised processes, and 
look for ways to price according to value.
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Level 2 to Level 3:  
How to Establish and Extract Value
Companies who want to start incorporating value into their pric-
ing process need tools which go beyond dispersion charts and 
price waterfalls. Those two tools may be powerful diagnostics, 
but they are not sufficient to help you identify the key ingredient 
to pricing according to value. That key ingredient is knowledge 
of your pricing power.

Think of pricing power more as a bullet than a blanket. Precious 
few companies have the ability to make significant across-the-
board pricing increases.

In fact, we would argue that any company good enough to be 
in that position will have already been smart enough to tap into 
that pricing power. As I stated in very clear terms in a recent 

blog post: “I abhor across-the-board price increases; they have 
no connection to value and are driven by laziness and fear. Any 
price adjustment should be based on value.”3

So where do you find this elusive  
but lucrative value?
A simple arithmetic example will show why you need to rely on 
the break-down you made as you progressed to Level 2. Let’s 
say for the sake of argument that one third of your volume goes 
to very price sensitive customers, one third goes to higher-end 
customers who focus more on quality than price, and the re-
maining third goes to customers who have many competitors to 
choose from; prices and market shares have remained relatively 
stable in that segment for a long period.

Figure 4: This map crosses product segments against market segments and shows the margin level at each intersection (blue is high; red is 
low). The improvement potential is immediately obvious, but the means are not.
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Figure 5

You have two options. You can blanket all three segments with 
an across-the-board price increase, or you can be more discrete. 
Let’s say you decide to raise prices by 4 percent in the “quality” 
segment, cut prices by 1 percent in the “price sensitive” seg-
ment, and leave prices steady in the “stable” segment. The net 
weighted effect of these three price decisions is the equivalent 
of a 1 percent increase in prices, and we assume – for the sake 
of argument – that your volume in all three segments remains 
unchanged.

Compare that to a decision to implement a price increase of 1 
percent across the board. That would have led to an awkward 
result in all three segments. You would still be underpriced in the 
quality segment, and you would have put considerable volume at 
risk in the “stable” and “price sensitive” segments.

The real world, of course, is far more fragmented and complicated 
than the example above. Most B2B companies have thousands 
or even tens of thousands of products (or even more!) and have 
hundreds if not thousands of customers. You will need to under-
stand at a very granular level whether you have pricing power, 
and how that power can translate into a price change. In some 
cases, you may have no pricing power whatsoever.

You can start gauging your pricing power by looking at the 5Cs 
(Competition, Conditions, Customers, Capacity and Costs – see 
figure 5). Each of the 5Cs can drive pricing power and should 
be considered in the context of adjusting prices. For example, 
the balance of supply and demand, and the role of your products 
in the customer’s supply chain are drivers of pricing power. The 
greater the demand, relative to supply, and the lower the com-
petition, the higher you can expect your pricing power to be. At 
the same time, if your product plays a critical or even essential 
role in the customers’ products’, you may have a strong case for 
charging more.

The Stronger Rebuild Begins
The third level in the World Class Pricing™ framework is referred 
to as “Value.” Achieving Level 3 (“Value”) is your first step toward 
optimal pricing, not merely optimal prices.

This is a forward-looking approach, building on the clean-up 
and control you achieved at Level 2. When we work with clients 
on the transition from Level 2 to Level 3, we could score pricing 
power based on the 5Cs.

For this analysis we remain at the micro-level or “street by street” 
level. Using the guidance we described above, we are looking for 

the greatest leverage to generate 
higher revenue. This could mean 
using price as the lever (selling 
at higher margins), it could also 
mean using volume (selling more 
products at acceptable margins), 
or it could be a mix of both. But 
in our experience, by far the more 
underutilized option is to use pric-
ing. It is also the more effective 
one, as we said at the outset of 
this paper, and also generally 
takes less time to implement.

The Journey
The best way to think of this tran-
sition to Level 2 and then to Level 
3 is a journey. It is not a sequence 
of specific measures, spaced 
apart at intervals. The goal is not 
solely to affect a positive change 
in the company’s financial situa-
tion. There are also a few other 
goals. The company wants to 
prepare itself to withstand mar-
ket turbulence in the future and 
lessen the impact of any squeeze. 
It also wants to prepare itself to 
continue to the journey in our 
framework to Level 4 (“Optimize”) 
and then ultimately to Level 5 
(“Master”).

But first things first. The stability 
in Level 3 comes from the cre-
ation of a model to support your 
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pricing. You may have had spreadsheets in the past or even a 
software package to help manage customer relationships or gen-
erate quotes. These are all useful, but they don’t offer the outputs 
which facilitate better pricing decisions. This kind of model incor-
porates costs, so that you focus on more than revenue improve-
ment. You can look closely at margins and total profit at a granular 
level. It also includes mix, so that you can look at the effects of 
changing prices in combination, creating bundles, or changing 
the product mix entirely. Combined with your target-setting for 
the coming financial period, you can calculate the financial ef-
fects which certain price changes would have, and adjust your 
decisions accordingly.

The Two Aspects of “Pricing Infrastructure”
Think back to the case we cited earlier. When we referred to 
“pricing infrastructure” we meant that the company needed the 
means to build and apply the knowledge it had started to gain. 
In essence, this has two aspects: tools and people. The model is 
the linchpin for the tools. On the people side, the industrial sup-
plier hired a corporate pricing analyst and established a senior-
level pricing council. They supported an annual pricing strategy 
process which included a review of a set of pricing metrics. Put 
most simply, the company put people and processes in place to 
track their progress from their previous reality to the ideal map 
(as shown in Figure 4 earlier).

The other aspect of people is skills improvement. The difference 
maker between having a target price and implementing that target 
price are skills. This includes a sales training program built around 
value-based selling as well as negotiation skills. The hard truth is 
that the people on the other side of the table (the procurement 
specialists) receive constant and sophisticated training and how 
to win in a world where winning, in their view, means only one 
thing: the lowest possible price they can extract.

Such a model demands investment and a greater level of sophis-
tication. In our view, however, the rewards speak for themselves. 
These rewards are not purely financial, the boost which comes 
from a 1 percent improvement in pricing or greater. The effects 
transcend the financials and reflect the benefits which come with 
any process improvement.

You can expect more efficiency, which means you can make bet-
ter decisions faster. You can expect greater confidence, because 
you trust the numbers derived from your model and can convey 
that confidence to your salespeople. You can expect better in-
formation flows, as you collect only what you need from sales-
people, from research and from third parties, and in turn, provide 
sales teams with a lean package of useful information instead of 
drowning them in the firehose of unfiltered and uninterpreted data.

You Can Make The Journey Faster Than You Think

“It’s time to start selling value with confidence and control!”

Of course, none of these transformations is perfect. Through-
out the entire journey, a company has to keep the 80/20 rule in 
mind, not because of the precise guidance it may provide, but 
as a warning to make only high-impact price decisions. These 
could be price increases, decreases, or decisions to stand pat. 
It could also extend to decisions on which markets to serve bet-
ter, because of the untapped potential, and which portions of the 
market you could deprioritize or even withdraw from.

There may still be traces of the original B2B profit decrease or 
market storm once you reach Level 3. But the opportunities from 
the clean-up and rebuild should overwhelm them: it’s time to start 
selling value with confidence and control.
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The freemium strategy can be a powerful tool for building a large user base and facilitating the 
adoption of a new product or innovation. However, despite its appeal, the freemium strategy – 
where a company offers two or more tiers of pricing, one of which is always free – can be difficult 
to execute and often falls short of delivering sustainable growth in the form of revenues and profits, 
as the author explains. Wei Ke is Partner at Simon-Kucher’s New York office and can be reached 
via www.simon-kucher.com. This article originally appeared in Forbes.com. It has been republished 
here with their kind permission.

Prioritize Monetization When  
Giving It Away for Free

An understanding of customers’ will-
ingness to pay helps to shape how we 
prioritize resources to add features 
that can deliver the biggest opportu-
nity for revenue and profit growth.

T
he freemium strategy can be a potent tool for building 
a large user base and facilitating the adoption of a new 
innovation. By giving away basic services for free, cloud 
storage provider Dropbox was able to grow from four 

million to 200 million users in less than four years, according to 
a Harvard Business School case study. Dropbox was also able 
to leverage its freemium strategy to generate some $400 million 
in revenues in 2013.

Despite its appeal, the freemium strategy – where a company 
offers two or more tiers of pricing, one of which is always free 
– can be difficult to execute and often falls short of delivering 
sustainable growth in the form of revenues and profits.

A large user base is no guarantee of success. Consider Prosper 
Daily (formerly BillGuard), a popular personal financial manage-
ment app that had as many as 
1.6 million users in early 2016. 
The mobile app, which boasted 
a near-perfect five-star rating, 
gave away attractive features 
like credit score tracking, fraud 
alerts and spending analysis. 
Despite its popularity, Pros-
per Daily was discontinued at 
the end of August 2017, just 
two years after Prosper Mar-
ketplace acquired it for $30 
million.

Similarly, Level Money, a popular free budgeting app, had a re-
ported 700,000 users in 2015, when Capital One acquired it. 
Two years later, TechCrunch reporter Megan Rose Dickey would 
write, “Level Money, my beloved budgeting app, is shutting down.”

The conversion rate from free users to paying subscribers in a 
freemium strategy is very small. It ranges from 2% to 5%, ac-
cording to Vineet Kumar of the Harvard Business Review. The 
low conversion rate means companies must have a precise un-
derstanding of their customers’ willingness to pay. 

Companies must be ready to double down on their efforts to 
convert free customers to paid customers or find alternative vi-
able monetization strategies.

The discussion on what customers are willing to pay and how 
to price a new innovation to generate profits should not be rel-
egated to lower priority or an afterthought. The lack of a clear 
strategy for monetization is one of the biggest reasons why the 
freemium strategy fails.

A common myth is the belief that if you build a great new product, 
customers will pay for it. Decades of experience with companies 
in various sectors, including financial services, has shown suc-
cess is more about knowing how to build the right product for 
the right customer segment at the right price. Price is not just a 
dollar figure. Rather, it represents what a customer wants and 

how much they want it.

Understand Customers’ 
Willingness To Pay 
It is crucial that we have a 
deep understanding of cus-
tomers’ willingness to pay ear-
ly in a product development 
process. This will uncover fea-
tures customers need to have, 
those they can do without and 
those they value more than 
others. An understanding of 
customers’ willingness to pay 

helps to shape how we prioritize resources to add features that 
can deliver the biggest opportunity for revenue and profit growth.

Direct questioning is a useful way to get at the willingness to pay, 
but sophisticated methods are also available, including simulated 
buying scenarios. Here the actual point-of-purchase experience 
is replicated and people are asked to choose from different price 
and feature combinations. Keeping questions simple and precise 
is important. Instead of “Would you pay for real-time fund trans-
fers?” ask, “Would you pay $2.99 for real-time fund transfers?” 
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and follow that up with, “Why?”

Segment Customers by  
Willingness to Pay
Success with the freemium pricing model also means design-
ing packages with the right feature combinations that can moti-
vate free users to upgrade. To do this well, we must understand 
how customers are different and which customer values which 
features more than others. We can do this by segmenting cus-
tomers based on differences in willingness to pay instead of the 
more traditional approach based on demographics or lifestyle. 
This alternative approach to segmentation gives us the insight to 
group customers by what they need and how much they would 
be willing to pay to fulfill those needs.

Don’t Give Away  
Valuable Features For Free
It is easy to succumb to the temptation to offer far too many valu-
able features in the basic package to please customers. When 
we do this, we risk cannibalizing our revenue-generating option. 
It is important to establish fences where basic packages include 
only a standard level of service. Meanwhile, highly valued fea-
tures can be reserved for premium packages where customers 
have to pay for them.

Deciding which features and functionality to include in a pack-
age is a complex and challenging one that requires a system-
atic approach. Include too many features in your basic package, 
and your customers won’t convert to the paying level. Leave too 
much out, and the basic package loses functionality and will fail 
to attract new users or spur referrals. Set a price too high, and 
you might not find enough customers willing to pay for the pre-
mium service level.

In addition to smart segmentation based on willingness to pay, 
market research can be helpful in determining how people value 
different features, functions or benefits. A well-designed ap-
proach using conjoint analysis can estimate the trade-offs con-
sumers make when evaluating the free and fee-based packages 
offered. It can help determine what combination of features is 
most influential to the customer’s decision-making and distin-

guish nice-to-have features from must-have features. Nice-to-
have features won’t convince customers to upgrade, while most 
customers will have a high willingness to pay for must-have fea-
tures. By taking a methodical approach, we guard against giving 
away too many value-added functionalities for which customers 
are willing to pay.

The freemium model is not always the right pricing strategy to 
use. To have a chance at converting free customers to paying 
customers, we have to know precisely who will be willing to pay 
and for what features. A well-executed freemium model, however, 
can confer significant competitive advantages on a new product 
and service. Here, the right capabilities, an early investment in 
advanced planning and market research, and strategic discus-
sions about monetization are all needed.
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To have a chance at converting free cus-
tomers to paying customers, we have to 
know precisely who will be willing to pay 
and for what features.
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In this article, the author explores what a product manager should be able to meaningfully 
contribute to pricing decisions and the effort required to have them engaged in pricing 
decisions. Tim J. Smith, PhD is the founder and CEO of Wiglaf Pricing, adjunct professor 
at DePaul University, and Academic Advisor for the Certified Pricing Professional desig-
nation. His most recent book is Pricing Done Right: The Pricing Framework Proven Suc-
cessful by the World’s Most Profitable Companies (Bloomberg Financial, 2016). He can 
be reached at tsmith@wiglafpricing.com.

Pricing is a Product Management’s 
Responsibility Too

P
roduct managers often have no real responsibilities for 
pricing in companies ranging from those delivering high-
ly engineered products to those selling commodities. 
Rather, pricing is often managed by commercial officers 

(sales) or finance.

Product management and pricing are tantamount to one another. 
If product managers don’t make pricing decisions in many real 
businesses but academia assumes they do, there is an obvious 
disconnect between theory and practice. Does that mean aca-
demia is making a bad assumption, or does it mean that busi-
nesses confuse common practice with best practice?

To address this question, let’s explore what a product manager 
should be able to meaningfully contribute to pricing decisions and 
the effort required to have them engaged in pricing decisions.

Value Proposition
OK, this should be obvious to everyone. Product managers de-
velop products to meet customer needs. How well a product 
meets customer needs determines how relevant a product is 
to the market, and the price that market would be willing to pay. 
This is where product managers have something to contribute 
to pricing decisions.

Segmentation
Different customers need different things. The beauty of market 
segmentation is in its ability to aggregate customers according 
to their needs.

Using needs-based market segmentation, product managers 
identify the features and benefits needed in a product to attract 
a given segment away from a competitive alternative. Some seg-
ments will demand a lot of features and benefits, others less.

In adding or subtracting a feature, product managers are re-
sponsible for thinking about both the cost of that feature and the 
impact of that feature on the willingness-to-pay of the intended 
segment. As features are added, a product should be attractive 
to more market segments. Concurrently, as features are added, 
the cost to produce will increase. As a result, either the price 
will need to rise (thus deterring some segments from purchasing 
and reducing the addressable market) or the margins will need to 
decline (thus reducing the profit of the product). Managing this 
tradeoff is a product manager’s responsibility.

Aha! Here is one of the differences between theory and prac-
tice. Product managers often aren’t held accountable for these 
tradeoff-decision outcomes. Should they be? Can they be?

Customer Transactions
Engaging customers in the buying process usually, but not al-
ways, requires some form of discounts or rebates. Whether it is 
a temporary promotion, long-term commercial policy, or tactical 
negotiation, prices generally vary between the aspirational List 
Price and final Pocket Price (what some companies refer to al-
ternatively as the net, net-net, and triple-net price, yet there is 
no broadly-accepted meaningful difference between these jar-
gon terms).

While commercial policy may be the domain of sales, product 
management should have a seat at the table. Managing phase-
outs related to new-product launches generally impacts the 
pocket price. Product managers may have set prices to have 
a well-defined differential with another product’s price. If the 
pocket price on the phase-out product drops, does that mean 
the pocket price on the new product must drop as well? Which 
products should be eligible for a negative price variance, and 
which should not? How big of a negative price variance can a 
product sustain and remain profitable?

Using needs-based market segmen-
tation, product managers identify 
the features and benefits needed in 
a product to attract a given segment 
away from a competitive alternative. 
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Informing these price-variance decisions are a product manager’s 
responsibility, for they impact a product’s profitability. Recall: 
product managers are responsible for the profitability of their 
products, and held accountable accordingly.

Aha! Here is a second difference between theory and practice.  
Product managers often aren’t held accountable for profitability 
of a product sustained in marketing engagement. Should they 
be? Can they be?

Accountability
Product managers undoubtedly can be held accountable for the 
profitability of their portfolio. It is reasonably possible to make 
portfolio profitability a key performance indicator of a product 
manager. And it reasonable to make this part of their compen-
sation package, thus holding them not only accountable but im-
pacting their own economic condition based on the quality of 
the decisions they make.

Yes, it is possible. But should they be? Let’s look at the effort 
required.

List Prices
Defining good List Prices on products is work. The value propo-
sition must be converted into money, and the potential market 
segments’ willingness to pay must be revealed prior to product 
launch. While the research technique to use will vary between 
products, research must be done. To get this research done 
well, product managers must participate. This takes time—not a 
lot, but some time.

Often, when it comes to doing market research on setting the List 
Price of a product, I hear that product management is too busy 
and can’t devote the time to the project. That is a pity.

Good market research must engage the right participants.  
Without knowing who the target market is, it is impossible to 
be sure that the research results reflect the view of the target 
customers.  Sample selection is a known failure of many market 
research projects.

Likewise, good market research must start with a reasonable 
hypothesis to test. Without knowing the suspected differential 
benefits, competitive offers, and price range expectations, it is 
near impossible to design a useful research approach for pricing.

Product managers hold segment, therefore sampling knowledge, 
value-proposition and hypothesis development requirements, 
better than anyone else in a company. I am not calling for them 

to be experts in pricing nor market research. But it does seem 
that they are the best resource for creating the baseline informa-
tion required to define the market research approach and effort. 
If not them, then whom?

On the outside, the time requirement should be less than 40 hours 
spread over several weeks.  Does that seem like too much effort?

Commercial Policy
Defining commercial policy, thus the allowed negative price-
variance between List and Pocket prices, is work.

Pricing Councils, which engage sales, marketing and finance with 
the support of experts in pricing, are a proven best practice for 
guiding commercial policy. In as much as product management 
is a part of marketing strategy, product management should be 
engaged in setting commercial policy though the pricing council.

The Best is Better Than the Common
We’ve identified the unique expertise product management brings 
to pricing decisions, the time this would tax them, and a method 
to hold them accountable. Given the value of their input and the 
low level of time required, pricing can and should be product 
management’s responsibility too. On this issue, the difference 
between theory and practice is the result of confusing the com-
mon with the best.

Good market research must start with 
a reasonable hypothesis to test.
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Twelve Questions to Ask Before Accepting 
that Big Pricing Job

O
n paper, every big job opportunity looks attractive, es-
pecially with a big title and more money at stake. Job 
descriptions often carry a lot of valuable information 
about the scope of the job, the responsibilities, and 

the required skills. For pricing positions, recruiters and human 
resource professionals often use the standard pricing job de-
scriptions that they have access to on Monster or on LinkedIn, 
and then post these fantastic and attractive job profiles on the 
same sites. Most of the time though, in reality, these job profiles 
do not truly represent what the job is all about. 

In fact, I posit that the grass is not always greener on the other 
side. And that reality hopefully hits during the interview when 
there is still time to decline and walk away. After that point, it is 
too late to turn around. I propose that there are key questions 
pricing professionals should be asking prospective employers 
before making the jump or taking the plunge. 

So here is a list of twelve intelligent questions you need to ask 
your prospective hiring manager before you decide to take that 
big pricing job. These questions will help you go through the buzz 
words and your wish list of expectations from the job description. 
These questions are best discussed with the hiring manager as 
human resources professionals might not be able to respond to 
them. There might be more questions than these twelve, but this 
is a good starting point.

1. What does pricing mean in your organization?

Pricing means different things for different people in differ-
ent organizations, so it is critical to understand the defini-
tion of pricing and the scope of the pricing function in the 
organization you are interviewing with. Is pricing more on 
the transactional and tactical sides? Is pricing considered 
a clerical function as part of customer service? One clue to 
pay attention to is where the pricing function reports. Un-
der marketing and finance, it will tend to be a full-fledged 
position. Under sales and IT, it will be limited to tactics and 
strategy might be done by marketing or innovation. These 

clarifications in the definition and scope of the pricing func-
tion are important and need to be included in a revised job 
description considering the relevant scope. 

2. How engaged in your CEO in the pricing projects?

It is important to ask this question to see how high up in 
the organization the change agenda in pricing and value 
management has been communicated. People listen to two 
voices in organizations: the CEO and their direct supervisor. 
Asking the degree of involvement of the CEO is a sign that 
you understand the critical role of champions in deploying 
challenging and transformational pricing projects. Ask for the 
last time the CEO sat in a pricing council or a pricing com-
mittee. Ask if pricing is mentioned in the CEO’s speeches 
and annual reports. Is the CEO personally tracking a couple 
of pricing key performance indicators?

3. How critical is pricing in the strategic agenda of 
the organization?

Is pricing listed as a top strategic priority for the company? 
Can you ask to see the strategic roadmap and to discuss 
the strategic initiatives included in this roadmap? Is pricing 
in this roadmap? Or is pricing a sub project among several 
priorities? This is going to be in indication of whether pric-
ing resources and budgets might be available or not. It will 
tell you where you might stand in the food chain.

4. How far is this pricing role from the CEO and the C-
suite? What is the pricing connection to the C-suite?

Pricing needs a direct connection into the C-suite. The more 
difficult the pricing transformation, the more support is need-
ed in the C-suite. I always recommend that pricing executives 
find support and secure “air cover” when it is needed. Typi-
cally, the Chief Financial Officer or Chief Marketing Officer 
might act as relays for the pricing team in the C-suite. If the 
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pricing function reports into IT, sales or administration, do 
not count on too much support. I may be wrong by making 
a generalization, but my experience working with dozens of 
companies leads me to this conclusion. This is why report-
ing lines can make a tremendous difference on how the job 
may really transpire.

5. What was the pricing budget last year and how 
much is it going to grow next year?

If the answer is “zero” or “we are building one,” run for your 
life. It takes money to spend money. The great news is that 
this prospective employer 
is recruiting for a profes-
sional pricing executive. 
The bad news is that there 
is not budget in place 
in the current system. If 
the answer is “you will 
have a small budget” or 
“budgets are tight these 
days,” ask for clarifica-
tions about what “small” 
means. Times are tough 
and functions fight inter-
nally for funds. As the new 
hire, you will be asked to 
listen and keep quiet. It 
may get boring and frus-
trating very quickly.

6. How would you de-
fine the pricing culture 
in your organization?

This is the key question, 
and you might be faced 
with a “deer in the head-
lights” look. What is a 
pricing culture? You can define it for your prospective em-
ployer. You might get a half-way response. Pay attention to 
key words and to body language. You might here things like 
“we have a long way to go” or “we are making progress” or 
“we are not there yet.” Ask them if they ever considered mea-
suring their pricing culture. You will look like a million bucks.

7. Do you have a pricing council or a pricing commit-
tee currently in place?

The presence of a pricing council or a pricing committee 
will tell you that the company has already potentially moved 
from working in silos to working in teams. That also tells you 
that they have gone through the growing pains of deploying 
multi-functional pricing projects. This is a good sign. If there 
is nothing in place, ask then how do teams interact? In what 
forum? Pay attention to the responses, and especially to the 
interactions between sales, marketing, and pricing teams.

8. Have the pricing pains and opportunities been 
clearly identified? If yes, how and by whom?

You need to know who recommended the creation of the 
pricing position you are interviewing for. Is it an internal stim-
ulus or is it the recommendation of a consulting project? Is 
it a new position or a replacement? Along the same lines, 
ask your prospective employer why they do not have inter-
nal people to fill this position? If they have a pricing team in 
place, do they manage succession and talent? Is there is a 
specific reason why they are going outside. But first and fore-
most, find the trigger that led to the creation of this position. 
Beware of situations where a consulting project led to the 
creation of an executive position. Is this the first action the 
company has taken? You might be faced with lots of internal 

resistance and doubt about the 
outcome of the strategy that 
was proposed by the pricing 
consultants. Ask more ques-
tions about the content of this 
project and the its outcome. 

9. What is the state of your 
IT infrastructure and sys-
tems? What ERP and BI 
tools are you running?

The answer to these questions 
will tell you how much time you 
will spend cleaning up bad 
data and assembling data files 
from multiple sources. Working 
with legacy or “home-grown” 
systems from the 80’s and 90’s 
can be challenging. It will also 
create a black hole of costs for 
your budget. I conjecture that 
the state of current systems 
and infrastructure is a tell all 
about the level of technologi-
cal sophistication of the com-
pany you are thinking of joining. 

Managing a team of Excel geeks is not the same as manag-
ing business intelligence experts. No offense.

10. What is the typical salesforce compensation plan? 

This is another indication of how much pricing sophistication 
this future employer possesses. A company that has started 
touching the sore subject of salesforce compensation is 
well on the way towards pricing transformation and pricing 
excellence. Companies that have not will inevitably suffer 
from lack of alignment and some level of resistance from the 
sales force with respect to the pricing agenda. At least, you 
know what you are getting into without asking for it directly.

11. How much time do we have to show significant 
bottom line impact?

What is expected from this position in the next 90, 120 and 
180 days is another key question. Are top executives pa-
tient or impatient? Are they driven by short term results? You 
should also ask about the financial health of the company or 
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division you are interviewing for. Is the new assignment part 
of a turnaround or realignment process? How successful is 
the business currently? All this will change the short term 
agenda for your new job.

12. How is your change culture? Have your assessed 
it in the past?

Last but not least, it is important to ask about the change 
culture and the capacity of the specific organization to take 
on new challenges and to embrace innovation. Then you 
can tie this to the type of tools and innovations you will be 
asked to design, deploy, and integrate. This will also help 
put question 11 into prospective. If the bosses are in a hurry 
or just waking up to the impact of pricing and the organiza-
tion is not good at change, then it is a deadly combination.

Conclusion
The responses to these questions should guide you in making 
an informed decision. It will also help you fully evaluate what you 

are getting into. You might not get answers from the HR people 
in front of you, but the recruiting manager might know more. If 
she or he cannot answer any of these questions, ask to meet with 
a few pricing people already in the organization. This will give 
a real sense of what is happening in the organization and what 
you might be facing.

For example, accepting a newly created Vice President of Pric-
ing or Director of Pricing position in an organization that does 
not have a pricing process is place and no pricing sophistication 
might get very frustrating very quickly, especially if you come from 
an established pricing team with a greater level of pricing sophis-
tication. This will also help you discuss your compensation and 
the objectives of the variable portion. For your own protection, 
you need to evaluate if the pressure you might be facing is rational 
or delusional. Sometimes, top executives have a very short term 
view of pricing impact. They think things can be done in a few 
months. So, do your homework. Prepare these questions. You will 
look very good in the end versus other unprepared candidates.


