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How to Improve Price Yield 

Companies rightly put considerable effort into setting 
appropriate prices. However, pricing activities “down-
stream” from list prices, such as contracts, promotions, 
and negotiated discounts may undo the work of prod-

uct and pricing managers. Often, customers do not even meet 
the stated requirements for the discounts. This reduces the price 
yield, or the percentage of the starting price we actually achieve. 
In these cases, pricing personnel can have greater impact by fo-
cusing on enforcement activities to improve pricing yield rather 
than trying to optimize list prices. This article illustrates:

• The impact of managing list prices instead of price yield.

• Why many companies suffer a disconnect between price set-
ting and price yield.

• Common symptoms that indicate price yield opportunities.

• How to improve price yield.

Why Price Yield Matters So Much
Pricing has a huge impact on the bottom line; but we often 
only consider the immediate effects of price changes and ignore 
systemic issues which limit our range of actions over the long 
term, leading to lower pricing performance. When we do not 
manage the end price, we encourage the creation of runaway 
discount programs. This may then encourage product and pricing 
managers to raise list prices to counteract the discounts, which 
leads to more discounts in a vicious cycle. 

If we cannot even track which types of discounts lead to margin 
erosion, we lose critical measures of the customer relationship—
what types of pricing policies motivate certain buying behavior. 
This means we do not understand whether a 10% volume dis-
count would have better ROI than a 10% promotional discount 
or a 10% long term contract discount. 

Discounts are expenses like any other costs. Except that other 
costs are on the books. The lack of accountability makes it easy 
to pour money into discounts.

How Companies Miss the Big Picture
Given the impact of managing the start of the pricing process 
rather than the end, why do many companies still focus on the 
beginning, or manage pricing as a set of disconnected processes? 
There are several interrelated reasons.

First, organizations often divide responsibilities for various as-
pects of the pricing process among different areas of the com-
pany. Yet these groups are given different goals and incentives, 
so information and analyses may not be shared effectively from 
one group to another. 

Even when company departments share the same goal, they may 
do their analyses in different spreadsheets. The use of cumber-
some manual systems to coordinate actions may further cause 
delays or introduce errors into the process. Some electronic so-
lutions may also introduce even more headaches – for example, 
if a discount request requires approval from an individual who 
is out of the office.

Technology also tends to focus on a particular constituency or 
piece of the process, rather than the overall pricing picture. Du-
eling spreadsheets crunch numbers to analyze: list prices in the 
product marketing group, invoice prices in the finance group, 
and contract buying patterns in the contract group. Special-
ized applications handle pricing for promotions, contracts, price 
books and sales discounts. Shipping charges and costs, which 
may represent 100% or more of the profit on a sale, may reside 
in other systems. These underlying factors develop together and 
feed off each other. 

Let’s look, now, at how these causes manifest themselves in our 
pricing performance.

According to the authors, “it’s not where you start; it’s 
where you finish” when trying to improve price yields. Be-
sides “list price” executives must identify other critical fac-
tors affecting yield and then manage these, if they want to 
improve their bottom lines. Reuben Swartz and Lian Wang, 
Ph.D., both of Mimiran, a top consultancy specializing in 
pricing, wrote this article. Their respective e-mail addresses 
are: reuben@mimiran.com and lian@mimiran.com.

Figure 4: Discount Qualification Achievement 

This is an all-too-common situation.  In one extreme example, a manufacturer offered 
generous volume discounts to their channel partners.  Some partners ordered massive 
quantities at the beginning of the year, qualifying them for the discount for the rest of the 
year, even on small purchases.  They would then cancel 95% of their order.  The 
manufacturer’s ERP did not know how to subtract the cancelled orders from the volume 
discount qualification, so the “partners” enjoyed big discounts without making the 
requisite purchases.  In many other instances, buyers sign contracts that offer discounts in 
exchange for meeting certain buying criteria.  The buyers do not, in fact, meet the 
criteria;  but they still pocket the discounts.  One response to this problem is to make the 
discounts retroactive, so that they only apply after the buyers meet the contractual 
criteria.  Even in these cases, some buyers cajole the vendor into honoring “unearned” 
discounts.

The response to these situations is not better list prices.  We have to manage the results, 
not the inputs.  We can adjust the inputs once we know how those changes will affect the 
results.  Until we do, we may end up with what we see below. Here, product managers 
spent a month analyzing prices and setting list price changes.  The X axis indicates the 
percentage change in list price for each product.  The Y axis indicates the percentage 
change in true price.  The scatter in the diagram illustrates a pricing process with little 
control over price yield. 
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How to Improve Price Yield 

Common Symptoms of  
Poorly-Managed Yields
Causes of poor yields include the end-to-end price waterfall’s 
lack of transparency, wide variation of pricing within customer 
segments, ad-hoc discounts, and unearned discounts—situations 
where customers get discounts without meeting qualifications.

The Price Waterfall is the canonical tool for identifying margin 
erosion across the entire pricing process. The waterfall illustrates 
reductions, and sometimes additions, to the starting price of a 
product. Some price waterfalls can have dozens of steps, but the 
simple waterfall in Figure 1 illustrates the concept.

The simplest and most common symptom of failing to manage 
price yields is that your waterfall has only two steps: a list price 
and an invoice price. Unfortunately, this situation is very com-
mon. Many companies simply do not know how they got from list 
price to invoice price, or what may have happened off-invoice.

Large drops in price indicate likely areas to focus on when trying 
to manage the “true price” instead of the list price. Unfortunate-
ly, when we take the average of many transactions, we may miss 
important variation within a particular step. Discounts between 
0 and 50% may average to an acceptable amount, but still leave 
ample opportunity for better pricing. To better understand this 
variability, we can examine price yields within particular cus-
tomer segments. 

The analysis in Figure 2 illustrates prices for a single product 
in one quarter across different customer segments. We see that 
while strategic accounts get substantial discounts, customers in 
other segments may get even better discounts. Indeed, the price 
variation is narrowest within the strategic segment and broad-
est within the bronze segment. This may indicate that strategic 

account contracts receive greater scrutiny, while other customer 
deals have no oversight. Changes to list prices in this environ-
ment are unlikely to lead to big changes in price yield.

We can break down pricing performance further by looking at 
a “Stacked Waterfall,” as shown in Figure 3, which allows us to 
easily compare waterfalls by many different elements. Looking 
at customers in a given segment, we can see that the price yield 
percentage starts near 100% and trails off to below 50%. While 
sales discounts constitute the majority of the margin erosion, con-
tract discounts are also important. By identifying the different 
factors affecting yield, we can diagnose their causes and correct 
them for improved results.

(By normalizing all totals to 100%, we can see the relative im-
pact of different discounts. To see the absolute impact, we would 
look at gross revenue figures.)

Figure 1: Sample Price Waterfall

Figure 1: Sample Price Waterfall 

The simplest and most common symptom of failing to manage price yields is that your 
waterfall has only two steps: a list price and an invoice price.  Unfortunately, this 
situation is very common.  Many companies simply do not know how they got from list 
price to invoice price, or what may have happened off-invoice. 

Large drops in price indicate likely areas to focus on when trying to manage the “true 
price” instead of the list price.  Unfortunately, when we take the average of many 
transactions, we may miss important variation within a particular step.  Discounts 
between 0 and 50% may average to an acceptable amount, but still leave ample 
opportunity for better pricing.  To better understand this variability, we can examine price 
yields within particular customer segments.   

The analysis below illustrates prices for a single product in one quarter across different 
customer segments.  We see that while strategic accounts get substantial discounts, 
customers in other segments may get even better discounts.  Indeed, the price variation is 
narrowest within the strategic segment and broadest within the bronze segment.  This 
may indicate that strategic account contracts receive greater scrutiny, while other 
customer deals have no oversight.  Changes to list prices in this environment are unlikely 
to lead to big changes in price yield. 

Figure 2: Price Band by Segment 

We can break down pricing performance further by looking at a “Stacked Waterfall,” as 
shown in the following chart, which allows us to easily compare waterfalls by many 
different elements.  Looking at customers in a given segment, we can see that the price 
yield percentage starts near 100% and trails off to below 50%.  While sales discounts 
constitute the majority of the margin erosion, contract discounts are also important.  By 
identifying the different factors affecting yield, we can diagnose their causes and correct 
them for improved results.   

Figure 2: Price Band by Segment

Figure 3: “Stacked Waterfall” by Customer

Figure 3: "Stacked Waterfall" by Customer 

(By normalizing all totals to 100%, we can see the relative impact of different discounts.
To see the absolute impact, we would look at gross revenue figures.) 

Another important aspect of managing pricing yield is enforcing discount conditions.
Discounts should serve a purpose, adjusting the exchange of value for both sides.  They 
should not simply be an unconditional reduction in price.  Unfortunately, many well-run 
discount programs become addictions for both buyers and sellers.  Witness the frantic 
price slashing of retailers during the holiday season, massive incentives on domestic 
automobiles, or fire sales at the end of the quarter by sales teams and CFO’s trying to 
make their numbers.  These discounts do not reflect a fair exchange of value but a simple 
price reduction. 

To guard against this situation, companies put conditions on discounts.  Buyers must earn 
the discount by purchasing a certain amount, buying bundled products, buying at certain 
times or other criteria.  Unfortunately, many companies lack the mechanisms to even 
know whether their customers are fulfilling the conditions of the discount.  This leads to 
another important cause of yield loss: customers receiving discounts without living up to 
their end of the bargain.

Below is an example of a high technology company selling to three customers, each 
buying the same product on the same $50,000 contract at the same price.  The first 
customer bought about half of their committed amount.  The second customer bought 
more than their commitment.  The third customer hardly bought anything.  Yet they all 
received the same prices.  Everyone knew about the problem, but no one could figure out 
how to resolve it.
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Another important aspect of managing pricing yield is enforcing 
discount conditions. Discounts should serve a purpose, adjusting 
the exchange of value for both sides. They should not simply be 
an unconditional reduction in price. Unfortunately, many well-
run discount programs become addictions for both buyers and 
sellers. Witness the frantic price slashing of retailers during the 
holiday season, massive incentives on domestic automobiles, or 
fire sales at the end of the quarter by sales teams and CFO’s try-
ing to make their numbers. These discounts do not reflect a fair 
exchange of value but a simple price reduction.

To guard against this situation, companies put conditions on dis-
counts. Buyers must earn the discount by purchasing a certain 
amount, buying bundled products, buying at certain times or 
other criteria. Unfortunately, many companies lack the mecha-
nisms to even know whether their customers are fulfilling the 
conditions of the discount. This leads to another important cause 
of yield loss: customers receiving discounts without living up to 
their end of the bargain. 

Figure 4 is an example of a high technology company selling 
to three customers, each buying the same product on the same 
$50,000 contract at the same price. The first customer bought 
about half of their committed amount. The second customer 
bought more than their commitment. The third customer hardly 
bought anything. Yet they all received the same prices. Every-
one knew about the problem, but no one could figure out how 
to resolve it. 

This is an all-too-common situation. In one extreme example, a 
manufacturer offered generous volume discounts to their channel 
partners. Some partners ordered massive quantities at the begin-
ning of the year, qualifying them for the discount for the rest of 
the year, even on small purchases. They would then cancel 95% 
of their order. The manufacturer’s ERP did not know how to 
subtract the cancelled orders from the volume discount qualifi-
cation, so the “partners” enjoyed big discounts without making 
the requisite purchases. 

In many other instances, buyers sign contracts that offer discounts 
in exchange for meeting certain buying criteria. The buyers do 
not, in fact, meet the criteria; but they still pocket the discounts. 
One response to this problem is to make the discounts retroac-

tive, so that they only apply after the buyers meet the contractual 
criteria. Even in these cases, some buyers cajole the vendor into 
honoring “unearned” discounts.

The response to these situations is not better list prices. We have 
to manage the results, not the inputs. We can adjust the inputs 
once we know how those changes will affect the results. Until 
we do, we may end up with what we see below. Here, product 
managers spent a month analyzing prices and setting list price 
changes. The X axis in Figure 5 indicates the percentage change 
in list price for each product. The Y axis indicates the percent-
age change in true price. The scatter in the diagram illustrates a 
pricing process with little control over price yield.

(Note that each point represents a product. Variation within 
customer segments could account for the scatter, although it is 
statistically unlikely. Further analysis revealed the same pattern, 
even within customer segments.)

Improving Yield
Knowing that we may have a price yield problem is important. 
Knowing the magnitude of the problem and the areas of greatest 
opportunity are even better. What we really need, however, is a 
way to improve yield. While a full book would not adequately 
cover this topic, here are some guidelines.

Clear Strategic Direction
First, we must establish a strategy that focuses on price yield and 
profitability. Establishing a strategy requires articulating not only 
some words on a PowerPoint slide, but also the incentives for 
encouraging the appropriate behavior from the various people 
involved in the process. 

Executives must take P&L responsibility for unearned discounts. 
The response to these customers will vary, based on the situation. 
In many cases firms cannot simply go “cold turkey” on unearned 
discounts. The executives must develop, or at least back, guide-
lines for handling these situations. Coordination of the response 
requires more than just pricing adjustments. Companies must 
have a communication and escalation strategy to minimize cus-
tomer attrition while driving profit. If your executive wants to 
win the business at any cost, find another executive to take re-
sponsibility for these situations. 

Figure 4: Discount Qualification Achievement 

This is an all-too-common situation.  In one extreme example, a manufacturer offered 
generous volume discounts to their channel partners.  Some partners ordered massive 
quantities at the beginning of the year, qualifying them for the discount for the rest of the 
year, even on small purchases.  They would then cancel 95% of their order.  The 
manufacturer’s ERP did not know how to subtract the cancelled orders from the volume 
discount qualification, so the “partners” enjoyed big discounts without making the 
requisite purchases.  In many other instances, buyers sign contracts that offer discounts in 
exchange for meeting certain buying criteria.  The buyers do not, in fact, meet the 
criteria;  but they still pocket the discounts.  One response to this problem is to make the 
discounts retroactive, so that they only apply after the buyers meet the contractual 
criteria.  Even in these cases, some buyers cajole the vendor into honoring “unearned” 
discounts.

The response to these situations is not better list prices.  We have to manage the results, 
not the inputs.  We can adjust the inputs once we know how those changes will affect the 
results.  Until we do, we may end up with what we see below. Here, product managers 
spent a month analyzing prices and setting list price changes.  The X axis indicates the 
percentage change in list price for each product.  The Y axis indicates the percentage 
change in true price.  The scatter in the diagram illustrates a pricing process with little 
control over price yield. 

Figure 4: Discount Qualification Achievement

Figure 5: List Price Change vs. True Price Change per Product 

(Note that each point represents a product.  Variation within customer segments could 
account for the scatter, although it is statistically unlikely.  Further analysis revealed the 
same pattern, even within customer segments.) 

Improving Yield 
Knowing that we may have a price yield problem is important.  Knowing the magnitude 
of the problem and the areas of greatest opportunity are even better.  What we really 
need, however, is a way to improve yield.  While a full book would not adequately cover 
this topic, here are some guidelines. 

Clear Strategic Direction 
First, we must establish a strategy that focuses on price yield and profitability.  
Establishing a strategy requires articulating not only some words on a PowerPoint slide, 
but also the incentives for encouraging the appropriate behavior from the various people 
involved in the process.

Executives must take P&L responsibility for unearned discounts.  The response to these 
customers will vary, based on the situation.  In many cases firms cannot simply go “cold 
turkey” on unearned discounts.  The executives must develop, or at least back, guidelines 
for handling these situations.  Coordination of the response requires more than just 
pricing adjustments.  Companies must have a communication and escalation strategy to 
minimize customer attrition while driving profit.  If your executive wants to win the 
business at any cost, find another executive to take responsibility for these situations.  

Provide Visibility 
To improve performance, we must be able to measure it.  Pricing yield is frequently a 
case of “out of sight, out of mind.”  Modern technology allows companies to integrate 

Figure 5: List Price Change vs. True Price Change per Product
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Provide Visibility
To improve performance, we must be able to measure it. Pricing 
yield is frequently a case of “out of sight, out of mind.” Modern 
technology allows companies to integrate data from multiple 
sources and present appropriate information to users cost 
effectively. The charts in the preceding section illustrate some 
of the analyses now available. 

In particular any negotiations involving a quote or a contract 
should review the customer’s performance against prior prom-
ises, and the threat of lowering the price floor in a given mar-
ket. People talk, and once word gets out that one company has 
obtained deeper price concessions, other companies will ask for 
similar treatment. The margin erosion of a “one time” discount 
often ripples across the business.

Set Target Prices
The simplest way to measure price yield is simply to divide 
the f inal price by the list 
price. However, this may 
not be the most effective 
method, as it encourages 
lower-common-denominator 
list pricing. Discounts are not 
inherently bad; we just want 
them to have good return on 
investment. In many cases, 
the best pricing policy is a 
relatively high list price, with 
narrowly targeted discounts. 
Even steep discounts with the 
appropriate conditions, such as off-peak delivery times or whole 
truck shipments, can generate profitable business. 

By setting market-based target prices, we can remove the incen-
tive to manage yield by lowering list prices. The target prices 
themselves may become the subject of passionate discussion, but 
this is a worthwhile area for passionate discussion. After all, the 
worth of a firm’s goods and services for a particular market is a 
critical matter for everyone involved. It is important that we treat 
price yield as a proxy for profitability, a way to drive more profit 
from each transaction, and not simply as an end in and of itself. 
Otherwise, we may accidentally encourage low targets.

A simpler view of target pricing is Average Selling Price (ASP). 
This metric gives a high level view of pricing yield. However, 
different responses in different markets can create the illusion of 
stable ASPs and hide potential warning signs. ASP-based met-
rics are appropriate when tracked for each market segment, and 
when companies can see the standard deviation of prices within 
the segment.

Empower the Sales Force
Pricing is a team sport. While phrases like “price enforcement,” 
“managing price yield,” and “controlling rogue discounting” 
conjure images of a pricing team bent on handcuffing the sales 
team, this impression is counterproductive. No one wins if the 
sales team views the pricing team, processes, or strategy as sales 
prevention. 

To avoid the perception that a price enforcement project will 
negatively impact sales efforts, involve the sales team early. They 
have a challenging and critical job. Many aspects of the pric-
ing project could be extremely useful to sales. Providing faster 
responses to price approvals, or even automatically approving 
deals at or above target price can make all the difference in a 
sales cycle. Working with sales to determine and communicate 
which types of discounts are most effective in which situations 
makes everyone’s job easier. 

Incentives drive sales behav-
ior, so variable compensa-
tion should reflect not only 
revenue, but profit or pricing 
yield. Many companies have 
already established such com-
mission structures. Although 
many sales reps will object to 
change and the possibility of 
lower commissions, top sales 
reps, who contribute the most 
to the bottom line and have 
the most to gain, can be out-

standing supporters.

Convince the CFO
While the CFO rarely cares about pricing the way pricing people 
do, the CFO does care a lot about margin, margin trends, and 
pricing yield. This is often the best tool the CFO has to meet 
financial expectations. The CFO may also have access to much 
of the data you need to perform the analyses discussed earlier. If 
the CFO pushes the pricing yield metric, you stand a much better 
chance of overcoming technical and organizational obstacles.

Summary
Companies with murky, poorly controlled pricing processes 
benefit more from price enforcement activities than from list 
price optimization. Symptoms of low yield include broad price 
variation within customer segments, unearned discounts, and 
little relationship between list price changes and true price 
capture. Companies suffering from low pricing yield can take 
concrete steps to improve yield by establishing the right pricing 
strategy, making the end-to-end pricing process transparent, 
setting appropriate targets, and encouraging the entire company 
to hit those targets. 

 It is important that we treat price 
yield as a proxy for profitability, a 
way to drive more profit from each 
transaction, and not simply as an end 
in and of itself. 




