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Maximize the Impact of Your Pricing Efforts

Pricing has a huge impact on 
profit, and the analytical to 
identify potential opportunities 
has improved greatly in recent 

years. However, capitalizing on pricing 
opportunities remains challenging. 

Pricing teams rarely enjoy unlimited 
time or political capital. Therefore, the 
key to unlocking these opportunities 
is to focus attention on the right areas. 

This often means ignoring large theo-
retical opportunities, or whittling them 
down to smaller, concrete ones that can 
be pursued with a definite action plan. 

Avoiding The 1% Trap
A common trap for people writing busi-
ness plans is to look at a huge market 
and say “we only need to get 1% of this 
market.” Unfortunately, aiming for 1% 
of a big market precludes your captur-
ing any significant part of the market 
and is a recipe for failure. 

It’s better to aim at a smaller market that 
you can dominate, which in turn pro-
vides the resources to pursue the next 
sub-market. The same principle applies 
in the pricing space. Unfortunately, we 
in the pricing community have pushed 
the “1% price improvement” message so 
hard that it can encourage people to start 
down the wrong path. 

The Hunt for Opportunities 
and Setting Attainable Goals
The search for opportunities usually 
starts with data. Unfortunately, dirty 
data often lead to the setting of unreal-
istic goals, which undermines the cred-
ibility of pricing efforts. 

For example, Figure 1 shows a collection 
of sales transactions plotted against their 
revenue contribution margin and size. 
(All charts in this article are based on 
real-world data, and preserve the essen-
tial characteristics of those data.) This 
is a dramatic case where dirty data skew 
the results to make a chart useless. 

A point on the far right is a set of trans-
actions that the ERP system clumped 
together under a single transaction be-
cause of some obscure business process. 
Meanwhile, the set of points running 
up from near 0 on the x-axis represents 
concessions with special list pricing that 
distorts the margin.

Zooming in on the “valid” data, we 
can see a typical pricing scatter plot, as 
shown in Figure 2. There are noticeable 
thresholds along with a wide distribution 
of seemingly random points. 

A natural first response to this chart 
might be to establish a cut-off margin, 
perhaps at 45%, and force all deals to 
come in above that margin. Even if we 
lose a portion of our business, we can 
increase profit by moving the remaining 
low-margin business to 45% margin. As 
shown in figure 3, this means moving 
the red dots to the 45% line.

These broad targets invite push back. We 
sometimes hear “every dot has a story 
behind it” when looking at scatter plots. 
Even if some of these tales are very un-
profitable and avoidable, a few “legiti-
mate” stories can create the impression 
that high pricing variability is a natural 
part of the business, not something that 
requires a bold new policy. 

After all, making this type of change 
will impact a lot of people’s careers and 
compensation, and not necessarily in a 
positive way. While resistance to change 
is inevitable, we can reduce this resis-
tance by presenting a more compelling 
case that takes into account the realities 
on the ground. 

To capitalize on promising pricing 

opportunities, companies must avoid 

some common pitfalls that derail 

even the most carefully thought out 

plans. Here’s a blueprint for suc-

cess. The authors of this article are 

frequent PPS contributors Reuben 

Swartz and Lian Wang of Mimiran, 

leading consultants on pricing. You 

can reach them at their respective 

email addresses: reuben@mimiran 

.com and lian@mimiran.com.

Figure 1: Dirty Data Distort the Margin Picture
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Perhaps most importantly, even if we do 
succeed in changing policy, we are un-
likely to move all the low performers to 
the cut-off margin in a short period of 
time. What’s the difference between a 
successful pricing project that nets $2M 
in three months and an unsuccessful 
project that nets the same amount in the 
same time? In a word: expectations. 

If you have identified a $2.2M opportu-
nity and actually pull in $2.3, it is a big 
success. But should you project you will 
achieve “50% of a $50M opportunity” 
and only net $2M, then it is a failure. 
Both approaches may have added the 
same amount to the bottom line at the 
end of three months; but when the time 
comes to win support for the next round 
of pricing improvements, who will be in 
a better position to make the case?

To effectively capitalize on true pricing 
opportunities, we need to qualify them, 
just like any other business venture. To 
do this, we must filter out price points 
that are unchangeable, at least in the 
short term. 

The constraints on these prices fall into 
two categories: internal and external. In-
ternal constraints include long-term con-
tracts that specify price levels or limit the 
ability to make changes in prices, incen-
tive plans, and a wide range of planning 

cycles (including such mundane activi-
ties as printing up promotional material 
with prices). 

External constraints may include the 
business models of your partners, laws 
and regulations, and fluctuations in the 
business cycle. Some of these constraints 
are absolute — at least in the near term 
— while others have some flexibility, but 
will still force you to “swim upstream.”

Looking at our earlier example, but fo-
cusing on the low margin deal, we see 

that many agreements involve fixed-price 
contracts that preclude immediate cor-
rective action. 

We only have true pricing flexibility on 
deals noted by blue triangles as shown in 
Figure 4. (Red triangles represent future 
opportunities, but only when we renego-
tiate the contracts.) 

Making Actions Count:  
The Power of Focus
By focusing on a more restricted area 
of the business, we appear to have re-
duced the potential size of the opportu-
nity; but we have actually increased the 
chances that we can change behavior 
and capture real value. 

This approach leads us to target the 
parts of the pricing process with the 
most impact on the end result. In many 
cases, this will be the list price. In other 
cases, changes in list price do not reliably 
flow through to the final price, and we 
should not waste time trying to optimize 
list prices. 

Understanding pricing yield on a list 
price change on a per-segment basis is 
quite valuable. Knowing where list price 
changes will have an impact and where 
they will not cause disruption due to 
counterbalancing discounts can win sup-

Figure 2: Valid Data Provide Solid Base for Detailed Analysis

A natural first response to this chart might be to establish a cut-off margin, perhaps at 
45%, and force all deals to come in above that margin.  Even if we lose a portion of our 
business, we can increase profit by moving the remaining low-margin business to 45% 
margin.  As shown in figure 3, this means moving the red dots to the 45% line. 

Figure 3—Simplistic First Response May Imply Trouble Down the Road 

These broad targets invite push back.  We sometimes hear “every dot has a story behind 
it” when looking at scatter plots.  Even if some of these tales are very unprofitable and 
avoidable, a few “legitimate” stories can create the impression that high pricing 
variability is a natural part of the business, not something that requires a bold new policy.  
After all, making this type of change will impact a lot of people’s careers and 
compensation, and not necessarily in a positive way.  While resistance to change is 
inevitable, we can reduce this resistance by presenting a more compelling case that takes 
into account the realities on the ground.

Perhaps most importantly, even if we do succeed in changing policy, we are unlikely to 
move all the low performers to the cut-off margin in a short period of time.  What’s the 
difference between a successful pricing project that nets $2M in three months and an 
unsuccessful project that nets the same amount in the same time?  In a word: 
expectations.  If you have identified a $2.2M opportunity and actually pull in $2.3, it is a 
big success.  But should you project you will achieve “50% of a $50M opportunity” and 
only net $2M, then it is a failure.  Both approaches may have added the same amount to 
the bottom line at the end of three months; but when the time comes to win support for 
the next round of pricing improvements, who will be in a better position to make the 
case?

To effectively capitalize on true pricing opportunities, we need to qualify them, just like 
any other business venture.  To do this, we must filter out price points that are 
unchangeable, at least in the short term.

Figure 3: Simplistic First Response May Imply Trouble Down the Road
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port for changes and make sure those 
adjustments have the intended conse-
quences. 

In addition to the mathematical power 
of focus, consider the temporal power. 
Most pricing groups are already stretched 
thin. Why perform detailed analysis if 
the output will not have a strong impact 
on the outcome? Targeting time to ar-
eas where the team can have real impact 
greatly increases the effectiveness of the 
group.

Keeping an Eye on the 
Unconventional
Consider all pricing elements, not just 
the conventional ones that show up on 
the invoice. Pay extra attention to the 
“boundaries” in the pricing process be-
tween organizational groups and soft-
ware systems. 

Free or discounted shipping, free train-
ing, concessions in payment terms or 
waiving fees for higher levels of service 
may not show up in ERP data; but they 
can represent significant opportunities. 
Indeed, the opportunities are often rich 

in this area precisely because the compa-
ny exercises lax oversight. 

Thriving in Uncertainties
One of the scariest aspects of a pricing 
change is uncertainty about what will 
happen next. This is part of human na-
ture, but we can try to anticipate what 
will happen to maximize the expected 
return. 

In an ideal world we would understand 
each customer’s demand curve, allowing 
us to immediately calculate the outcome. 
In the real world we may have historical 
data with sufficient statistical validity to 
estimate demand well enough to make 
intelligent decisions. 

Even when we have very sparse de-
mand data, as is often the case in the 
real world, we can use estimates of best-, 
worst-, and likely-case scenarios to model 
outcomes. 

We have used these models to guide pric-
ing decisions in a variety of industries. 
One particularly interesting case involves 
a financial services company trying to 

realign pricing policies for premium and 
value customers. 

Despite concern over defections if it 
raised prices on the value customers, 
modeling showed that even with worst-
case defection levels, the company would 
at least break even; while best-case reten-
tion and account growth would not im-
prove profit under a price drop. 

Seeing “the numbers” helped convince 
the team that their heads needed to over-
rule their guts, which had been making a 
lot of the pricing decisions.

Putting Ideas into Action
When putting your ideas into action, 
make sure that the organization under-
stands the scope of the opportunity, the 
actions needed to capitalize on it, and 
the metrics required to track progress. 

Break your targeted opportunities into 
phases when appropriate to allow the or-
ganization to capture benefits as quickly 
as possible and to continue capturing 
them as people, policies, and systems 
come up to speed. 

To help get the entire team on board, 
create win-win situations and focus on 
the future. Pricing efforts almost always 
involve multiple departments and require 
their concerted, coordinated actions. 

Address the pain points of every group 
involved and show how they benefit 
from improved pricing. Make sure that 
no one gets punished for actions that 
happened in the past. Trying to punish 
past behavior will only cause people to 
hide problems and set up roadblocks or 
ambushes. 

By doing our homework and finding 
actionable opportunities, pricing profes-
sionals can achieve maximum impact for 
their time and effort.

Figure 4: A Closer Look Reveals Immediate and Future Opportunities

The constraints on these prices fall into two categories: internal and external.  Internal 
constraints include long-term contracts that specify price levels or limit the ability to 
make changes in prices, incentive plans, and a wide range of planning cycles (including 
such mundane activities as printing up promotional material with prices).  External 
constraints may include the business models of your partners, laws and regulations, and 
fluctuations in the business cycle.  Some of these constraints are absolute--at least in the 
near term--while others have some flexibility, but will still force you to “swim upstream.” 

Looking at our earlier example, but focusing on the low margin deal, we see that many 
agreements involve fixed-price contracts that preclude immediate corrective action.  We 
only have true pricing flexibility on deals noted by blue triangles as shown in Figure 4.  
(Red triangles represent future opportunities, but only when we renegotiate the contracts.)

Figure 4—A Closer Look Reveals Immediate and Future Opportunities

Making Actions Count: The Power of Focus 
By focusing on a more restricted area of the business, we appear to have reduced the 
potential size of the opportunity; but we have actually increased the chances that we can 
change behavior and capture real value.  This approach leads us to target the parts of the 
pricing process with the most impact on the end result.  In many cases, this will be the list 
price.  In other cases, changes in list price do not reliably flow through to the final price, 
and we should not waste time trying to optimize list prices.  

Understanding pricing yield on a list price change on a per-segment basis is quite 
valuable.  Knowing where list price changes will have an impact and where they will not 




