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In this article, the author presents the findings from his recent pricing industry research study 
implemented to determine the growth of pricing in large organizations. Stephan M. Liozu, PhD 
is Chief Value Officer of the Thales Group (www.thalesgroup.com) and an Adjunct Professor 
& Research Fellow at the Case Western Research University Weatherhead School of Man-
agement. He holds a Ph.D. in Management from Case Western Reserve University (2013), an 
MS in Innovation Management from Toulouse School of Management (2005), and an MBA in 
Marketing from Cleveland State University (1991). He is a Certified Pricing Professional (CPP), 
a Prosci certified Change Manager, and a Strategyzer Business Model Innovation Coach. 
He authored five books, including his most recent entitled Monetizing Data (2018). He sits 
on the Advisory Board of LeveragePoint Innovation and of the Professional Pricing Society.

by Stephan 

Liozu, PhD

Status of the Pricing Function in Large Firms 

I
n 2011, Kevin Mitchell was quoted say-
ing that only 5% of Fortune 500 com-
panies had a dedicated pricing team. 
Since then, that number has been wide-
ly used in practitioner and academic pa-

pers as a supporting statistical anecdote 
showing that pricing is not widely adopted 
in large organizations around the world. 
Over the past 8 years, this number has not 
been further investigated nor updated to 
show progress of the penetration of pric-
ing in large organizations. In fact, there is 
a general lack of benchmark data showing 
how much progress the pricing function 
has made compared to other functions, 
such as data analytics and supply chain 
for example.

To close this information gap, and with 
generous support from Professional Pric-
ing Society, I conducted a secondary re-
search project over 8 months to assess 
the number of Global Fortune 500 and 
industrial firms in the United States who 
have dedicated pricing roles and have a 
dedicated pricing team with more than 
20 full time pricing professionals. My in-
tention is to develop new benchmarks for 
the adoption and penetration of pricing in 
large organizations and to inform the pric-
ing community of the progress we have 
made with regards to the adoption and 
professionalization of the pricing function.

Research Objectives
The overarching research objective for this 
research inquiry is to quantify the penetra-
tion of the pricing function in large Global 
Fortune 500 firms and in top US 500 manu-

facturing firms in order to establish a bench-
mark that to which other types of organiza-
tions can refer. Specifically, I would like to 
answer the following research questions:

1. How many firms have a dedicated pric-
ing organization?

2. How many firms have dedicated pricing 
roles or titles?

3. When firms have dedicated pricing ti-
tles, what are the types of titles?

4. What is the size distribution of these 
pricing teams in total and by region?

About the Research
To fulfill my research objectives, I followed 
a methodological approach consisting of 
a thorough secondary search across mul-
tiple proprietary and public databases. The 
data collection and investigation lasted 
over eight months in 2018 and 2019 us-
ing the Global Fortune 500 list published 
by Fortune at the beginning of 2018 and 
the IndustryWeek US 500 list published 
by IndustryWeek at the end of 2018.

Data Sources
For the purpose of data collection, inves-
tigation, and validation, I secured access 
to the following professional databases:

1. Zoominfo, a professional B2B database 
provided by Zoominfo, a company founded 
in 2000 that specializes in the manage-
ment and marketing of B2B professional 
databases, with more than 19 million com-

pany profiles (www.zoominfo.com). 

2. The Professional Pricing Society, a 
global professional organization dedicated 
to the management and development of 
the pricing profession, with a proprietary 
database of tens of thousands of contacts 
from around the world (www.pricingsoci-
ety.com). 

3. LinkedIn, a division of Microsoft, with a 
public database of 450 million members 
(www.linkedin.com). 

Definitions
Before conducting secondary research, I 
held a series of conversations with experts 
in order to agree on the most critical defi-
nitions. These definitions guided the re-
search in the databases and informed the 
process of validation of all positive cases. 

• Pricing Organization: I define a pricing 
organization as a team of 20 pricing pro-
fessionals located at the corporate level 
or within business units or regional di-
visions, and led by a Vice President of 
Pricing, a Director/Head of Pricing, or a 
Pricing Manager. Global Fortune 500/
IndustryWeek US 500 firms with these 
three characteristics are classified as a 
positive case for having a pricing orga-
nization.

• Dedicated Pricing Titles or Roles: The 
pricing title or role includes the tradi-
tional pricing titles of Pricing Analyst, 
Pricing Specialist, Pricing Administra-
tor, Pricing Actuary, Pricing Coordi-

http://www.thalesgroup.com
http://www.zoominfo.com
http://www.pricingsociety.com
http://www.pricingsociety.com
http://www.linkedin.com
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Figure 1nator, Pricing Su-
pervisor, Pricing 
Manager, Pricing 
Director, and Vice 
President of Pric-
ing. I also included 
other nontradition-
al titles if pricing 
was mentioned in the title and it was a 
full-time role. I excluded from our data 
collection the following dedicated titles: 
margin, value, revenue management, 
and transfer pricing.

The definitions were validated in the Fall of 
2018, after which our data collection be-
gan. More information about the methods 
can be available upon request.

IndustryWeek US 500
In 2018, the top 500 industrial firms listed 
in the IndustryWeek US 500 ranking rep-
resented $5.4 trillion in sales revenues, 
$440 billion in net income or 6.7% average 
return on sales, and an average revenue 
growth of 13% versus 2017. My research 
shows that these top 500 industrial firms 
employed 2631 pricing professionals in to-
tal. Sixty-one percent (61%) of them have 
dedicated pricing tiles or roles.

This proportion of pricing titles decreases 
from 94% in the top 50 industrial firms to 
61% in the top 500 firms indicating an even 
lower penetration of pricing roles in the top 
1000 firms should I extend the research.

Out of the 500 industrial US companies, 
305 had dedicated pricing titles for a total 
of 2,631 pricing professionals employed. 
The average number of pricing profes-
sionals per industrial company stands at 
close to 9. A distribution of the number 
of pricing professionals shows that 91% 
of pricing teams are comprised of under 

20 professionals. Only 12 industrial firms 
have more than 101 pricing professionals 
in their teams. The largest pricing team 
stands at 225 professionals.

The database search allowed for identi-
fication of pricing titles as shown below. 
Forty-seven percent (47%) of teams are 
led by a Vice President, Director or Man-
ager of Pricing. For 12% of the industrial 
firms, we could only find the title of Pricing 
Analyst or Specialist.

With validation from PPS, I defined a pric-
ing organization or team as a team with a 
minimum of 20 professionals that is led 
by a Vice President or Director level po-
sition. The research shows that only 15% 
of top 500 US industrial firms fall into that 
definition.

The table below shows that the proportion 
of these top industrial firms that have pric-
ing teams under my definition falls sharply 
after the top 100 mark. In fact, only 5% of 
the last 300 industrial firms out of the top 
500 have a dedicated pricing team.

The analysis of the IndustryWeek US 500 
firms revealed two important statistics: 61% 
of them have dedicated pricing roles and 
only 15% of them have a dedicated pricing 
team with 20 pricing professionals led by 
a Vice President, a Director, or a Manager.

Global Fortune 500
The Global Fortune 500 firms represent a 

total of $27 trillion in 

annual sales revenues with annual sales 
ranging from $485 billion to $21.6 billion. 
The research shows that these firms em-
ploy 9,266 pricing professionals in total. 
When they have dedicated pricing profes-
sionals, the average size of pricing teams 
stands at 30 people. To establish firmer 
adoption statistics, I decided to conduct 
the same research and analysis with the 
Fortune Global  500 ranking published in 
mid-2018 for 2017. The research shows 
that 63% of Fortune 500 firms have dedi-
cated pricing roles or titles.

This proportion is higher in the top 100 
global firms with 77%. It is interesting to 
note the drop between the top 100 and 
top 50 from 77% to 72%. This is because 
none of the Chinese companies listed in 
the top 50 have dedicated pricing titles.

The largest pricing team identified in the 
database stands at 573 professionals. 
The analysis reveals that 85% of global 
fortune 500 firms have pricing teams that 
are sized under 20 professionals. Only 5 
of these firms employ more than 200 pric-
ing professionals.

An analysis of the top 50 global firms re-
veals that 50% of them have dedicated 
pricing titles or roles and that they employ 
1,791 pricing professionals for an average 
of 71 professionals per team. That average 

mentioned in the title and it was a full-time role. I excluded from our data collection 

the following dedicated titles: margin, value, revenue management, and transfer 

pricing. 

The definitions were validated in the Fall of 2018, after which our data collection began. 

More information about the methods can be available upon request. 

IndustryWeek US 500 

In 2018, the top 500 industrial firms listed in the IndustryWeek US 500 ranking 

represented $5.4 trillion in sales revenues, $440 billion in net income or 6.7% average return on 

sales, and an average revenue growth of 13% versus 2017. My research shows that these top 

500 industrial firms employed 2631 pricing professionals in total. Sixty-one percent (61%) of 

them have dedicated pricing tiles or roles. 

 

This proportion of pricing titles decreases from 94% in the top 50 industrial firms to 61% in the 

top 500 firms indicating an even lower penetration of pricing role in the top 1000 firms should I 

extend the research. 

 

USA IW500 Number Total
Dedicated Pricing Titles 305 61%
No Dedicated Pricing Titles 195 39%

500 100%

USA - IW500 %
Top 50 94%
Top 100 86%
Top 200 81%
Top 300 75%
Top 400 69%
Top 500 61%

Figure 2
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Out of the 500 industrial US companies, 305 had dedicated pricing titles for a total of 2,631 

pricing professionals employed. The average number of pricing professionals per industrial 

company stands at close to 9. A distribution of the number of pricing professionals shows that 

91% of pricing teams are comprised of under 20 professionals. Only 12 industrial firms have 

more than 101 pricing professionals in their teams. The largest pricing team stands at 225 

professionals. 

 

The database search allowed for identification of pricing titles as shown below. Forty-seven 

percent (47%) of teams are led by a Vice President, Director or Manager of Pricing. For 12% of 

the industrial firms, we could only find the title of Pricing Analyst or Specialist. 

 

With validation from PPS, I defined a pricing organization or team as a team with a minimum of 

20 professionals that is led by a Vice President or Director level position. The research shows 

that only 15% of top 500 US industrial firms fall into that definition. 

Size - USA IW500 Number Total
No Pricing Role 195 195
1 to 10 Pricing People 192 63%
11 to 20 Pricing People 88 29%
21 to 100 Pricing People 13 4%
101 to 200 Pricing People 11 4%
Over 200 Pricing People 1 0%

500 100%

Titles - USA IW500 Number %
No Pricing Role 195 195
Vice President of Pricing 46 15%
Director/Head of Pricing 99 32%
Pricing Manager 122 40%
Pricing Analyst/Specialist 38 12%

305 100%

Figure 4
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With validation from PPS, I defined a pricing organization or team as a team with a minimum of 

20 professionals that is led by a Vice President or Director level position. The research shows 

that only 15% of top 500 US industrial firms fall into that definition. 
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number rises to 73 for the top 100 firms. A 
search by title shows that Director or Head 
of Pricing are the most common titles in 
global fortune firms. Only 25% of them 
have pricing teams led by Vice Presidents.

Finally, only 22% of these global fortune 
500 firms have a dedicated pricing teams 
as defined jointly with PPS. That num-
ber rises to 40% in the top global fortune 
100 firms.

The analysis of the Fortune Global 500 
firms revealed two important statistics: 
63% of them have dedicated pricing roles 
and only 22% of them have a dedicated 
pricing team with 20 pricing profession-
als led by a Vice President, a Director or 
a Manager.

Limitations
Despite my intention to triangulate and im-
prove the quality of the data, my research 
faces a series of limitations:

• Accuracy of databases: Databases 
are never the cleanest or most precise 
sources of data. Triangulating with the 
PPS database and the LinkedIn da-
tabase helped with accuracy, but we 
cannot be 100% sure of the accuracy 
of our benchmarks.

• Issues with spelling of company names 
and abbreviations: Some of the Glob-
al Fortune 500 firms were difficult to 
identify and required an online search, 
especially those in Asia Pacific. For all 
cases, we were able to find the relevant 
websites but not necessarily detailed 
information about their pricing activities.

• Issues with groups 
a n d  h o l d i n g s : 
Some of the For-
tune 500 firms are 
diversified groups 
or holding companies (Berkshire Hatha-
way or Alphabet, for example).

• Variations in title definition: Despite 
the conversations with PPS and the 
elaboration of proper definitions, it is 
challenging to gauge whether a pro-
fessional with a pricing title does pric-
ing full-time or part-time. It is possible 
that titles might be defined differently 
across companies.

I believe that we have taken the appropri-
ate steps to mitigate these limitations. I 
call other pricing scholars to conduct ad-
ditional validations of these benchmarks 
by conducting similar triangulated sec-
ondary research.

Implications for the Pricing 
Profession
My intention was to establish some new 
and updated benchmarks for the penetra-
tion of the pricing function in top industrial 
firms in the USA and in the Global Fortune 
500 firms. Now we can formally say that 
22% of Global Fortune 500 firms and that 
15% of the top 500 firms in the USA have 
dedicated pricing teams. This research 
makes several contributions to the pric-
ing community.

First, it is important for all of us to under-
stand how much progress we have made 
in the last decade and to demonstrate that 
pricing is no longer the orphan of the mar-
keting mix. So the good news is that the 

numbers are higher 
for both listings than 
what Kevin Mitch-
ell reported in 2011. 
We are making great 
progress! We see 
more and more ded-
icated pricing roles 

and we can be proud of the advancement 
of the pricing profession under the PPS 
leadership. The bad news is that we have 
some ways to go both in terms of reaching 
the medium sized firms and in the average 
size of the pricing teams. In absolute terms, 
having a team of 20 pricing professionals 
can be considered a good accomplish-
ment. But when compared to the sales 
revenues and the organizational structures 
of these very large firms, the pricing teams 
are relatively small. Can you truly manage 
pricing for a $350 billion organization with 
all the complexity that comes with it with 
only 20 or 30 pricing professionals?

Second, the research also reveals how 
far behind the manufacturing and indus-
trial sectors are with the adoption of pric-
ing. We can see that after the top 100 or 
200, the penetration of the pricing function 
is quasi non-existent. That also potential-
ly means that the next 500 industrial US 
firms do not have dedicated pricing teams. 
They might have pricing roles under mar-
keting but no sizeable pricing teams. One 
can only assume that the responsibility of 
pricing falls under marketing managers, 
product managers, and sales leadership.

Third, I wanted to establish multiple bench-
marks that can be used for pricing profes-
sionals to compare themselves against. 
PPS reports that a large number of or-
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Figure 5
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Figure 7
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ganizations are new to pricing and that 
some are just getting started. Now they 
can use some of these statistics to con-
vince top management to invest in pricing 
and to staff according to the target we pro-
pose depending on their sales revenues 
and ranking. 

The fact that more than 60% of firms have 
dedicated pricing titles can help business 
leaders justify the creation of pricing titles 
and roles. Finally, we can see that having 
the right title is important for the credibility 
of the pricing function. I believe that a Vice 
President or Director title is essential to get 
the pricing transformation underway and 
to have the pricing agenda heard across 

the organization.

Lastly, I intend to pub-
lish detailed findings 
for both data sets in 
academic papers to that they can be cit-
ed and promoted in marketing and pricing 
academic circles. It is essential to publish 
these types of benchmarks and to have 
them taught in business schools. Future 
business leaders need to read about the 
role of the pricing function in global firms. 
It is important to continue research on the 
penetration of pricing and to see how much 
progress we can make over the next five 
years. This research should be repeated 
at regular intervals to show the result of 

the hard work of the pricing community!

Concluding Thoughts
This research project took over eight 
months of detailed work searching data-
bases and social media. It is not a perfect 
process, but it was very rigorous in nature 
which is why it took so long. It was essen-
tial to have the collaboration of the Profes-
sional Pricing Society to be able to use 
their database to triangulate findings. v
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team. That average number rises to 73 for the top 100 firms. A search by title shows that 

Director or Head of Pricing are the most common titles in global fortune firms. Only 25% of 

them have pricing teams led by Vice Presidents. 

 

Finally, only 22% of these global fortune 500 firms have a dedicated pricing teams as defined 

jointly with PPS. That number rises to 40% in the top global fortune 100 firms. 

 

The analysis of the Fortune Global 500 firms revealed two important statistics: 63% of them 

have dedicated pricing roles and only 22% of them have a dedicated pricing team with 20 

pricing professionals led by a Vice President, a Director or a Manager. 
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Despite my intention to triangulate and improve the quality of the data, my research faces a 

series of limitations: 

- Accuracy of databases: Databases are never the cleanest or most precise sources of 

data. Triangulating with the PPS database and the LinkedIn database helped with 

accuracy, but we cannot be 100% sure of the accuracy of our benchmarks. 
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O
ne question is inevitable in 
any introduction to value 
based pricing: “What per-
cent of value should we try 
to capture?” For a product 

team building their first value model, the 
question usually arises right after they have 
set up the math for a few value drivers. Giv-
en their efforts, they often anticipate that 
a single, magic number will get them the 
rest of the way to setting an optimal price. 

We have all finalized a negotiation by split-
ting the difference. 50% is a natural magic 
number. But applying strict, share-and-
share-alike principles is sometimes un-
achievable in practice and may not make 
strategic sense when feasible. Conditions 
and circumstances vary. There may be few 
buyers and few sellers or there may be 
many buyers, many sellers or both. Prod-
ucts and solutions are positioned dif-
ferently, whether on a stand-alone basis 
or within the context of bundled offer-
ings or a broader product portfolio. Val-
ue models may be well validated or they 
may be preliminary estimates with a num-
ber of hypotheses yet to be tested, see 
Figure 1. Some customers or customer 
segments respond to prices and value 
differently.1 Competitors in a market react 
in distinct ways to new products and new 
pricing strategies. Commercial strategies 
and sales cultures differ.

The question of how value should be split 
arises repeatedly in customer-value-cen-
tric organizations. It should be addressed 
in a thoughtful and systematic way.  When 

building a product development or launch 
plan, teams debate feasible pricing ranges 
based on capturing value. Early in the sales 
cycle, sales teams take any information 
they have regarding customer-perceived 
value as they consider initial price quotes.  
Later in the sales cycle, teams assess 
how their sponsor might defend a busi-
ness case to buy, as they plan their chess 
moves in a price negotiation. In overhaul-
ing or refining their commercial strategy, 
C-suite executives have flashes of insight 
about how to position customer value in 
the context of new product launches, key 
account relationships, service offerings, 
and new approaches to contracting and 
negotiation.

The benefits of value modeling, value pric-
ing and value selling are clear enough. The 
evidence shows that implementing a value 
based-pricing strategy improves EBITDA 
by an average of 8%2  and that the ROI of 
investing in value based strategies ranges 
from 130% to 900%.3 Product teams who 
incorporate value into their discussions in-
dicate that it helps them understand their 
positioning better and that it makes their 
decision-making customer-centric. CRM 
data from B2B organizations adopting val-
ue selling show that opportunities where 
a Value Proposition is used have 5-15% 
higher win rates and 5-25% higher price 
outcomes.

Framing the Question
“What percent of value should we try 
to capture?” Notice the limitations in how 
the question is framed:

• It is seller-centric, focusing on our. It 
treats the problem as a zero sum game, 
highlighting the value captured as a per-
centage of a fixed total value amount 
or as a slice of a pie. The question, as 
posed, need not be interpreted as ad-
versarial, but at the very least it is trans-
actional in nature.

• Any single percentage that we discuss 
is being framed in the context of a stat-
ic snapshot or image of value. Like any 
image, the picture quality may be high 
resolution or it may be fuzzy. Like any 
image, a snapshot only provides infor-
mation about the scene that the photog-
rapher shot at the time of its shooting. 
The objective quality of our value model, 
and therefore the quality of our snap-
shots, will improve over time.

• Even if we and our customers are con-
sidering the same image, we often see 
different things within the image as im-
portant. No matter how good our snap-
shot, our customers may understand it 
differently from the way we do.

There is more than one way to frame the 
question, just as there are disciplined, an-
alytical ways to consider how to split val-
ue. We start by looking at value splits in 
the way that most teams do, considering a 
single transaction, hypothetical or real, in 
isolation. Then we examine a transactional 
approach over time, where the notion of a 
fixed pie to slice is maintained. Finally, we 
explore a less transactional, more collab-
orative approach to sharing value that may 

The question of how value should be split arises repeatedly in customer-value-centric orga-
nizations. It should be addressed in a thoughtful and systematic way. When building a prod-
uct development or launch plan, teams debate feasible pricing ranges based on capturing 
value. Product teams who incorporate value into their discussions indicate that it helps them 
understand their positioning better and that it makes their decision-making customer-centric. 
In this article, the author presents several approaches to framing the value-capture questions 
and developing effective value-pricing strategies. Peyton Marshall is CEO and Chairman of 
the Board of LeveragePoint. He can be reached at pmarshall@leveragepoint.com. 
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make sense when the objective size of the 
pie or the perceived size of the pie is vari-
able and when the relationship between 
buyer and seller comes into stronger fo-
cus, evolving over time.

Transactional Snapshot
At a specific point in time, for a specific 
circumstance, there are a number of fac-
tors to consider as we target the percent 
of value we should try to capture. Before 
looking at some of these factors for split-
ting customer value as measured, it is 
worth evaluating a few aspects of mea-
sured value itself.

1. Consider the objective quality of val-
ue as measured. How reasonable are 
our estimates?  How defensible are 
our claims?  How much variability do 
we anticipate among customers in the 
applicability of our estimates and the 
realizability of our claims?  If we keep 
talking about value with customers, 
the quality of our estimates will im-
prove but we will use the information 
we have now to make decisions today.  
An honest assessment of the quality 
of value content helps to use that con-
tent appropriately at any point in time.

2. What is included in the value model? 
Some value models do a more thor-
ough job than others in quantifying 
value drivers. If “intangible” risk and 
cost value drivers are left unquantified, 
then these are clearly factors in think-
ing about value capture.  Alternatively, 
if the objective benefits of intangible 
value drivers have been teased out 
and quantified appropriately, the list 
of pricing factors for splitting value is 
likely to be shorter.

3. How are customer perceptions likely 
to differ from our best assessment of 
objective value? What do we plan to 
do to change customer perceptions, 
through marketing content and by de-
livering sales messages to customers 
that change their thinking?

Let’s consider a number of pricing fac-
tors compiled and combined from several 
sources.  Nagle and Müller in The Strategy 
and Tactics of Pricing4 highlight six price 
sensitivity factors that are mostly psycho-
logical. Earlier editions5 of The Strategy 

and Tactics of Pricing point to a few other 
factors as well. Stephan Liozu in Dollar-
izing Differentiation Value6 provides an 
in-depth, practical discussion of setting 
prices based on the value pool, providing 
a comprehensive list of factors. Joanne 
Smith has written and presented exten-
sively on value splitting as well. 

A list of factors is shown in the table (see 
Figure 2), together with their directional im-
pact on both price and the value we would 
capture. Some of these factors could be 
phrased in the negative in which case the 
price impact directions would reverse. 

The factors shown are an interesting 
mix. All of them are potentially psycho-
logical to buyer stakeholders, but then so 
are quantified value drivers.  Messaging to 
address price factors and messaging for 
value drivers should both be attuned to be-
havioral and irrational customer responses 
as well as well as to the available math.

In any situation, only some of these factors 
will be applicable. Product teams identi-
fy which factors are important, assessing 
their relative importance as they apply ei-
ther formulae or judgment to come up with 

a reasonable value split or range of value 
splits as they consider pricing decisions.

If some of these factors are included in a 
value split discussion, they have probably 
not been accounted for in the direct value 
quantification so far. As highlighted in the 
table, several of these factors are poten-
tially quantifiable. 

Other factors are quantifiable as well, not 
that they would directly feed the custom-
er’s business case to buy, but these quan-
tified factors could be useful as qualifying 
and segmenting factors. As also high-

lighted in the table, our mathematical and 
psychological understanding of all these 
factors, just like our understanding of our 
value drivers, is subject to learning over 
time. Practical experience in specific deal 
situations, customer interviews, case stud-
ies, market research, and A/B testing can 
potentially be brought to bear to under-
stand the importance and impact of rele-
vant factors in a given marketplace.

In any value pricing discussion, the aim is 
to reach a sensible initial or final decision 
for proposed prices based on what we 

Figure 1
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know today. Considering pricing factors 
as part of a value split discussion, consid-
ering “what ifs” to account for risks, and 
using conservative hypotheses for uncer-
tain costs are reasonable approaches to 
understanding the business case to buy 
for a specific customer in light of a pro-
posed price.

Strategy and the  
Transactional Movie
Movies may be composed of single-frame 
snapshots, but they are more than the sum 
of their parts because these snapshots 
unfold over time in sequence. A sequence 
can be more panoramic and can be re-
framed and refocused to provide more 
information than individual images, while 
considering the dynamic nature of a se-
ries of individual transactions.

Good strategy plans for market success-
es and failures over time. Good strategy 
invariably utilizes multiple snapshots as 
scenarios that help teams build their go-to-
market plan or their annual business plan. 

Considering strategy from a transactional 
perspective, the question changes some-
what. “What policies should we put in 
place and what action steps should we 
take so that we capture meaningful value 
over time?” Pricing factors that are relevant 
in snapshots remain relevant in a transac-
tional movie. 

As we continue to focus on our portion of a 
fixed pie, sliced a deal at a time, these fac-
tors help formulate a consistent approach 
to splitting value. But some new elements 
are brought to bear when strategic plan-
ning is applied to an unfolding, dynamic 
story. These include:

• Statistical Estimates: Understanding 
How Customers May React.7 Demand 
elasticities and conjoint analyses have 
greater statistical relevance when we 
are considering multiple transactions 
over time. Whether or not sampling 
and statistical estimates were based 
on objective value as quantified in our 
value model and whether or not sales 
and marketing are ultimately success-
ful in aligning customer perceived val-
ue with value as quantified, these esti-
mates supplement our judgment. They 
provide information about price sensi-

tivity that helps us to assess: (i) What if 
we get our value wrong? (ii) How should 
we adjust prices if we are wrong? and 
(iii) How should we reasonably expect 
customers to react as we adjust?

• Cost, Production and Profitability 
Information. Cost and production in-
formation are potentially relevant to indi-
vidual transactions but they are certainly 
required in any broader, multi-transac-
tion strategic discussion. We need to 
assess the profitability implications of 
our pricing framework for a product, 
given our costs. We need to align our 
pricing strategy with production con-
straints. If we are launching a product 
where production will come on-line 
slowly or where we are expecting lo-
gistics or service bottlenecks, we might 
consider high initial pricing consistent 
with our ability to deliver and install our 
product or solution on a timely basis.

• Segmentation and Offer Design 
Strategy. Individual transactions, tak-
en together for different customers or 
customer conditions, help us to identi-
fy value-based segments and different 
approaches to offerings based both 
on these segments and on our broader 
product portfolio and capabilities. Val-
ue to customer becomes a way to think 

about the business case to buy spe-
cific offerings, based on rational (and 
irrational) customer decision-making, 
a segment at a time. A consistent ap-
proach to splitting value across seg-
ments, given costs, helps to keep pric-
ing consistent and perceived as fair by 
customers over time.

• Marketing Strategy, Sales Enable-
ment and Post-Sale Implementa-
tion. Having strong differentiated value, 
as objectively measured, is an advan-
tage, but if customers don’t understand 
it and recognize it in their buying deci-
sions, we will never be able to capture 
a meaningful portion of our value. If cus-
tomers don’t realize anticipated value in 
practice, they will switch to competitors 
in their next purchasing decision. Mar-
keting content and objectively defen-
sible value should be strongly aligned.  
Sales teams need the tools and train-
ing to have customer conversations 
that improve customer awareness of 
our differentiated value and that build 
our value into customers’ internal busi-
ness cases to buy.  Implementation pro-
grams should be consistent with, and 
target the attainment of, a customer’s 
expectation of value. Capturing value 
with price requires customer value re-
alization, both pre-sale and post-sale.

Figure 2
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• Judgment and Scenario Planning 
to Assess Competitor Reaction. As 
we consider our pricing strategy on a 
dynamic basis, we need to assess like-
ly competitor reaction, especially those 
competitors that are the most likely 
reference points for our customers. It 
usually takes judgment and an under-
standing of a competitor’s business to 
gauge their likely responses. Consider-
ing these competitor reactions as sce-
narios in terms of value created for the 
customer provides perspective on our 
pricing strategy and helps to plan our 
own potential responses.

All of these elements go into a Pricing 
Strategy based on value. The Strategy 
and Tactics of Pricing8 examines pricing 
strategy in depth, organizing the primary 
strategic choices into three approaches: 
skim, neutral and penetrate. A pricing strat-
egy should be aligned with, and formed by, 
both pricing factors and the strategic ele-
ments above. Supply considerations may 
argue for launching a product with a skim-
ming strategy. Rapid competitor innovation 
to match our differentiation often argues 
for a penetration strategy. 

Barriers to entry and a uniquely differenti-
ated product may facilitate reasonable val-
ue capture with fast market share growth 
based on a neutral pricing strategy. Maxi-
mizing lifetime product value, when faced 
with organizational sales and marketing 
challenges, sometimes suggests penetrat-
ing the market with lower value capture.

To execute on our pricing strategy, we 
need a consistent approach to initial pric-
ing of multiple offerings sold to multiple 
segments and a consistent approach to 
how we respond to customer and com-
petitor reactions. Designing a pricing ap-
proach, based on feasible but consistent 
value capture, helps to build sales confi-
dence in how they propose and defend 
pricing proposals. This drives sustainable 
profitability.

The Collaborative Movie
The chapter on value splitting in Anderson, 
Kumar and Narus’ Value Merchants9 has 
a title that reflects a different perspective 
on customer relationships from that artic-
ulated so far. Chapter 7 is entitled “Profit 
from Value Provided: Earning an Equitable 

Return.” Framing the question in terms of 
“equity for both parties,” rather than “the 
% of value that we capture,” reflects a dif-
ferent posture. It suggests centering the 
conversation on a dual focus on both buy-
er and seller. This is less a transactional 
approach and more a collaborative ap-
proach to value. It invariably makes sense 
over a strategic horizon, so we will ignore 
static, single-deal snapshots as we con-
sider the movie.

A few elements of customer conversations 
are indicative of a collaborative approach 
to value pricing. Transparent discussions, 
between buyer and seller, of value shared 
is a powerful sign. Use of the word “fair” 
by both buyers and sellers 
is another indicator. Direct 
discussions of differences 
in perceptions between 
buyer and seller of the size 
of the pie is an honest pre-
cursor to collaboration.  An 
openness on both sides of 
the table to consider the ev-
idence to get to a shared vision of value is 
a good attitudinal sign that sustainable col-
laboration is possible. Direct discussions 
of accountability and deliverables both by 
buyer and by seller indicates that we are 
on our way to a collaborative approach.

Philosophically, collaboration sounds 
great, but it does not necessarily make 
hard-headed business sense. Collabora-
tion takes time and energy both by buyer 
and seller. Here are a few identifiable con-
ditions that, taken in combination, point in 
the direction of a collaborative approach:

• If there are few buyers and few sellers, 
then both buyer and seller have good 
reason to collaborate.

• If there are important end benefits (or 
losses avoided) to a buyer of making a 
purchase, then the buyer has a good 
reason to collaborate.

• If an offering is unique, then the buyer 
has reason to collaborate.

• If the seller provides continuing inno-
vation over time, then the buyer has 
reason to collaborate.

• If the buyer has significant market pow-

er or if the buyer represents a strong 
alpha or beta customer, then there is 
a good reason for the seller to col-
laborate.

• If there are significant risks or signifi-
cant costs of switching, including re-
quired investment, then purchasing 
decisions tend to be sticky and long-
standing. The large cost of change 
gives the buyer a clear rationale to de-
mand seller collaborative commitment 
as a condition for purchase. The even-
tual stickiness of a decision provides 
the seller with a good reason to put in 
time and energy to collaborate with the 
buyer upfront to get returns over time.

• If the size of the value pie is not fixed, 
then there is a good reason for both 
buyer and seller to cooperate to in-
crease its size.

• If there are significant risks of out-
comes to be realized and if deliver-
ables are required both from buyer and 
seller to minimize these risks and to 
maximize results, then both parties have 
a strong reason to collaborate.

A collaborative approach is only achiev-
able when sales teams build relationships 
of trust with buyer sponsors and stake-
holders. Thus collaborative approaches 
to value pricing are only possible with 
sales management buy-in and when 
sales teams develop the relevant skill 
set for collaborative customer conversa-
tions. Even if a market dynamic suggests 
a collaborative approach to value based 
pricing, not all customer sponsors and 
customer stakeholders enter naturally 
into collaborative relationships with ven-
dors. Procurement rules sometimes get 
in the way. If value discussions only begin 
after we have received an RFP, a collab-
orative approach to value pricing is less 
likely to be feasible. Dysfunctional, un-
collaborative cultures within buyer orga-
nizations can also be a barrier.

Innovative businesses benefit by 
making their product and pricing 
decisions based on customer 
value.
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A collaborative approach to value pricing 
is almost always a precondition for risk-
sharing or value-sharing contracts, but 
value based contracting is not required 
for collaborative value pricing. When 
outcomes are hard to measure, value-
sharing contracts do not make sense. 
When attributing success and failure 
to buyer deliverables and seller deliver-
ables is difficult, then the moral hazard 
problem makes risk-sharing and value-
sharing more challenging and potentially 
inadvisable.

A collaborative approach, strategically 
and in customer relationships, promotes 
pricing sustainability and business pre-
dictability. It starts to eliminate the list 
of pricing factors from each purchasing 
decision, shortening the price discussion 
and negotiation process to focusing on 
what is fair and consistent.

Value Based Decision-Making, 
Pricing and Selling
All great organizations are customer-cen-
tric.  Innovative businesses benefit by mak-
ing their product and pricing decisions 
based on customer value. Value brings the 
customer’s business into focus and high-
lights our differentiation. Quantified value 
shines a spotlight on the business pain 

points we address and on what we deliver.

Incorporating value into pricing decisions 
and pricing strategy improves product 
launch success and business perfor-
mance, whether taking a transactional 
approach or a collaborative approach.  
Elevating value-centric customer con-
versations into a collaborative approach, 
where possible and advisable, makes our 
pricing strategy and our commercial strat-
egy more predictably profitable. v
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The Price of Pricing Effectiveness:  
Is the View Worth the Climb?

A
s companies seek ways to in-
crease profit margins and im-
prove overall business perfor-
mance, business leaders are 
increasingly turning to pricing 

as a discipline that can boost their bot-
tom lines. A search of publicly available 
data reveals a significant number of blue-
chip companies that acknowledge pricing 
improvement as a part of their earnings 
success.1, 2 Yet many seem to make little 
progress in driving the kind of consistent 
pricing discipline that yields the results 
they need.

This dichotomy in the corporate world sug-
gests several questions:

• What is the value of investing in pric-
ing improvement? Is there a difference, 
attributable to pricing capabilities, be-
tween companies that expend signifi-
cant effort to address pricing and those 
that do not?

• What does it mean to be good at pric-
ing? Can’t we just raise our prices and 
see if our sales force can make them 
stick?

• What are the risks of embracing and 
investing in pricing improvement, and 
how can these be managed?

These are important questions in the face 
of many competing priorities and a chal-
lenging economic environment. However, 
a broad study of company performance 
and pricing reveals that, regardless of in-

dustry, geography or size, companies with 
effective pricing capabilities significantly 
outperformed industry peers across mul-
tiple financial metrics, including net margin, 
market valuation, return on assets and re-
turn on equity. This suggests a correlation 
worth exploring. Intriguingly, even the di-
verse population of companies studied has 
identifiable commonalities in the capabili-
ties they have built. These commonalities, 
as well as identifiable strategies and the 
risks the companies faced in building pric-
ing capabilities, are worth a closer look.

Pricing and Performance
Great companies do pricing very well. 
Whether these companies simply have 
more sophisticated pricing capabilities, or 
pricing prowess has bolstered their perfor-
mance, the link between pricing and profit-
ability recurs both anecdotally and in more 
detailed analysis. One study suggests that 
pricing has two to four times the potential 
to influence profitability relative to other 
business levers. 

Companies that actively pursue pricing 
as an important part of their strategy typi-
cally outperform industry peers on sev-
eral financial metrics. Even companies 
that may not have achieved full maturity in 
their pricing capabilities but have placed 
a greater degree of importance on pricing 
than their peers and are actively pursuing 
pricing improvement benefit significantly 
(see Figure 1).

In general, then, it’s not a stretch to say 
that pricing is an area worthy of focus—

and likely worthy of developing beyond the 
table-stakes level. When many executives 
think of improving pricing, they envision 
being able to set more market-relevant 
prices for their products to drive greater 
volumes at higher prices, thereby increas-
ing revenue. 

While price setting is an essential piece 
of the pricing puzzle, the overall discipline 
of effective price management concerns 
itself with managing transaction-level 
profitability, which requires capabilities in 
pricing strategy, execution, analytics and 
governance. The discipline also requires 
coordination across many functions in-
cluding sales, marketing, finance, product 
development and customer service.

The complexity associated with this coor-
dination is daunting, but there are a num-
ber of commonalities associated with en-
hanced performance in pricing. A closer 
look at high-performing companies sug-
gests some useful points of consistency.

Clearly defined ownership and roles 
within the pricing process
Companies that exhibit effective pric-
ing are 30 percent more likely to exhibit 
clearly defined ownership and account-
ability within the pricing process.3 They 
also have pricing job roles that are clearly 
documented, including an executive own-
er who is accountable for results. Often, 
they have dedicated pricing organizations 
that help govern the process.4 Regardless 
of the structure, though, leading compa-
nies included in our analysis have consis-
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Figure 1: Comparison of key financial metrics for an average company vs. 
companies that are pursuing pricing programs

tent accountability for pricing control and 
transaction profitability embedded in their 
organizations.

Without clearly defined roles, a company’s 
accountability for pricing is limited to func-
tional reporting lines. This root issue can 
manifest itself in a number of ways.

For one large publishing company, the 
pricing process was so fragmented that 
accountability was quite simply absent. 
While sales was responsible for the cus-
tomer interface and primary negotiations, 
an account management team was re-
sponsible for packaging advertising op-
portunities, and finance set the rate card 
and pricing guidance. These roles may ap-
pear well defined but, upon closer review, 
no stakeholder was ultimately responsible 
for pricing and profitability at the transac-
tion level. Even if the initial package pro-
posal met all required pricing hurdles, 
sales was the sole arbiter of final pric-
ing—and sales was measured on pure rev-
enue, not profitability. The details of why 
sales assigned a price—perhaps due to 
value of inventory, customer segment or 
cost-to-serve for the proposal—were not 
transparent, so the set price often disap-
peared in the course of negotiation. Es-
sentially, each function was attempting to 
optimize its own performance according 
to its local measures, which did not align 
with corporate needs.

Understanding customer cost-to-serve 
and using these costs to manage prof-
itability
Companies that are pricing leaders are 26 
percent better at managing true profitabil-
ity.5 They have an advanced understand-
ing of customer and product portfolios, 
and efforts are directed toward growing 
profitable product and customer combi-
nations. They have a full understanding 
of channel costs based on promotional 
and distribution activities. Sales person-
nel can use cost-to-serve in negotiations, 
and use forward-looking analyses to drive 
decision-making.

A large consumer goods organization 
serves as an example. Historically, the 
company measured its sales force on pro-
duction of gross margin dollars. Leaders 
felt this provided a good balance of mea-
suring revenue and pricing, which should 

correlate to profits. However, the company 
managed its trade spending at a local level 
with little governance. This essentially gave 
the sales force carte blanche to invest at 
will to ensure that it maintained and grew 
sales volume— a situation that resulted in 
wildly varying returns on the trade spend 
dollars. 

As a result of a growing disparity between 
gross margin growth and net profit growth, 
the company invested in reporting and 
tools that created a new level of visibility 
for management and for the sales force. 
This reporting provided visibility into the 
effect of trade spending on the profitability 
of each salesperson’s book of business. 
With this new system, and by simply rede-
fining profitability targets instead of imple-
menting draconian control measures, the 
company saw an 88 percent improvement 
in quarter-over-quarter profitability within 
a year. Companies that underutilize pric-
ing as a driver of profitability tend to have 
a limited understanding of product profit-
ability beyond gross margin.

Similarly, they have limited visibility into 
the costs associated with each distribu-
tion channel and no real understanding 
of customer service costs beyond gross 
selling and administrative costs. This lack 
of information handicaps decision making 
on deal management and approval. It also 

hinders development of quality revenue 
metrics for the sales force.

Segmenting customers based on needs 
and buying behavior
Companies with leading pricing practices 
are more likely to use segmentation tech-
niques to fine-tune pricing. They have a 
full understanding of what customers val-
ue and why, and include customer needs 
and requirements in product development 
decisions. They differentiate their market-
ing to appeal to particular dimensions of 
competition in each segment, and they 
use clearly defined channel strategies that 
are largely driven by differences in cost-
to-serve. 

Customer lifetime value is used effectively 
when making customer portfolio and re-
lationship decisions and is input for de-
cisions regarding segments to target or 
drop.

For example, a leading medical device 
company recently used conjoint analysis 
to differentiate customers by their willing-
ness to pay for its service plan offerings. 
The findings from the study helped the 
company define which services to include 
in silver, gold and platinum service plans. 
As a result, the company now specifical-
ly targets its service value proposition to 
customer segments based on their relative 
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of	the	pricing	puzzle,	the	overall	discipline	of	effective	price	management	con-
cerns itself with managing transaction-level profitability, which requires capa-
bilities in pricing strategy, execution, analytics and governance. The discipline 
also requires coordination across many functions including sales, marketing, 
finance, product development and customer service.

The complexity associated with this coordination is daunting, but there are 
a number of commonalities associated with enhanced performance in pric-
ing. A closer look at high-performing companies suggests some useful points  
of consistency.

Clearly defined ownership and roles within the pricing process

Companies	that	exhibit	effective	pricing	are	30	percent	more	likely	to	exhibit	
clearly defined ownership and accountability within the pricing process.3 They 
also	have	pricing	job	roles	that	are	clearly	documented,	including	an	executive	
owner who is accountable for results. Often, they have dedicated pricing or-
ganizations that help govern the process.4 Regardless of the structure, though, 
leading companies included in our analysis have consistent accountability for 
pricing control and transaction profitability embedded in their organizations. 

Without	 clearly	 defined	 roles,	 a	 company’s	 accountability	 for	 pricing	 is	
limited to functional reporting lines. This root issue can manifest itself in a  
number of ways.

Figure 1. Comparison of key financial metrics for an average company vs. 
companies that are pursuing pricing programs

Note: The metrics are indexed on base 100 for relative comparison

Source: Pricing Effectiveness Benchmark Study, Deloitte LLP, Deloitte Analysis
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preference for features such as parts cost 
coverage, labor cost coverage, response 
time and uptime guarantee.

Companies with less sophisticated pricing 
capabilities tend to rely on different internal 
assumptions: they track customer needs 
for product development but follow only 
sales volume for segmentation. They often 
experience significant leakage of custom-
ers between channels and have no real un-
derstanding or use of cost-to-serve infor-
mation to drive channel separation. They 
don’t understand customer value well, and 
they base metrics largely on unit or dollar 
volume, not profitability. These segmen-
tation “shortcuts” hinder effective price 
discrimination and, thus, profit realization.

At a global chemicals manufacturer, the 
marketing department employed a cus-
tomer segmentation scheme comprising 
four segments: small, medium, large and 
national accounts. The customers were 
categorized based on their annual pur-
chase volume alone, and they received dis-
counts commensurate with their segment. 
The large and national accounts received 
virtually all of the sales force’s attention 
because they were the company’s “best” 
customers. When over-all company per-
formance started to stagnate, it decided to 
take a closer look at customer profitability. 
It discovered that its biggest customers 
were actually its least profitable ones once 
cost-to-serve was included in the margin 
calculations. One of the biggest culprits 
was the shipping and handling costs in-
curred by the manufacturer—not because 
of the large volume of product they had to 
ship, but because of its customers’ pur-
chasing behavior. They would place rela-
tively small orders nearly every day, and 
the products would be shipped as soon as 
the orders were received because its best 
customers deserved its best service. The 
manufacturer incurred significant expense 
in less-than-truckload (LTL) fees, and its 
customers virtually eliminated its inventory 
carrying costs. Armed with this new view 
of profitability, the manufacturer traded its 
old volume- based segmentation scheme 
for a new one based on customer value 
and purchasing behavior, and then put its 
best sales people on the newly-defined 
“best” customers.

Risky Business
While it seems intuitive that effective price 
management can lead to improved finan-
cial performance, many companies remain 
unable to improve their pricing capabilities. 
Establishing or broadening these capa-
bilities can be a very complex, risky and 
sometimes costly investment that requires 
specific skills and a good reserve of com-
mitment on the part of leadership.

Changing pricing management is complex 
in part because pricing manifests itself in 
just about every function within a company. 
Product management, sales, marketing, fi-
nance and even operations either affect or 
are affected by any price change. Aligning 
diverse constituencies to drive a change in 
this system is no small feat. Organizational 
and process inertia can complicate things 
further. Specific pricing-related process-
es may have been in place for a long time, 
and undoing or adjusting them would force 
people across all these functions 
to learn a new way to do specific 
things or reduce the autonomy of 
certain stakeholders. In particu-
lar, the sales organization may 
view broad-based changes to 
pricing practices as a reduction 
in its influence.

Amid this complexity and inertia, the risk 
of making a mistake is high.

It’s easy to find case studies that spell out 
the unintended consequences of misguid-
ed pricing tactics and strategies. No one 
wants to tinker with something that may 
damage the company’s bottom line.

Finally, a company’s own characteristics 
may present many obstacles. Other pri-
orities and initiatives may have momentum 
and take precedence, especially because 
pricing is rarely perceived as an urgent 
problem or opportunity. Employees may 
lack the capabilities needed for making 
the required changes. Poor data may limit 
visibility into transaction profitability. And 
of course, the company’s performance or 
an economic downturn may limit invest-
ment resources to the point where paying 
for a project is impossible.

Even when these companies overcome 
the reluctance and inertia and embark on 
a program, there are the usual risks as-

sociated with any project: many stall, get 
overwhelmed, or lose their focus.

Overcoming the Hurdles
Of course, if it was easy, everyone would 
do it. What we have observed is that profi-
ciency in pricing is not a bolt-on capability, 
but one that requires a series of changes in 
data collection and design, as well as ana-
lytically based decision processes. More-
over, organizational changes are often re-
quired to support processes based on a 
newly acquired arsenal of data—and more 
importantly, the insights derived from it.

Start by building a transaction-level 
fact base. Good decisions begin with 
a quantitative understanding of transac-
tion profitability at the most granular lev-
el. This will be the source of truth as well 
as of ideas for improvement. Once an or-
ganization has built its fact base, qualita-
tive information gathered from all pricing 

stakeholders should provide the fodder for 
hypothesis-driven analysis and opportu-
nity identification. With this approach, the 
business case is built into the process of 
analysis. Key actions and considerations 
include:

• Identifying all components of a trans-
action that add or subtract value from 
the business on a marginal basis. Each 
component represents a lever that can 
be used to affect profitability. For exam-
ple, costs to serve such as expedited 
shipping, special packaging, the cost of 
capital included in payment terms and 
technical service costs are often over-
looked in traditional margin calculations. 
Tying these costs to specific trans-
actions instead of aggregating them 
across all transactions will demonstrate 
the true profitability of each transaction. 
They can then be aggregated along any 
dimension—customer/product/region—
to aid decision-making.

• Gathering data at the most granular lev-

Good decisions begin with a 
quantitative understanding of 
transaction profitability at the 
most granular level.
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el possible. More detail equals better 
and more flexible analysis. The cost of 
gathering, storing and processing these 
data has plummeted, so the assump-
tions about what was knowable back 
when original pricing practices were put 
in place are probably no longer useful.

• Being judicious with allocations. Fixed 
costs that are not marginally affected by 
the transaction should not be included 
in the analysis. This is an economic ex-
ercise, not a restatement of accounting 
performance. Therefore, costs such as 
corporate overhead and taxes do not 
need to be assigned to individual trans-
actions; an arbitrary allocation would be 
misleading in pricing decisions.

Strengthen processes and informa-
tion tools to enable rapid, fact-based 
decisions. The best analyses and strate-
gies are of limited use without an efficient 
and effective pricing process. The ability to 
manage information flow, make rapid pric-
ing decisions, escalate pricing exceptions 
and control market execution of pricing is 
critical to any effective pricing improve-
ment.  Companies can use data analytics 
to identify process weaknesses. If data 
analytics highlight a customer that is get-
ting a discount that he doesn’t qualify for, 
it indicates a weakness in the pricing pro-
cess tied to discounting.

Characteristics of strong pricing process-
es include the following:

• Complete closed-loop flow of activ-
ity and information to drive continuous 
improvement. Pricing is, at its core, 
a series of judgment calls based on 
guidelines set according to market in-
formation and corporate objectives. In 
an ongoing business, market informa-
tion is consistently flowing in. The pro-
cess must be able to incorporate and 
use it on a continuous basis.

• Clearly defined, communicated and en-
forced roles and authority.

• A concise framework and structure for 
exception escalation.

• Balanced measurement of activity and 
outcomes.

Identify specific risk areas and the 
red flags that will trigger predefined 
response plans and actions. Pricing 
is a high-leverage game. Small changes 
in the marketplace can require significant 
changes to a pricing strategy. Red flags 
(such as margins, volume dropping be-
low certain thresholds, rising salesperson 
turnover or new competitors entering the 
market) can alert executives to a new risk 
that requires corrective action. Organiza-
tions should plan in advance how they will 
react to potential threats—and they will 
arise. The escalation hierarchy for pric-
ing exceptions should have a top strate-
gic level within which significant structural 
pricing issues can be addressed quickly 
and effectively.

Early-warning triggers and the responses 

to defined scenarios will be specific to 
each business and its strategy. The key 
lesson is that pricing should be a primary 
consideration and weapon of response, 
not a reactionary afterthought.

Design compensation and incen-
tives to promote compliance. Very 
few disciplines draw as direct a line be-
tween action and incentives as pricing, 
especially for a sales force. Pricing is of-
ten the primary lever that closes a sale. 
Process and governance may be able to 
largely control pricing compliance. But 
incentives that align with pricing objec-
tives provide the structure that allows the 
sales force to operate with autonomy, as 
the touch point with the customer, without 
running afoul of corporate financial needs. 

Quantifying the Value of Investing in Pricing
In June 2011, Deloitte Consulting LLP and 
Deloitte’s Global Benchmarking Center 
(GBC) hosted an online survey to bench-
mark pricing competencies, performance 
and investment of respondents across 
industries, geographies and competitive 
markets. 

This study was also designed to shed light 
on the relationship between company 
performance and effective pricing capa-
bilities. More than 40 respondents com-
pleted the online survey and self-reported 
their performance.

The responses were analyzed along two 
dimensions. The first approach was based 
on developing comparison groups within 
the respondent set driven by the respons-
es related to the financial performance 
and the effectiveness of pricing process-
es. The second approach was based on 
comparing survey respondents who rep-
resented public companies with a broader 
set of peers within their industry sectors.

Companies that were identified as “high 
performers” based on analysis of the sur-
vey responses showed a number of traits 
in common:

• They are more likely to understand the 
importance of key pricing competen-

cies and effectively support them.

• They have a more centralized pricing 
function, with solid support from the 
top layers of management.

• They spend about as much as others on 
technology, but they are seeing a much 
higher return on their investments.

• They look beyond gross profit to mea-
sure the profitability of each transac-
tion.

• They have a consistent focus on pric-
ing across all phases of the economic 
life cycle.

• They are nearly twice as likely as low 
performers to have a C-level executive 
involved in pricing.

• They give their sales forces slightly less 
discretion than others when it comes 
to negotiating prices.

• They appear to be the leaders in adopt-
ing price management software.

• Nearly two-thirds of high perform-
ers are using a value-based pricing 
strategy.
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• Compensation and performance mea-
surement should motivate proper use 
and protection of key levers in the 
transaction, as identified in the pricing 
analytics.

• Revenue and even gross-margin-based 
compensation plans are often insuffi-
cient to align sales behavior with cor-
porate objectives.

• Stakeholders (in this case, the sales 
force in particular) should have direct 
influence and control over elements of 
performance measures.

Be thorough but not overly complex in 
performance management design. Partial 
measures invite loopholes. Complex mea-
sures invite lack of focus, which leads to 
the use of proxies for practical decision-
making. Some companies, for example, 
have turned to discount rate (or “price re-
alization”) as a proxy for profitability, mainly 
because it is simple to understand, already 
captured in existing systems, and easy to 
measure at the transaction level. However, 
this metric ignores all of the costs to serve 
that the sales reps often use during a ne-
gotiation that ultimately affect profitability.

Keep the focus on the customer. Or-
ganizations can create value only by ad- 
dressing the needs and goals of buyers. 
They should design pricing processes that 
reflect the client’s perspective and make 
the most of the entire value chain, regard-
less of organizational boundaries. For ex-
ample, a consumer business company 
sells to a retailer that finally sells to the 
end consumer. Thinking of profit improve-
ment strategies for the first transaction in 
the value chain without understanding the 
ramifications on the downstream demand 
may suboptimize overall value created. 
In another setting, for large business-to-
business companies, one customer may 
purchase products from multiple business 
units, which are often managed as sepa-
rate organizations with different leaders, 
different objectives, and different pricing 
metrics and strategies. As these compa-
nies begin to use data for advanced analyt-
ics that suggest increasingly sophisticated 
and targeted pricing changes specific to 
their business unit, it can be easy to lose 
sight of the cumulative, customer-level 
impact of these multiple pricing actions 
across BUs.

Executives contemplating an investment in 

pricing effectiveness often ask whether the 
view is worth the climb. There’s no short-
age of risks to mitigate and challenges to 
overcome, even beyond those listed here. 
However, with the right approach—one 
that focuses on developing the organi-
zational and process aspects of pricing, 
improving analytics and understanding 
the customer—a company can direct its 
investment toward those efforts with the 
highest return. v

References

1. Global Benchmarking Center, “Pricing Effective-

ness Global Benchmark Study,” Deloitte Consulting 

LLP, August 2011.

2. Based on The 2011 Shift Index (Deloitte Devel-

opment LLP) of Compustat data; Impact estimated 

based on the aver- age Fortune 1000 company. 

3. Global Benchmarking Center, “Pricing Effective-

ness Global Benchmark Study,” Deloitte Consulting 

LLP, August 2011.

4. Ibid.

5. Ibid. 



 Holden Advisors introduces 
 Backbone BASICS 

Are you looking to speed transformation to price 
negotiating confidence? Offered as part of our 
Negotiating with Backbone Initiative, Backbone 
BASICS will ensure the skills and tools are at a 
salesperson's Þngertips everywhere in the world to 
build price negotiating conÞdence and quickly impact 
revenue and proÞts. 

www.holdenadvisors.com/backbone-basics/

Take control of price negotiations:  
Digital training for Sales teams

Call for a demo of 
Backbone BASICS:

978-405-0021


