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Simplifying the Pricing Labyrinth 

Declining market share. Eroding margins. Diminishing 
brand equity. Underwhelming product launches. A 
growing discount budget. Expanding inventory po-
sitions. Plainly, pricing improvement could benefit 

companies suffering from any of these conditions. 

What if your company isn’t suffering? Guess what – you can 
still benefit. That’s because advanced pricing capabilities can 
help firms to improve performance significantly across their en-
tire organization, regardless of current performance in the mar-
ketplace. 

For this reason, financial statements aren’t always the best place to 
find pricing issues. In fact, some of the most common improve-
ment opportunities can be found elsewhere: in the ways you assess 
your customers, govern your organization, and manage informa-
tion. In other words: the processes, structures and information 
that support pricing execution in your organization are typically 
the most common profitability performance pain points. While 
others exist, few are as critical to effective pricing.

Understand Your Customers and Their Value
Segmented pricing allows a company to hone in on the unique 
needs of various market sectors and to develop a tailored strategy 
drawing on a wide-ranging and complex array of tactics. 

Portfolio management, based on customer profitability and con-
tribution margin, is an important profit-improvement capabil-
ity as well. Unfortunately, the first step – the very foundation of 
effective pricing segmentation and portfolio management – is 
the one we find most often missed: identifying customer cost to 
serve and valuation. 

To understand if your company has established an adequate ap-
proach to support its segmentation strategy and portfolio man-
agement goals, consider the following:

• Cost to Serve. How well do you understand what it costs to 
serve your customers? Do you use this knowledge to analyze 
customer-level profitability and contribution margin in support 
of pricing decisions? Companies that are effective at this are able 
to identify the full cost to serve and able to use this information 
to help drive significant profitability improvements through dif-
ferentiated pricing.

• Customer Value. Does your company know what your cus-
tomers need, value and are willing to pay for? Many firms that 
are effective at pricing do, and their profitability reflects it. Fur-
thermore, they use this information to tailor the characteristics 
of products and services (packaging, delivery time, bundling, 
warranty, etc.) to improve profits significantly by individual 
customer.

If your firm lacks a detailed understanding of who its custom-
ers are, what they want and what they value, you may be leaving 
money on the table. 

Organize for Results
One of the most frequently overlooked components of effective 
pricing execution is organizational alignment and governance. 
Without clear lines of support, even the most robust pricing 
strategy doesn’t stand a chance. 

To gauge your company’s proficiency in this area, consider the 
following:

Though pricing is a powerful driver of financial performance, 
the idea of overhauling a company’s pricing practices can be 
downright intimidating for many executives. Why? Scope, for 
one thing. Pricing must consider all processes throughout the 
value chain, from product development to manufacturing, sup-
ply chain management, marketing, sales, and strategic planning. 
Trouble spots can also be tough to diagnose, since they often 
require applying rigorous analytics and hard-to-find data. In ad-
dition, internal policy debates can provoke unwanted turf battles 
between various departments. Authors Dan Reese, Lige Shao, 
and Patricio Simpson, all of Deloitte Consulting LLP, break down 
the critical issues and provide practical guidance for business 
leaders seeking to achieve transformative pricing improvement. 
For more information on this article, contact: Chris Abess, Prin-
cipal, Deloitte Consulting LLP, cabess@deloitte.com or Patricio 
Simpson at psimpson@deloitte.com.
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• Pricing Ownership. Is it clear throughout the organization 
who owns the pricing process? Is a RACI chart (who is Respon-
sible, gives Approval, needs to be Consulted, and needs to be In-
formed) in place and communicated? We believe smooth hand-
offs and strong cross-functional collaboration are a prerequisite 
to pricing leadership. 

• Pricing Governance. Is there strong and coordinated oversight 
of pricing decisions? Companies with effective pricing manage-
ment do a good job of documenting and communicating them. 
They’re supported with a pricing scorecard that is regularly evalu-
ated by leadership.

• Incentive Alignment. Are performance evaluations linked to 
profitability and/or pricing goals? Does sales compensation em-
phasize profitability? Without incentives to align behavior with 
profitability, even a well-designed pricing strategy will likely be 
challenging.

If your company falls short in terms of pricing ownership, gov-
ernance or incentive alignment, closing this gap may be a crucial 
first step toward making your pricing strategy effective. 

Enable Decisions Through Analysis
Good, timely decisions – both strategic and tactical – depend on 
the accuracy and timeliness of pricing data as well as the depth 
of insights that can be produced. Many companies struggle to 
find the right level of analysis support for their business and the 
appropriate data to drive the analy-
sis. To understand if your company 
is implementing its pricing execution 
effectively, consider the following:

• Pricing Tools and Analytics. Do 
you have a business intelligence (re-
porting) tool? Can people across the 
organization use it? Many companies 
that are effective at pricing employ 
analytical pricing software, integrate 
it with internal systems, and make it 
available to everyone who’s involved 
in pricing. Advanced tools can support a wide range of activities, 
including price setting, execution, life cycle planning, customer 
profitability analysis, and promotions management. 

• Data Quality and Accessibility. Companies that manage pric-
ing effectively, establish standards for relevant data to guarantee 
its trustworthiness. They make the information easily accessible 
in a central repository and ensure it is catalogued, current, and 
widely available. Users (finance personnel, marketers, salespeople 
and analysts) are also given access to the training and tools they 
need to access and analyze it. 

Motivation for Taking the First Step
Given the inconspicuous clues, and considering that many prof-
itable companies can and do run with a poor pricing process, it’s 
no wonder business leaders will often consider anything but im-
proving their pricing to increase revenue and gross margins.

But can your firm really afford to do this? Consider the follow-
ing:

• Across all industries, pricing managers and CFOs admit to 
leaving between 1% and 5% of margin on the table. 

• A 1% improvement in price can yield a 12.3% improvement in 
operating profit for a company with average economics.

According to these and other studies we have evaluated, pricing 
is one of the most efficient levers for creating shareholder value. 
You can ignore it, but your competition might not. 

Assess Before Moving Forward
While we have discussed several of the most common impedi-
ments to effective pricing, many more may impact your organi-
zation. Your company should completely assess its pricing capa-
bilities prior to implementing any significant changes to current 
pricing processes, strategies, systems or organizational structures. 
With the knowledge that can be gained from such an assessment 
in hand, a customized plan for improvement that focuses on your 
company’s core pricing issues can be more effectively developed. 

We have found in many cases that 
early rewards, and a foundation for 
future pricing improvements, can be 
attained by focusing first on pricing 
execution capabilities, such as those 
described below. 

Where Do I Start?  
Resolutions for a New 
(Fiscal) Year
Based on over 60 different pricing 
improvement projects that it has 
supported, Deloitte Consulting has 

determined that improving price management can add 3-5% 
revenue to the bottom line. As an example, if we look at a recent 
quartile for Fortune 500 companies, that 3-5% would translate 
to $45 billion to $76 billion in further earnings. In terms of ROI, 
it has been reported that better pricing can add up to 5%, or $1.5 
billion, over five years for the average Fortune 500 Company. 

Price-setting in all its complexity (that is, understanding the 
competitive landscape, developing product strategy, managing 
the product life cycle, creating customer segmentation and setting 

A 1% improvement in price can 
yield a 12.3% improvement in 
operating profit for a company 
with average economics.
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list prices) deserves the attention already paid to it. It’s execution 
that deserves more focus. 

These bottom line benefits, though, will remain mere possibilities 
without a focus on execution. AMR Research cites that upwards 
of 97% of companies do not “effectively manage, communicate, 
and enforce prices.” Other studies have shown that outstanding 
price setting can still mean losing money on every transaction. 
Significant investments of money, time, and resources won’t bring 
any return if execution fails.

Start on the Right Foot
So where do we believe the most appropriate place is to start your 
journey to pricing excellence? First, an upfront assessment can 
help you find ways to control margin leakage, reinforce pricing 
processes, address information gaps, and align the organization 
on pricing and profitability goals.

Significant organizational and hard-dollar benefits can be 
achieved through improvements in the first 3-6 months. Mak-
ing headway here could help you build momentum and set the 
stage for effective future enhancements.

The Devil Is in the Details
Pricing execution entails capturing as much margin from the 
original price as possible. More than simply acting on strategic 
decisions, we believe pricing execution requires a deep under-
standing of what happens at the transaction level, and that mode 
of thinking should actively impact the development of strategy. 

Executives often make strategic decisions that are either out of 
touch with their market or their own operations or simply out 
of reach given their company’s current capabilities. Thinking in 
terms of execution can help firms to better understand and man-
age their products, sales force, and customers in order to add as 
much of the set price as possible to the bottom line. 

But firms must provide their organizations with the information, 
processes, tools, organizational structure and incentives needed 
to implement the strategy effectively. For example, at one large 
consumer products company, target prices were created for each 
item; but salespeople ignored them. This resulted in 70% of deals 
moving through a special pricing workflow. 

When pricing exceptions were denied, salespeople worked around 
them by using extra trade promotion dollars. As a result, year-
over-year account net profit declined by 6%. By taking stock 
of the company’s pricing policies and sales incentives, and ana-
lyzing behavior around transactions, either the strategy or the 
execution capabilities could have been augmented to avoid this 
negative result.

Step 1 to Improving Price Execution: 
Consider a Transaction-Level Assessment
An upfront transactional pricing assessment can help find ways 
to control margin leakage, reinforce pricing processes, address 
information gaps, and align the organization on pricing and 
profitability goals. Then, with a robust understanding of how 
the strategy translates to the transaction level, pricing strategies 
and execution capabilities can be further refined in a harmoni-
ous fashion for significantly better results. 

Remember Your Resolution
However daunting it might seem, the potential rewards that 
come from improved execution of a pricing strategy outweigh 
the challenges. Unfortunately, few companies are taking this 
obvious path to revenue growth. 

But with the new tools on the market, and a growing body of 
knowledge, we believe companies seeking improved profitability 
will increasingly look to address the gaps in their price execution 
and see a return for their efforts in higher profits.




