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80/20 Companies Are Missing 
a Big Opportunity in Pricing 

The 80/20 business model is not just about squeez-
ing out the complex customers/product lines that only 
makeup 20% of your revenue. It is also about extract-
ing more value out of those who make up the critical 
80% with value-based pricing strategies, as the au-
thor explains. Author Paul Hunt is the president of Pric-
ing Solutions and a frequent PPS presenter, instructor, 
and contributor. He can be reached at phunt@pric-
ingsolutions.com. 
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I
s there such a thing as selling too 
many products or having too many 
customers? The resounding answer 
is ‘yes’! Many successful industrial 

manufacturing companies have proven 
it by using the 80/20 process devel-
oped and refined at Illinois Tool Works.

80/20 is a proven methodology for 
reducing complexity, which decreases 
costs and dramatically improves prof-
its, but there is one area that 80/20 
does not do a great job of address-
ing and that is pricing. For this rea-
son, pricing is a major opportunity for 
companies using the 80/20 process 
to increase revenue and price effec-
tiveness.

First, let’s briefly review what the 
80/20 process is and how it works.

80/20 is a process of sorting prod-
ucts and customers into two catego-
ries: those in the “80” category com-
prise 80 percent of the company’s 
revenue. Those in the “20” category 
include the remaining 20 percent of 
the company’s revenue.

Companies use transaction data 

to segment customers and prod-
ucts into two groups based on their 
revenue contribution.

The chart in Figure 1 is a nice way 
to organize customers and products 
for the 80/20 model. “A” Customers/
SKUs are those that account for 80 
percent of the revenue. “B” Custom-
ers/SKUs account for 20 percent of 
the revenue (hence the name 80/20).

Companies can place their individ-
ual customers, SKUs, and services on 
this chart or use hierarchies and fami-
lies as an alternative.

Basic Pricing Principles of 80/20
There are a few simple pricing 

moves prescribed by 80/20. The most 
basic of them is to dramatically in-
crease the price in quadrants three 
and four, which results in significant 
price increases for 20’s customers.

Many businesses that are using the 
80/20 model are deathly afraid of rais-
ing prices for their 80’s customers. In 
fact, the focus is on overserving 80’s 
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customers because that is where the 
least complexity and biggest growth 
opportunities are.

However, price increases aren’t the only 
pricing strategy for companies using the 
80/20 process. You can use a layered ap-
proach to the 80/20 model that drives sig-
nificant profit improvement in addition to 
the more traditional cost savings that come 
from the 80/20 process.

The Layering Process and Segmenta-
tion for 80/20 Pricing

Businesses using the 80/20 model 
have already organized clients into an 80 
or 20 category based on internal data and 
analyses. However, further refinement by 
layering pricing segmentation overtop of 
the 80/20 model is critical to optimize out-
comes and reduce pricing leaks.

By having a margin driven cross-section 
of customers and products, a clearer pic-
ture forms of which products or custom-
ers need specific pricing actions.

From a cost and complexity perspec-
tive, the four-quadrant chart in Figure 2 is 
still an effective way to organize custom-
ers for the 80/20 model. To create a dif-
ferent view for pricing, we use margin and 
discount data, placing customers, SKUs, 
and services into the quads to create a new 
layer or view of the four-quadrant chart.

After organizing customers and prod-
ucts into each of the four quadrants, the 

next step is to focus on the 
first quadrant and further 
segment to make better, 
more targeted pricing strat-
egies. To do this, a com-
pany can apply a scoring 
system to reveal how the 
current customer base or 
product portfolio scores 
within each quadrant.

Scoring refers to the 
product’s pricing power. 
Not every 80’s product 
in a company’s portfolio 
will have the same pricing 
power, but when you seg-
ment the products by pric-
ing power within a quadrant 
you can uncover increased 
margin opportunities.

A useful tactic to con-
sider at this stage is to run 
the 80/20 pricing analysis 
separating those products 
sold directly to customers or to OEMs 
from those sold through distributors. Often 
it also helps to separate parts from origi-
nal equipment.

When a company has thousands of 
products and customers the potential to 
save money in terms of cost, and explore 
untapped opportunities to make more 
money by pricing for value is very powerful.

To identify pricing inconsistencies 

within each quadrant, a business must:
• Interview customers and internal 

stakeholders
• Conduct an analysis of pricing data
• Work with the company’s 80/20 

stakeholders
To better understand pricing oppor-

tunities, ask these questions:
1. What prices are quoted to custom-

ers for these products?
2. Are these customers offered an in-

centive program?
3. What is the value and pricing power 

by product and customer?
4. What is the net margin or discount 

alignment?
Note: Criteria that you use for scoring 

should ideally be in your data. For exam-
ple, some of the criteria we have used for 
Products include revenue, growth and to-
tal price. But there can be several more 
depending upon your data.

Once a layered and segmented pricing 
approach has been successfully imple-
mented in the first quadrant, the business 
can then move onto the second quadrant 
and refine strategies through segmenta-
tion. Then to the third and fourth quadrants.

Identify and Correct Inconsistencies
Many customers in quadrant one often 

receive essentially the same discount as 
those in quadrant three. In one example, 
the difference between customers in the 
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Figure 1: The Quad Chart is created by using 
revenue data: “A” Customers/SKU’s account 
for 80% of the total revenues, “B” Custom-
ers/SKU’s account for 20% of total revenues

Figure 2: Pricing Power – Misaligned

80/20 is a process of sorting products and customers into two categories: those in the “80” category 
comprise 80 percent of the company’s revenue. Those in the “20” category include the remaining 20 
percent of the company’s revenue. 

Companies use transaction data to segment customers and products into two groups based on their 
revenue contribution. 

The following chart is a nice way to organize customers and products for the 80/20 model. “A” 
Customers/SKUs are those that account for 80 percent of the revenue. “B” Customers/SKUs account for 
20 percent of the revenue (hence the name 80/20). 

Companies can place their individual customers, SKUs, and services on this chart or use hierarchies and 
families as an alternative. 

 

Basic Pricing Principles of 80/20 

There are a few simple pricing moves prescribed by 80/20. The most basic of them is to dramatically 
increase the price in quadrants three and four, which results in significant price increases for 20’s 
customers. 

Many businesses that are using the 80/20 model are deathly afraid of raising prices for their 80’s 
customers. In fact, the focus is on overserving 80’s customers because that is where the least 
complexity and biggest growth opportunities are. 

However, price increases aren’t the only pricing strategy for companies using the 80/20 process. You can 
use a layered approach to the 80/20 model that drives significant profit improvement in addition to the 
more traditional cost savings that come from the 80/20 process. 

The Layering Process and Segmentation for 80/20 Pricing 

Businesses using the 80/20 model have already organized clients into an 80 or 20 category based on 
internal data and analyses. However, further refinement by layering pricing segmentation overtop of the 
80/20 model is critical to optimize outcomes and reduce pricing leaks. 

By having a margin driven cross-section of customers and products, clearer picture forms of which 
products or customers need specific pricing actions. 

From a cost and complexity perspective, the abovementioned four-quadrant chart is still an effective 
way to organize customers for the 80/20 model. To create a different view for pricing, we use margin 
and discount data, placing customers, SKUs, and services into the quads to create a new layer or view of 
the four-quadrant chart. 

After organizing customers and products into each of the four quadrants, the next step is to focus on the 
first quadrant and further segment to make better, more targeted pricing strategies. To do this, a 
company can apply a scoring system to reveal how the current customer base or product portfolio 
scores within each quadrant. 

Scoring refers to the product’s pricing power. Not every 80’s product in a company’s portfolio will have 
the same pricing power, but when you segment the products by pricing power within a quadrant you 
can uncover increased margin opportunities. 

 



November 20184Pricing Advisor

Pricing

Advisor

CONTINUED ON NEXT PAGE �

Pricing Transformation: 

Decision Making Required, 

Software Optional

Pricing transformations are a big topic in the business 

world, but many companies do not understand how to 

bring such a transformation into fruition. In this article, 

the author explores the key cultural and organization-

al changes required to implement meaningful pricing 

change. Tim J. Smith, PhD is the founder and CEO of 

Wiglaf Pricing, adjunct professor at DePaul Universi-

ty, and Academic Advisor for the Certified Pricing Pro-

fessional designation. His most recent book is Pricing 

Done Right:  The Pricing Framework Proven Success-

ful by the World’s Most Profitable Companies (Bloom-

berg Financial, 2016). He can be reached at tsmith@

wiglafpricing.com.

July 2018

Pricing Transformation: 

Decision Making Required, 

Software Optional 1

Three Lessons That Both  

Buyers and Sellers  

Should Learn 5

Do You Know Who Is 

Training Your Sales Team? 7

How to Develop a Winning 

Pricing Structure in Retail? 9

contents

by Tim J. Smith
Ph.D.

Ø CONTINUED on 3 Ø

P
ricing transformations are a 

hot topic. People have been 

preaching to CEOs, CFOs, 

CMOs, and CCOs for years 

that a 1% improvement in price can 

lead to 8 to 13% improvement in prof-

its. Even better, experience has shown 

that 1% improvement is a low-estimate 

of the expected outcome of a pricing 

transformation. Pricing transforma-

tion efforts routinely deliver two ad-

ditional margin points, and have been 

observed to deliver an additional 9% 

to margins. But where is the origin of 

these improvements, and how do com-

panies get this improvement?

Pricing Transformation is a Trans-

formation in Decision Making

At its core, pricing transformations 

is about transforming how organiza-

tions make decisions regarding pric-

ing. It is a transformation of the pro-

cesses used in pricing, the people 

engaged in pricing decisions, the in-

formation applied to pricing decisions, 

and the goals of those pricing deci-

sions. It is an organizational structur-

al change to align with the corporate 

strategy and goals.

A wide variety of coordinated profit-

focused decisions are required to drive 

a strong pricing transformation. These 

profit-oriented decisions will coordi-

nate list prices, target prices, commer-

cial policy, tactical price management, 

and sales-incentives towards more ac-

curate pricing.
It isn’t a single decision nor single 

process that delivers the improve-

ment, but rather the coordinated ef-

fort across many decision points, pro-

cesses, and routines to ensure pricing 
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80 and 20 categories was one 
percent. We would expect the 
difference to be more like 30 to 
40 percent. This inconsistency 
meant that the company was 
leaving 29 to 39 percent mar-
gin on the table across all four 
quadrants.

Other common inconsisten-
cies are often found around net 
margins and list price. A lay-
ered approach to pricing in the 
80/20 model also helps busi-
nesses identify areas where 
their current pricing practices 
are faulty.

When it comes to shifting a compa-
ny’s core pricing strategies, our four most 
common suggestions include:

1. Stop applying discounts or price in-
creases across the board. Instead, 
focus on the margin each quadrant 
can generate. This strategy will 
yield the best margin on each indi-
vidual product.

2. Let go of past decisions. Offer-
ing legacy products, or discounts 
based on volume or relationship 

will not increase margins. Only of-
fer discounts where it makes sense 
to, based on the quadrant analysis.

3. Examine freight, shipping and dis-
tribution practices for leakages and 
reconsider taking pricing actions 
around these services.

4. Reconsider the pricing of innova-
tive products. If you price the new 
product based on legacy pricing, 
then the new product will often fail 
to yield a significantly better return 

on sales (ROS). Instead, use 
the 80/20 score and segmen-
tation analysis to set pricing 
and capture target margins.

Correcting these pricing 
inconsistencies will increase 
margins significantly. Over-
all, companies find an aver-
age of two to four percent 
increased profitability by over-
laying a segmented pricing 
strategy to their traditional 
80/20 strategy. An annual re-
view of the 80/20 strategy and 
continuous refinement further 
reduces internal costs and 

supports strategic price increases. Impor-
tantly, investors see these price actions as 
sustainable and equal to creating long-
term value through price effectiveness.

Refining the 80/20 pricing model year 
after year with a layered approach provides 
a better return on investment and moves 
a firm away from legacy pricing practices 
or basic cost reductions to improve per-
formance. v
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A Layered and Streamlined Approach to Pricing 

Is there such a thing as selling too many products or having too many customers? The resounding 
answer is ‘yes’! Many successful industrial manufacturing companies have proven it by using the 80/20 
process developed and refined at Illinois Tool Works. 

80/20 is a proven methodology for reducing complexity, which decreases costs and dramatically 
improves profits, but there is one area that 80/20 does not do a great job of addressing and that 
is pricing. For this reason, pricing is a major opportunity for companies using the 80/20 process to 
increase revenue and price effectiveness. 

First, let’s briefly review what the 80/20 process is and how it works. 
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