
Pricing

Advisor

CONTINUED ON NEXT PAGE �

A Pricer’s Guide to 
Navigating Tariffs 

The topic of tariffs has recently gained momentum 
throughout the pricing space, and specifically in indus-
trial and manufacturing markets. To help pricing pro-
fessionals grapple with some of the complexities of tar-
iffs, and view them as an opportunity to evaluate cost 
structure and explore opportunities to tighten up pric-
ing processes, in this article, the author has outlined 
a 3-Step Process to help guide price adjustment deci-
sions and strategy. Author Paul Hunt is the president of 
Pricing Solutions and a frequent PPS presenter, instruc-
tor, and contributor. He can be reached at phunt@pric-
ingsolutions.com.
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T
ariffs are a hot topic in indus-
trial markets. Companies are 
trying to manage the 25% tar-
iffs on steel and 10% tariffs 

on aluminum, going into effect later 
this year, while product exceptions are 
still being determined. Many organiza-
tions are looking to finance and pric-
ing teams to help assess the situation, 
alleviate internal uncertainty and pro-
vide realistic options to maintain prof-
itability. To help pricing professionals 
grapple with some of the complexities 
of tariffs we’ve listed a 3-Step Process 
to help guide your price adjustment 
decisions and strategy.

Step 1: Understand the  
Impact of Tariffs

Successful manufacturers con-
stantly manage their capacity and 
production mix to optimize operation-
al efficiencies and profit at the port-
folio level. However, as tariffs dispro-
portionally impact different products, 
it becomes critical to have a more 

granular view of how changes in cost 
impact overall profitability. A classic 
tool in the pricing toolkit is the price 
waterfall analysis. Visualizing the im-
pact of tariffs on your waterfall could 
help guide decisions related to price 
changes and production allocation.

Figure 1 is an example of a price 
waterfall that looks at the portfolio im-
pacted by tariffs and the portfolio that 
is not impacted by tariffs. In our ex-
ample, we measured ‘actual cash re-
ceived’ or pocket price vs. list price to 
understand the effect of tariffs. On the 
waterfall charts, we can see a pock-
et price of 33% on the portfolio that 
was not impacted by tariffs vs. 28% 
on the portfolio that was impacted 
by tariffs. We can also visualize the 
various levers that could be pulled to 
mitigate the impact of tariffs. We can’t 
stress enough the importance of hav-
ing clear visibility into all the options at 
your disposal to make informed busi-
ness decisions.
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Step 2: Measure the  
Impact of Cost Changes

When costs are changing it is impor-
tant to understand how they impact prof-
itability. A great tool in your arsenal is the 
financial breakeven analysis. The financial 

breakeven analysis allows you to model 
what could happen to volume, price, and 
margin as your cost structure changes. In 
the scenarios below we illustrate how cost 
and price changes could be analyzed to 
mitigate the impact of tariffs.

Scenario 1: Maintaining Profitability 
Through Increased Sales  
Using breakeven analysis, we can see that 
a tariff that increases your variable costs 
by 7.5% would require a 10% increase in 

Ø CONTINUED, next page Ø

Figure 1: Price Waterfalls

 

Step 2: Measure the Impact of Cost Changes 

When costs are changing it is important to understand how they impact profitability. A great tool in your 
arsenal is the financial breakeven analysis. The financial breakeven analysis allows you to model what 
could happen to volume, price, and margin as your cost structure changes. Below we illustrate how 
cost and price changes could be analyzed to mitigate the impact of tariffs. 

• Scenario 1: Maintaining Profitability Through Increased Sales   

Using breakeven analysis, we can see that a tariff that increases your variable costs by 7.5% would 
require a 10% increase in sales volume to maintain current levels of profitability based on the margin 
structure of the business. 

• Scenario 2: Maintaining Profitability Through Price Adjustment 

The breakeven analysis also shows us that if volumes are expected to remain flat then the cost of the 
tariff would need to be passed onto your customers through a 4% price increase to maintain current 
levels of profitability. 

 

Step 3: Select the Optimal Option for Mitigating the Impact of Tariffs 

Knowing how to structure and execute price increases requires a targeted approach with a well-planned 
communication strategy to ensure success. When it comes to tariffs you will likely have several ways to 
pass along the price increase. Possible options include: 

1. Develop Tariff Surcharges – surcharges are flexible and a can be a powerful tool for executing 
temporary price adjustments. 

2. Tighten Discount Policy – establish new or enforce existing pricing guardrails to limit 
discounting, especially on products that are directly impacted by tariffs. 

3. Adjust List Price – although more of a permanent fix, list price adjustment sends a signal to your 
customers and the market that you are confident of your value proposition and intend to 
protect the integrity of the business. 

Once you select the best approach for your business it is time to get your sales team on board and 
fully trained on how to communicate and execute your tariff strategy. 

Instead of looking at tariffs as a burden to the business we encourage you to view it as an opportunity to 
evaluate your cost structure and explore opportunities to tighten up your pricing process. Changes in 
market dynamics also allow you to connect with customers and reinforce the value you deliver. Making 
price adjustments are never easy but with internal commitment and organizational alignment, your 
company will continue to succeed through these uncertain times. 

Figure 2 
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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.
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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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sales volume to maintain current levels of 
profitability based on the margin structure 
of the business.
Scenario 2: Maintaining Profitability 
Through Price Adjustment
The breakeven analysis also shows us 
that if volumes are expected to remain flat 
then the cost of the tariff would need to 
be passed onto your customers through 
a 4% price increase to maintain current 
levels of profitability.

Step 3: Select the Optimal Option for 
Mitigating the Impact of Tariffs

Knowing how to structure and execute 
price increases requires a targeted ap-
proach with a well-planned communica-
tion strategy to ensure success. When it 
comes to tariffs you will likely have sever-
al ways to pass along the price increase. 
Possible options include:

1. Develop Tariff Surcharges – sur-
charges are flexible and a can be a 
powerful tool for executing tempo-

rary price adjustments.
2. Tighten Discount Policy – estab-

lish new or enforce existing pricing 
guardrails to limit discounting, es-
pecially on products that are direct-
ly impacted by tariffs.

3. Adjust List Price – although more 
of a permanent fix, list price adjust-

ment sends a signal to your cus-
tomers and the market that you are 
confident of your value proposition 
and intend to protect the integrity 
of the business.

Once you select the best approach 
for your business it is time to get your 
sales team on board and fully trained 

on how to communicate and execute 
your tariff strategy.

Instead of looking at tariffs as a bur-
den to the business we encourage you 
to view them as an opportunity to evalu-
ate your cost structure and explore op-
portunities to tighten up your pricing 
process. Changes in market dynamics 

also allow you to connect with custom-
ers and reinforce the value you deliver. 
Making price adjustments are never easy 
but with internal commitment and orga-
nizational alignment, your company will 
continue to succeed through these un-
certain times. v

Knowing how to structure and execute price increases requires a 
targeted approach with a well-planned communication strategy 
to ensure success.
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