
CORRECTION: The March 2006 issue of The Pricing Advisor newsletter in-
correctly identified authors Jens Baumgarten and Georg Wuebker as members 
of the Strategic Pricing Group. They are of course leading consultants at Si-
mon-Kucher and Partners, the largest pricing consulting firm in the world.
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Have a pricing article, case study 
or story to share? Send articles to 

editor@pricingsociety.com.

Pricing-related, profit-eroding 
behaviors occur daily in many 
companies because pricing has 
not been viewed as a value cre-

ating discipline to manage, but merely 
buried among the four “P”s of market-
ing: product, promotion, price and place. 
This relegation masks its strategic im-
portance and paves the way for profit 
erosion. We believe it is time to break 
out price as a professionally managed 
discipline. 

Why Create Pricing Teams? 
The benefits of managing price, 
particularly via pricing teams, have 
become increasingly obvious. AMR 

Research has concluded that constructive 
pricing behaviors and initiatives typically 
increase contribution margin up to 50%, 
lift gross margin between 10% and 15% 
and raise revenue by 1% to 2%. 

To deliver the revenue and margin uplift 
cited above, the pricing discipline must 
be built on three fundamental ideas: 

Ownership. A clear owner of pricing 
creates constructive interaction between 
stakeholders, including marketing, sales, 
and finance groups. Such an owner fa-
cilitates conflict resolution between these 
groups and can drive a company to-
wards optimal results. An effective pric-

Price discipline is a required prac-
tice to maximize revenues and prof-
its. There are three keys to building 
a world-class team. At many com-
panies, pricing has been little more 
than an afterthought. Too often, 
firms determine a product’s speci-
fications, development plans and 
marketing strategy before thinking 
about its price. With no clear owner 
and little accountability, poor pric-
ing policies leak millions in corporate 
revenue daily. This article by Jeffrey 
Johnson of Rapt shows why he be-
lieves it is time to break out price as 
a professionally managed discipline. 
You can learn more about Rapt at 
www.Rapt.com.

How to Organize the 
Pricing Discipline

How to Organize the  
Pricing Discipline

Game Theory Pricing

Prices, Margins and Discounts

PPS Happenings 1984-2006, Now in its 23rd year

With the exponential increase in knowl-
edge of pricing and its importance to the 
success of today’s corporations, the pro-
fession is asking for an educational pro-
gram to certify that pricers with the CPP 

designation not only have a working understanding of pricing strategies and 
techniques, but also have training in specific pricing issues unique to their in-
dustry. The Certified Pricing Professional designation (CPP) is a new multi-
staged program designed to better support, educate and elevate the pricing pro-
fessional. We will accomplish this with a broad curriculum taught by leaders 
in the pricing profession followed by rigorous testing. For more information, 
please contact Dennis Bickel, Vice President — Marketing & Client Services at 
dennis@pricingsociety.com. Or go to www.pricingsociety.com/cpp_training.
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ing team is the single owner for price, yet 
ensures that all voices are heard appro-
priately. 

Consistency. Consistent guidelines, 
policies and pricing metrics ensure that 
list prices and discounts send meaning-
ful signals to the market. A high perfor-
mance pricing team ensures that pricing 
guidelines and discounts are defined and 
followed. Exceptions are managed with-
in the context of these guidelines. 

Alignment with corporate goals. A co-
ordinated pricing team ensures individu-
al groups within the company act in the 
corporate interests rather than in self-in-
terest. This prevents the rise of fiefdoms 
that subvert company goals. An empow-
ered pricing team can ensure that the 
overall company goals are placed above 
the interests of any particular person or 
group. 

The issues described below can be re-
solved by creating and empowering a 
pricing team. While there are many dif-
ferent factors to consider when build-
ing a world-class pricing team, there are 
three principles that are shared by best-
in-class pricing organizations:

t Match the design of the pricing orga-
nization to the dynamics of the target 
market

t Develop a pricing strategy with clear 
executive support

t Deliver price support, analysis and en-
forcement across the organization 

Match Pricing Organization 
to the Target Market 
One of the fundamental decisions 
when building a successful pricing 
team is its organizational structure. A 
structure that works for one company 
could have disastrous consequences at 
another. Before the appropriate structure 
is selected, the fundamental business 
dynamics within a given market must 
be understood. The key attributes 
to consider are the level of customer 
commonality, product features, proximity 
to an exchange and channel structure.

Choosing the right 
organizational model 
is critical to success. 
Building a pricing team 
from the wrong blueprint 
can have undesirable 
consequences.

Customer commonality is the level 
at which customers are shared across 
a company’s business units or product 
portfolio. If the same customers purchase 
products across the product portfolio, 
the pricing decision must take the entire 
relationship with the customer into ac-
count rather than focus solely on indi-
vidual products or transactions.

Product features refer to the degree to 

may need to manage prices. In terms of 
manufacturing resources, if all products 
come from a single factory or products 
use the same raw materials, then the 
pricing decision must take an inherent 
trade-off between supply and price into 
account and make the best decision for 
the company as a whole.

Proximity to an exchange refers to how 
the degree of influence a trading-based 
marketplace has on product prices. For 
example, mortgage prices are greatly 
influenced by the cost of capital, which 
depends on prices and yields of the un-
derlying instruments as determined by 
the financial markets. The volatility of 
these markets and the speed required to 
capitalize on opportunities suggest that 
a more coordinated pricing team is nec-
essary to ensure changes are understood 
and opportunities are captured.

Channel structure is the number of 
outlets by which a company’s products 
are sold. The more channels a company 
has, the more important it is to have co-
ordination across them to ensure price 
consistency.

Appropriate Models 
A centralized pricing organization brings 
all pricing analysis and authority into a 
single organization. This structure is best 
suited for businesses with similar product 
features and common customers because 
it ensures the following practices:

l Company speaks to its customers with 
one voice. With a centralized pricing 
team, the company speaks to customers 
about price and discounts in a unified 
way.

l Understands and accommodates sup-
ply trade-offs. A centralized pricing team 
can use price to allocate supply effective-
ly when it is limited, or to drive demand 
to certain products when there is excess 
inventory.

Center-led pricing groups consist of a 
single team that provides support to the 
business units, who retain decision-mak-
ing authority. This structure is appropri-
ate when coordination between business 

which the functionality of the compa-
ny’s products themselves are similar and 
the degree to which manufacturing re-
sources are shared across a company’s 
product portfolio. If all of the company’s 
products have very similar attributes, a 
single team should manage prices to en-
sure price consistency. However, if the 
products have a wide range of attributes 
that are managed by distinct business 
units, then each individual business unit 
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units is necessary and a purely central-
ized pricing team is not feasible. These 
groups are best used in companies that 
have a strong business-unit orientation.

Division-specific culture, operational is-
sues and P&L responsibility all indicate 
that final pricing authority should not be 
located in centralized pricing team. This 
structure ensures that pricing issues are 
coordinated across business units.

A center-led team provides many advan-
tages in such a company, including:

n Driving price and revenue manage-
ment activities systematically across busi-
ness units and up to the executive level

n Providing consistent, rigorous analyti-
cal support

n Driving consensus on issues requiring 
broader, cross-unit review

Failing to establish a center-led pric-
ing function under circumstances that 
demand one can cause problems. We 
worked with a global technology manu-
facturer in a business-unit led environ-
ment, with high customer and product 
commonality, that failed to establish 
strong executive support and center-led 
pricing. This resulted in uncoordinated 
pricing actions based on rhetoric and 
anecdote in the marketing organization, 
which amplified the problems their prod-
ucts faced in the marketplace.

Decentralized pricing groups should be 
used when a company’s businesses are 
completely autonomous and do not share 
customers or product features. For ex-
ample, GE’s aircraft engine and health 
care divisions have very distinct sources 
of supply, very distinct products and very 
different customer bases. Therefore, a 
separate pricing team to support each di-
vision is clearly appropriate.

Develop a Pricing Strategy 
With Executive Support
Pricing is where strategy meets reality; 
it is at the intersection of company 
vision and market desires. Due to the 
far-reaching impact of pricing, it is 
important that the pricing team has 
the authority and capacity to drive and 
defend its decisions with all stakeholders. 
Since effective pricing is anchored in the 
company vision, executive commitment 
to pricing discipline is required.

Pricing is anchored in the company vi-
sion insofar as it represents the perceived 
economic value of the firm’s products to 
its customers. This vision is manifested 
in the pricing strategies set by company 
executives. The pricing strategies set at 
the executive level should focus on ar-
ticulating clear price and discount guide-
lines that are relevant to the markets the 
company serves. The details of the im-
plementation, management, and analysis 
of these policies fall to the pricing team. 

One approach the company leadership 
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 Company speaks to its customers with one voice.  
With a centralized pricing team, the company 
speaks to customers about price and discounts in 
a unifi ed way

 Understands and accommodates supply trade-
offs.  A centralized pricing team can use price to 
allocate supply effectively when it is limited, or 
to drive demand to certain products where there 
is excess inventory 

As the single owner of pricing, the centralized team 
can drive price consistency across the product port-
folio and ensure compliance of policies across the 
company.

Center-led pricing groups consist of a single team 
that provides support to the business units, who 
retain decision-making authority.  This structure is 
appropriate when coordination between business 
units is necessary, and a purely centralized pricing 
team is not feasible.  These groups are best used in 
companies that have a strong business-unit orienta-
tion.  Division-specifi c culture, operational issues 
and P&L responsibility all indicate that fi nal pricing 
authority should not be located in centralized pricing 

team.  This structure ensures that pricing issues are 
coordinated across business units.

A center-led team provides many advantages in such 
a company, such as: 

 Driving price and revenue management activities 
systematically across business units and up to 
the executive level 

 Providing consistent, rigorous analytic support

 Driving consensus on issues requiring broader, 
cross-unit review

Failing to establish a center-led pricing function 
under circumstances which demand one can cause 
problems.  We worked with a global technology 
manufacturer in a business-unit led environment with 
high customer and product commonality which failed 
to establish strong executive support and center-led 
pricing.  This resulted in an uncoordinated pricing ac-
tions based on rhetoric and anecdote in the market-
ing organization which amplifi ed the problems their 
products faced in the marketplace.

Decentralized pricing groups should be used when 
a company’s businesses are completely autonomous 

Centralized

High Low

Center-led Decentralized

High Low

High Low

High Low

Number of customers that 
buy across business units

Number of channels for 
product distribution

Proximity to an exchange

Degree to which product
features are shared across

business units

can take is to form a “pricing coun-
cil” to review and ratify the decisions of 
the pricing team. This council provides 
the necessary bridge between strategy 
and execution. The council should con-
sist of executives in the areas of pricing, 
finance, marketing, sales and product 
management — even operations, for 
companies with inventory management 
challenges. The exact membership de-
pends on which executives in the compa-
ny have insight or impact on the pricing 
decision.

The pricing council should have a stand-
ing meeting in which the pricing team 
presents its strategic and key operational 
analyses to the pricing council, which 
then either accepts the analysis or re-
quests additional work. Areas of focus 
for the council include the implications 
of supporting different price points, 
changing discount structures and modi-
fying customer tiering. The council 
should not focus on reviewing and ap-
proving individual deals. This should 
be done at lower levels of the organiza-
tion using the strategy articulated from 
the council. There will be exceptions in 
which a significant deal is reviewed by 
the council, but these should be few and 
far between.

Delivering Profit 
Improvement
Once in place, pricing teams can deliver 
significant improvement to companies, 
including:

t Cross-product interaction. It is the 
rare company that does not have to cope 
with the cross-product interaction of 
price changes to their products (cross 
elasticity). A thorough analysis of this is-
sue ensures that a price change will have 
a positive overall impact on the company 
and yield significant benefit to the bot-
tom line.

t Pricing coordination. As stated before, 
the pricing team manages a corporation’s 
regular pricing council meeting. This 
support role ensures coordination among 
all relevant parties and provides profit-
ability improvement through corporate 
pricing alignment.
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t Discount guidelines. Tightening up 
rogue sales agent discounting practices 
can improve the bottom line dramati-
cally by eliminating profit-eroding be-
havior.

However, pricing teams are only able to 
deliver such improvements when they fo-
cus on three main responsibilities: analy-
sis of data, support of processes and en-

forcement of policies and decisions.

Analysis
Perhaps the initial focal point for any 
pricing team is analysis that facilitates 
informed decisions. These analyses 
must include strategic, operational, and 
tactical considerations so a more holistic 
and complete view can be considered.

n Strategic analysis. Strategic analysis 
examines the long-term impact of high 
level decisions. For example, an analy-
sis that examines the impact of chang-
ing the fundamental pricing model (e.g., 
the impact of moving to an everyday low 
price model or the impact of switching 
away from a razor-razorblade model). 
These analyses provide information re-
quired for executives to make an in-
formed decision.

n Operational analysis. Operational 
analysis examines the near-term impact 
of price decisions. The setting of month-
ly, supply-aware price targets is a typical 
example. Once this analysis is complete 
and ratified, the resulting price list can 
be sent to the sales team to be executed 
upon. These operational analyses are 
generally much more granular in the 
time dimension than strategic analyses.

n Tactical analysis. Finally, tactical anal-
ysis looks at the immediate impact of an 
individual transaction or deal. One such 
example is deal analysis/management. 
Deals can be examined against estab-
lished guidelines to determine if they are 
acceptable or not. 

A well-run pricing organization concur-
rently executes several versions of each 
type of analysis. Of course, different 
decision makers will be the recipients of 
different analyses. For example, the out-
put from a strategic analysis should be 
tailored to the CEO and executive team, 
while deal analysis should be tailored to 
the needs of business unit and sales lead-
ership.

Support
The next key function of the pricing 
team is to support a variety of groups 
in the corporation that can alter price. 
This support takes the form of owning 
pricing-related meetings; ensuring 
business processes are up-to-date, 
accurate and followed; and general 
coordination around pricing. 

This support role is critical since it en-
sures all stakeholders are involved in 
decision-making and are also given spe-
cific, actionable data to facilitate pricing 
decisions. For example, the pricing team 
should take input from the sales force re-
garding the current pricing practices and 
then provide the sales force with price 
targets and guardrails for each product 
once the strategy is set and the analyses 
complete.

By providing this support role, the pric-
ing team is able to coordinate pricing 
processes and initiatives for the com-
pany. This ensures all parties are aligned 

and processes are efficient.

Enforcement
Finally, a pricing team should play an 
enforcement role within the company. 
This enforcement can take many forms 
including:

l Analyzing an individual deal to en-
sure compliance with the published price 
and discounting guidelines

l Reviewing that salesperson discount-
ing behaviors validate discounting prac-
tices

l Ensuring customers follow through on 
contractual commitments for volumes or 
market share

The pricing team should review orders 
on an exception basis to ensure compli-
ance with the established pricing and 
discounting guidelines. If an order fails 
to meet the guidelines, it should be re-
jected and sent back to the sales person 
for renegotiation.

Companies with “deal desks” that review 
and approve individual deals are already 
providing enforcement at this level. In 
some situations, these teams can be in-
tegrated into pricing teams (especially 
for those that have centralized organiza-
tion). For situations in which direct in-
tegration is not feasible, a strong collab-
orative relationship should exist between 
the two with ultimate pricing authority 
resting with the pricing team.

This enforcement role is critical as it 
gives the pricing team the authority to 
enforce price compliance and adherence 
to pricing guidelines, and drives course 
corrections as necessary. 

We worked with a media company that 
drove a sales-wide initiative for price 
discipline and eliminated maverick dis-
counts that improved ASPs by over 
50%. Without providing this enforce-
ment role, the pricing team (or deal desk, 
if necessary) would be unable to back up 
the established policies and guidelines, 
and price control will slip away.

Understanding cross-
product interaction, 
coordinating pricing 
and managing discount 
guidelines can deliver 
profit improvement.




