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Why Is Sales Pricing  
So Important?

Pricing and sales teams do not 
always get along. Pricers some-
times think that reps are eager 
to give away profit to close a 

deal, while the sales group may dub their 
pricing colleagues “the Sales Prevention 
Department.” 

This sorry state of affairs pushes some 
firms to wage internal battles, rather 
than focusing on maximizing their ef-
forts to deliver value to customers. Un-
fortunately, the problem is more than 
just fear of the unfamiliar. 

Many companies have created incen-
tives that push sales and pricing in dif-
ferent directions. While the idea of per-
fect alignment in a large organization is 
more of an ideal than a practice, align-
ing pricing and sales more closely to-
gether will provide a big boost to both 
groups—and to the bottom line.

For companies that negotiate prices with 
their customers, that one activity will 
have more influence on profitability than 
anything else. You have probably heard 
the mantra that “a 1% price improve-
ment will lead to an 11% profit improve-
ment.”  

For firms that negotiate, that 1% comes 
during the negotiations. Improvements 
in list prices, volume discounts, and oth-
er published pricing policies have little 
effect if you cannot control the outcome 
of your negotiations. 

Firms typically reward sales representa-
tives based on revenue. This has the ad-
vantage of being relatively easy to mea-
sure, and it allows the company to hide 
sensitive profit information from a sales 
rep who may be working for a competi-
tor next quarter. 

However, Econ 101 suggests that this 
incentive structure may not align well 
with duties to shareholders to maximize 
profit. Simply put, it’s easier to sell more 
units, and make more revenue, at lower 
price points. 

However, it’s harder to actually make 
a profit. A company making 10% mar-
gins will have to sell twice as many units 
to earn the same profit if it discounts an 
extra 5%.

To offer a conservative estimate, let’s say 
the company ends up discounting an ex-
tra 2%, putting margins at 8%. To make 
the same profit, it now has to sell 25% 
more units. 

In some cases, this may be entirely rea-
sonable. It is a good plan if:

1. You are not constrained in the supply 
chain or production.

2. You are not constrained in sales or dis-
tribution.

3. You are not constrained in service 

or support.

4. Your prices put you in a highly elastic 
part of the demand curve (price elastic-
ity of demand >= 25%/-2% >= -12.5).

Note that items 1-3 do not relate directly 
to pricing (although we like to say “you 
don’t have a supply problem, you have a 
pricing problem”). Item 4 is a pricing is-
sue, but it can be hard to calculate, es-
pecially in complex negotiating environ-
ments. 

Let’s assume for now that we meet these 
conditions, cut prices, and achieve a 25% 
increase in unit sales. This could result 
from higher close rates and bigger orders, 
meaning that sales delivers 25% more 
revenue for the same amount of work 
(and profit). In other words, the sales 
team gets more revenue out of the same 
pipeline and activities. 

Or, it could mean that sales has to pur-
sue more leads, deal with more custom-
ers, make more calls, and spend more 

When sales reps negotiate prices, they 
may end up influencing a company’s 
bottom line more than the pricing 
team. Not surprisingly conflicts often 
break out between the two groups—
which firms do little to resolve ef-
fectively. Reuben Swartz and Lian 
Wang, Ph.D. both of Mimiran (a top 
pricing consultancy), show how to re-
solve these differences. They also de-
scribe five critical steps that manage-
ment can take to help sales reps price 
(and sell) effectively. To learn more, 
you can reach them at: Reuben@ 
Mimiran.com and Lian@Mimiran 
.com.

Five Ways to Improve Sales Pricing

It is a good plan if you 
are not constrained 
in the supply chain or 
production.
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time selling. This means busier reps and/
or more reps, which means higher costs. 

Let’s assume for now that the sales team 
delivers 25% higher volume, without a 
single additional sales activity, simply 
by closing larger orders at a higher rate. 
Let’s also assume that we can meet this 
increased volume requirement without 
adding to fixed costs in production (new 
plants, new employees, overtime) or dis-
tribution (new employees, trucks). 

With 25% more units going out the 
door, there will be additional service 
costs. If we sell the product at low mar-
gin, or even at a loss, to 
generate lucrative service 
contracts, we may now be 
in a great position to reap 
the rewards. But we have 
conditioned customers to 
ask for more discounts, so 
initial projections about 
service margins may be too 
optimistic. 

However, if we incur some 
or all of the service costs, 
include phone support, ser-
vice calls, warranty repairs, 
and replacements, our back-
end costs may go up consid-
erably. We may also spread 
customer support efforts 
across more people and more customers, 
diluting competitive differentiation with 
the most important accounts.

On the other hand, what if we could 
reduce discounts by �%?  In effect, this 
is a �% price increase. The same unit 
volume now yields �0% more profit. 
Or, we can earn the same profit on 17% 
less volume. 

In addition to immediate benefits, these 
scenarios may offer ways to reduce other 
costs and offer more cash for investment 
in new products, expansion, and other 
strategic projects.

Here are five ways to help your sales 
team price (and sell) more effectively.

5.  Get Out of the Way 
As noted earlier, sales teams sometimes 
refer to the pricing group as the “Sales 
Prevention Department.” Even more un-
fortunate is the reality that the pricing 
team may have earned the moniker. 

It’s one thing to prevent sales at the 
wrong price; it’s another to slow down 
discount requests that receive approval, 
anyway. Some executive groups insist on 
final “approval” over most or all deals. 
However, in some cases approvals rates 
reach 100%. If you’re going to approve 
the prices anyway, why hold up the sales 
cycle?

4. Focus on the True Exceptions 
If you are starting to manage sales dis-
counts actively, you probably don’t want 
to insist on re-pricing every single deal. 
First, you’ll run into the problem we dis-
cussed above. Second, your sales team 
will revolt. Third, the 80/20 rule sug-
gests that most of the benefit will come 
from focusing on a small subset of the 
deals. These are the true exceptions. 

Do not try to spread your efforts across 
every negotiation, paying each cursory 
attention, and not being able to mount 
a strong case when you really want to 
change a price. Spend five times the 
energy and analysis on the critical ones 
and “get out of the way” of the others 
which leave you with limited room for 
improvement. 

3. Align Incentives 
Most sales organizations compensate 
their representatives based on revenue. 
This has the advantage of simplicity, but 
the disadvantage that it rewards lower 
pricing. Small variations in prices make 
minor differences in commissions, but 

can affect profit consider-
ably, as we can see below.

Incentives and profit at 
different price points with 
$850 in fixed and variable 
costs (other than commis-
sion), with a flat 8% com-
mission.

For sales reps under these 
incentive plans, there is 
little economic incentive to 
fight for extra margin. A 
telling example comes from 
Freakonomics authors Ste-
ven D. Levitt’s and Stephen 
J. Dubner’s study of real es-
tate transactions. In theory, 

real estate agents, who share a percentage 
of the sale price, have the same incentives 
as the seller, right?  

The authors compared how the agents 
in Chicago sold houses for their clients 
with how they sold their own homes. The 
agents left their properties on the market 
longer, negotiated harder, and got higher 
prices compared to comparable houses. 
Why?  Getting 3% of an extra $10,000 
was not a strong incentive to put in a lot 
of additional time and work, but getting 
100% (minus taxes) of an extra $10,000 
for their home made a lot of sense.

The intuitive response is to provide in-
centives based on profit instead of rev-
enue. Why pay someone to bring in 
unprofitable business?  Sales teams may 
resist, asking why they should be ac-

Price Commission Profit
$1050 $84 $116
$1000 $80 $70
$950 $76 $24

Figure 1
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countable for the cost side of the equa-
tion, which they do not control. 

However, ultimately, everyone in the 
business should be responsible for profit. 
Philosophy aside, implementing a mar-
gin-based compensation system is com-
plex because cost accounting is impre-
cise. 

Also, few companies reveal sensitive cost 
information to salespeople who may 
be working for a competitor next 
month. Some firms have introduced 
a margin or profit component to their 
compensation plans. However, we 
have found that this must be a sig-
nificant portion of compensation to 
drive real behavioral changes. 

Companies can gain the benefits of a 
profit-based incentive system without 
some of the downsides, by measur-
ing yield against a target price. Criti-
cally, these target prices must vary by 
segment. Also, the compensation curve 
should be shallower below target prices, 
and steeper after them. 

2. Provide the Right Leads 
Like the sales reps, marketing has in-
centives which are only proxies for 

their true contribution to the business. 
While sales incentives often overem-
phasize revenue at the expense of profit, 
marketing incentives often stress quan-
tity of leads over quality. 

The typical response is to establish cri-
teria for qualifying leads to increase the 
chances that the sales team can convert 
opportunities into revenue. 

However, there is huge variability even 
between deals that close. Some are 
highly profitable, while others are mar-
ginally so, or even unprofitable. This 
variability comes, in part, from internal 
forces; but a portion comes from the 
customers themselves. 

Individual buyers will perceive differ-
ent value in the same (or very similar) 
products. The marketing team must 
find these organizations, optimize 
product offerings for them, and deliver 
them as leads to sales.

1. Give Good Pricing Targets 
Salespeople are not pricing experts. 
They are selling experts. They know a 
lot about the situation on the ground, 

but they probably do not have ac-
cess to hundreds of thousands of 
historical data points, segmenta-
tion data, or competitive value/
price information. 

When the pricing group sets a 
“floor,” the sales team often inter-
prets that as the target price. Who 
can blame them, if that is the only 
piece of pricing advice they get?  

A common symptom of this prob-
lem is that discounts spike at the 

floor level. Instead, the pricing group 
should give sales reps real guidance 
based on the context of the deal. This 
guidance, combined with the right 
incentive structure, will help the sales 
reps get the best prices.

When the pricing group sets 
a “floor,” the sales team often 
interprets that as the target 
price. Who can blame them, 
if that is the only piece of 
pricing advice they get?  

With the exponential increase in knowledge 
of pricing and its importance to the success 
of today’s corporation, the profession has 
been asking for a complete educational pro-
gram that certifies Pricers with the Certified 
Pricing Professional (CPP) designation. This 
need is not only to have a working under-
standing of pricing strategies and techniques, 
but also to have training in specific pricing is-
sues unique to their industry. 

The CPP is a new multi-staged program de-
signed to better support, educate and elevate 

the pricing professional. We will accomplish 
this with a broad curriculum taught by leaders 
in the pricing profession, followed by rigorous 
testing.

By earning your CPP designation, you will be 
a pricing expert who knows:

§ How to boost profitability through pricing, 
results through innovation. 

§ How to effectively and efficiently manage 
worldwide pricing in any industry. 

§ How to coordinate and integrate key ac-
tivities that increase profits through effective 
pricing throughout your organization. 

The CPP program will help you advance your 
career while giving you the foundation to im-
prove your company’s competitive position 
and profitability.

Improve Your Career Prospects: 
Become a Certified Pricing Professional 




