
 PRICING
ADVISOR

The

The Pricing Advisor™ is  
published monthly by the 
Professional Pricing Society 
3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933 
www.pricingsociety.com 
Kevin Mitchell, Publisher 
All Rights Reserved © 2011

2011December

A Professional  Pr ic ing Society Publ icat ion

PPS Happenings Serving the Pricing Community Since 1984

Upcoming Events

In This Issue:

Have a pricing article, case study 
or story to share? Send articles to 

editor@pricingsociety.com.

Page 1

Delivering Measurable Results:  
The Path to Profit Improvement

Page 7

The Market Price Myth

Page 5
Customer-Centered  
Pricing Strategy •	 23rd	Annual	Spring	Pricing	Workshops	&	Conference: May 8-11, 2012 / 

InterContinental Chicago O’Hare Airport Hotel / Chicago, IL

•	 23rd	Annual	Fall	Pricing	Workshops	&	Conference: October 23-26, 2012 
/ Omni Orlando Resort at ChampionsGate / Orlando, FL

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Delivering	Measurable	Results:	
The	Path	to	Profit	Improvement

Companies that manage margins suc-
cessfully share two reasons for their suc-
cess: accountability for profit is cascaded 
down the organization and into critical 
operating processes, and margin man-
agement is continuously on the C-level 
agenda. This article outlines four factors 
that the authors say typically contribute 
to the challenge of managing and im-
proving profit margins. Robert Browne 
is a Partner with the marketing business 
unit (M2C) at Monitor Group and 
can be reached at Robert_Browne@
Monitor.com. Josh Lee is a Partner 
with Monitor’s Leadership and Orga-
nization practice and can be reached at 
Josh_Lee@Monitor.com. Mike Stand-
ing is a Senior Partner, leads the firm’s 
practice in Europe, and can be reached 
at Mike_Standing@Monitor.com. Lisa 
S. Thompson is a Partner with Moni-
tor and can be reached at Lisa_Thomp-
son@Monitor.com.

Many companies struggle to 
maintain operating mar-
gins over the business cycle 
and very few are able to 

continuously improve them. The core 
reason is that actions companies take to 
drive up revenues may in fact be drain-
ing margins. To grow, companies intro-
duce new products and services, seek to 
win over competitors’ customers through 
attractive offers and prices, and target 
new customer niches and applications to 
expand their markets. When the cycle 
inevitably turns, and revenue growth 
slows, companies scramble to cut costs 
and weed out unprofitable business until 
margins improve. Then times get better, 
revenue growth reemerges as the focus 
— and the cycle starts over. This cycle 
of revenue growth and cost cutting is 
both common and understandable. But 
it doesn’t have to be automatic. Compa-
nies that manage margins successfully 
share two reasons for their success: 1) ac-

countability for profit (i.e., accountabil-
ity for both revenue and cost) is cascaded 
down the organization and into critical 
operating processes, and 2) margin man-
agement is continuously on the C-level 
agenda.

This article argues that four factors typi-
cally contribute to the challenge of man-
aging and improving margins:

1) Most companies negotiate with custom-
ers without understanding, communicat-
ing or pricing based on the value they de-
liver.	Many companies have a limited 
understanding of how much value their 
products and services create for custom-
ers. All companies understand the ben-
efits created (such as lowering costs or 
risks, or increasing revenues), but rarely 
can they quantify the associated eco-
nomic impact for customers in dollar or 
euro terms and as a result they struggle 
to configure offers and pricing based on 
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what customer segments value. Not fully 
understanding, quantifying, and com-
municating economic value limits their 
ability to increase or hold margins, par-
ticularly against sophisticated buying 
processes.

2) Companies do not understand how 
much it costs them to serve various types of 
customers. While executives live in a da-
ta-rich environment where every budget 
line can be tracked — and benchmarked 
against other companies — experience 
shows that cost information is often 
not measured in the right places. Ten 
or 20 years ago, activity-based costing 
was common, but now few companies 
know the costs associated with winning 
or serving specific sources of revenue — 
such as by customer segment, product 
and region. As a result, companies rou-
tinely underestimate the cost of captur-
ing revenues (particularly for small or 
midsize customers), focusing only on the 
“known costs” while missing the “hid-
den costs” that reside in functions and 
centers. Analysis often reveals compa-
nies are unknowingly serving customer 
and product groups that are signifi-
cantly reducing margins. Additionally, 
when the down-cycle forces companies 
to cut costs, they often end up doing so 
in areas that reduce differentiation and 
thus future profit potential. The smart 
approach is to focus on cutting costs in 
the low-profit areas of the business, but 
as obvious as this may be, few companies 
know with precision the true relationship 
between costs and revenues.

3) Margin is often not managed at the 
right level in the organization. The execu-
tives at the top of a company or a divi-
sion are clearly responsible for top- and 
bottom-line results. But below their 
level, accountability is generally either 
for costs or revenues, but not both. The 
head of operations for a division is fo-
cused on managing costs, while the 
head of sales is focused on growing rev-
enue. In their quest to grow revenue, 
sales managers will often pursue more 
and more customer segments and niches 
and offer an increasingly diverse array of 
products and service offerings. Target-
ing new segments or increasing the vari-

ety of the offer adds new costs, and as a 
result, companies often scale costs as fast 
as — or even faster than — revenues. 
And because the nature of these issues 
crosses organizational lines, they are dif-
ficult to resolve. Decision-makers who 
allocate the company’s resources (such 
as sales resources, new product develop-
ment, inventory levels, production runs) 
need to have management practices and 
accountability for coordinating both rev-
enue and cost. 

4) Strategies often fail to define what to do 
and what not to do clearly and precisely.	
Company strategies define a vision and 
mission to guide the organization, but 
they are rarely translated clearly into 
implications for the business operations. 
Where this is true, the specific actions of 
sales people, production managers, ware-
house operators, and others won’t reflect 
the company’s strategic priorities. As a 
default, employees do the best job they 
can “in their function” and this may in 
fact be damaging to margins. As a re-
sult, organizations do too many things 
and serve all customers in more or less 
the same way, in many cases over-serv-
ing them. Without strategic prioritiza-
tion embedded into operating practices, 
workers on a manufacturing floor don’t 
know whether to treat all assembly runs 
the same or not, and a customer service 
representative will not distinguish be-
tween high- and low-priority customers. 
Without clear priorities, organizations 
are in effect “designed” to leak margin. 

Turning the Corner:  
One Company’s Story 
The following is an example of a com-
pany that has successfully re-focused its 
business and employees on profitability. 
Following a period of aggressive rev-
enue growth, the operating margins for 
this multi-billion-dollar company had 
declined. Stock performance was poor, 
and analysts questioned the company’s 
strategy and management’s ability. In re-
sponse, the company’s CEO committed 
to improving annual operating margin 
by $50 million.

The company embarked on a three-
phased effort. In the diagnostic phase, 

the company engaged in a root-cause 
analysis to identify causes of operating 
margin loss. They found:

Long	tail	of	customers 
•	 50 percent of customers contributed 

just 2 percent of revenues
•	 Small customers had access to the 

same level of service as much larger 
customers

Long	tail	of	products
•	 Product divisions had large and 

complex product portfolios
•	 High product management costs 

and high stock levels

Business	Complexity
•	 Non-standardized supply chain and 

logistics activities across divisions
•	 SG&A costs 40 percent higher than 

peer companies 
•	 50 countries, hundreds of warehous-

es and thousands of customers and 
products 

Organizational	Interfaces
•	 Decision rights across divisions 

lacked clarity
•	 Sales managers spent 25 percent of 

their time negotiating pricing and 
inventory decisions internally

To address these issues, the company 
designed a business simplification initia-
tive that would reshape it into a more fo-
cused, leaner company with metrics and 
practices in place to ensure continuous 
margin management. 

The business simplification process start-
ed with the company’s strategy: instead 
of serving thousands of customers, it fo-
cused on becoming the premier provider 
to the top 1,000 customers worldwide, 
while serving small and midsized cus-
tomers with standardized service bundles 
and many through indirect channels. 
This allowed the company to reduce the 
number of logistics and production sites 
and standardize critical operating func-
tions. It also reduced the complexity of 
its footprint further by creating bigger, 
but fewer, sales and administrative sites. 
And instead of an exhaustive product 
portfolio, it removed or replaced prod-
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ucts that had small volumes or served 
non-core customers, and established 
discipline for introducing new products. 
Finally, the company developed a struc-
tured pricing strategy, empowering sales 
managers to make margin-driven pricing 
decisions and simultaneously saving a 
substantial amount of their time.

One year in, the company is close to de-
livering on the CEO’s $50 million mar-
gin improvement goal, which has con-
tributed to a tripling of the company’s 
stock price. 

Delivering Measurable 
Results: the Path to Profit 
Improvement
Like many enterprises, this company 
was operating with the best of inten-
tions, working to support what it saw 
as a growing, global customer base with 
an expanding array of exciting products 
delivered as customers needed them. The 
problem — and this gets to the crux of 
managing margins — was that several of 
those actions in fact had a negative effect 
on the company’s profitability.

Most organizations believe they are 
managing margins, particularly those 
that closely manage costs. We find, how-

ever, that with leadership backing, there 
is an additional 10 to 20 percent margin 
improvement possible for most organiza-
tions by taking action on five key levers 
excluding cost of goods sold (see figure 
1).

GETTING STARTED
The key to managing margins lies in pri-
oritization, and understanding what the 
priorities are should start with a diagnos-
tic. The following are the characteristics 
of successful margin improvement diag-
nostics:

•	C-level	priority. Top executives must 
focus on the margin improvement pro-
cess and commit as a group to the results 
of the diagnostic phase.

•	Focus	on	root	causes,	not	bench-
marks. To deliver measurable results, 
the diagnostic phase must focus on un-
derstanding the truth about the causes 
of margin leakage. It is critical to deploy 
rigorous analytical tools to agreed-upon 
data and facts about the company’s op-
erations.

•	Prioritize	actions. The diagnostic 
phase should prioritize findings into a 
limited number of strategic themes and 

actions. It’s important to con-
sider the ability of the orga-
nization to deliver and digest 
change. Sequencing implemen-
tation is generally required.

•	Emphasize	major	points	for	
action. The diagnostic phase 
should develop high-level so-
lutions rather than attempt to 
identify specific details. It’s a 
mistake to start work on solu-
tions before the diagnostic and 
prioritization of actions is final-
ized.

•	Identify	the	benefits. The di-
agnostic phase should measure 
a clear benefit case throughout 
the process, both quantitative 
and qualitative.

•	Achieve	buy-in. Organiza-
tional buy-in and commitment 

is critical for success, recognizing that 
some diagnostic results will be unpopu-
lar inside the organization.

•	Distinguish	what	can	be	done	within	
the	existing	organization	structure. 
Too many margin improvement initia-
tives lead with changing the organization 
structure, which in fact may delay or de-
rail the initiative.

In summary, delivering sustainable mar-
gin improvement requires prioritizing 
customers and configuring people and 
processes to serve them differentially. It 
requires prioritizing products and con-
figuring assets and activities to capture 
high-operating-margin opportunities 
and weed out the margin drains. It re-
quires accountability for both costs and 
revenues where critical resource decisions 
are made. And finally, it requires contin-
uous C-level focus and commitment.

Companies cannot eliminate the cy-
cles driven by customers, suppliers and 
competitors. But they can learn how to 
manage margins and grow profitably 
across the cycle.
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support what it saw as a growing, global customer base with an expanding array of exciting 

products delivered as customers needed them. The problem — and this gets to the crux of 

managing margins — was that several of those actions in fact had a negative effect on the 

company’s profitability.

Most organizations believe they are managing margins, particularly those that closely manage 

costs. We find, however, that with leadership backing, there is an additional 10 to 20 

percent margin improvement possible for most organizations by taking action on five key 

levers excluding cost of goods sold:

FIVE KEY LEVERS FOR OPERATING MARGIN IMPROVEMENT

AREA OPPORTUNITY EXAMPLE INITIATIVES POTENTIAL  
EBIT UPLIFT

PRICING

Pricing strategy
•	Set prices based on value
•	Segment offers and pricing (premium vs. basic)

2–5 percent

Pricing discipline
•	Set price floors by customer segment
•	New price / discount policy and authority

1–3 percent

CUSTOMER MIX Customer prioritization
•	New model for serving customer tail
•	 Increase share with priority segments

1–2 percent

PRODUCT MIX Portfolio rationalization
•	Portfolio simplification 
•	Eliminate product tail

2–3 percent

COST-TO-SELL Sales effectiveness
•	 Improve sales productivity to priority segments
•	Reduce sales costs to non-priority segments

2–3 percent

COST-TO-SERVE

Offer
•	Simplify offers by segment
•	Eliminate offer elements not valued

1–2 percent

Delivery
•	Capture value of delivery flexibility
•	Distribution network consolidation

1–2 percent

TOTAL MARGIN  
IMPROVEMENT POTENTIAL 

10–20 
PERCENT
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Figure 1: Five Key Levers




