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T he imperative for profitable 
growth has not diminished 
in the wake of recent eco-
nomic troubles – in fact it 

has increased like never before. Many 
pricing practitioners are well aware that 
the foundation for profitable pricing lies 
in identifying granular micro-markets 
or “segments” in order to target specific 
pricing to each. Leading B2B companies 
are looking beyond the obvious segmen-
tation criteria. In so doing, they’re find-
ing profitable opportunities their com-
petitors are unaware of, making them 
more resilient in the down times and 
positioning them for a stronger recovery 
in the days ahead. This article exposes 
some of the more “unique” sources of 
margin improvement that have been 
discovered recently in the B2B environ-
ment.

Where You Look Determines 
What You See
At the heart of profitability improvement 
through price is the idea that different 
selling circumstances can command dif-
ferent prices in the marketplace, even for 
the same customer and same product. 
Pricing science has the power to identify 
attributes which one would naturally ex-

pect to have a significant correlation to 
price such as the size of the customer, or 
their vertical industry. But science can also 
reveal powerful attributes that are quite 
unexpected, if we know where and how 
to look for them. A common trap is to 
limit the exploration of attributes to those 
which match some existing “declared” 
segmentation, i.e. a segmentation which 
is designed to support non-price-related 
needs such as management of the Sales 
organization, or financial reporting con-
ventions. 

Having the correct attributes to create 
a predictive model of price is a power-
ful statistical tool that opens the door to 
finding the true market-price levels for 
every selling circumstance you encoun-
ter.  Analyzing multiple B2B companies 
reveals several unique attributes that 
routinely emerge as powerful predictors 
of price in a B2B manufacturing or dis-

tribution environment.

Avoiding the Geography Trap
In most companies there is a tenacious 
belief that Sales Territory is the strongest 
predictor of price, and in many instanc-
es this is a self-fulfilling prophecy due 
to the historic tendency to apply rules-
of-thumb pricing to specific geographic 
areas, for instance, “Los Angeles sells 
at a margin of 20 percent, period.” But 
Sales Territory is artificial in the eyes 
of the market. Most customers are not 
aware of where they fall in your territo-
ry structure in the first place, and these 
structures tend to come-and-go when 
sales reorganizes. Put another way, do 
you believe you could justify a 5 percent 
price increase to some of your customers 
simply because you chose to realign the 
sales territories and they just happened 
to fall into the territory that historically 
yielded higher prices? Not likely. The 

Finding and Leveraging “Hidden” 
Sources of Margin and Revenue in B2B 
Leading B2B companies are looking 
beyond the obvious sources of profitable 
improvement. By taking a more scien-
tific approach, they’re able to capture 
more hidden sources of profitable op-
portunities that have been discovered 
recently in the B2B environment, as the 
author explains. Barrett Thompson is 
a veteran business strategist and prof-
itability consultant at Zilliant where 
he leads the Pricing Excellence Group. 
Thompson can be reached at Barrett.
Thompson@zilliant.com or at 678-
610-3190.
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mistake often made here is to believe 
that a very dominant internal construct 
(Sales Territory) should have pricing in-
fluence in the eyes of an external mar-
ket that buys your product – it probably 
doesn’t.

A more effective attribute capturing the 
benefit of locality, while avoiding the po-
tential weaknesses of current geographic 
labels is found in the concept of Compet-
itive Zone. Competitive Zone is some no-
tion of geography that is more organic and 
relevant to the market itself – a differentia-
tion among locations that understands the 
character of a place, the underlying de-
mand for your products and brand value 
you possess in that location, the presence 
and depth of your competitors, and the 
prevailing prices which result from the 
combination of these factors. 

Successfully creating such Competitive 
Zones is a two step process:

• Step 1: Begin with a very granular no-
tion of physical geography such as MSA 
or zip code and tag your transaction 
data with these values. If the existing 
Sales Territory is highly granular you 
can consider using it as the primary 
geographic tag, but ignore its historic 
meaning and treat it as just a label.  

• Step 2: Apply advanced statistical tech-
niques to identify aggregates or groupings 
of these physical geographies into “virtual 
geographies” or zones which behave simi-
larly in their response to price changes. 

It is important to recognize these zones 
are rarely contiguous geographies, hence 
the main reason they are so powerful as 
they break the false assumption that 
physical position and proximity drive 
price and create zones that unseat the 
traditional geographic boundaries in 
favor of statistically proven price correla-
tions. For example, analysis may show 
urban geographies in Boston, Miami, 
and Seattle should be clustered into a 
single Competitive Zone – a virtual zone 
where price response is similar – while 
all sub-urban geographies in the north 
east belong in a different zone (Figure 1). 

This method of zone detection is capable 
of differentiating among diverse com-
petitive situations without requiring that 
you explicitly identify and quantify the 
actual competitive factors which may be 
at work. We simply let the science uncov-
er the geographic correlations to price as 
a cumulative effect from all factors. This 
method is convenient because most busi-
nesses have no systematic way of saying 
“my competitor has strength of X in this 
geography, compared to my strength of 
Y” and so on.

Keeping the Main  
Thing the Main Thing
A common misconception even among 
pricing professionals is that price sensi-
tivity is a customer-level phenomenon, 
i.e. a customer shows the same price 
sensitivity for each product they pur-
chase whenever they purchase it. Mul-
tiple pricing implementations confirm 
just the opposite– customers have vary-
ing sensitivity to price by product, and 
in many cases even their product-specific 
price sensitivity will change according to 

circumstances of the order itself.

In particular, the presence and relative 
volume of other products purchased in 
the customer’s overall portfolio, or seen 
on an individual order, can show a strong 
correlation to price (Figure 2). This so-
called Dominant Product effect is initially 
quantified by calculating the revenue per 
product (or per product family/group), 
and expressed as a percent of either the to-
tal revenue for this customer, or the total 
revenue on this order. Typical ranges for 
Dominant Product percents are from 20 
percent up to 80 percent of revenue.

Further statistical analysis on the Domi-
nant Product data can reveal multiple 
price sensitivity conditions happening at 
the same time, on the same order, for a 
given customer:

• The Dominant Product on an order 
often stands out as more price sensitive 
than other products. This statement 
makes sense because the majority of the 
revenue is captured in the Dominant 

Figure 1Figure 1

The lifecycle stage as detected by product velocity can 
significantly influence price sensitivity

Figure 2
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Product so this is a leverage point where 
victory in gaining additional discounts 
is visibly rewarded on the invoice. Note 
that a SKU which is dominant on today’s 
order may only be a minor part of a fu-
ture order, so we will not give the same 
discount for this product in all order 
scenarios.

• The Dominant Product on an order may 
signal a decrease in price sensitivity for 
all other products on the order. By logic 
similar to the prior case, the customer is 
fixated on the Dominant Product so has 
less regard for ancillary products on the 
order. Put another way, haggling for a 1 
percent price decrease on the line-item 
that makes up only 2 percent of the spend 
on this order just isn’t a good use of their 
time.

• Dominant product analysis for the 
entire customer portfolio over an ap-
propriate time interval may reveal a 
relative sensitivity to their Dominant 
Product(s), or insensitivity to non-
Dominant Products, which is inde-
pendent of the order characteristics 
described in the prior two cases. In 
such cases, the price for a given product 
may remain fairly constant no matter 
whether it is a major or minor part of 
an individual order, yet still be aligned 

with the customer’s demonstrated price 
sensitivity at an aggregate level.

What Goes Up Must  
Come Down
Many products undergo natural life-
cycle effects which result in significant 
impacts on revenue and margin, espe-
cially in businesses with frequent cata-
log turnover such as high-tech distribu-
tion. In addition to the obvious financial 
underperformance, products priced too 
low during their growth or maturity 
stage, or priced too high during their 
decline stage, will affect the unit-volume 
targets set by the business which may in 
turn cause additional supply-chain and 
fulfillment problems. Knowing what 
lifecycle stage a product is really in, and 
how to price appropriately for that stage, 
is critical.

A relevant measure of the product life-
cycle stage which is available from the 
transaction data itself is a family of 
metrics called Product Velocity. Con-
ceptually, Product Velocity is the nor-
malized sales revenue for a time interval, 
or its close cousin which is the change 
in sales revenue from period-to-period 
(adjusted for macro-economic effects). 
Statistical science is used to detect and 
differentiate these price-relevant stages 

themselves by ob-
serving changes 
in Product Ve-
locity. This sci-
entific approach 
is in contrast to 
canned approach-
es that declare a 
product to be in 
its growth stage 
simply because 
it’s within six 
months of intro-
duction, etc. 

Product Veloc-
ity correlates well 
to price in vari-
ous stages of the 
lifecycle such as 
growth, matu-
rity, and decline 
(Figure 3). Fur-

ther statistical analysis on the Product 
Velocity values can uncover price-sensi-
tivity conditions related to the lifecycle 
stage:

• Products in their growth stage may 
be relatively insensitive to a change in 
price. This might be a result of pent-up 
demand for the new product or general 
“buzz” around its introduction into 
the marketplace. Conversely, a new 
but unproven product may be highly 
sensitive to price during the introduc-
tion stage and then shift rapidly into 
the expected behavior of the growth 
phase.

• Products in their maturity phase typi-
cally show a price sensitivity somewhere 
between their growth and decline stages. 
But knowing when maturity has truly 
set in, determining the market-aligned 
price for this stage, and adjusting to 
drifts in the overall market require 
the analysis be on-going through au-
tomation of the science and analysis 
process. 

• A product’s decline is usually driven 
by forces which are external to price 
itself, such as the presence of a more 
advanced replacement product, or a 
shift in market preference to another 
brand. Whatever these forces may be, 
they often drive an increased sensitiv-
ity to price for this product that can 
tell you when and how much to adjust 
price. 

Getting Beyond the Obvious
Prices in the market are routinely driv-
en by a combination of obvious, and 
not-so-obvious, factors in your business 
such as those described here. Because 
there are literally hundreds of candi-
date drivers to explore, the biggest risks 
for most B2B companies are becoming 
overwhelmed by the sheer volume and 
failing to examine all the candidates, 
or incorrectly quantifying the impact 
of a factor through the “guesswork” of 
internal staff or external consultants. 
Taking a science-based approach can 
overcome both of these risks by provid-
ing objective analysis of hundreds of fac-
tors at a time. 

Figure 3




