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Live by the Surcharge, Die by the Surcharge 
In hard economic times, growth-
starved organizations often fall back 
on using the price lever to drive 
growth. However, failure to carefully 
manage cost-based price changes can 
lead to a number of negative conse-
quences. Customers that agreed to 
surcharges during tough times rea-
sonably expect them to go down or 
disappear when the supply situation 
changes, reinforcing that surcharges 
should be used with care, as the author 
explains. Author Mark Burton is Co-
Founder and Vice President of Hold-
en Advisors, Co-author Pricing with 
Confidence: 10 Ways to Stop Leav-
ing Money on the Table, CPP faculty 
member frequent PPS speaker. He can 
be reached at mburton@holdenadvi-
sors.com. 

When firms don’t have a 
strong value position in 
their markets and have 
failed to innovate in or-

der to create pricing power, their options 
for driving growth are limited. 

Without a strong market position, 
growth-starved organizations often fall 
back on using the price lever to drive 
growth. Since higher prices and lack of 
a compelling value proposition make a 
recipe for failure, many firms try to fi-
nesse the issue by layering on surcharges 
and fees. They reason, often correctly, 
that complexity and lack of transparency 
in pricing will keep the increases off of 
customers’ radar – at least for a time.

Sometimes, there are legitimate reasons 
for adding surcharges. When the costs of 
key inputs suddenly spike or increase in 
volatility, it is reasonable to pursue op-
tions for passing this added cost on to 
customers. 

In recent years manufacturers of elec-
tronic components have implemented 
surcharges driven by spiking copper 
prices. Similarly airlines instituted fuel 
surcharges as the costs of jet fuel in-
creased. At first pass this seems fair and 
reasonable. Events beyond the control of 
suppliers increase their costs, customers 
can go to independent sources to veri-
fy this, and an agreement is reached to 
implement a surcharge related to the cost 
driver.

The problem is that costs can go down 
as well up. Customers that agreed to 
surcharges during tough times reason-
ably expect them to go down or disap-
pear when the supply situation changes. 
When suppliers don’t respond or come to 
rely on revenues generated by surcharges, 
customers quickly learn the game and 
increase the pressure during price nego-
tiations. This is exactly 
what is happening 
with many airlines. 

A recent story in The 
New York Times de-
tailed how corporate 
buyers have watched 
fuel prices go down 
while fuel surcharges 
have not budged. The 
net effect has been 
an increase in negoti-
ated discounts for base 
fares and a further 
erosion of the quality of the relationships 
between the airlines and their largest 
customers.

Failure to carefully manage cost-based 
price changes can lead to a number of 

negative consequences. First, by their 
very nature, they take the focus of the 
conversation away from value. Custom-
ers will learn to watch the costs of your 
inputs and quickly point out when they 
appear to be going down. This starts a 
never-ending cycle of negotiations over 
your costs and margins and takes the 
focus away from value. This in turn can 
lead to forced unbundling as customers 
require suppliers to document and justify 
the price of every element of the offering. 

Cost-based justifications for price in-
creases have to be managed carefully and 
may need to include descriptions for the 
conditions under which prices may come 
back down again, or in the case of sur-
charges, when they will be eliminated. 

In the case of rapidly changing input 
costs, surcharges can be the best of many 
unattractive alternatives. Effective imple-
mentation requires recognition that cus-
tomers will give most firms the benefit 
of the doubt – as long as they act with 
integrity. Attempts to convert them into 
permanent, back-door price increases 
however, will turn many previously loyal 

customers into poker-playing price ne-
gotiators who will take far more profit 
out of the business through negotiated 
prices than can ever be covered by any 
surcharge.

Cost-based justifications for price 
increases have to be managed 
carefully and may need to include 
descriptions for the conditions under 
which prices may come back down 
again, or in the case of surcharges, 
when they will be eliminated.




