
 PRICING
ADVISOR

The

The Pricing Advisor™ is  
published monthly by  
Professional Pricing Society 
3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933 
www.pricingsociety.com 
Eric G. Mitchell, Publisher 
All Rights Reserved © 2006

2006August

A Professional  Pr ic ing Society Publ icat ion

In This Issue:
Page 1

Page 4

Page 7

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

editor@pricingsociety.com.

Pricing as the Glue for  
Effective Product Combinations

Are Your Pricing Metrics an 
Untapped Opportunity for 
Profitable Growth? 

Capturing a Fair Return  
for the Value Delivered 

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

“Pricing is on a Winning Streak” is the theme of our upcoming PPS 2006 Fall 
Conference, being held at The Venetian Resort Hotel (All Suites) in Las Vegas 
on October 4-5, 2006. Prior to the two-day conference, PPS will present four 
remarkable Certified Pricing Professional (CPP) workshops. Attending any one 
of these will boost your winnings in “The Corporate Pricing Skills Games” 
that you face every day back at the office. PPS is proud to offer the following 
one-day workshops on October 3, 2006: Making Profitable Decisions, by 
Kent Monroe; Pricing Metrics, by Jerold Bernstein; Pricing & Revenue 
Optimization, by Dr. Robert Phillips; and Pricing for Service Providers, by 
Alfred Hahn. We look forward to seeing you in Las Vegas!

Join Us for Our Upcoming Las Vegas Conference

Pricing as the Glue for  
Effective Product Combinations

As the marketplace grows more 
competitive, companies find 
they must constantly adjust the 
marketing of their products. One 
such innovation takes the form of 
integrated solutions or bundles. 
But be wary, there are four 
common marketing mistakes that 
can derail bundling efforts, and 
this article explores two of them. 
This was written by Rob Docters 
(robdocters@abbeyroadassociates.
com), Bert Schefers (bertschefers@
abbeyroadassociates.com), Christine 
Durman (christinedurman@
abbeyroadassociates.com) and 
Martijn Gieskes (martijngieskes@
abbeyroadassociates.com), all 
of whom are from Abbey Road 
Associates, a consulting firm 
specializing in pricing strategy.

Digital technology and cost-
cutting are creating a world 
in which many customers 
now prefer integrated solu-

tions for their product and service needs. 
We see such increased integration in di-
verse arenas: in the convergence of cable 
and telephone services; in the merger 
of stand-alone avionics into integrated 
flight systems; in comprehensive bank-
ing/brokerage/real estate offers; and in 
integrated architect/builder/owner work 
flows in construction projects, to name 
a few.

These solutions—called bundles—can 
transform markets. To stay competitive, 
your company must meet the demand 
for bundles. It must build them so they 
are responsive to the market and priced 
to offer a cogent value proposition; and 
yet they must still be profitable. Pricing 

is the most important “glue” that holds 
together effective bundles. 

In this new world, effective bundling of 
your products and services is crucial. Yet 
pitfalls lurk because the more novel the 
bundle, the greater the danger of mis-
pricing the offer. If a company attempts 
to combine products or services without 
giving enough thought to price, the re-
sult is often gross overpricing or under-
pricing. 

In helping clients with their bundles, we 
find there are four marketing mistakes 
that typically lead to mismatches and 
mispricing: 
t	Failing to create bundles for special 

purposes.
t Making bundles too big.
t Using tiering instead of bundles.
t Failing to innovate on bundle defini-

tion.
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Sometimes mistakes are obvious, but 
often, the more successful the core prod-
uct, the more its related bundles fall 
short while the total bundle appears to 
be successful. In this article, we’ll exam-
ine the first two issues listed above, leav-
ing the latter two issues to a subsequent 
article. 

Failure to Employ Special-
Purpose Bundles
Bundles can have very different 
objectives. Bundle missions can include 
reducing customer churn, displacing 
competitors, rendering competitor 
pricing irrelevant or deterring aggressive 
price behavior by upstarts. Such differing 
objectives typically demand different 
bundle structures; a company may even 
wish to have a suite of bundles available 
for specific competitive situations. The 
day of the general-purpose bundle is 
drawing to a close.

Each special-purpose bundle is associ-
ated with a list price that reflects market 
prices and switching costs, as shown in 
figure 1. However, there is more to spe-
cial-purpose bundles than their price 
tags. The price structure and bundle 
components differ with the purpose.

An attack bundle seeks to displace a 
competitor; to achieve this, it must bet-
ter the incumbent vendor’s price/value 
proposition, typically via a lower price. 
The price must naturally account for 
switching costs as well, but still preserve 
long-term profitability. 

An interesting example of this involved 
a market for data services, with a steep 
15% switching cost for users to move 

from one company to another. The task 
was to define an attack bundle—yet it 
was clear that an unadulterated 15% 
price reduction would cut too deeply 
into margins to be viable. The solution 
was to create a more sophisticated bun-
dle, reflecting an understanding of how 
customers’ decision points change over 
time. 

During the initial bidding process, de-
cisions were typically made under the 
harsh spotlight of CFO and even CEO 
approval, with price the key criterion 
rather than modest differences in per-
formance. To satisfy the CFO, an ag-
gressive price cut was built into the ini-
tial pricing. Once the initial system had 
been sold, however, further additions did 
not require CFO approval, and the seller 
could recover lost margins by offering 
add-on modules with performance im-
provements sought by the users. 

Such a two-stage strategy is especially 
effective in cases where the process is 
complex and the product relatively in-
tangible. This is not uncommon: The 
biggest change in pricing over the last 
15 years has been the decreasing ability 
of both consumers and B2B customers 
to fully understand what they’re buy-
ing. In the old days of standalone prod-
ucts, customers could rely on being able 
to kick the tires. Tire-kicking is not pos-
sible where complex software is involved; 
buyers can do only limited assessment of 
software functionality and completeness. 
This creates additional opportunities for 
add-on sales once the buyer has figured 
out the real nature of what has been pur-
chased. 

Another type of 
bundle is defen-
sive in nature, and 
thus typically em-
ployed by market 
leaders and incum-
bents. Very often 
market leaders 
must fend off up-
starts; in doing so, 
they have a wider 
range of options 
than they typically 

realize. One such option—we call it the 
“Bear Hug”—is especially useful for dis-
couraging upstart entrants from continu-
ing to offer lowball prices to customers. 

The objective of the Bear Hug is to de-
value competitor offers. For instance, in 
a market where companies typically pur-
chased a dozen or so core services, one 
incumbent offered all or nearly all of the 
services. The upstart’s strategy involved 
offering fewer services—only three core 
offers—at lowball prices. 

Where the upstart had made inroads, 
the incumbent successfully defended by 
offering customers an “all you can eat” 
bundle. This customized bundle con-
sisted of all services currently being pur-
chased by that account—but at a price 
equal to the market rate for the relevant 
non-overlapping products, plus a bargain 
rate on the overlapping products offered 
by the upstart. 

This bundle was hard to resist, and rev-
enues steadily increased. Because the of-
fer was sold selectively to complex, larger 
accounts that were already splitting pur-
chases between the incumbent and the 
upstart, it was immune to comparisons 
by other customers—no danger of a gen-
eral price melt-down. The pricing sent a 
strong message to the upstart challenger 
not to poach on existing customer rela-
tionships. Most importantly, the upstart 
could not retaliate because the bundle 
product scope was wider than its own 
offers. 

Many companies react to low-price com-
petitive offers by tying a weaker product 
to one or two stronger products. Un-
like the comprehensive Bear Hugs, such 
bundles tend to be mispriced because 
the ratio of weak to strong products is 
often too high. If the bundle price does 
not accurately reflect the value of bundle 
components, then—like a poorly fitting 
shoe—it will start to chafe. Customers 
will tire of the forced marriage between 
strong and weak bundle components, 
and market share will begin to erode. 

An example comes from the high tech-
nology arena, where a producer of op-
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Failure to employ special-purpose bundles 

Bundles can have very different objectives. Bundle missions can include reducing 
customer churn, displacing competitors, rendering competitor pricing irrelevant or 
deterring aggressive price behavior by upstarts. Such differing objectives typically 
demand different bundle structures; a company may even wish to have a suite of bundles 
available for specific competitive situations. The day of the general-purpose bundle is 
drawing to a close. 

Each special-purpose bundle is associated with a list price that reflects market prices and 
switching costs, as shown below: 
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However, there is more to special-purpose bundles than their price tags.  The price 
structure and bundle components differ with the purpose. 

An attack bundle seeks to displace a competitor; to achieve this, it must better the 
incumbent vendor’s price/value proposition, typically via a lower price. The price must 
naturally account for switching costs as well, but still preserve long-term profitability.  

An interesting example of this involved a market for data services, with a steep 15% 
switching cost for users to move from one company to another. The task was to define an 
attack bundle—yet it was clear that an unadulterated 15% price reduction would cut too 
deeply into margins to be viable.  The solution was to create a more sophisticated bundle, 
reflecting an understanding of how customers’ decision points change over time.

During the initial bidding process, decisions were typically made under the harsh 
spotlight of CFO and even CEO approval, with price the key criterion rather than modest 
differences in performance. To satisfy the CFO, an aggressive price cut was built into the 
initial pricing. Once the initial system had been sold, however, further additions did not
require CFO approval, and the seller could therefore recover lost margins by offering 
add-on modules with performance improvements sought by the users.

Such a two-stage strategy is especially effective in cases where the process is complex 
and the product relatively intangible. This is not uncommon: The biggest change in 
pricing over the last 15 years has been the decreasing ability of both consumers and B2B 

Figure 1: Bundle Types and Price Levels
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timization software for server farms 
bundled high-priced support and main-
tenance charges. This worked well for a 
few years, but as soon as rivals matched 
the software, cancellations rose because 
the maintenance was overpriced and 
customers resented having to buy both. 
Ironically, the software company knew 
of the growing problem, but held onto 
the lucrative maintenance in order to 
reach revenue targets. Today the compa-
ny is an also-ran in that market space.

The grow bundle is perhaps the most 
intriguing, but the least known. This 
bundle is sold at the same price as an at-
tack bundle, but it has embedded in it 
the potential to grow back revenues lost 
in such discounting. The key point in 
this bundle is to incent buyers to further 
reduce their costs by finding other cus-
tomers. 

For instance, if the items sold as a bun-
dle face high one-time installation costs, 
or enjoy strong economies of scale, then 
buyers may be told, “If another depart-
ment at your company buys this prod-
uct, you will get a discount on your cur-
rent contract.” This can turn the first 
department into a sales agent with other 
departments.

Examples are software with material in-
stallation or customer-specific custom-
ization costs or products with significant 
spare-parts inventories. These character-
istics are found in ERP systems, aircraft 
engines and entertainment rights.

Making Bundles Too Big
An example of over bundling comes 
from a B2B online service that garnered 
a premium position early on, pioneering 
the conversion of forms and print to 
online. It constructed its bundles around 
federal materials and grew by adding 
further legal jurisdictional categories 
such as states, international and 
arbitration.

The jurisdiction-based growth of the 
bundle made sense in the short term—
each additional element added incremen-
tal revenues—yet the increments became 
smaller and smaller each time, particu-

larly as niche competitors es-
tablished offers in more cat-
egories. Soon, the sales force 
began discounting heavily, 
unable to sell the value of 
the incremental components.

Our approach to this situ-
ation was to break up the 
legacy bundle to match com-
ponent values to user needs, 
and reprice accordingly. In 
fact, when this informa-
tion service provider split its 
comprehensive bundle into 
functional sections, it ob-
tained price uplifts for virtually all cus-
tomers (see figure 2). 

Why did this happen? Because although 
the individual smaller bundles had lower 
list prices than the larger bundle, most 
customers needed multiple new bun-
dles—the smaller, more relevant bundles 
carried much higher value. The internal 
consistency of each specialized bundle 
was much higher than that of the old, 
fat, flabby bundle. It turned out that few 
customers had needed most of the big 
bundle, which is why they’d negotiated 
so fiercely to reduce its price.

Another perfect example of over bun-
dling comes from the cable television 
industry. Although subscribers welcomed 
the first few waves of channel expan-
sions, enthusiasm dimmed as packages 
went far beyond the number of channels 
they would ever watch. A much better 
approach would be to sell narrower, spe-
cialized packages, each extracting value 
from particular audiences. However, 
management is often reluctant to create 
different bundles, citing operational and 
cost constraints. 

Sometimes operational costs can be min-
imized. We have found that in many 
cases there’s no need to touch the prod-
uct, and that limiting the breadth of 
the bundle is less important than nar-
rowing the product’s value message and 
price plans. In many cases, customers 
won’t notice they’re getting “more” than 
advertised—and even if they do, com-
plaints are generally few. In other words, 

actual changes in the product can be 
minimal: the work is in the message and 
price, not the actual product.

Why Bundles Matter
There are two reasons to understand 
and to differentiate between bundle 
strategies. The obvious one is that if the 
bundle is wrong or if the wrong bundle 
price is presented, the market won’t buy. 

For example, customers consistently have 
shown that they exact a disproportionate 
penalty on bundles that contain too 
many elements. Bundles must be 
razor-sharp in purpose and pin-point 
targeted. Otherwise, customers find it 
too hard to understand the total value 
they’re obtaining.

The other reason is that different types 
of bundles drive very different opera-
tional costs. On the low end of the spec-
trum, the Bear Hug bundle is typically 
used only with a few very large accounts, 
with the price calculated by judgment 
and use of standard financial reports. 
And because the bill is a single number, 
it is only a slight exaggeration to say any-
one with a typewriter can render the bill. 
Bear Hugs may be relatively inexpensive 
to implement. On the other hand, creat-
ing specialized bundles can be quite ex-
pensive, with complex billing, sales and 
customer service requirements.

Both of these factors—effectiveness and 
cost—make it important to have the 
right bundle for the right market mis-
sion. To be wrong can be disastrous to 
both the top and bottom lines. 
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Examples of this are software with material installation or customer-specific 
customization costs or products with significant spare-parts inventories. These 
characteristics are found in ERP systems, aircraft engines and entertainment rights. 

Over bundling—Making bundles too big 

An example of over bundling comes from a B2B online service that garnered a premium 
position early on, pioneering the conversion of forms and print to online. It constructed 
its bundles around federal materials and grew by adding further legal jurisdictional 
categories such as states, international and arbitration. 

The jurisdiction-based growth of the bundle made sense in the short term—each 
additional element added incremental revenues—yet the increments became smaller and 
smaller each time, particularly as niche competitors established offers in more categories. 
Soon, the sales force began discounting heavily, unable to sell the value of the 
incremental components. 

Our approach to this situation was to break up the legacy bundle to match component 
values to user needs, and reprice accordingly. In fact, when this information service 
provider split its comprehensive bundle into functional sections, it obtained price uplifts 
for virtually all customers.   
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Why did this happen? Because although the individual smaller bundles had lower list 
prices than the larger bundle, most customers needed multiple new bundles—the smaller, 
more relevant bundles carried much higher value. The internal consistency of each 
specialized bundle was much higher than that of the old, fat, flabby bundle. It turned out 
that few customers had needed most of the big bundle, which is why they’d negotiated so 
fiercely to reduce its price. 

Another perfect example of over bundling comes from the cable television industry. 
Although subscribers welcomed the first few waves of channel expansions, enthusiasm 
dimmed as packages went far beyond the number of channels they would ever watch. A 
much better approach would be to sell narrower, specialized packages, each extracting 
value from particular audiences. However, management is often reluctant to create 
different bundles, citing operational and cost constraints.  

Figure 2: Splitting Up A Big Legacy Bundle
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some correlation between the unit of 
measure and the consumption of the 
product or service. 

However, for sellers, the price metric 
can have as much impact on the over-
all profitability of a product or service 
as the actual price point. What’s more, 
consumers are far less likely to object to 
a price metric than the actual price. Yet 
surprisingly, companies continue to ig-
nore the metric and focus solely on price.

As technologies advance, markets evolve 
and competitors shift, pricing metrics 
based on historic industry practices may 
no longer be appropriate and could dam-
age your profitability and position in the 
market. In some cases, using a faulty 
price metric can actually accelerate the 
commoditization of your products and 
services.

‘On Wing’ Pricing 
A great illustration of this happened 
in the aircraft engine industry several 
years ago. GE Aircraft Engines turned 
the industry on its head and created a 
tremendous competitive advantage by 
changing the way it charged customers 
for aircraft engines. Instead of using the 
traditional industry metric of charging 
a fixed price for an aircraft engine, GE 
changed the metric to better track with 
the value it delivered. It introduced 
the concept of “on wing” pricing, 
which meant customers were charged 
for engines based on the hours of the 
engine’s use. 

This move brilliantly highlighted GE’s 
claim that its engines were of superior 
design and would fly longer with less 
maintenance than those of its competi-
tors. In one simple but strategic pricing 
move, GE advanced its value proposition 
while simultaneously diminishing that of 
its competitors. This move led to a sig-
nificant increase in revenue and profit for 
GE and turned the basis of competition 
in its favor.

Choosing the right metric is a critical 
component of an overall pricing strat-
egy because it establishes the link be-
tween how and what is consumed, the 
value of the purchase and the ultimate 
price paid. It is a fundamental, but often 
overlooked, component of pricing strat-
egy.

In identifying a price metric within a 
well-conceived pricing strategy, six criti-
cal elements are required. Price metrics 
must:
§	Track with how customers realize 

value 
§	Delineate between customer segments 

that receive different levels of value 
§	Be measurable and enforceable 
§	Support customers’ buying habits 
§	Leverage channel dynamics 
§	Manage the competitive environment 

Using these guidelines to identify the 
best price metric is a critical step in im-
proving profitability. As always, each 
company situation is unique, and these 
elements need to be applied in the con-
text of your overall business and market-
ing strategy.

1. Track With Value
As a fundamental rule, price metrics 
must track to the value a customer 
receives. Value doesn’t mean features 
or benefits, but the actual increase 
in revenue or decrease in cost that a 
customer achieves by using your product. 

Take, for example, a software com-
pany we recently worked with that was 
launching a new product but was un-
sure of how to price it. The company was 
overly focused on setting the optimum 
price but didn’t consider the importance 
of changing their price metric. 

Our client’s software was developed for 
the call-center industry; the company 
had developed a natural language voice 
recognition solution that was able to 
process customer service inquiries in a 

Are Your Pricing Metrics an 
Untapped Opportunity for Profitable Growth? 

If you think that hiking prices is the 

most effective way to boost profits, 

think again. Instead, consider 

altering your price metric, a key 

component of your pricing strategy. 

There are six elements critical to a 

successful pricing metric. This article 

was written by Brad Bray (bbray@

spgconsulting.com), Peter Walsh 

(pwalsh@spgconsulting.com) and 

John Hogan (jhogan@spgconsulting 

.com ), who work in the Boston office 

of Strategic Pricing Group.

In today’s competitive environ-
ment, where companies aggressively 
pursue every opportunity to grow 
revenue and profit, executives con-

tinue to miss a critical insight that could 
significantly improve their bottom-line 
performance: pricing more profitably 
doesn’t mean having to raise prices. 

In our experience of working with hun-
dreds of clients across a variety of indus-
tries, we see that price metrics (the unit 
of measure for charging prices) represent 
one of the biggest payback opportunities, 
yet are most frequently overlooked.

On a daily basis, purchases are made 
based on a predetermined unit of mea-
sure, what we call a “price metric.” 

The metric is the means by which a cus-
tomer is charged for the use, purchase 
or consumption of a product or service. 
Gasoline, milk and paint are charged by 
the gallon. Long-distance phone service 
is charged by the minute, concrete by the 
yard and seafood by the pound. 

For the most part, consumers don’t ana-
lyze the price metric because they see 
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We ultimately 
recommended and 
implemented a 
new price metric in 
which advertisers 
were charged on the 
percentage of the 
cost of the advertised 
house, rather than on a 
per-column-inch price 
metric. 

new way. This software not only helped 
to decrease the time operators spent on 
the phone with each call, but it also re-
duced the overall head count required to 
handle calls. 

However, in the software industry, the 
traditional price metric was a “per user” 
licensing price, meaning for each user 
of the software, a licensing fee would be 
charged. In this case, using the tradi-
tional price metric created a major disad-
vantage for our client. Since the software 
actually helped call centers improve ef-
ficiency and reduce head count, using a 
per-user price metric reduced the poten-
tial revenue and profit from the outset.

After evaluating and considering a num-
ber of alternative price metrics, we ulti-
mately suggested a per-call pricing met-
ric that better tracked to the value the 
software delivered to call centers. 

Since our client’s software enabled more 
calls to be handled by fewer people, the 
per-call metric was a far better choice 
than a per-user metric. 

In addition, this price metric allowed our 
client to target smaller call centers that 
would not have been able to afford the 
solution on a per-user basis. This solu-
tion appealed to these smaller customers 
because it was priced within their reach. 

Large call centers did pay more under 
this approach, but most did not object 
because they understood (after a well-
implemented value communication sales 
plan) how the solution tracked to the 
value they received. By using a differ-
ent metric, our client was able to reach 
multiple customer segments and dra-
matically grow the company’s top and 
bottom lines.

2. Delineate Between 
Customer Segments
A robust price metric also helps to enable 
segmented pricing (i.e., a mechanism 
to charge different prices to different 
customer segments for a similar 
product). Our recent work with an 
enterprise software company illustrates 
how a price metric can enable segmented 

pricing. This software company had 
developed unique industry solutions 
(or modules) that were tailored for over 
30 different business models, from 
industrial to consumer products. 

However, using standard per-user licens-
ing metric left significant money on the 
table because the software delivered sig-
nificantly different value to the various 
industry groups for which it was custom-
ized. A one-size-fits-all metric just did 
not capture these differences. 

We worked with this client to develop 
unique price metrics that tracked more 
closely to the value proposition of each 
industry. For example, in industrial 
manufacturing segment, the objective is 
to efficiently maintain multiple manu-
facturing facilities and production lines. 
Managing complexity is a critical driv-
er of both top and bottom line perfor-
mance. 

We implemented a price metric based on 
“per-production lines,” which provided a 
clear link to their economic model. This 
metric also allowed our client to target 
both large and small customers while 
establishing a clear link between the 
cost of the software and the value that 
it delivered.

3. Measurable and 
Enforceable Metrics
To be actionable, price metrics need 
to be easily measured and enforced. 
We’ve worked with the advertising 
divisions of a number of newspaper 
and media companies to develop new 
price metrics that better align to their 
value proposition. Our challenge was to 
identify the best price metric that could 
be readily tracked. 

For example, the real estate sections of 
most Sunday newspapers have numer-
ous pages listing homes for sale. These 
advertisements are an important revenue 
stream for newspapers and tradition-
ally have been charged on a “per column 
inch” price metric. The downside of this 
standard metric is that it is too costly for 
many segments of the market, includ-
ing for-sale-by-owner homes, small real 

estate agencies and even large agencies 
marketing lower-valued properties. As all 
newspapers strive to maximize revenue 
and profits, our clients asked for help in 
pricing advertisements. 

After considerable research and analysis, 
we ultimately recommended and imple-
mented a new price metric in which ad-
vertisers were charged on the percentage 
of the cost of the advertised house, rather 
than on a per-column-inch price metric. 
This metric clearly tracked to value and 
made it more accessible to a number of 
additional customer segments. Most im-
portantly, the metrics were clearly mea-
surable and enforceable since the vast 
majority of ads also include the price of 
the home.

4. Support Customers’ 
Buying Habits
While thinking strategically about 
price metrics is long overdue for 
many companies, we do not suggest 
using metrics that are so unique and 
uncommon that customers find them 
hard to adopt. The ultimate metric 
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chosen must, in fact, support the 
customers’ buying habits. 

A well-publicized failure in creating a 
new price metric occurred a few years 
ago when Coca-Cola introduced a new 
price metric for its products sold through 
vending machines. The company began 
testing the ability for vending machines 
to raise the price of a can of Coke based 
on the temperature outside. Once a cer-
tain temperature was reached, a simple 
thermometer and computer chip in the 
vending machine would increase the 
price of a can of Coke. 

Cola-Cola executives argued that the de-
sire (and value) of a cold drink increases 
during the heat of the summer, so it was 
fair to charge more on hot days. Howev-
er, consumers rebelled and the press had 
a field day. 

One industry analyst quipped, “What’s 
next? A machine that X-rays people’s 
pockets to find out how much money 
they have and raises the prices accord-
ingly?” 

Ultimately a change in your price met-
ric needs to be carefully communicated 
to your customers. The metric must be 
judged to be fair and support how your 
customers buy products. Carefully or-
chestrating the rollout is critical to pre-
vent external forces (like the press) from 
derailing your message.

5. Leverage Channel 
Dynamics
Channel partners are critical in helping 
to establish a new price metric in your 
industry. They need to understand, 
communicate and sell the rationale for 
the new metric; otherwise customers 
will not adopt it. Price metrics should, 
therefore, leverage the strengths and 
skills that your channel partners already 
have. 

For example, a technology company we 
worked with in the telecommunications 
industry had developed a new product 
whose economic value resided primarily 
in new software, but its channel partners 
were skilled in hardware (not software) 
sales. If our client had used the tradition-
al “per unit” hardware metric, it would 
have undermined the tremendous value 
of the software. 

After considerable investigation and pi-
loting, we ultimately recommended a 
price metric that captured both the value 
of the software and the skills of the dis-
tribution channel. 

We created a price metric based on the 
“number of ports” in the hardware. This 
metric worked well because the channel 
partners understood and could measure 
hardware ports. The number of ports 
was also a good proxy for the value of the 
software, since the software’s throughput 
and the ability to process data were di-
rectly linked to the number of ports on 
the hardware.

6. Manage the Competitive 
Environment
In some cases, the current price metric 
simply makes no sense. If you drove a 
sub-compact car, but were charged “by 
the tank” at the local filling station, 
you’d probably be a little upset. As crazy 

as this example sounds, there are many 
examples where the current price metric 
is equally absurd and a simple change 
in the metric will alleviate significant 
frustration.

In the airline industry, one major cost is 
for global distribution services (GDS), a 
fee airlines are charged for the “distribu-
tion” of airline content (flight, seat, fare) 
to travel agencies. 

The industry standard price metric was 
based on “flight bookings;” however, 
only 80% to 90% of bookings result in a 
flown segment. As you can imagine, air-
lines don’t like the idea of being charged 
for flight bookings that aren’t converted 
into revenue. 

We worked with providers in the indus-
try to develop a new price metric based 
instead on “airfare value.” This new 
metric allowed leading GDS providers to 
align pricing with how airlines generate 
revenue; pricing was also aligned with 
the growing (and increasingly impor-
tant) low-cost carrier segment that ag-
gressively manages all elements of cost. 

The old metric not only neglected to 
take into account cancelled bookings, 
but it also did not reflect the differences 
in value from short domestic flights to 
transcontinental flights. The implemen-
tation of this new metric helped to ease 
the considerable frustration of airline 
carriers. It also provided significant com-
petitive advantage and drove incremental 
revenue and profit for our client. 

Summary 
While setting and managing price is 
important, don’t forget to evaluate the 
implications of implementing a new 
price metric. If you can identify a new 
price metric that can successfully pass 
through the filters we’ve described, 
you have a very good chance of adding 
significant incremental revenue and 
profit. What’s more, if orchestrated well, 
the new metric can help you establish a 
new and defendable leadership position, 
and you can do it all without actually 
raising price.

Cola-Cola executives 
argued that the desire 
(and value) of a cold 
drink increases during 
the heat of the summer, 
so it was fair to charge 
more on hot days.
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Picture this: Your company has 
created an innovative new prod-
uct. The sales force has commu-
nicated the value, and customers 

are salivating to get their hands on it.

To use a football analogy, you’re at the 
one yard line. It remains only to com-

Capturing a Fair Return for the Value Delivered 
municate the price and close the deal. 
Sounds simple, doesn’t it? So why don’t 
we always score a touchdown?

There are three main reasons why we 
drop the ball: The sales force loses con-
fidence when it has to discuss price; the 
pricing guidelines are ineffective; or the 
new offering is not properly priced.

1. The sales force loses confidence 
when it has to discuss price. 

There are generally two reasons why reps 
lose confidence. The first one is fear, 
usually driven by compensation systems 
that reward volume instead of profit. If 
the rep senses any possibility of losing 
the deal, he will reach for the pricing 
card to increase his chances. 

The second cause is lack of experience. 
Customers will take their time when 
making a buying decision. If they are 
professional buyers, they will seek open-
ings to negotiate lower prices. An inex-
perienced rep will often lose confidence 

when the customer “pushes back” on 
price.

The solutions:
t Reward profitable volume, not just 

volume.
t Limit the ability of your inexperienced 

reps to reduce price.

2. The pricing guidelines are ineffec-
tive. 

If you plot price against volume, you are 
left with a scatter diagram (see figure 1). 
In most situations, this indicates no 
meaningful relationship between price 
and the quantity purchased. There are 
two possible reasons for this inconsisten-
cy: Companies either do not have pric-
ing guidelines, or they do not adhere to 
their guidelines.

The solutions:
t Set pricing guidelines and live by 

them.
t Establish a process whereby the sales 

force can execute deals within the guide-
lines without seeking approval; if they 
want to go below the guidelines, they 
must explain why.

A policy that we have seen work with in-
novative products that have high value 

Making the sale is often inhibited 
by three things: a sales force that is 
timid about discussing price, ineffec-
tive pricing guidelines or improper 
pricing. Tackling these issues is im-
portant, but you mustn’t forget that 
making the sale is only part of being 
successful: building trust after the 
sale through customer service will 
move your business forward. This ar-
ticle was written by Paul Hunt, pres-
ident of Pricing Solutions, associated 
with The Advantage Group Inc. To 
reach Paul, e-mail him at phunt@
pricingsolutions.com.

1. If you have done pricing 
research, be sure to share it with 
your sales force. It will help build 
confidence in your pricing strategy.

2. If sales are slow, don’t assume 
that price is the problem. It may 
be something else, in which case a 
price cut is not the way to go.

3. Include the sales team in the 
pricing strategy development 
process. It will enhance buy-in and 
reduce roadblocks once the new of-
fering is in the market.

Three Pricing Tips

Dispersion chart
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The chart below is typical for most companies.  The reason is that the pricing 
policies are not guiding effective behaviours in which discounting is managed 
strategically.  Instead, the customers who are the best negotiators are getting 
the best prices.

Figure 1: This dispersion chart, typical of most companies, indicates that 
their pricing policies are discouraging them from strategically managing 
discounting. Instead, the customers who are the best negotiators are getting 
the best prices.
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is not to discount at all. This removes 
the temptation and keeps the sales team 
focused on capturing a fair return for the 
value.

3. The new offering is not properly 
priced. 

If your product provides real value and 
the sales force is doing its job of com-
municating but can’t close the deal, the 
third possibility is that the product is not 
properly priced. You have this problem 
when one of two situations occurs:
t Units are flying out the door much faster 

than expected; or
t Units are moving much more slowly 

than expected.

In these cases, the challenge is to quick-
ly find out what is happening and why. 
Let’s assume you are not selling enough 
units to meet forecast. You need to find 
the answer to the following questions:
t Are there different segments of the mar-

ket valuing the product differently?
t Is the market as large as believed?
t Are there competitive alternatives 

available to the customer that were not 
anticipated?

t Do customers have limitations that 
weren’t anticipated (e.g., signing author-
ity does not allow them to buy without 
getting approval, etc.)?

The solutions:
t Conduct research to determine the root 

cause of the deviation.
t Adjust your pricing strategy and/or 

value proposition. For example, for 
the more price-sensitive market, you 
might want to structure your offering 
so customers get a lesser offering for a 
reduced price.

If you have developed a great product 
and communicated its benefits, don’t let 
all that hard work go to waste. The final 
step is to capture a value-based price. 

If you can keep up the sales force’s con-
fidence when they have to discuss price, 
implement good policies, and price the 
offering properly in the first place, you 
are sure to capture a superior return!

Making Sure Customers 
Realize the Value
Now that your rep has made the 
sale at a value-based price, there are 
critical moments after the sale that 
will determine whether the customer 
perceives he or she has realized a 
fair return for the price paid. These 
“moments of truth” often emerge when 
the customer experiences problems.

Research has shown that customers who 
have a positive experience with a compa-
ny’s product will tell, on average, three 
people about their purchase. 

On the flip side, customers who have had 
a bad experience with a product tell an 
average of nine people about their pur-
chase. 

Research also indicates that customer 
loyalty is, on average, two times stronger 
after a company has resolved a problem 
successfully.

How does this relate to pricing? An im-
portant aspect of your pricing is to have 
clear policies on how to resolve custom-
er complaints. 

For example, a car-rental company ran 
out of inventory and did not have a car 
for me. This happened on a long week-
end, and I was a loyal customer. Eventu-
ally, a car was located for me at another 
rental location. But rather than just hop-
ing that I was easygoing and would for-
get about what had happened, the com-
pany took action. 

Shortly after this service breakdown, I 
received a letter from the vice president 
of marketing in which he not only apolo-
gized but also provided me with a cou-
pon for a free rental. 

What a terrific discount! It was focused 
on building the relationship, and it pro-
vided high value to me and to the car-
rental company (remember the cost of 
poor retention). 

The message is that sometimes discounts 
are not only appropriate, but are also es-

sential. Use the following principles to 
execute them for maximum impact:

1. Focus your discounts on creating 
loyalty. Use the discount to bring the 
customer back to experience your offer-
ing again at a time when the chances are 
favorable that you will provide a great 
service experience.

2. Empower your frontline people to 
make decisions. Train them in how to 
use their authority, and measure their 
behavior so you can identify who needs 
further training.

3. Make your offering in kind rather 
than cash. Sometimes a cash discount 
is the only way to go, but often there 
are other alternatives. Providing prod-
uct (such as a free rental car) costs you 
less and often has very high value to the 
customer.

Summary
Once the sale has been made, you can’t 
sit back and relax. That is when the 
real work begins – building the trust 
that comes out of resolving customer 
complaints and problems. 

The benefits of getting it right are long-
term relationships with customers who 
want to do business with you. Building 
a well-thought-out pricing policy that 
deals with these situations isn’t only 
important; it is critical. 

§ Consider the costs of retention 
versus those of acquisition when 
you determine your discounting 
policy.

§ Tier your resolutions to cus-
tomer complaints to ensure you 
give an appropriate response.

§ Keep your eyes open for “sys-
tem beaters,” those who com-
plain every time they buy some-
thing just to get a discount. 

More Pricing Tips


