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Join us for these upcoming events

How to Organize the Pricing DisciplineDon’t let pricing stay buried among 
the 4 P’s of marketing – doing so 
masks its strategic importance and 
paves the way for profit erosion. It 
is time to view it as a required, pro-
fessionally managed discipline to 
maximize revenues and profits. To 
do so, you need to build a world-
class team. This article was written 
by Rapt Inc.’s James Deaker, Ph.D., 
Senior Director of Business and In-
tegration Consulting, and Xavier 
Zang, Executive Vice President of 
Field Operations. More information 
about Rapt Inc., the leading provider 
of pricing and profitability man-
agement solutions, can be found at 
www.rapt.com. Copyright © 2006 
Rapt Inc. Reprinted with permission 
of Rapt Inc.

Price discipline is a required prac-
tice to maximize revenues and 
profits. There are three keys to 
building a world-class team.

At many companies, pricing has been 
little more than an afterthought. Too 
often, firms determine a product’s speci-
fications, development plans and mar-
keting strategy before thinking about 
its price. With no clear owner and little 
accountability, poor pricing policies leak 
millions in corporate revenue daily. Ac-
cording to Business Week, pricing issues 
contributed to Dell Computer missing 
earnings by $300 million in the sec-
ond quarter of 2005. There are certainly 
countless other examples that do not 
get such attention, though the impact 
on corporate profitability and revenue is 
clear. 

Pricing-related, profit-eroding behav-
iors occur daily in many companies be-
cause pricing has not been viewed as a 
value-creating discipline to manage, but 
merely buried among the 4 P’s of mar-
keting (product, promotion, price and 

place). This relegation masks its strategic 
importance and paves the way for profit 
erosion. We believe it is time to break 
out price as a professionally managed 
discipline.

Why Create Pricing Teams? 
The benefits of managing price, par-
ticularly via pricing teams, have become 
increasingly obvious. AMR Research has 
concluded that constructive pricing be-
haviors and initiatives typically increase 
contribution margin up to 50%, lift 
gross margin between 10% and 15% and 
raise revenue by 1% to 2%.

To deliver the revenue and margin uplift 
cited above, the pricing discipline must 
be built on three fundamental ideas: 

Ownership. A clear owner of pricing 
creates constructive interaction between 
stakeholders including marketing, sales 
and finance groups. Such an owner fa-
cilitates conflict resolution between these 
groups and can drive a company toward 
optimal results. An effective pricing 
team is the single owner for price, yet 
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ensures that all voices are heard appro-
priately. 

Consistency. Consistent guidelines, 
policies and pricing metrics ensure that 
list prices and discounts send meaning-
ful signals to the market. A high-perfor-
mance pricing team ensures that pricing 
guidelines and discounts are defined and 
followed. Exceptions are managed with-
in the context of these guidelines.

Alignment with corporate goals. A co-
ordinated pricing team ensures individu-
al groups within the company act in the 
corporate interests rather than in self-in-
terest. This prevents the rise of fiefdoms 
that subvert company goals. An empow-
ered pricing team can ensure that the 
overall company goals are placed above 
the interests of any particular person or 
group.

The issues described below can be re-
solved by creating and empowering a 
pricing team. While there are many dif-
ferent factors to consider when build-
ing a world-class pricing team, there are 
three principles that are shared by best-
in-class pricing organizations:
§ Match the design of the pricing orga-

nization to the dynamics of the target 
market

§ Develop a pricing strategy with clear 
executive support 

§ Deliver price support, analysis and en-
forcement across the organization

Matching Design  
to Market Dynamics 
One of the fundamental decisions when 
building a successful pricing team is its 
organizational structure. A structure that 
works for one company could have di-
sastrous consequences at another. Before 
the appropriate structure is selected, the 
fundamental business dynamics within 
a given market must be understood. The 
key attributes to consider are the level of 
customer commonality, product features, 
proximity to an exchange and channel 
structure.

Customer commonality is the level 
at which customers are shared across 
a company’s business units or product 

portfolio. If the same customers purchase 
products across the product portfolio, 
the pricing decision must take the entire 
relationship with the customer into ac-
count rather than focus solely on indi-
vidual products or transactions.

Product features refer to the degree to 
which the functionality of the compa-
ny’s products themselves are similar and 
the degree to which manufacturing re-
sources are shared across a company’s 
product portfolio. If all of the company’s 
products have very similar attributes, a 
single team should manage prices to en-
sure price consistency. However, if the 
products have a wide range of attributes 
that are managed by distinct business 
units, then each individual business unit 
may need to manage prices. In terms 
of manufacturing resources, if all prod-
ucts come from a single factory or prod-
ucts use the same raw materials, then 
the pricing decision must take inherent 
trade-off between supply and price into 
account and make the best decision for 
the company as a whole. 

Proximity to an exchange refers to how 
the degree of influence a trading-based 
marketplace has on product prices. For 
example, mortgage prices are greatly 
influenced by the cost of capital, which 
depends on prices and yields of the un-
derlying instruments as determined by 
the financial markets. The volatility of 
these markets and the speed required to 
capitalize on opportunities suggest that 
a more coordinated pricing team is nec-
essary to ensure changes are understood 
and opportunities are captured. 

Channel structure is the number of 
outlets in which a company’s products 
are sold. The more channels a company 
has, the more important it is to have co-
ordination across them to ensure price 
consistency. 

Consider a situation in which a compa-
ny serves essentially different customers 
in the different channels. Even though 
there are multiple sales channels, which 
implies coordination is important, these 
channels are serving different customers, 
which implies that coordination is less 

important. Thus, the number of chan-
nels is not nearly as critical as customer 
commonality when determining the best 
pricing team structure. This example il-
lustrates how these dynamics are inter-
related and that a thorough examination 
of all the issues is necessary.

These four dynamics – customer com-
monality, product features, exchange 
proximity and channel structure – com-
bine within companies to determine the 
organizational design of a pricing team. 
This design falls into three types: cen-
tralized, center-led or decentralized. 

Some pricing teams are centralized and 
have a single functional group making 
all decisions. Others are decentralized, 
with a small pricing team dedicated to 
each individual business unit. Center-led 
pricing represents a hybrid of the cen-
tralized and decentralized models, and 
takes the most appropriate operating 
characteristics from each. In a center-led 
model, ultimate pricing authority resides 
with the business unit, but a centralized 
pricing team runs analysis, ensures price 
compliance, coordinates pricing meet-
ings and designs pricing-related business 
processes. In short, a center-led pric-
ing team acts in support of the business 
units.

As one might imagine, choosing the 
right organization model is critical to 
success. In fact, building a pricing team 
from the wrong blueprint can have unde-
sirable consequences (see sidebar, “Using 
the Wrong Model”). 

Appropriate Models
A centralized pricing organization brings 
all pricing analysis and authority into a 
single organization. This structure is best 
suited for businesses with similar prod-
uct features and common customers be-
cause it ensures the following practices:
§ Company speaks to its customers with 

one voice. With a centralized pricing 
team, the company speaks to customers 
about price and discounts in a unified 
way

§ Understands and accommodates sup-
ply trade-offs. A centralized pricing 
team can use price to allocate supply 
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effectively when it is limited, or to drive 
demand to certain products where there 
is excess inventory.

As the single owner of pricing, the cen-
tralized team can drive price consistency 
across the product portfolio and ensure 
compliance of policies across the com-
pany.

Center-led pricing groups consist of a 
single team that provides support to the 
business units, who retain decision-mak-
ing authority. This structure is appropri-
ate when coordination among business 
units is necessary and a purely central-
ized pricing team is not feasible. These 
groups are best used in companies that 
have a strong business-unit orientation. 
Division-specific culture, operational is-
sues and P&L responsibility all indicate 
that final pricing authority should not 
be located in a centralized pricing team. 
This structure ensures that pricing issues 
are coordinated across business units.

A center-led team provides many advan-
tages in such a company, such as: 
§ Driving price and revenue management 

activities systematically across business 
units and up to the executive level 

§ Providing consistent, rigorous analytic 
support

§ Driving consensus on issues requiring 
broader, cross-unit review

Failing to establish 
a center-led pric-
ing function under 
circumstances that 
demand one can 
cause problems. 
We worked with a 
global technology 
manufacturer in a 
business unit-led 
environment with 
high customer and 
product common-
ality that failed to 
establish strong executive support and 
center-led pricing. This resulted in unco-
ordinated pricing actions based on rheto-
ric and anecdote in the marketing orga-
nization, which amplified the problems 
their products faced in the marketplace.

Decentralized pricing groups should be 
used when a company’s businesses are 
completely autonomous and do not share 
customers or product features. For ex-
ample, GE’s aircraft engine and health-
care divisions have very distinct sources 
of supply, very distinct products and very 
different customer bases. Therefore, a 
separate pricing team to support each di-
vision is clearly appropriate.

The key to pricing-organization success 
is balancing intimate knowledge of prod-
ucts and markets with the need to deliver 
a clear pricing signal. The proper pricing 
organization structure ensures optimal 
pricing. Analyzing the underlying busi-
ness dynamics will reveal which of the 
three models is best for any company.

Developing Clear  
Executive Support 
Pricing is where strategy meets reality; it 
is at the intersection of company vision 
and market desires. Due to the far-reach-
ing impact of pricing, it is important 
that the pricing team has the authority 
and capacity to drive and defend its deci-
sions with all stakeholders. Since effec-
tive pricing is anchored in the company 
vision, executive commitment to pricing 
discipline is required.

Pricing is anchored in the company vi-
sion insofar as it represents the perceived 

economic val-
ue of the firm’s 
products to its 
customers. This 
vision is mani-
fested in the pric-
ing strategies set 
by company ex-
ecutives. 

The pricing strat-
egies set at the 
executive level 
should focus on 
articulating clear 

price and discount guidelines that are 
relevant to the markets the company 
serves. The details of the implementa-
tion, management and analysis of these 
policies fall to the pricing team. 

One approach the company leadership 
can take is to form a “pricing council” 
to review and ratify the decisions of the 
pricing team. This council provides the 
necessary bridge between strategy and 
execution, and should consist of execu-
tives in the areas of pricing, finance, 
marketing, sales and product manage-
ment – even operations, for companies 
with inventory management challeng-
es. The exact membership depends on 
which executives in the company have 
insight or impact on the pricing decision.

The pricing council should have a stand-
ing meeting in which the pricing team 
presents its strategic and key operational 
analyses to the pricing council, which 
then either accepts the analysis or re-
quests additional work. Areas of focus 
for the council include the implications 
of supporting different price points, 
changing discount structures and modi-
fying customer tiering. 

The council should not focus on review-
ing and approving individual deals. This 
should be done at lower levels of the or-
ganization using the strategy articulated 
from the council. There will be excep-
tions in which a significant deal is re-
viewed by the council, but these should 
be few and far between.

Delivering Profit 
Improvement
Once in place, pricing teams can deliver 
significant improvement to companies, 
including: 
§ Cross-Product Interaction. It is the 

rare company that does not have to 
cope with the cross-product interaction 
of price changes to their products (cross 
elasticity). A thorough analysis of this 
issue ensures that a price change will 
have a positive overall impact on the 
company, and yield significant benefit 
to the bottom line.

§ Pricing Coordination. As stated 
before, the pricing team manages a 
corporation’s regular pricing council 
meeting. This support role ensures 
coordination among all relevant parties 
and provides profitability improvement 
through corporate pricing alignment.  

One approach the 
company leadership 
can take is to form 
a “pricing council” to 
review and ratify the 
decisions of the pricing 
team.
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§ Discount Guidelines. Tightening up 
rogue sales agent-discounting practices 
can improve the bottom line dramati-
cally by eliminating profit-eroding 
behavior.

However, pricing teams are only able to 
deliver such improvements when they fo-
cus on three main responsibilities: analy-
sis of data, support of processes and en-
forcement of policies and decisions.

Analysis
Perhaps the initial focal point for any 
pricing team is analysis that facilitates 
informed decisions. These analyses must 
include strategic, operational and tacti-
cal considerations so that a more holistic 
and complete view can be considered. 

Strategic Analysis. Strategic analysis 
examines the long-term impact of high-
level decisions. For example, an analysis 
that examines the impact of changing 
the fundamental pricing model (e.g., the 
impact of moving to an everyday low 
price model or the impact of switching 
away from a razor-razorblade model). 
These analyses provide information re-
quired for executives to make an in-
formed decision.

Operational Analysis. Operational 
analysis examines the near-term impact 
of price decisions. 

The setting of monthly, supply-aware 
price targets is a typical example. Once 
this analysis is complete and ratified, the 
resulting price list can be sent to the sales 
team to be executed upon. These opera-
tional analyses are generally much more 
granular in the time dimension than 
strategic analyses.

Tactical Analysis. Finally, tactical anal-
ysis looks at the immediate impact of an 
individual transaction or deal. One such 
example is deal analysis/management. 
Deals can be examined against estab-
lished guidelines to determine if they are 
acceptable or not.

A well-run pricing organization concur-
rently executes several versions of each 
type of analysis. Of course, different 

decision makers will be the recipients of 
different analyses. For example, the out-
put from a strategic analysis should be 
tailored to the CEO and executive team, 
while deal analysis should be tailored to 
the needs of business unit and sales lead-
ership.

Support
The next key function of the pricing 
team is to support a variety of groups 
in the corporation that can alter price. 
This support takes the form of owning 
pricing-related meetings; ensuring busi-
ness processes are up-to-date, accurate 
and followed; and general coordination 
around pricing. 

This support role is critical since it en-
sures all stakeholders are in involved in 
decision-making and are also given spe-
cific, actionable data to facilitate pricing 
decisions. For example, the pricing team 
should take input from the sales force re-
garding the current pricing practices and 
then provide the sales force with price 
targets and guardrails for each product 
once the strategy is set and the analyses 
complete.

By providing this support role, the pric-
ing team is able to coordinate pricing 
processes and initiatives for the com-
pany. This ensures all parties are aligned 
and processes are efficient.

Enforcement
Finally, a pricing team should play an 
enforcement role within the company. 
This enforcement can take many forms, 
including:
§ Analyzing an individual deal to ensure 

compliance with the published price 
and discounting guidelines

§ Reviewing salesperson-discounting 
behaviors to validate discounting prac-
tices

§ Ensuring customers follow through on 
contractual commitments for volumes 
or market share

The pricing team should review orders 
on an exception basis to ensure compli-
ance with the established pricing and 
discounting guidelines. If an order fails 
to meet the guidelines, it should be re-

jected and sent back to the salesperson 
for renegotiation. Companies with “deal 
desks” that review and approve individ-
ual deals are already providing enforce-
ment at this level. In some situations, 
these teams can be integrated into pric-
ing teams (especially for those that have 
centralized organization). For situations 
in which direct integration is not fea-
sible, a strong collaborative relationship 
should exist between the two with ulti-
mate pricing authority resting with the 
pricing team.

This enforcement role is critical as it 
gives the pricing team the authority to 
enforce price compliance and adherence 
to pricing guidelines, and drives course 
corrections as necessary. We worked with 
a media company that drove a sales-wide 
initiative for price discipline and elimi-
nated maverick discounts, which im-
proved ASPs by over 50%. Without pro-
viding this enforcement role, the pricing 
team (or deal desk, if necessary) would 
be unable to back up the established pol-
icies and guidelines, causing price con-
trol to slip away. 

Summary 
Given its overall importance to corpo-
rate profitability and revenue growth, we 
believe pricing should be established as 
a key and standalone discipline within 
companies. Establishing a pricing team 
is a tangible way to move in this direc-
tion. Best practices pricing teams share 
three key attributes as they: 
§ Match the design of the pricing orga-

nization to the dynamics of the target 
market

§ Develop a pricing strategy with clear 
executive support 

§ Deliver price support, analysis and en-
forcement across the organization

A pricing team is a reflection of best 
practice people, processes, tools and 
data. Bringing together the right people 
to manage the right processes with the 
support of the right tools that are using 
the right data is the overall goal for the 
pricing discipline. Effective management 
of the pricing discipline delivers signifi-
cant bottom-line results quickly.
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Essential Characteristics of Effective Retail Price Management

Be honest. As a retailer, have you 
all but retired the “pricing” le-
ver from your toolbox of profit-
enhancers, falling back instead 

on “tried-and-true” bottom-line improv-
ers like cutting variable costs, cutting 
fixed costs and/or increasing volume? 
You’re not alone: Many retailers today 
seem to have relegated the price-man-
agement function to second-class sta-
tus, asking questions like, “Why do we 
need all those price analysts anyway?” 
or “Why can’t the merchants just han-
dle their own pricing?” In fact, in some 
extreme cases, retailers, in the process of 
SG&A cost reductions, have determined 
that even having a dedicated pricing 
group may not be worth the cost.

It all sounds like savvy cost-cutting. The 
problem is there’s nothing at all savvy 
about such tactics.

That’s because it is a fact that pricing 
– if executed correctly – is still by far the 
most effective profit lever. For instance, 
based on a recent AlixPartners analysis 
of the 2005 operating results for all pub-

licly held retailers with annual sales of 
more than $500 million, we found that 
just a 1% improvement in price raised 
operating margins nearly 16% (see fig-
ure 1). This far outweighs the impact of 
corresponding improvements in variable 
costs, fixed costs or sales volume.

The trick, of course, lies in understand-
ing your customers, and your compe-
tition, well enough to make truly in-
formed decisions about pricing – be they 
price increases or strategic price cuts 
aimed at driving store traffic and/or cre-
ating a value image. In short, this means 
being as truly strategic with your pricing 
as you no doubt try to be with your sup-
ply chain, your store operations and your 
overall marketing efforts.

Without a renewed focus on price and 
how it fits in the overall company strat-
egy, retailers run the risk of lost sales and 
profits. To better understand a strategic 
approach to retail pricing, let’s look at 
a brief history of the retail pricing ap-
proach, examine the latest research on 
consumer expectations in retail, frame 
the pricing challenge for retailers and 
outline the essential characteristics of a 
successful pricing program. 

Pre-Computer Age Pricing
Having spent most of my adult life in the 
retail business, with a good portion of 
that time in retail pric-
ing and decision sup-
port, I remember when 
good pricing meant 
beating your competi-
tion on a head-to-head 
basis. This was espe-
cially true for me since 
I got my feet wet in the 
grocery trade, where 
low price was king, un-
til of course, the profit 
targets were in peril 
for the current report-
ing period and we went 
to work “massaging” 
prices where we could 
in order to make our 

numbers! That was as close as we got to 
price optimization.

The good old days of retail pricing! En-
ter any pricing office during the pre-
computer era and you would find a num-
ber of fanfold computer printouts of the 
company’s item master listing piled high 
on the desks, along with handwritten 
price checks gathered from the competi-
tors in various markets. It was sometimes 
hard to find pricing folks behind all the 
paper! The gross margin calculation 
wheel was always within arm’s length, 
and topping off the pricing arsenal was 
a box full of colored markers which were 
used to indicate items on the printouts 
that had an upcoming price change, 
short and long-term specials, prices be-
low or above the competition, etc. We 
were not thinking too much about price 
optimization in those days. We were 
happy just to get the price changes done 
on time so the keypunch department 
could enter them in the system that 
downloaded information to the stores.

There were changes in the wind for pric-
ing at the dawn of the computer age with 
desktop PCs, Lotus 123 and computer-
assisted pricing. With advanced tech-
nology, price management began to get 
away from the paper-based process. Un-
fortunately, we did not stray too far from 
the original objective of the pricing de-

“Tried-and-true bottom-line improv-
ers” such as cutting costs and in-
creasing volume may seem relatively 
simple to plan and execute – but they 
may not be the most effective, either 
in terms of value or process. Retail-
ers who rely on such tactics are not 
seeing the whole picture. They must 
understand their customers and com-
petition well enough to make truly 
informed decisions about pricing, 
and to do that, they need a dedi-
cated pricing group. Only a strategic 
approach will see long-term results. 
This article was written by Frank 
Jones (fjones@alixpartners.com), 
Vice President with the Performance 
Improvement Practice of AlixPart-
ners LLP (www.alixpartners.com) in 
New York. A 14-page overview of the 
2006 AlixPartners Consumer Senti-
ment Index can be found at www.
alixpartners.com/CSI2006. 
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partment, i.e., perform the weekly price 
checks and keep the prices in line with 
the competition. It was a simpler world 
in those days, but not an environment 
where retailers maximized the strategic 
impact of the pricing function.

Personal experience with a wide range 
of companies in different channels has 
shown me that many, if not most, retail-
ers still do not make best use of the price 
management function. Within the cur-
rent retail environment, such neglect can 
lead to disaster. Fortunately, success in 
retail is no longer about simply having 
the lowest price, but executing against 
that paradigm requires more than a to-
ken approach to managing retail prices.

‘Honest’ Prices Replacing 
‘Low’ Prices
When consumers talk price, what do 
they mean? Are retailers equipped to 
deal with the new consumer mindset? In 
the 2006 AlixPartners Consumer Sen-
timent Index, we asked 6,000 consum-
ers to rank individual retailers within 13 
retail categories, from books to sporting 
goods. The results were startling, and 
what we discovered from consumers re-
garding price gives hope to those retailers 
looking to find alternatives to a frontal 
assault on Wal-Mart’s low-price position. 
Pricing in the mind of your customer to-
day is not just about the lowest absolute 
price; it’s about honest pricing.

Let’s look at one of the critical findings 
of the 2006 Consumer Sentiment Index: 

“In the past, many, if not most, retail 
executives felt that when consumers de-
fined price, they meant ‘lowest.’ This 
latest research, however, is irrefutable: 
When it comes to price today, consum-
ers mean value. They resent needing to 
hunt for bargains, but even more, they 
really resent being taken advantage of, 
being deceived or being made to work to 
receive real value. What they crave: con-
sistency, honesty and fair value – even 
if, in many cases, that means paying a 
little more. Why the change? Mostly, 
consumers say, it’s that they just don’t 
have enough time to put up with the 
hassle, even if they wanted to. Smart 

retailers will look for a way to differenti-
ate themselves in relation to the issue of 
time compression, which will continue 
unabated into the foreseeable future for 
most Americans.”

Time compression has created a time-
starved consumer looking for consis-
tency, honesty and good value. This 
certainly doesn’t mean that retailers 
have carte blanche to raise prices with-
out understanding markets they serve or 
how the competition has positioned its 
own categories and prices. Price too high 
or make your customers feel ill-treated. 
and they’ll definitely notice, costing you 
profits and credibility along the way.

Clearly, successful price management 
is not simply about having the lowest 
price. If that were the case, Kmart might 
have avoided disaster in late 2001 with 
its “Blue Light Always” campaign, where 
it lowered thousands of prices to com-
pete directly with Wal-Mart. The impact 
of that move is now part of retail lore.

Managing price in retail today clearly 
presents huge challenges – and not just 
the obvious ones from Wal-Mart. Tech-
nology has enabled consumers to have 
more choices and more information 
about prices than ever before. Today’s 
“multi-channel” customer challenges re-
tailers to work in the world of “clicks and 
picks” as well as the world of “bricks and 
mortar,” as the Internet has become a 
completely “normal” shopping channel. 

Technology has changed the nature of 
competition, as well. More and more 
retailers have begun to realize that price-
optimization tools, coupled with the 
right processes and strategic approaches, 
can radically improve the value of the 
price-management function. Meantime, 
companies that lag behind more and 
more find themselves also-rans in the 
race to react effectively to consumer de-
mand. 

The Retail Challenge
How can you establish the correct re-
tails? What part will pricing play in the 
value proposition you present to consum-
ers? How do customers view your offer-

ing? You will need to answer these and 
many other questions if you expect to be 
successful in today’s competitive retail 
environment. 

As we have already noted, absolute low-
est price is not the requirement. It is, 
however, still fair to say that the pressure 
on retail price, i.e., the need to “get it 
right,” continues to escalate. The com-
petitive landscape is getting tougher, and 
Wal-Mart exerts significant influence 
across multiple channels. Niche players 
are showing real strength (upscale or full 
service, discounters and specialty retail-
ers) and as we have recently seen in sev-
eral retail channels, middle ground is not 
where success will be found long term. 

Essential Characteristics
What’s a retailer to do? A good starting 
point may be an internal review of your 
price-management function using the 
questions listed below:

1. Do I know where I stand on price 
vs. my key competitors?

It’s truly amazing how many retailers 
have no idea where they actually stand 
on price against their primary competi-
tors. It’s like a pilot flying around the sky 
with the plane’s radar in the off position! 

Do you know your actual price position 
by competitor, market, category and key 
items? Competitive benchmarks, i.e., 
in-store checks that compare your pric-
ing to the competition on directly com-
parable items, are essential to create a 
strategic target and determine the cost to 
reach the desired price structure. In ad-
dition, this information can help you un-
derstand whether your consumers’ per-
ception gap (see #2 below) is due to real 
price differences or other factors, such 
as signage, in-store environment or your 
overall marketing message.

2. What is the current consumer per-
ception of my company relative to 
price?

Do you know how consumers view your 
company’s pricing position, and why 
they view it that way? All too often, 
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general consumer perception is far dif-
ferent from the actual measured price 
gap. In other words, consumers’ general 
perception of price and actual prices are 
not always in synch. Among consumer 
electronics retailers, for example, shop-
pers perceive that Best Buy has the low-
est prices, when, in fact, Circuit City is 
generally at parity with its everyday pric-
es (and often lower in its weekly-ad pric-
es). Best Buy has bigger stores, more of 
a “warehouse” look and, arguably, even 
the chain’s name (Best Buy) says “lowest 
price,” but actual prices are in fact about 
the same. 

The lesson here is that retailers need to 
understand how consumers view prices 
and what factors contribute to that per-
ception. If there is a problem, i.e., you 
are viewed as too high priced vs. the 
competition, you need to know whether 
it is because the actual prices are in fact 
too high or whether other cues (e.g., 
marketing message, in-store presenta-
tion, advertising, etc.) are creating the 
high price image you want to avoid.

3. Do I know what it will it take to 
satisfy my customers on price, and 
am I delivering against those expecta-
tions? 

As comprehensively 
documented in his 
best-selling book, 
The Myth of Excel-
lence, Fred Crawford, 
a managing director at 
AlixPartners, showed 
that the recipe for suc-
cess at retail today is 
to focus on exceed-
ing customer expec-
tations – though not 
in all five key areas of 
retail (price, product, 
service, access and ex-
perience), but rather 
in just two … while 
settling for industry 
par on the remaining 
three. In other words, 
“wow” your customers 
in one key area (e.g., 
service) – while differ-

entiating in a second (e.g., product). Put 
the lion’s share of your time and resourc-
es into excelling in two highly relevant 
areas, and it’s OK, even advisable, merely 
to meet expectations in the other three.

Companies ignoring this advice seldom 
end up with the kind of identities that 
resonate with consumers. And when it 
comes to pricing, in particular, retailers 
must decide if they want to excel in that 
area (i.e., be known primarily for low 
price) or whether they want to ensure 
their prices are at par for their segment 
while focusing on excellence in other as-
pects of their operation. Target, for ex-
ample, has done this by making sure its 
prices are not the rock-bottom lowest, 
but competitive (i.e., “industry par”), 
while focusing on excellence in their 
product assortment and overall store ex-
perience. 

4. Have I defined category roles and a 
pricing approach for each category?

Have you assigned business roles (e.g., 
destination, traffic driver, profit genera-
tor, etc.) for each major category in your 
company? With these roles defined, your 
price management team can effective-
ly support and interact in the category 

management process to ensure a consis-
tent pricing approach. 

In addition, as you go through the pro-
cess of defining your category strategies, 
don’t overlook house or private-label 
brands. Too many retailers leave money 
on the table by discounting the need to 
define the role and pricing approach for 
their house brands. In a recently released 
study of private-label products strategy, 
ACNielsen noted that “significant finan-
cial benefits are possible when retailers 
apply ... fact-based methods to challenge 
outmoded pricing rules ... and establish 
superior category assortment and pricing 
strategies.”

5. Do I have the right pricing organi-
zation?

Amazingly, many retail companies, even 
large ones, try to manage price with just 
a handful of analysts or worse, none at 
all. The pricing organization can and 
should be a valuable company asset, but 
it will not achieve that status without the 
right people. Pricing requires retail sav-
vy and experience, along with the abil-
ity to dig into the numbers and produce 
actionable information for an audience 
that sometimes does not have time to 
perform detailed “What if?” analyses. 

asset, but it will not achieve that status without the right people. Pricing requires retail savvy 
and experience, along with the ability to dig into the numbers and produce actionable 
information for an audience that sometimes does not have time to perform detailed “What if?” 
analyses.   

As noted several years ago in the MIT Sloan Management Review, “If pricing isn't a strategic 
capability – a contributor to a company's ability to devise and implement its strategy – it's 
probably a strategic liability… An effective pricing process can't be run on automatic pilot: It 
requires well-trained people who understand the company in all its complexities – its strategy, 
range of products or services, customers, suppliers and competitors.”

6. Is there organizational alignment within my company? 

In retail, merchants are ultimately responsible for the performance of their respective business 
units, and they usually feel as though they “own” the setting of retail prices – which is good. 
However, this does not mean they should be able to establish retails without a degree of 
oversight and significant support, nor does it mean that they are the sole stakeholders in the 
retail pricing process.

AMR Research notes that implementation of a strategic rules-based pricing approach can 
improve a retailer’s margins by as much as 4%-6%. Implementation of even a rules-based 
pricing approach (let alone sophisticated optimization tools) requires that your pricing group 
“finds its place” in the organization so it can act effectively to ensure strategy, process, 
technology and company culture mesh. Pricing as a function across the enterprise has many 
“moving parts,” and to ensure a disciplined and well-choreographed approach to pricing, the 
pricing framework must be well-established and communicated across the enterprise. 

Blending strategy, tactics, and execution creates framework
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Figure 2: Price Management Framework 



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

8 November 2006

As noted several years ago in the MIT 
Sloan Management Review, “If pricing 
isn’t a strategic capability – a contribu-
tor to a company’s ability to devise and 
implement its strategy – it’s probably a 
strategic liability… An effective pricing 
process can’t be run on automatic pilot: 
It requires well-trained people who un-
derstand the company in all its complex-
ities – its strategy, range of products or 
services, customers, suppliers and com-
petitors.”

6. Is there organizational alignment 
within my company?

In retail, merchants are ultimately re-
sponsible for the performance of their 
respective business units, and they usu-
ally feel as though they “own” the setting 
of retail prices – which is good. How-
ever, this does not mean they should be 
able to establish retails without a degree 
of oversight and significant support, nor 
does it mean that they are the sole stake-
holders in the retail pricing process. 

AMR Research notes that implementa-
tion of a strategic rules-based pricing ap-
proach can improve a retailer’s margins 
by as much as 4%-6%. Implementation 
of even a rules-based pricing approach 
(let alone sophisticated optimization 
tools) requires that your pricing group 

“finds its place” in the organization so 
it can act effectively to ensure strategy, 
process, technology and company cul-
ture mesh. Pricing as a function across 
the enterprise has many “moving parts,” 
and to ensure a disciplined and well-cho-
reographed approach to pricing, the pric-
ing framework must be well-established 
and communicated across the enterprise.

7. Does my company have the right 
information to truly drive fact-based 
pricing decisions?

Do your company decision-makers 
“shoot from the hip” on pricing? Clearly, 
in today’s environment, information is 
no longer difficult to obtain, so there’s 
no excuse for being anything other than 
fact-based in your key merchandising 
decisions. As previously noted, consum-
ers are smarter, too, and good retailers 
obtain and utilize information to drive 
fact-based decisions. Are you a leader or 
follower in this regard? Without com-
petitive intelligence, real-time financial 
metrics, scorecards, robust pricing ana-
lytics, etc., you cannot make decisions 
that drive business success. 

8. Am I still running our business 
with spreadsheets?

Too many retailers are still involved in 
“Microsoft price management,” i.e., de-
pendence on disparate pieces of infor-
mation and analysis residing in Excel 
spreadsheets and Access databases. With 
tools widely available that allow retailers 
to effectively manage pricing across all 
phases of the product life cycle, you risk 
being at a competitive disadvantage if 
investments are not made to get pricing 
away from the dependence on spread-
sheets. 

And, yes, advanced pricing tools do jus-
tify the investment. In our experience at 
AlixPartners, optimization tools can pay 
huge dividends across the entire retail 
product life cycle (regular, promotion-
al and clearance pricing) to companies 
willing to make the commitment to im-
prove the pricing process. 

Using Price Strategically
Based on our experience with retail cli-
ents and others across a number of in-
dustries, AlixPartners believes many 
retailers have significant opportunity 
to improve both their strategic pric-
ing capabilities and their overall pricing 
processes. It is an effort that can create 
tangible value in terms of financial and 
process benefits. As already noted, even 
a basic approach has the potential to 
improve retail margins by 4%-6%. De-
velop capabilities beyond the basics, e.g., 
price optimization, integration of pric-
ing with category management and pro-
motional planning, etc., and the benefits 
become even more attractive. 

Remember Marketing 101 and the “4 P’s 
of Marketing – product, price, promo-
tion and place”? Retailers that ignore the 
pricing function to focus on other ap-
proaches to margin improvement will 
find themselves as a three-legged table 
– able to stand, but in a precarious state 
when the weight of competition is ap-
plied. As noted from the outset, there 
really is no other profit lever that has 
the same level of bottom-line impact as 
pricing. For companies ambitious (and 
smart) enough to seize the opportunity, 
pricing becomes a strategic capability 
that contributes to the long-term health 
of the business.

7. Does my company have the right information to truly drive fact-based pricing decisions? 

Do your company decision-makers “shoot from the hip” on pricing? Clearly, in today’s 
environment, information is no longer difficult to obtain, so there’s no excuse for being 
anything other than fact-based in your key merchandising decisions. As previously noted, 
consumers are smarter, too, and good retailers obtain and utilize information to drive fact-
based decisions. Are you a leader or follower in this regard? Without competitive intelligence, 
real-time financial metrics, scorecards, robust pricing analytics, etc., you cannot make 
decisions that drive business success.   

8. Am I still running our business with spreadsheets? 

Too many retailers are still involved in “Microsoft price management,” i.e., dependence on 
disparate pieces of information and analysis residing in Excel spreadsheets and Access 
databases. With tools widely available that allow retailers to effectively manage pricing across 
all phases of the product lifecycle, you risk being at a competitive disadvantage if investments 
are not made to get pricing away from the dependence on spreadsheets.   

And, yes, advanced pricing tools do justify the investment. In our experience at AlixPartners, 
optimization tools can pay huge dividends across the entire retail product lifecycle (regular, 
promotional and clearance pricing) to companies willing to make the commitment to improve 
the pricing process.

USING PRICE STRATEGICALLY

Based on our experience with retail 
clients and others across a number of 
industries, AlixPartners believes many 
retailers have significant opportunity to 
improve both their strategic pricing 
capabilities and their overall pricing 
processes. It is an effort that can create 
tangible value in terms of financial and 
process benefits. As already noted, even 
a basic approach has the potential to 
improve retail margins by 4%-6%. 
Develop capabilities beyond the basics, 
e.g., price optimization, integration of 
pricing with category management and 
promotional planning, etc., and the 
benefits become even more attractive.    

Remember Marketing 101 and the “4 P’s of Marketing – product, price, promotion and place”? 
Retailers that ignore the pricing function to focus on other approaches to margin improvement will 
find themselves as a three-legged table – able to stand, but in a precarious state when the weight of 
competition is applied. As noted from the outset, there really is no other profit lever that has the same 
level of bottom-line impact as pricing. For companies ambitious (and smart) enough to seize the 
opportunity, pricing becomes a strategic capability that contributes to the long-term health of the 
business.
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Figure 3: Effective Price Management Creates Tangible Value 


