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If you’ve just completed a big ROI 
calculator, don’t read this article. 
Pricing can be a confusing subject 
for many people and many busi-

nesses. Along with the mathematics of 
demand curves, contribution margin 
and break-even analysis are the thought 
processes that we bake into our pricing. 
Rules of thumb include providing ROI 
analysis to support sales and tracking 
average selling price to measure pricing 
effectiveness. In this article, we examine 
five common, dangerous pricing myths 
and what you can do to overcome them. 

What are the myths? Read on to find 
out, but you may want to put away your 
ROI analysis and your Economics 101 
textbook... 

Myth 1: Price and Demand 
Always Move in Opposite 
Directions 
Economics 101 teaches us that as price 
goes up, demand goes down, and as price 
goes down, demand goes up. However, 
this is a rule of thumb, rather than an 
iron-clad law. In some cases, higher pric-
es create the perception of higher value, 
therefore increasing sales. Luxury goods 

are an example where the high price 
itself is an important part of the value 
message. Even in the corporate world, 
price points that fall too far below buy-
ers’ expectations can reduce perceived 
value. Prices outside of an “acceptable 
price range,” whether too high or too 
low, cause cognitive dissonance and re-
quire justification. 

We worked with a software company 
that raised prices, profits and unit sales 
simultaneously. They had attempted to 
be both the low-cost and the high-value 
provider. Along with strain on personnel, 
this strategy caused confusion among 
buyers, even though the buyers rarely ar-
ticulated this concern directly. By charg-
ing more, they aligned their prices with 
their customers’ perceptions, moving 
into the “acceptable price range.” 

Myth 2: ASP is a Good 
Way to Measure Pricing 
Effectiveness
As companies have turned their atten-
tion to pricing as a useful lever to boost 
profits, Average Selling Price has become 
a key performance indicator. And rightly 
so. ASP focuses on the price a customer 
actually pays, which is much more im-
portant to corporate performance than 
list price. 

However, by definition, ASP condenses 
all sales of a given product into a single 
number. This simplification masks pric-
ing opportunities. For example, sup-
pose product A has an ASP of $100, and 
sells in a range from $98-$102. Product 
B also has an ASP of $100, but sells in 
a range of $50-$150. The ASP metric 
obliterates the huge variance in product 
B’s pricing, which may represent sub-
stantial profit opportunity. 

When measuring ASP, also report vari-
ance. If you are charting ASP, chart 
the entire distribution of relevant price 
points. For example, in projects with two 
high-technology companies, we found 
that variation in the spread of price 
points in different customer segments is 

often greater than the variation in ASP. 
According to the ASP model, pricing 
was on track. When we examined the 
variance, however, opportunities ap-
peared. 

For an in-depth discussion of the prob-
lematic nature of averages in corporate 
performance measurements, see an ar-
ticle called “The Tyranny of Averages” 
(also available to members of the Profes-
sional Pricing Society in the November 
2005 newsletter). 

Myth 3: A List Price Change 
Will Lead to Proportional 
Change in Invoice Price 
Companies that recognize a pricing op-
portunity often respond with a change in 
list price. This strategy is only effective 
if the company can predict the eventual 
impact on the invoice price and “True 
Price” (also known as the pocket price). 

Price decreases usually flow straight from 
the list price to the True Price, although 
the discount may get larger along the 
way, particularly if the price reduction is 
an overdue response to downward price 
pressure in the market. Price increases 
are harder to push through. Naturally, 
customers do not like price increases. 
Value selling best practices to get the 
price increase is a subject for another day. 
What is important is that you have a 
process in place to help the sales force 
win the price increase.

At the same time, you can measure how 
price increases have held in the past. 
A company that never wins substan-
tial price increases will probably not get 
100% of the current increase, no matter 
how well you prepare. Certain segments 
have more price resistance. Certain sales 
reps will be more effective at winning 
the price increase. Bring these reps into 
the process to improve your results, and 
diffuse the perception that pricing is the 
enemy of sales. Our research suggests 
that for companies without a strict pric-
ing process all the way to True Price, or a 
large number of SKUs or part numbers, 
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the relationship between the change in 
list price and the change in actual price 
is weak, or even nonexistent.

Myth 4: Pricing is the Enemy 
of Sales
Pricing sometimes gets stuck with the 
unfortunate — and hopefully, inaccurate 
— moniker of “Sales Prevention Depart-
ment.” Sales teams may resent cumber-
some processes to get approval for dis-
counts, especially if they lose a sale in 
the time between requesting a discount 
and receiving a response. Sales reps also 
argue that what seems like a great value 
differentiator in a marketing meeting 
may not actually provide value to the 
customer. 

In a well-run business, the pricing group, 
which probably resides in marketing, 
and the sales force are on the same team. 
Everyone works together to add, mea-
sure and communicate value. Approval 
processes balance speed and fairness, 
depending on the impact to the busi-
ness, while enforcing accuracy. Good 
quoting processes should make it faster, 
not slower, to close business. The pric-
ing team is not just a gatekeeper, out to 
deny discounts (“rogue” or “necessary to 
close the businesses,” depending on who 
describes them), but a coach, providing 
information on key value drivers. These 
value drivers depend not just on the 
product, but also on the customer and 
the competitive context. 

The critical element to this alignment is 
compensation — monetary, titular and 
social. The executive team should re-
ward people for moving in the direction 
the company is going. Sometimes, the 
explicit strategy of the company (along 
the lines of “generate value for our share-
holders”) does not truly drive behavior. 
Instead, implicit strategy takes over. If 
the commission your sales force earns is 
based entirely on top-line revenue, it is 
not the sales rep’s fault that he is trying 
to sell as much volume as possible with-
out regard to profitability. 

Conversely, it is not your fault on the 
pricing team that you want to protect 
margin, brand and profit, although since 

sales reps’ variable compensation tends to 
make up the majority of their pay, they 
feel the difference in their wallet much 
more immediately. 

Our experience shows that pricing proj-
ects that substantially shorten the sales 
cycle are received much better than proj-
ects that simply aim to control sales-pric-
ing activities without any direct benefit 
to the sales team. When implementing 
pricing projects that will affect the sales 
team, consider how the changes im-
pact the people pounding the pavement 
every day to sell your products. If you 
were on the sales force, would you go 
along with your project? Bring the sales 
team in as a partner, not an adversary, in 
your pricing plans. This is easier with ex-
ecutive support that spans both the pric-
ing and sales orga-
nizations. 

If your company 
policy permits, go 
on some sales calls. 
Nothing replaces 
direct interaction 
with the customer 
to help validate 
value messages, and by helping the sales 
team, you can earn some goodwill and 
make sure the sales reps know you are on 
the same side as them. 

Myth 5: ROI is a Good Way to 
Sell Superior Value Against 
Lower Priced Competitors
“Return on Investment,” or “ROI,” has 
a great ring to it. It implies an objective, 
quantitative approach that helps busi-
nesses select the best of several alter-
natives. Unfortunately for pricing and 
salespeople, most people express ROI as 
a percentage. 

Suppose company A sells a product for 
$100 and provides a return of $1,000. 
Company B sells a product for $500 
and provides a return of $2,000. Which 
company offers higher ROI? Which 
company offers more value? Company 
A wins the ROI comparison, 1,000% 
to 400%, but company B offers $1,500 
worth of value (return minus cost) vs. 
only $900 for company A. 

Increases in incremental value often pro-
vide more proportionate value — it’s the 
opposite of diminishing returns. Semi-
conductor companies get big premiums 
on their highest-performing chips, even 
though the true difference in perfor-
mance may be quite small. 

A Kia and a Mercedes do the same 
thing, get you from point A to point B. 
The Mercedes may do it slightly faster, 
more quietly or more comfortably, but 
it is never going to win an ROI analysis 
against a Kia that costs one-quarter the 
price of the Mercedes. After all, the Mer-
cedes cannot arrive four times faster, or 
get four times better gas mileage or even 
likely withstand a crash with something 
four times larger than the Kia can with-
stand.

In the B2B world, 
small improve-
ments in efficiency 
and reliability of 
equipment and 
services can have 
huge bottom-line 
impact on the cus-
tomers who buy 

them. How much differential value is 
there between a machine that needs one 
hour of downtime each week and a ma-
chine that needs 10 minutes of down-
time each month? Of course, this de-
pends on the process and the company, 
but the value could be enormous. 

If you price the more reliable machinery 
to reflect this value, you may worsen its 
comparative ROI, but as long as the dif-
ferential value remains, a rational buyer 
should choose your product. 

ROI selling looks good when you have a 
lower price than your competitors. If you 
are trying to sell additional value, how-
ever, you may not achieve higher ROI. 
Worse, you may end up underselling that 
differential value. ROI is a useful com-
ponent of value selling, but only in con-
junction with frameworks that focus 
on differential value itself, such as the 
Value Price Waterfall. 

Bring the sales team 
in as a partner, not 
an adversary, in your 
pricing plans. 




