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

PPS is proud to welcome Robert (Bob) Cross as the new-
est member of the PPS Board of Advisors. Bob is Chair-
man and CEO of Revenue Analytics Inc., and is widely 
recognized as the foremost expert in the field of revenue 
optimization. Labeled the “guru” of revenue by The 
Wall Street Journal, Bob founded Talus Solutions Inc., 
a company credited with creating billions of dollars in 
value for clients such as ABC, Delta Air Lines, Marriott 
International, Ford Motor Co. and UPS. Talus was ac-
quired by Manugistics Group Inc. in December 2000 
for $366 million. Bob authored The New York Times 
Business Best Seller, “Revenue Management: Hard Core 
Tactics for Market Domination” (Broadway Books 
1997). Bob also serves as a Distinguished Executive-in-Residence at the Terry 
College of Business at the University of Georgia.

Please join us in welcoming Bob to the PPS Board of Advisors.

Robert Cross joins Board of Advisors

Challenges of Pricing in Emerging 
Economies: Coping with High Inflation

High inflation is one of the biggest 
concerns for emerging economies. 
Given the distortion in traditional 
business incentives in these 
environments, conventional pricing 
is not suitable. Therefore, a new 
framework should be used to assess 
a pricing policy’s new priorities. 
This approach — called “Inflation’s 
3 C” — highlights the key issues 
that pricing should address: cost, 
collections and communication. This 
article was written by Ariel Baños 
(ariel_banos@fijaciondeprecios.
com), president and CEO of 
fijaciondeprecios.com, the first 
organization specializing in pricing 
for Spanish-speaking countries. 

High inflation is still one of 
the main concerns in emerg-
ing economies. Annual rates 
in the neighborhood of 10% 

— and even more for some specific mar-
kets — have characterized the pricing 
situation of many emerging economies 
for years. This scenario represents high 
uncertainty for companies doing busi-
ness in emerging countries. Prices and 
their evolution become the center of the 
businesses’ worries — in many cases 
— at the expense of losing focus in the 
business strategy. This situation entails a 
particular challenge for the pricing pro-
fession. Understanding the new price 

dynamics becomes a critical issue for the 
companies’ survival. A new pricing ap-
proach, together with financial manage-
ment tools, should be implemented in 
order to cope with this difficult environ-
ment.

New Approach
The conventional pricing approach — 
valid for low-inflation economies — re-
quires some adjustments in order to re-
flect the new challenges of high-inflation 
environments. While the “4 C” frame-
work is a trusted and important tool to 
identify the key drivers of pricing in con-
ventional scenarios, i.e., cost, customers, 
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competitors and channel, it needs to be 
redefined when high inflation turns out 
to be a main concern.

During inflationary times, companies 
try to protect their profits and cash 
flow, transferring the inflationary im-
pact to third parties. These parties are: 
customers, suppliers and also, employees. 
Customers will be affected through sell-
ing-price adjustments. In the case of sup-
pliers, the company will try to delay the 
impact of cost increases and extend pay-
ment terms as much as possible. Finally, 
in the case of employees, they will be af-
fected as long as salaries lag behind the 
inflation-rate evolution, reducing their 
real purchasing power. 

Under this environment, a new frame-
work should be developed in order to 
better assess the new priorities of the 
pricing policy. This new approach — 
called “Inflation’s 3 C” — highlights the 
new set of key issues that pricing should 
address, i.e., Cost, Collections and Com-
munication (see figure 1). 

 This new framework reflects the change 
in priorities for the company and the 
new way of doing business given the 
distortion of traditional incentives. For 

example, during normal times, increas-
ing sales is among a company’s top prior-
ities; in inflationary times, holding large 
inventories while being very selective in 
closing sales could be a more profitable 
strategy. Financial gains (working capital 
appreciation) can be far more rewarding 
than classic operational profits under the 
new set of incentives.

Key Drivers: Inflation’s 3 C

t Cost
In inflationary environments, the com-
pany has to keep up with constant cost 
increases that should be passed through 
to prices in order to avoid losing profit-
ability and cash flow. Information about 
costs and its forecasted evolution is vital 
for the planning and scheduling of the 
pass-through strategy. Fluid communi-
cation between the pricing professional 
and such key internal departments as 
Finance & Administration, Purchasing 
and Human Resources is pivotal under 
inflationary situations. These depart-
ments will be the source of valuable in-
formation to make quick decisions under 
the new price dynamics.

In the case of the Finance & Adminis-
tration Department, its contribution is 

vital to model the 
forecasted path of 
the different cost 
items. This informa-
tion will assist simu-
lations of the fore-
casted impact on the 
overall cost struc-
ture. The cost simu-
lation model outputs 
will be critical raw 
material for the pric-
ing practitioner to 
plan the magnitude 
and timing of the 
price adjustments.

Fluid communica-
tion with the Pur-
chasing Department 
(raw material and 
services) is also very 
important, as this 
area is the one that 

has first-hand information from sup-
pliers. Many valuable “off-the-record” 
inputs about cost evolution — which 
should be adequately weighted by the 
pricing professional — can be available 
even before the detailed cost simulations. 
This department can source the Finance 
& Administration Department with the 
necessary information to feed the simu-
lation model. Another critical input from 
the Purchasing Department is the reli-
ability of raw-material deliveries, as sup-
pliers may constrain or delay the deliv-
eries — mainly in very high-inflation 
contexts — in order to take advantage 
of future, more favorable pricing condi-
tions. If supply constraints are foreseen, 
the company’s pricing situation should 
be ready to reflect this.

Human Resources is another key de-
partment for cost evolution information. 
This department can forecast the labor-
cost evolution, which could impact the 
company both internally (i.e., labor costs 
of the company) and externally (i.e., la-
bor costs of the suppliers). In the latter 
case, this will let the company anticipate 
the next round of cost increases once the 
suppliers recalculate their costs. In most 
cases, labor costs usually lag behind in 
the adjustment path of inflationary envi-
ronments. As a consequence of this lag, 
it is probable that even when raw-mate-
rial inflation starts to decrease, labor cost 
evolution accelerates in order to catch 
up with the accumulated inflation rate. 
The information sourced by the Human 
Resources Department will also feed the 
cost-simulation model. 

Regarding the methodology to imple-
ment price adjustments, the company 
should always base its pricing on the 
analysis of future costs — not of histor-
ical ones — associated with making a 
sale. The relevant cost is the future cost 
of replacing the inventory when sales are 
made. Otherwise, there will be a risk of 
losing working capital as the revenues 
generated will not be enough to replace 
the inventories at the new, higher costs. 

For example, consider a book seller that 
is informed that beginning next month, 
the wholesale price of his books will suf-

Figure 1: Inflation’s 3 C
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Figure 1: “Inflation’s 3 C” 
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fer a 10% increase. If he keeps the retail 
price unchanged — as the new whole-
sale price has not affected his purchases 
yet — he will be reducing his financial 
capacity to replace his inventory, as he 
will be paying a higher price in the next 
purchase. In this case, he will be forced 
to borrow money or retain a larger por-
tion of his earnings in order to keep the 
same level of inventory. To avoid this, he 
should adjust his retail price as soon as 
he learns of the increase in order to re-
flect the future cost of replacing his in-
ventory.

When high inflation is a persistent phe-
nomenon, an automatic price adjust-
ment clause can be an interesting 
idea to explore. Suppliers and cus-
tomers could agree on a criterion or 
index that could serve as a trigger 
to automatically implement price 
adjustments. This criterion or in-
dex should be as simple and trans-
parent as possible in order to avoid 
any conflict during its implemen-
tation. This system could be very 
useful to reduce the impact of a 
constant price negotiation under a 
persistent inflation situation.

t Collections
Payment terms are usually reduced dur-
ing inflationary situations, mainly for 
three reasons: to decrease the exposure 
of the accounts receivables, to protect the 
company from the higher risk of past-
due problems and to avoid charging cus-
tomers with the higher cost of financing 
sales, given the higher cost of capital. 

Accounts receivables have the same prob-
lem as inventories — especially if the 
company has long payment terms — as 
there is a risk that the revenues to be col-
lected do not reflect the real “cash” cost 
of the sale. Unless the prices invoiced 
already include the cost of capital on 
the agreed payment term, there is a per-
manent risk that revenues collected will 
never be enough to reflect the replace-
ment cost of the goods sold. The cost of 
financing sales also rises as the cost of 
capital increases to reflect the expected 
inflation. 

The payment term reduction should 
usually be complemented with stronger 
incentives in order to increase the oppor-
tunity cost for customers’ delaying pay-
ments. A price waterfall analysis could 
help to break out the entire discounts 
framework, from the invoice price 
to the pocket price, to find some op-
portunities to improve the collections 
performance. For example, move some 
discounts from commercial purposes 
(e.g., promotional discounts) to financial 
purposes (e.g., pay-in-advance discount 
or payment-in-term discount). Focusing 
price waterfall items on improving pay-
ment performance can be very helpful 
under inflationary situations.

t Communication 
The communication strategy is crucial 
for the price-recovery actions’ success. 
The communication should not only be 
directed to customers, but also to other 
stakeholders, such as competitors or the 
government, depending on the particular 
situation of each market.

Customers should be convinced that the 
price adjustment is inevitable and equi-
table for the entire customer base — and 
critical in order to maintain a reliable 
product supply. Relating the increase to 
widely known “high-level” cost increases 
can help to gain credibility and reduce 
opposition. Nevertheless — if possible 
— the company should try to avoid giv-
ing too much information to customers 
about detailed cost increases in order to 
maintain enough price flexibility. It’s ad-
visable to give only the strictly necessary 
details about the cost drivers of the price 
increases. However, in some concentrat-

ed markets with few strong customers, 
there’s no alternative other than open-
book pricing. In that case, the company 
should prepare a detailed spreadsheet 
communicating the cost impact in each 
part of the cost structure. Far from de-
sirable, this can be the only way to get a 
price increase in markets where the de-
mand is very concentrated in a few cus-
tomers.

Competitors should also receive the mes-
sage about the price adjustment. Even 
then, the means and scope should be 
carefully analyzed in order to avoid be-
haviors that can be considered illegal in 
certain markets. The communication 

— which can be done through an 
industry council or with press re-
leases — should help to spread 
the idea that it is in the best inter-
est of all the players to implement 
a price adjustment soon in order 
to maintain long-term profitabil-
ity and continue competing at the 
same price level as before the price 
increase.

In the case of the government 
— especially in markets closely 
screened for political or social rea-
sons — the message should be di-

rected to communicate the general cost 
foundations of the price increase. This 
communication could also help to refo-
cus government control from the suppli-
ers of the market to the supplier’s suppli-
ers. 

Opportunity
For many companies — mainly in 
emerging countries — the price adjust-
ments driven by inflationary environ-
ments can be an excellent opportunity 
to reformulate their pricing policy. 
Given the uncertainty that surrounds 
inflationary situations, all the stake-
holders are more willing to accept price 
reformulations than in stable situations. 
This helps to reduce the normal resis-
tance that entails a price adjustment. 
Following the developed framework, 
the company can turn a problem — 
such as surging inflation — into a real 
pricing opportunity.
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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, 

How Common Pricing Concepts Can Cost You Money

So you think you know how to 
play the pricing game? Got an ROI 
analysis, demand curves and ASP 
tucked into your back pocket? You 
can utilize these rules of thumb and 
tricks of the trade, but you won’t be 
getting the whole picture. Knowing 
the five myths of pricing can help 
you get a more accurate assessment 
— and more money. This article was 
written by Reuben Swartz, President 
of Mimiran (www.mimiran.com). 
He can be contacted by e-mail at 
reuben@mimiran.com. This article 
is being reprinted with permission 
from Mimiran, LLC. 
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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. 
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Outsourced Services: Rethinking Offering and Pricing Strategies

The market for outsourced 
services — everything from 
short-term staffing to complete 
IT outsourcing programs — is 

in a state of upheaval. 

With strong, low-cost competitors and 
increasingly sophisticated customers 
who play off one vendor against anoth-
er, there is enormous pressure on ser-
vice providers to rethink every element 
of their cost positions and bid response 
processes. 

Knowing how best to respond starts with 
a clear understanding of what clients 
need in performance and relationships 
from their outsourcers.

What Clients are Looking For
Research by MIT’s Center for Informa-
tion Systems Research and CIO Maga-
zine identified three different kinds of 
relationships clients choose when select-
ing an outsourcing partner:

1. In Transaction Relationships, an out-
sourcer executes a well-defined, repeat-
able process.

2. In Co-sourcing Alliances, client and 
vendor share responsibility for managing 
projects.

3. In Strategic Partnerships, an outsourc-
er takes on responsibilities for a bundle 
of client operational services.

The problem is that many outsourcers 
are not prepared for any of these types of 
relationships. 

Problems with Current 
Offering and Pricing 
Approaches
To address the needs for each client re-
lationship, outsourcers should consider 
analyzing and correcting deficiencies in 
three key areas: offering definition, pric-
ing and sales approach.

In developing offerings, many outsourc-
ers still rely heavily on customizing most 
of their services. But this makes it dif-
ficult for customers to understand (and 
salespeople to explain) what they are 
getting. It also increases variation, and 
with it, the cost to deliver and the cost of 
quality. 

For transaction-based relationships, cus-
tomization is neither cost- nor time-ef-
ficient, and it often doesn’t match what 
the client wants. For both co-sourcing 
and strategic partnerships that are built 
on a high level of collaboration and 
trust, too much customization makes 
outcomes and costs unpredictable and 
damages trust.

On the pricing front, outsourcers have 
been slow to move away from tradition-

al time and materials (T&M) pricing. 
T&M emphasizes cost to deliver (in-
puts) rather than the value of the results 
achieved (outputs). This invites constant 
client scrutiny on efficiency and work 
efforts — especially when low-cost com-
petitors almost always look better on pa-
per. It also puts the outsourcer and client 
at cross-purposes, undermining trust. 

We have met with many outsourcing 
clients who wonder out loud if their sup-
plier is delaying improvements to avoid 
losing the revenue associated with con-
stantly fixing problematic systems or 
processes.

As with any period of market turbu-
lence, there are significant opportuni-
ties for firms that are proactive about 
challenges they face. To begin on this 
path, outsourcers need to:

• Recognize that some clients want full-
blown collaborative relationships, but 
some will buy on the basis of minimum 
specifications and lowest price, while still 
others want to maximize their ROI.

The market for outsourced services is 
a snake pit, filled with strong com-
petitors and sophisticated customers 
who play off one vendor against an-
other. With all this pressure on ser-
vice providers, it is crucial to under-
stand different buying behaviors and 
provide different value to customers. 
By doing so, outsourcers can substan-
tially improve offering definition 
— and maximize value and pric-
ing models. This article was written 
by Mark Burton (Mburton@Hold-
enAdvisors.com), co-founder and 
vice president of consulting at Holden 
Advisors (www.HoldenAdvisors 
.com. As engagement executive for 
Holden Advisor clients, he is respon-
sible for client deliverables and for 
the firm’s consulting operation, and 
leads the development of the firm’s 
project methodologies and analytical 
processes. The article is being reprint-
ed with permission of Holden Advi-
sors.

A leading provider of outsourced 
solutions for banks saw first-hand 
the benefit of asking customers 
about value. The firm had long 
touted the tight integration of the 
various components of its solution 
as a competitive differentiator. 

When we tested this benefit, one 
client stated that by streamlining 
work flows and approvals, integra-
tion enabled them to take new con-
sumer banking products to market 
50% faster than the competitive 
solution. This simple conversation 
uncovered millions of dollars of 
value over the duration of the out-
sourcing contract.

Uncovering Overlooked 
Sources of Value
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• Develop very specific offerings for 
these different requirements.

• Deploy a range of pricing models, from 
traditional input-based approaches like 
T&M to sophisticated output-based 
approaches that can avoid price-based 
comparisons by connecting to very clear 
measures of client value.

It All Starts with Value to 
the Client
The starting point for defining the of-
fering and pricing is to understand the 
business value your solutions create for 
your clients. The impact you can make 
on your client’s profit model is the key to 
developing relevant, highly valued offer-
ings, and will help you regain your pric-
ing power.

Start simple. It is not necessary to un-
derstand everything about what clients 
value to make a credible start. Choose 
one area where you understand a need 
and how your solution will provide value 
or solve the problem — many firms sim-
ply start with their own internal assess-
ment of highly valued capabilities. 

Make some reasoned assumptions, and 
test them in discussions with customers. 
Formal customer research and develop-
ment of more sophisticated value models 
can follow later.

Understanding Customer 
Buying Behaviors
In the sales process, where the rubber 
meets the road, how should you adjust 
your offerings and pricing to the very 
different kinds of customers and their 
needs? 

We believe there are four different types 
of customer buying behaviors: 

• Price Buyers drive aggressively to ob-
tain services at the lowest possible prices 
for some acceptable level of quality. They 
often prefer transaction-based suppliers.

• Value Buyers are willing to switch 
among different vendors based on con-
stant review of the vendors’ value and 
ROI. They will pay more for greater 

value, and use all 
three of the rela-
tionship strategies 
cited above — of-
ten simultane-
ously.

• Relationship 
Buyers rely on 
vendors to help 
them understand 
and apply solu-
tions, and tend to 
prefer co-sourcing 
alliances or strate-
gic partnerships.

• Poker Players 
are value or rela-
tionship custom-
ers who act like 
Price Buyers in 
order to get high 
levels of service 
at a better price. They often signal they 
want a transactional relationship — even 
when they really want a co-sourcing alli-
ance or strategic partnership.

Each of these agendas requires a very 
different offering, pricing approach and 
client relationship. Yet, many outsourc-
ers treat all clients as Relationship Buy-
ers — so they over-invest in the sales and 
delivery processes for Price Buyers and 
Poker Players. This results in unneces-
sarily high costs-to-serve, and for many 
clients it provides a higher level of service 
than desired. It also drives customers to 
turn into Poker Players who pretend to 
be Price Buyers. 

The key to managing the Poker Players 
is to get them to show their hand — and 
the key to that is to develop a more ef-
fective offering framework.

Developing an Effective 
Offering Framework
By understanding different buying be-
haviors and providing different value to 
them, outsourcers can substantially im-
prove offering definition. An effective 
offering framework produces a series of 
predefined offering “cores,” or levels:

• Bare bones offering for Price Buyers 
with limited functionality and low deliv-
ery cost.

• Enhanced or expected offering to meet 
the needs of most Value Buyers.

• Fully bundled complete solution for 
Relationship Buyers.

Outsourcers can use this structure to 
standardize their offerings, and then ad-
just individual services, service levels or 
delivery models for customers who want 
greater value and are willing to pay for it.

Choosing the  
Right Pricing Model
In a parallel effort, outsourcers should 
select the best pricing models by evaluat-
ing two variables. The most important 
variable is how clearly outsourcers’ offer-
ing impacts client value. If outsourcers 
cannot make this connection, they are 
forced to use price models that focus on 
cost recovery and margin targets — not 
on value. 

If they can make the connection, then 
a host of “value-based” pricing models, 
such as output-, utility-based or gain 
share pricing, are possible.

Poker Players are Value or Relationship 
customers who act like Price Buyers in 
order to get high levels of service at a 
better price.
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The second variable to consider is how 
much risk the outsourcer must assume to 
ensure successful, profitable service de-
livery. This weighs the impact that tra-
ditionally qualitative factors — such as 
firm and client capabilities, relationships, 
control systems and complexity — will 
have on delivering the service on time, 
on budget, with a high degree of quality.

The table in figure 1 dimensions the 
trade-offs between these two variables. 
For example, output-based pricing would 
be a good option for the upper-left quad-
rant — it requires that value be highly 
demonstrable, but it should not be at-
tempted under risky project conditions 
that make those results uncertain. 

Likewise, a fixed price makes sense for 
risky projects where the connection to 
value is not highly definable — but the 
outsourcer should charge a premium for 
the risk. 

Final Thoughts
Making this new multi-level approach 
work requires involvement from all parts 
of the organization. 

First and foremost are salespeople, since 
they will be presenting the new offer-
ing, pricing and value to clients. They 
need to be involved in every step of the 
process, from researching customer val-

ue, to defining the offering and pricing 
options, to helping develop support-
ing tools that demonstrate the delivered 
value to the customer.

We recommend you prepare to bootstrap 
your way through this process. A leader 
at one outsourcing firm told us that their 
first modeling effort to begin standard-
izing one of their offerings was only 10% 
effective in its first generation. Because 
of numerous iterations, it is now 80% ef-
fective. 

As this example suggests, the road to 
controlling service offering definitions, 
costs and pricing requires courage, pa-
tience and intimate knowledge of your 
clients. 

The good news is that there are a num-
ber of relatively simple ways to get start-
ed. The bad news is reserved for those 
who fail to adapt to the new marketplace 
and the competitive realities of out-
sourced services.

Figure 1
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Outsourcers can use this structure to standardize their offerings, and then adjust 
individual services, service levels, or delivery models for customers who want greater value 
and are willing to pay for it. 

Choosing the Right Pricing Model 
In a parallel effort, outsourcers should select the best pricing models by evaluating two 

variables. The most important variable is how clearly outsourcers’ offering impacts client 
value. If outsourcers cannot make this connection, they are forced to use price models that 
focus on cost recovery and margin targets – not on value. If they can make the connection, 
then a host of “value-based” pricing models, such as output-, utility-based or gain share
pricing, are possible. 

The second variable to consider is how much risk the outsourcer must assume to ensure 
successful, profitable service delivery. This weighs the impact that traditionally qualitative 
factors –- such as firm and client capabilities, relationships, control systems, and complexity -
– will have on delivering the service on time, on budget, with a high degree of quality. 

The graph below dimensions the trade-offs between these two variables. For example, 
output-based pricing would be a good option for the upper- left quadrant -– it requires that 
value be highly demonstrable, but it should not be attempted under risky project conditions 
that make those results uncertain. Likewise, a fixed price makes sense if for risky projects 
where the connection to value is not highly definable –- but the outsourcer should charge a 
premium for the risk.

[INSERT TABLE: RISK TO SUPPLIER]

Final Thoughts 
Making this new multi-level approach work requires involvement from all parts of the 

organization. First and foremost are sales people, since they will be presenting the new 
offering, pricing and value to clients. They need to be involved in every step of the process, 
from researching customer value, to defining the offering and pricing options, to helping 
develop supporting tools that demonstrate the delivered value to the customer. 

We recommend you prepare to bootstrap your way through this process. A leader at one 
outsourcing firm told us that their first modeling effort to begin standardizing one of their 
offerings was only 10% effective in its first generation. Because of numerous iterations, it is 
now 80% effective. As this example suggests, the road to controlling service offering 
definitions, costs, and pricing requires courage, patience and intimate knowledge of your 
clients. The good news is that there are a number of relatively simple ways to get started. 

• Output-based 

• Gain/risk share 

• Hybrid - fixed + variable 

• Fixed-price 

• Hybrid - fixed + variable 

• Fixed - at higher margin to 
capture risk premium 

• Fixed-price 

• Time and materials 

• Time and materials 

• Fixed - at higher margin to 
capture risk premium 
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With the exponential increase in knowledge of 
pricing and its importance to the success of 
today’s corporation, the profession has been 
asking for a complete educational program 
that certifies Pricers with the Certified Pricing 
Professional (CPP) designation. This need is 
not only to have a working understanding of 
pricing strategies and techniques, but also to 
have training in specific pricing issues unique 
to their industry. 

The CPP is a new multi-staged program de-
signed to better support, educate and elevate 

the pricing professional. We will accomplish 
this with a broad curriculum taught by leaders 
in the pricing profession, followed by rigorous 
testing.

By earning your CPP designation, you will be 
a pricing expert who knows:

§ How to boost profitability through pricing, 
results through innovation. 

§ How to effectively and efficiently manage 
worldwide pricing in any industry. 

§ How to coordinate and integrate key ac-
tivities that increase profits through effective 
pricing throughout your organization. 

The CPP program will help you advance your 
career while giving you the foundation to im-
prove your company’s competitive position 
and profitability.

Improve Your Career Prospects: 
Become a Certified Pricing Professional 


