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Pricing transformations are a big topic in the business 
world, but many companies do not understand how to 
bring such a transformation into fruition. In this article, 
the author explores the key cultural and organization-
al changes required to implement meaningful pricing 
change. Tim J. Smith, PhD is the founder and CEO of 
Wiglaf Pricing, adjunct professor at DePaul Universi-
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Done Right:  The Pricing Framework Proven Success-
ful by the World’s Most Profitable Companies (Bloom-
berg Financial, 2016). He can be reached at tsmith@
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P
ricing transformations are a 
hot topic. People have been 
preaching to CEOs, CFOs, 
CMOs, and CCOs for years 

that a 1% improvement in price can 
lead to 8 to 13% improvement in prof-
its. Even better, experience has shown 
that 1% improvement is a low-estimate 
of the expected outcome of a pricing 
transformation. Pricing transforma-
tion efforts routinely deliver two ad-
ditional margin points, and have been 
observed to deliver an additional 9% 
to margins. But where is the origin of 
these improvements, and how do com-
panies get this improvement?

Pricing Transformation is a Trans-
formation in Decision Making

At its core, pricing transformation 
is about transforming how organiza-
tions make decisions regarding pric-

ing. It is a transformation of the pro-
cesses used in pricing, the people 
engaged in pricing decisions, the in-
formation applied to pricing decisions, 
and the goals of those pricing deci-
sions. It is an organizational structur-
al change to align with the corporate 
strategy and goals.

A wide variety of coordinated profit-
focused decisions are required to drive 
a strong pricing transformation. These 
profit-oriented decisions will coordi-
nate list prices, target prices, commer-
cial policy, tactical price management, 
and sales-incentives towards more ac-
curate pricing.

It isn’t a single decision nor single 
process that delivers the improve-
ment, but rather the coordinated ef-
fort across many decision points, pro-
cesses, and routines to ensure pricing 
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works as one system to deliver better pric-
ing at the point of sale. In most cases, it 
transforms pricing from piecemeal efforts 
and departmental hand-offs into a coordi-
nated effort that encompasses the whole.

A good pricing transformation is a cul-
tural change – a change in the corporate 
cultural practices around pricing.

What is not stated is “pricing transfor-
mation is a software implementation.” Pric-
ing transformations do not require soft-
ware. Changing routines, the way people 
work, and the goals of their effort may ben-
efit from software and software may sup-
port the cultural change, but new software 
is not fundamentally required.

Pricing Transformation Value Drivers
Let’s look at the value drivers of a pric-

ing transformation.
The major concrete outputs of a pricing 

transformation are improved pricing accu-
racy and aligned decision incentives. Ac-
curate pricing means that the right price 
is extended to the right customer, at the 
right time. Aligned decision incentives im-
ply that the key criteria to define the mean-
ing of an accurate price is aligned with the 
company’s strategic goals and particularly 
its profit goals.

Accurate pricing reveals itself in many 
ways. Most people initially focus on the is-
sue of higher prices. This is clearly within 
the scope of pricing transformations, but 
“accurate” and “higher” are not the same 
word. Yes, pricing transformations are like-
ly to deliver some price increases, but it is 
also likely to include some price decreas-
es. When a lower price is likely to yield 
higher profits by improving sell-through, 
pricing accuracy will call for that price to 
be appropriately lowered.

And definitely, accurate pricing does 
not mean an across the board price in-
crease. It implies targeted price adjust-
ments: targeted at the offering, market 
segment, and even customer level.

Accurate pricing coupled with aligned 
decision incentives can also reveal itself 
by improving the offering mix. Engaging 
customers with a better mix of high-mar-
gin and low-margin offerings enables the 
business unit to both sell more and improve 
the margin of the overall offering mix sold.

Thus, the major value drivers of a pricing 
transformation are improved price capture, 
improved sell-through, and improved offer-
ing mix. These value drivers are delivered 
through improvements in pricing accura-
cy and decision alignment. And, these im-

provements themselves are created from a 
variety of many other issues that can best 
be encapsulated as a cultural change.

But none of these improvements require 
a new software system (see Figure 1.)

The Role of Pricing Software
If the main value of a pricing transfor-

mation is in changing how the organiza-
tion makes decisions about pricing, then 
what is the value of pricing software? Ev-
ery seasoned executive has experienced a 
software implementation that has yielded 
tools that go unused. When buying pricing 
software, shouldn’t executives know how it 
will be used, what it is good for, and what 
isn’t it good for?

In general, experience has taught us 
that enterprise software does not, in and 
of itself, transform an organization. Its main 
value is in automating and coordinating 
some of the organizational tasks. It is a 
productivity enhancement measure.

As a productivity enhancement tool, 
pricing software is excellent at automating 
the routine. It can execute a commercial 
policy, route workflow, and communicate 
incentives. It can even conduct standard 
forms of analysis, analytical outputs which 

right time.  Aligned decision incentives imply that the key criteria to define the meaning of an accurate 
price is aligned with the company’s strategic goals and particularly its profit goals. 

Accurate pricing reveals itself in many ways.  Most people initially focus on the issue of higher prices. 
This is clearly within the scope of pricing transformations, but “accurate” and “higher” are not the same 
word.  Yes, pricing transformations are likely to deliver some price increases, but it is also likely to 
include some price decreases.  When a lower price is likely to yield higher profits by improving sell‐
through, pricing accuracy will call for that price to be appropriately lowered. 

And definitely, accurate pricing does not mean an across the board price increase.  It implies targeted 
price adjustments: targeted at the offering, market segment, and even customer level. 

Accurate pricing coupled with aligned decision incentives can also reveal itself by improving the offering 
mix.  Engaging customers with a better mix of high‐margin and low‐margin offerings enables the 
business unit to both sell more and improve the margin of the overall offering mix sold. 

Thus, the major value drivers of a pricing transformation are improved price capture, improved sell‐
through, and improved offering mix. These value drivers are delivered through improvements in pricing 
accuracy and decision alignment.  And, these improvements themselves are created from a variety of 
many other issues that can best be encapsulated as a cultural change. 

But none of these improvements require a new software system. 

 

The Role of Pricing Software 

If the main value of a pricing transformation is in changing how the organization makes decisions about 
pricing, then what is the value of pricing software?  Every seasoned executive has experienced a 
software implementation that has yielded tools that go unused. When buying pricing software, 
shouldn’t executives know how it will be used, what it is good for, and what isn’t it good for? 
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still must be reviewed by humans to inform 
decisions. That is, pricing software can re-
duce the labor required to administrate an 
existing pricing policy or inform a pricing 
decision. This reduction in labor require-
ments may appear in the form of ease of 
use, error reduction, reporting, and track-
ing and control.

Reducing labor costs and improving 
productivity is important, but it is not the 
main driver to undertaking a pricing trans-
formation. At most, 10% of the value of a 
pricing transformation can be attributed to 
labor savings. Much of these labor savings 
will be reflected in shifting area of respon-
sibility, not actual headcount reductions.

Within larger organizations, the value 
of automating the routine can be signifi-
cant. For mid-size to small organizations, 
the accounting cost savings will be great-
ly reduced.

Valuing Pricing Transformations
An evaluation of the value of a pricing 

transformation should quantify the major 
value drivers. We have identified the four 
major issues as price capture improve-
ments, sell through improvements, prod-
uct mix improvements, and labor-saving 
software.

For a representative pricing transforma-
tion outcome, we estimate that 50% of the 
value of a pricing transformation will derive 
from price capture improvements, 30% 
for sell-through improvements, 10% from 
product mix improvements, and 10% from 
labor savings. This is calculated in terms 
of profit impact for a representative $100 
million business unit, as seen in Figure 2.

As this representative model clarifies, 
the impact of a pricing transformation, and 
the value of undertaking one, is in driving 
a quantum and lasting improvement in the 
structure, routines and culture of pricing 

decision making. These improvements 
are usually delivered through the consult-
ing part of an engagement. Software, by 
itself, does not deliver the bulk of the val-
ue of a pricing transformation, and in the 
end, it’s optional. 

Note: Pricing transformations can be 
categorized into two major areas: price ar-
chitecture changes and pricing organiza-
tional changes. Here, I focus on the orga-
nizational side of pricing transformations, 
as this is the more common usage of the 
term today. v

In general, experience has taught us that enterprise software does not, in and of itself, transform an 
organization.  Its main value is in automating and coordinating some of the organizational tasks.  It is a 
productivity enhancement measure. 

As a productivity enhancement tool, pricing software is excellent at automating the routine. It can 
execute a commercial policy, route workflow, and communicate incentives.  It can even conduct 
standard forms of analysis, analytical outputs which still must be reviewed by humans to inform 
decisions. That is, pricing software can reduce the labor required to administrate an existing pricing 
policy or inform a pricing decision.  This reduction in labor requirements may appear in the form of ease 
of use, error reduction, reporting, and tracking and control. 

Reducing labor costs and improving productivity is important, but it is not the main driver to 
undertaking a pricing transformation.  At most, 10% of the value of a pricing transformation can be 
attributed to labor savings.  Much of these labor savings will be reflected in shifting area of 
responsibility, not actual headcount reductions. 

Within larger organizations, the value of automating the routine can be significant. For mid‐size to small 
organizations, the accounting cost savings will be greatly reduced. 

Valuing Pricing Transformations 

An evaluation of the value of a pricing transformation should quantify the major value drivers.  We have 
identified the four major issues as price capture improvements, sell through improvements, product mix 
improvements, and labor‐saving software. 

For a representative pricing transformation outcome, we estimate that 50% of the value of a pricing 
transformation will derive from price capture improvements, 30% for sell‐through improvements, 10% 
from product mix improvements, and 10% from labor savings.  This is calculated in terms of profit 
impact for a representative $100 million business unit below. 

 
As this representative model clarifies, the impact of a pricing transformation, and the value of 
undertaking one, is in driving a quantum and lasting improvement in the structure, routines and culture 
of pricing decision making.  These improvements are usually delivered through the consulting part of an 
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Three Lessons That Both Buyers 
 and Sellers Should Learn

by Jan Yang and Chris Yin

One of the challenges pricers face on 
a daily basis is maintaining value pric-
ing strategies in the face of sales teams 
dealing with customers looking to re-
duce costs. However, as the cases pre-
sented in this article demonstrate, sourc-
ing and procurement teams and pricing 
and sales representatives don’t have to 
be enemies. In fact, they actually share 
the common goal of creating value as 
economically as possible. Jan Yang (jan.yang@simon-kucher.com) is a Director at Si-
mon-Kucher & Partners and Chris Yin (chris.yin@simon-kucher.com) is a Consultant at 
Simon-Kucher & Partners.

Chris Yin

I
n today’s business world, no company 
can thrive without the support of its sup-
pliers and no supplier can survive with-
out the business of its customers. In an 

ideal world, buyers and sellers would work 
together to create value and help each oth-
er grow to generate a win-win situation. 

Unfortunately, this is not always the 
case. As so often occurs, buyers and sell-
ers frequently clash over value and price. 
Buyers complain, “The price is too high! 
Look at the market; this price is well above 
average!” And sellers typically gripe, “The 
customer is pushing me into a corner 
where there’s no profit. It’s as if they don’t 
care about the value of our offer!” 

Experience has shown, however, that 

win-win situations are, in fact, achievable 
and conflicts such as these can be avoid-
ed. Below, we’ll introduce three lessons 
we’ve learned that explain exactly why.

Case 1: What you see isn’t what you 
get – A lower price doesn’t equal a 
cost-saving 

The sourcing department of a blue chip 
company updates its supplier list every 
year. They use the suppliers’ list prices to 
decide which suppliers to include. When 
stock needs to be purchased, the busi-
ness department contacts a supplier di-
rectly from the list. 

This year, the blue chip company asked 
a dozen suppliers to submit their list prices. 

Suppliers with higher prices were asked 
by the customer to accept a price level five 
percent lower than the market average. If 
they didn’t accept, the suppliers wouldn’t 
make it onto the list.

Some suppliers agreed to the request 
despite the fact that such a low list price 
wouldn’t generate a positive margin for 
them. When the business department con-
tacted them about specific projects, in or-
der to maintain profits, the suppliers added 
non-standard items that weren’t included 
in their list prices and that didn’t have an 
available market price. 

In the end, although the suppliers’ list 
prices were lower than the year before, the 
customer didn’t save as much on costs as 
they’d expected.

Lesson learned: Costs are not just 
prices; prices are only the tip of the ice-
berg. Merely cutting prices doesn’t mean 
buyers will save on costs. While buyers 
may want to lower prices using a bench-
mark, sellers know their prices better and 
can always find countermoves to recov-
er losses.

Case 2: What you pay determines 
what you get – Let value speak for 
price

A company’s sourcing department 
asked one of its major suppliers to low-
er its price to the market level, which was 
approximately 20 percent lower than the 
supplier’s normal price. In their request, the 
customer also implied the supplier would 
benefit from being introduced to the cus-
tomer’s other business units and depart-
ments and could potentially generate a 
much larger sales volume.

Although the offer looked tempting, the 
supplier’s sales representative checked 
the previous year’s gross margin with this 
customer and discovered that even a small 
price cut would end up making this deal 
unprofitable for them. Moreover, the sup-
plier had always been proud that its qual-
ity and value were well above the market 
average and it had been one of the lead-
ing players in the industry for many years. 
For these two reasons, the supplier de-
cided to stick with the original price level 

Jan Yang

 

Case 2: What you pay determines what you get – Let value speak for price 

A company’s sourcing department asked one of its major suppliers to lower its price to the market level, 
which was approximately 20 percent lower than the supplier’s normal price. In their request, the 
customer also implied the supplier would benefit from being introduced to the customer’s other 
business units and departments and could potentially generate a much larger sales volume. 

Although the offer looked tempting, the supplier’s sales representative checked the previous year’s 
gross margin with this customer and discovered that even a small price cut would end up making this 
deal unprofitable for them. Moreover, the supplier had always been proud that its quality and value 
were well above the market average and it had been one of the leading players in the industry for many 
years. For these two reasons, the supplier decided to stick with the original price level and was ready to 
walk away from the table if the negotiation didn’t go well. 

The supplier was right about its position in the market. The customer recognized their quality and value 
and understood it would be difficult to replace them with an equivalent supplier on such short notice. 
Unable to afford to lose such a valuable supplier, the customer accepted the reasons the supplier gave. 
After several rounds of negotiation, a price cut of just three percent was implemented. 

Lesson learned: Partnerships should be based on value, not price. Sellers with clear value advantages 
have the bargaining power in negotiations. They can bear the risk of losing an important but 
unprofitable customer, as they can always find other customers who can contribute to profits. On the 
other side of the coin, it’s equally important for buyers to recognize the value their suppliers create. 
Buyers have high switching costs with the most valuable suppliers; losing even a single important 
supplier can sometimes spell disaster. For example, without its clever processors inside, a smartphone is 
just a fancy piece of plastic. 
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and was ready to walk away from the table 
if the negotiation didn’t go well.

The supplier was right about its posi-
tion in the market. The customer recog-
nized their quality and value and under-
stood it would be difficult to replace them 
with an equivalent supplier on such short 
notice. Unable to afford to lose such a valu-
able supplier, the customer accepted the 
reasons the supplier gave. After several 
rounds of negotiation, a price cut of just 
three percent was implemented.

Lesson learned: Partnerships should 
be based on value, not price. Sellers with 
clear value advantages have the bargain-
ing power in negotiations. They can bear 
the risk of losing an important but unprof-
itable customer, as they can always find 
other customers who can contribute to 
profits. On the other side of the coin, it’s 
equally important for buyers to recognize 
the value their suppliers create. Buyers 
have high switching costs with the most 
valuable suppliers; losing even a single 
important supplier can sometimes spell 
disaster. For example, without its clever 
processors inside, a smartphone is just a 
fancy piece of plastic.

Case 3: The devil is in the details – 
Explain your thinking to unleash 
value 

During a negotiation, a customer told 
its service provider’s sales representative, 

“We think your price for service A is too 
high. It’s above our budget for this year.” 

The sales representative reached for his 
documents and took out a table to show 
the customer. He responded, “This is how 
we came up with the price. To achieve the 
outcome of A, it’s necessary to carry out 
steps A1, A2, and A3. In this column, we’ve 
listed what you gain from each action. And 
the column on the right shows you how 
much each action will cost in order to gen-
erate that benefit. Let’s discuss which ac-
tions you feel can be deprioritized.” 

After examining the table, the customer 
realized how valuable each step was. De-
spite their tight budget, the customer kept 
most of the key actions in place. The ser-

vice provider lowered its total price but left 
with a lighter workload, which translated to 
lower costs and, therefore, still maintained 
a healthy margin.

Lesson learned: Every cent should be 
spent carefully and in the right places. This 
is true for both buyers and sellers. By sit-
ting together and breaking down the de-
tails of the offer, buyers will better un-
derstand the offer’s value and sellers will 
better understand buyers’ needs and con-
straints. In this way, a tailored offer can be 
developed to work in both parties’ favors.

These three cases illustrate typical in-
teractions between customers’ sourcing 
and procurement teams and suppliers’ 
sales representatives. As the cases dem-
onstrate, sourcing and procurement teams 
and sales representatives don’t have to be 
enemies. In fact, they actually share the 
common goal of creating value as eco-
nomically as possible. 

However, there are several challeng-
es that still need to be resolved:
t For buyers: Sourcing/procurement KPIs 

and incentives often focus on saving costs 
or reducing prices. This unavoidably leads 
to less attention spent on value creation. A 
more value-oriented KPI/incentive system 
and more involvement from business de-
partments in the process would significant-
ly help buyers unleash the value they offer.
t For sellers: Sales representatives often 

lack clear guidelines and don’t have the skills 
necessary to fully grasp customers’ needs 
and deliver tailored value messages effec-
tively. A customer who doesn’t fully under-
stand the value of the offer will probably not 
be willing to pay very much for it. v 

 

 

Case 3: The devil is in the details – Explain your thinking to unleash value  

During a negotiation, a customer told its service provider’s sales representative, “We think your price for 
service A is too high. It’s above our budget for this year.”  

The sales representative reached for his documents and took out a table to show the customer. He 
responded, “This is how we came up with the price. To achieve the outcome of A, it’s necessary to carry 
out steps A1, A2, and A3. In this column, we’ve listed what you gain from each action. And the column 
on the right shows you how much each action will cost in order to generate that benefit. Let’s discuss 
which actions you feel can be deprioritized.”  

After examining the table, the customer realized how valuable each step was. Despite their tight budget, 
the customer kept most of the key actions in place. The service provider lowered its total price but left 
with a lighter workload, which translated to lower costs and, therefore, still maintained a healthy 
margin. 

Lesson learned: Every cent should be spent carefully and in the right places. This is true for both buyers 
and sellers. By sitting together and breaking down the details of the offer, buyers will better 
understand the offer’s value and sellers will better understand buyers’ needs and constraints. In this 
way, a tailored offer can be developed to work in both parties’ favors. 

 

 

These three cases illustrate typical interactions between customers’ sourcing and procurement teams 
and suppliers’ sales representatives. As the cases demonstrate, sourcing and procurement teams and 
sales representatives don’t have to be enemies. In fact, they actually share the common goal of creating 
value as economically as possible.   

However, there are several challenges that still need to be resolved: 

 For buyers: Sourcing/procurement KPIs and incentives often focus on saving costs or reducing 
prices. This unavoidably leads to less attention spent on value creation. A more value‐oriented 
KPI/incentive system and more involvement from business departments in the process would 
significantly help buyers unleash the value they offer 

 For sellers: Sales representatives often lack clear guidelines and don’t have the skills necessary 
to fully grasp customers’ needs and deliver tailored value messages effectively. A customer who 
doesn’t fully understand the value of the offer will probably not be willing to pay very much for 
it 
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Ø CONTINUED, next page Ø

Do You Know Who Is  
Training Your Sales Team? 

When sales teams aren’t up-to-date on the value of your prod-
ucts, value-based selling methods, or the latest negotiation tac-
tics, a vacuum is created that is filled with “training” messages 
from the folks they likely spend much of their time with: custom-
er purchasing departments. In this article, the author explains 
why it is crucial for pricers to refocus sales teams with training 
and information that supports the value you bring to your cus-
tomers. Cheri Eyink is Principal at B2B Kinetics specializing in 
pricing, profit, and revenue management. She can be reached 
at Cheri.Eyink@B2BKinetics.com. 

by Cheri Eyink 

T
hink about the last year: what 
training have you offered your 
sales team on the value of your 
products, negotiation skills, and 

account planning? If you haven’t been 
training them on these topics and consis-
tently reinforcing them, they are still being 
trained. Unfortunately, the training is led 
by your customer’s purchasing team and 
that means downward pressure on prices 
and profits for you.

Purchasing is a well-established pro-
fession and they are quite good at their 
jobs. They are doing exactly what they are 
supposed to be doing: reducing the cost of 
acquiring your goods or services for their 
employer. Most likely they are personally 
compensated for that reduction. It doesn’t 
serve them to acknowledge the value of 
your offer as compared to your competi-
tor or concede that you are the only one 
that can meet their requirements. It’s bet-
ter for them to create uncertainty in your 
value and anxiety about your competitors.

Consistently, sales teams believe: 
• their products are overpriced, 
• customers value price more than 

most anything else, and 
• the competition has offered a low-

er price. 
Time and time again this has been prov-

en untrue and yet it is common for sales-
people to spend more time negotiating 
internally for lower prices than external-
ly pushing for prices that represent their 
products’ value. So how do you take back 
your sales teams and give them the tools 
to be knowledgeable and confident on 
the value you provide to your customers?

1) Offer training – This is probably the 
most obvious answer as well as potentially 
the most expensive, but it doesn’t have to 
be. Strive to offer your sales team a steady 
menu of learning opportunities to help 
them develop into value sellers, including 
content on account planning, negotiations, 
value-selling, and value propositions. The 
more expensive path is to hire an external 
company to conduct formal classroom or 
workshop sessions, but you can also of-
fer training through a variety of formats in-
cluding online, webcasts, podcasts, arti-
cles, lunch-and-learn sessions, classes, 
workshops, videos, etc. This allows your 
salespeople to tailor the training format to 
accommodate for their location, time con-

straints, and schedules. It also allows you 
to leverage internal experts to create and 
deliver the content or, in the case of online, 
podcast, and videos, use external experts 
once and then reuse the content.

2) Leverage your own purchasing 
team – If your customers’ purchasing 
team is training your sales professionals, 
use your own purchasing team to teach 
your sales team not only the mindset and 
approaches of professional purchasers, 
but also the ways to address and coun-
teract common purchasing strategies and 
methods.

3) Swap stories – You have a wide va-
riety of experts that work at your company 
already, so leverage that. Make it a hab-
it to create one-page case studies high-
lighting situations in the company where 
an employee successfully increased prof-
it. Maybe they got a price increase, re-
duced payment terms, or passed on a low 
margin order; there are a myriad of great 
practices that can be profiled. This not 
only demonstrates that the action is pos-
sible within your company/industry/geog-
raphy, but also celebrates the person do-
ing the work. You can also be a bit more 
formal and interview some of your savvi-
est salespeople for their perspectives on 
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tough customer situations and how they 
approach them. Turning this into a “Best 
Practices” guide allows others to benefit 
from their knowledge and celebrates those 
who strive to drive profit for the company.

4) Spend your time with end-us-
ers – Want to stop the purchasing depart-
ment’s message from swaying your sales 
teams? Stop hanging out with them! Find 
out who your sales teams are connecting 
with at the customer. Is it the end-users 
that need your product and understand the 
value or is it the purchasing team whose 
goals are focused on cost savings? It 
makes a big difference in the tone and top-
ics of sales calls when you are talking to 
the end-user. It will also help when you get 
to negotiations if the end-user understands 
and supports your value proposition. 

5) Align incentives – Finally, you are 
fighting a losing battle if your incentives 

aren’t aligned. Trying to get anyone to sell 
the value of your product and strive for 
higher margins and yet rewarding them 
personally through volume-based salary, 
rewards, and recognition is a losing prop-
osition. They are going to drive that vol-

ume. Your unspoken message becomes 
drop price = drive volume = get reward-
ed. Your customer and sales team might 
be happy in the short term, but the com-
pany’s bottom line takes a hit.   

Aristotle said “nature abhors a vacuum” 

and that applies here as well. When sales 
teams aren’t up-to-date on the value of 
your products, value-based selling meth-
ods, or the latest negotiation tactics, that 
vacuum is filled with the messages from 
the folks they likely spend much of their 

time with: customer purchasing depart-
ments. Refocus your sales team on what 
they do best by eliminating that vacuum 
with training and information that supports 
the value you bring to your customers. v

Trying to get anyone to sell the value of your product and strive 
for higher margins and yet rewarding them personally through 
volume-based salary, rewards, and recognition is a losing 
proposition.
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How to Develop a Winning  
Pricing Structure in Retail

When it comes to retail pricing structure, there are a lot of vari-
ables to take into consideration. In this article, the author dis-
cusses one retail pricing structure that helps to gain back control 
over prices and manage pricing effectively. This retail industry 
specific example contains pricing structure analysis that can 
benefit pricers in multiple industries. Author Paul Hunt is the 
president of Pricing Solutions and a frequent PPS presenter, in-
structor, and contributor. He can be reached at phunt@pric-
ingsolutions.com.

by Paul Hunt

W
hen it comes to retail pric-
ing structure there are a 
lot of variables to take into 
consideration. Retailers in 

large chains, especially in restaurants, of-
ten don’t have control over prices and can’t 
necessarily enforce pricing changes from 
store to store. That’s why store tiering is 
so critical to retail operators.

Despite its benefits, store tiering is a 
pricing structure that’s sometimes over-
looked either because there’s uncertain-
ty about how to implement and manage 
it, or because of the upfront analysis and 
continued effort involved in executing it 
effectively.

Line Pricing vs. Store Tiering –  
What’s the Difference?

Line pricing can be summarized as “one 
item, one price.” It is very often observed 
in multi-location businesses (think restau-
rants, retailers but also B2B distributors 
with a network of local branches). When 
such businesses have a centralized pricing 
organization, it is very common for them to 
use line pricing and simply apply the same 
price to the same item across all stores.

Line pricing is not without advantages. 
It is very simple to implement (some may 
argue it’s even too simplistic) and provides 
a great deal of control over its prices to the 
organization. Very often, it is also seen as 
“fair” to the customer: no matter where 
you shop, you will pay the same price for 
the same item.

Store tiering takes a different, more val-
ue-based approach. Its principle is also 
very simple: some stores can sustain high-

er price points than others (for the same 
items) and if the business does not take 
advantage of that opportunity, it simply 
leaves money on the table.

Some opportunities are obvious. For 
instance, New York City’s Times Square, 
with its 50 million tourists per year, is well-
known for being more expensive than the 
rest of the city, not to mention the rest 
of the country. But beyond such unique, 
prime locations, how does one go about 
setting up a store tiering framework that 
maximizes economic value for the busi-
ness and its customers?

Finding the Right Tiering Structure
Once the value of store tiering has been 

established, usually comes the most dif-
ficult question:

How do we figure out the right tiering 
structure?

There are various ways to go about it, 
but they all come down to a simpler ques-
tion: what are the components of our of-
fer that could drive prices up (or down)? 
The analytical framework presented in this 
article boils it down to four main compo-
nents: Customers, Competition, Costs, 
Conditions. I call it the 4Cs (see Figure 1). 

The 4Cs allow one to define its store 
tiers based on hard data while allowing 
the business to also add its own inputs. 
Each “C” is measured by objective and 
quantifiable metrics. For instance, “Com-
petition” can be measured by the average 
price of nearby competitors or simply by 
the number of competitors within a certain 
distance. The relative importance of each 
“C” in the final score is typically where 

the business inputs come into play: busi-
nesses very sensitive to competition will 
give more weight to that “C”; businesses 
trying to grow might give more weight to 
“Customer.”

As a result of the 4Cs analysis, each 
store gets a score reflective of its ability 
to sustain a higher price point than oth-
er stores.

The next question one may ask is: how 
do we know how many tiers we need?

Here, I typically advocate for a mix 
of business priorities, trends and com-
mon sense. The number of tiers should, 
of course, be correlated to the number of 
stores. A good rule of thumb is that each 
tier should have 50-100 stores. Single-
store tiers should be avoided as much as 
possible, unless under exceptional con-
ditions (e.g. the Times Square example 
above). See Figure 2 for an example of a 
store tiering map.

Implementing Store Tiering
The Times Square example above is an 

example of store tiering, which is a pricing 
strategy that segments stores into tiers and 
then applies the same pricing gap across 
all tiers. For example, product A could al-
ways be 5% more in store one versus store 
two. This type of pricing can also be done 
by product or by product category. For ex-
ample, glasses frames may be 5% more 

 

The 4Cs allow one to define its store tiers based on hard data while allowing the business to also add its 
own inputs. Each “C” is measured by objective and quantifiable metrics. For instance, “Competition” can 
be measured by the average price of nearby competitors or simply by the number of competitors within 
a certain distance. The relative importance of each “C” in the final score is typically where the business 
inputs come into play: businesses very sensitive to competition will give more weight to that “C”; 
businesses trying to grow might give more weight to “Customer.” 

As a result of the 4Cs analysis, each store gets a score reflective of its ability to sustain a higher price 
point than other stores. 

The next question one may ask is: how do we know how many tiers we need? 

Here, I typically advocate for a mix of business priorities, trends and common sense. The number of tiers 
should, of course, be correlated to the number of stores. A good rule of thumb is that each tier should 
have 50‐100 stores. Single‐store tiers should be avoided as much as possible, unless under exceptional 
conditions (e.g. the Times Square example above). 

Figure 1
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Figure 2: An example of a store tiering map.

 

Above: an example of a store tiering map 

Implementing Store Tiering 

The Times Square example above is an example of store tiering, which is a pricing strategy that 
segments stores into tiers and then applies the same pricing gap across all tiers. For example, product A 
could always be 5% more in store one versus store two. This type of pricing can also be done by 
product or by product category. For example, glasses frames may be 5% more in store one than in store 
two, but lenses are the same price at all store locations. 

Three‐Tier Store Model 

Under Armour is a real‐life example of a three‐tier retail store model. Susie McCabe, SVP of Global Retail 
at Under Armour told MarketRealist that the company has tiered stores depending on their size, impact, 
and premiumization tilt. 

According to McCabe, their tier one stores are “located in major cities like New York, London, and 
Shanghai, these flagship stores will be sized over 20,000 square feet in North America and over 12,000 
square feet internationally. Tier two stores are smaller but operationally efficient and financially self‐
sufficient…Tier three stores will consist of Factory House stores which will cater to more value‐oriented 
customers.” 

Under Armour’s approach is typical of a store tiering pricing system. Another common way to manage 
tiers is by not offering every item in every location (to do this, products must be labeled internally as 
“best, better and good,” to help determine which products to offer at each tier). 

Here is a breakdown of the three most effective options for store tiering implementation: 

in store one than in store two, but lenses 
are the same price at all store locations.

Three-Tier Store Model
Under Armour is a real-life example of 

a three-tier retail store model. Susie Mc-
Cabe, SVP of Global Retail at Under Ar-
mour told MarketRealist that the company 
has tiered stores depending on their size, 
impact, and premiumization tilt.

According to McCabe, their tier 
one stores are “located in major 
cities like New York, London, and 
Shanghai, these flagship stores will 
be sized over 20,000 square feet 
in North America and over 12,000 
square feet internationally. Tier two 
stores are smaller but operational-
ly efficient and financially self-suffi-
cient … Tier three stores will con-
sist of Factory House stores which 
will cater to more value-oriented 
customers.”

Under Armour’s approach is typi-
cal of a store tiering pricing system. 
Another common way to manage 
tiers is by not offering every item in 
every location (to do this, products 
must be labeled internally as “best, 
better and good,” to help determine 
which products to offer at each tier).

In Figure 3, you’ll see a breakdown 
of the three most effective options for 
store tiering implementation.

Generally, a tier one store will be able 
to sustain higher prices, so it makes sense 
to offer the best and better products only. 
These products are sold at a higher price 
point because the store is premium and 
offers higher priced best items.

At tier two stores it is typically more 
difficult to get the best price for the best 
product, so these tiers also offer low-
er priced good and better products. Tier 

three stores offer only “good” and “bet-
ter products,” and don’t offer the “best” 
products at all.

Ultimately, the benefits of using tiering 
pricing structure over line pricing are worth 
the effort. By using store tiering, your com-
pany can identify opportunities to increase 
revenue and profits. v

 

Generally, a tier one store will be able to sustain higher prices, so it makes sense to offer the best and 
better products only. These products are sold at a higher price point because the store is premium and 
offers higher priced best items. 

At tier two stores it is typically more difficult to get the best price for the best product, so these tiers 
also offer lower priced good and better products. Tier three stores offer only “good” and “better 
products,” and don’t offer the “best” products at all. 

Ultimately, the benefits of using tiering pricing structure over line pricing are worth the effort. By using 
store tiering, your company can identify opportunities to increase revenue and profits. 

 

Figure 3


