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In this article, the author examines 

rates of inflation growth over the 

past century, current indicators of 

pending inflation increases, challeng-

es that pricers face under inflationary 

conditions, and tactics pricers can 

implement to maintain stability and 

profitability amidst fluctuating mar-

kets and currency values. Hermann 

Simon is Founder and Chairman of 

Simon, Kucher & Partners Strategy 

& Marketing Consultants. He can 

be reached at hermann.simon@simon-

kucher.com. His latest book, Con-

fessions of the Pricing Man, tells 

his story from student to professor to 

global pricing guru.

We haven’t seen inflation 
for several years despite 
the extreme expansion of 
money supply. But most 

recently, there have been early signals 
that inflation may be around the cor-
ner. After years of high price stability, 
the annual U.S. consumer price index 
increased by 1.7 percent in the fourth 
quarter of 2016 and an increase of 2.3 
percent is forecast for 2017. 

In Germany, we saw an increase of 1.7 
percent in December 2016 and of 1.9 
percent in January 2017. Several insti-
tutes predict a further increase for 2017 
after years of zero or even negative infla-
tion. The Wall Street Journal published 
an article “When it comes to inflation” 
in January. The leading German maga-
zine Der Spiegel even devoted its title 
story to the coming inflation. There can 
be little doubt that we will see higher in-
flation rates in the near future, but no-

body knows exactly when. Most likely 
a new inflationary round will come as a 
surprise. For price managers it is critical 
to understand what inflation means and 
to be prepared. 

My grandfather used to tell me stories 
about life during the hyperinflation pe-
riod in Germany in the 1920’s. The 
moment he would get some money, he 
would immediately rush off to the store 
and buy something. If he had waited 
for a few days – in some cases even a 
few hours – the value of his money, and 
with it his purchasing power, would have 
dropped precipitously. 

Hyperinflation is an extreme situation 
which still occurs today in emerging 
markets such as Zimbabwe or Venezuela. 
But most of us know inflation only in 
less severe forms. We generally associate 
the term ‘inflation’ with a continual rise 
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Figure 1: Changes in the CPI of the U.S., indexed, 1991 through October 2016 (1991 = 100)in prices. But what are 
the effects of inflation? 
And how should you take 
inflation – both actual 
and anticipated – into ac-
count when you set your 
prices?

Inflation harms people 
who hold onto money 
and people who receive 
nominal, fixed pay-
ments. At the same time, 
inflation benefits people 
who owe money. One 
can describe it as a form 
of redistribution from sav-
ers and creditors to debt-
ors. These general effects 
are well known, but infla-
tion also has deeper and 
more far-reaching effects.

The main cause of in-
flation is the increase of 
money supply. The win-
ners in that scenario are 
people who can get their 
hands on newly issued money quickly. 
They can still buy goods and services at 
relatively low prices. The later you gain 
access to money, the more you lose, be-
cause you need to buy at higher prices. 
This is known as the “Cantillon effect”, 
named after the Irish economist Richard 
Cantillon (1680-1734). 

Inflation also suppresses an important 
function of prices, namely their abil-
ity to signal the scarcity of goods. For 
consumers, price perceptions become 
distorted and confusing. It is hard to 
decide whether to hedge or hoard. For 
investors, inflation makes it much harder 
to recognize whether the prices they see 
reflect a real scarcity or a devaluation of 
the currency. This plundering money 
chases after certain forms of investment, 
causing prices to explode even though no 
underlying scarcity exists. This ‘bubble’ 
effect has occurred time and again, from 
the Dutch tulip craze of the 1600’s to 
the Internet bubble at the end of 20th 
century and the US real estate bubble in 
the first decade of this century. 

Currently we may see a bubble in stock 
prices, but nobody knows for sure. At 
some point the bubble bursts, prices col-
lapse, and it takes a long time before 
prices begin to reflect true scarcity again.

Inflation is also a gigantic redistribution 
mechanism. Inflation allows the quick, 
the clever, and the debtors to take advan-
tage of the slow, the naïve, and the credi-
tors. It goes without saying that sover-
eign governments, which issue and hold 
large amounts of debt, are among the 
biggest beneficiaries of inflation. 

When inflation threatens, you need to 
strike quickly. That is the time to buy or 
borrow. The longer you wait, the more 
you will pay, allowing benefits to accrue 
to those who “bought low” and can now 
“sell high.” This is common sense. The 
art lies in seeing through the mass psy-
chology at work and not interpreting the 
rising prices as a signal of scarcity.

The most common way to express infla-
tion is the change in consumer prices, as 
measured by the consumer price index 

(CPI). The figure shows the change in 
the CPI in the U.S. from 1991 through 
October 2016, a quarter of a century. 
I have set the index at 100 for the year 
1991, to make it easier to see the percent-
age changes. 

The upper curve shows the rise in price 
levels. In October 2016, the CPI was 
77.2 percent higher than in 1991, which 
corresponds to an average annual infla-
tion rate of 2.3 percent. If you have not 
increased prices in line with this curve, 
the real value of what you received in 
exchange for your goods and services has 
declined. You are among inflation’s vic-
tims. What you paid $100 for in 1991 
would cost you $177.2 at the end of 2016 
reflecting your loss in purchasing power.

The lower curve is the flipside of the up-
per curve. It shows the loss of purchas-
ing power since 1991. In these 25 years 
the purchasing power of the U.S. dollar 
has declined by 43.6 percent. If we go 
all the way back to 1971 the decline is 
much greater, the purchasing power of 
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The high levels of government debt, combined with 
the relatively loose monetary policies since the Great 
Recession began, mean that a sharp increase in the 
inflation rate is unavoidable in the future.

the dollar declined by an incredible 83.2 
percent. 

Why do I pick 1971, which seems like an 
arbitrary year? That is the year the gold 
standard under the Bretton Woods sys-
tem was abandoned by President Nixon, 
a move which opened the door to con-
tinuing inflation. You will hear politi-
cians refer to an annualized inflation rate 
of around 2 percent as “modest.” Most 
conservative central bankers consider 
2 percent per year or a little more to be 
within an acceptable range. The cumu-
lative effect, however, is enormous and 
destructive for inflation’s victims, who 
get dispossessed as their nominal dollars 
buy them less and less. The dollar has 
lost more than 40 percent of its value 
in just a quarter century and over 80 
percent of its value in the last 45 years.

Relative to the price of gold the loss is 
even higher. On January 16, 2017 the 
price of one ounce of gold was $1,202.51. 
That’s what you would have had to pay 
to get one ounce of the precious metal. 
Before August 15, 1971 the same amount 
of dollars would have bought you 37.1 
ounces of gold. Thus, the loss of the dol-
lar’s value in gold terms since 1971 is 97 
percent. Per January 2017 you would 
have to pay $44,613 to buy 37.1 ounces 
of gold. 

I interpret the lack of discussion and at-
tention on this creeping inflation as tacit 
acceptance of it, or perhaps resignation 
to it. Most people take this development 
for granted. The only effective way to 
stop it would be to reestablish the gold 
standard. But such an action would re-
move some very powerful tools from 
politicians’ toolboxes, which is why it 
is unlikely to happen. Unstable money 
which loses its value – whether slowly 
or quickly – will remain a fact of life in 
modern economies.

The high levels of government debt, 
combined with the relatively loose mon-

etary policies since the Great Recession 
began, mean that a sharp increase in the 
inflation rate is unavoidable in the fu-
ture. The only question is when it will 
come. Many companies will face do-or-
die decisions when that happens. How 
they manage their prices will make a 
critical difference. In emerging markets, 
we already see increasing rates of infla-
tion. Maybe we can learn something 
from the history of Brazil, a country that 
had very high inflation rates over several 
decades

Here is a case from one of our projects 
in the hyperinflation 1980s. One of the 
world’s largest pharmaceutical compa-
nies needed to make a high-stakes deci-
sion in Brazil, where out-of-control in-
flation reached a rate of several hundred 
percent per year. Their biggest product 
was an over-the-counter pain reliever. 

The company considered hyperinflation 
an opportunity to increase market share 
through a combination of lower relative 
prices and more aggressive advertising. 
And that is exactly what they imple-
mented. They intentionally raised prices 
below the rate of inflation, to make their 
product cheaper relative to the competi-
tion. They also increased their spending 
on advertising.

Management’s confidence in these moves 
– and their odds of success – seemed to 
increase when the competitors continued 
to raise their prices at the rate of infla-
tion or above. This widened the price gap 
in the favor of our client even more than 
they originally anticipated.

It turned out that this strategy was coun-
terproductive. Why didn’t it work? What 
happens to price perception during pe-
riods of inflation? Signals become con-
fusing due to the constant flux of price 
changes. In Brazil at that time, the con-
sumers did not recognize the price ad-
vantage that the pharma company had 
worked so hard to establish. It got lost in 
the noise, as did the increased advertis-
ing. 

I recommended that the company not 
only pull back from its current tactics, 
but implement the exact opposite ap-
proach. They should raise prices at least 
at the level of inflation (or even a bit 
more) and cut back on advertising. Prof-
its improved considerably with this new 
tactic, and market share barely changed 
as customers remained loyal to the 
brand. 

I learned two lessons from this case. 
First, an attempt to establish a price ad-
vantage will not work unless customers 
notice and understand it. Price signals 
are harder to convey clearly in inflation-
ary periods. Second, under inflationary 
conditions I strongly recommend a series 
of small, regular price increases instead 
of a few significant changes. The series 
of small changes allows you to keep pace 
and to avoid the need to overcompensate 
for lost time and money with a big price 
adjustment later. You should start these 
increases and establish the rhythm as 
early as possible when inflation sets in or 
even when it looms. 
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In this article, the author examines the 
growing challenges retailers are facing in 
pricing for both brick-and-mortar and 
online customers. Rafi Mohammed is 
the founder of Culture of Profit LLC, 
and author of The 1% Windfall: How 
Successful Companies Use Profit to 
Profit and Grow. He can be reached 
at rafi@cultureofprofit.com. This ar-
ticle originally appeared on the Harvard 
Business Review (HBR.org).

Online Versus In-Store Pricing

One of the biggest questions 
faced by brick-and-mortar 
retailers today is whether 
prices should be the same 

online and in stores. Gaining clarity on 
this issue is critical for traditional retailers 
to successfully compete in both environ-
ments. Brick-and-mortar retailers have 
been struggling with pricing since Ama-
zon’s inception, 23 years ago, so why is 
it so important to resolve this issue now? 
Well, the news for retailers keeps getting 
worse. Macy’s and Kohl’s both reported 
2.1% declines in comparable store sales 
in November and December, resulting in 
10% and 15% stock price drops, respec-
tively. The Limited shuttered its stores and 
is now focusing exclusively on e-com-
merce. It’s clear that an increasing number 
of customers don’t value the experience of 
shopping in physical stores.

Brick-and-mortar retailers have a strat-
egy problem. To avoid going the way of 
milkmen, they have to continue to: ramp 
up web operations, create new reasons 
— and value — for consumers to pa-
tronize stores, and limit physical loca-
tions to areas with populations dense 
enough to support stores. Solving these 
problems will take time. But in the near 
term, rethinking pricing strategies can 
keep retailers afloat. The beauty of fo-
cusing on pricing is its immediate effect: 
prices can be changed on Sunday eve-
ning, and new profits start rolling in on 
Monday morning.

Figuring out the right strategy involves 
answering two primary questions.

Should brick-and-mortar retailers set 
different prices in-store and online? If 
Amazon (or another web retailer) is 
not significantly stealing business away, it 
doesn’t make sense to slash online prices. 
Best to accept the minimal customer loss, 
maintain current prices, and be thankful.
However, if a web retailer is successfully 
poaching a sizable number of custom-
ers, it’s time to reconsider whether hav-
ing identical online and in-store prices 
makes sense. Making this decision gets 
at the pricing dilemma faced by many 
brick and mortar retailers: if a company 
sets rock-bottom prices in order to com-
pete against internet rivals, it will lose 
money on in-store purchases due to the 
store’s higher costs (employees, high rent 
locations, etc.). But if prices are set at 
what’s profitable for in-store purchases, 
web prices won’t be competitive. A one-
price-fits-all-channels mandate can result 
in a disadvantage in one market.

Many retailers set different prices in 
different stores based on competition. 
Target is on record as stating, “Select 
items at an individual Target store can 
be impacted by prices on identical items 
at other nearby retailers. Therefore, it 
is commonplace that prices on selected 
items may vary from Target store to Tar-
get store within one metro area.” This 
makes sense, so why not extend the phi-
losophy to online pricing? If the “store 
location” of “online” is more competi-
tive, then discount prices there.

Retailers should view their online and in-
store channels as unique services, much 
like gas stations offering self-service and 
full-service options. Relatively higher 
prices can capture the premium that 
some customers place on purchasing in-
store. Web prices can be lower to compete 
against aggressive e-tailers. Will discount 
web prices mean that everyone will pur-
chase online? No. Many people choose to 
purchase in stores and pay premiums even 

though they can order from Amazon. In 
the third quarter of 2016, e-commerce ac-
counted for 7.7% of all retail sales.

When in-store customers ask, should 
stores match their online prices? With 
different online and in-store prices, it’s 
inevitable that some consumers will 
show up at stores and request the web 
price. As a pricing strategy consultant, 
I’m loathe to give away in-store value 
by matching online prices. (This is akin 
to pumping a customer’s gas but charg-
ing the self-serve price.) That said, Wall 
Street is on edge about brick-and-mor-
tar’s future, so much so that even mod-
est same-store sales declines are viewed 
as apocalyptic. In this skittish environ-
ment, CEOs and their teams can’t afford 
any missteps. It’s usually best to match 
online prices. View it as incremental 
profit, and hope these customers make 
additional in-store purchases.

If price matching can be curbed to 10%–
15% of a store’s sales, matching can also 
be viewed as a type of sustainable cou-
poning strategy. It’s best for retailers to 
view price matching as a temporary mea-
sure and remain focused on providing 
more reasons for customers to shop in 
their stores. Smartphones make it easy 
for customers to find lower online prices 
while they are in a physical store; this re-
ality may make retail executives hesitant 
to set different online and in-store prices. 
The worry is that consumers will be put 
off by knowing that prices differ based 
on channel or experience. But this hasn’t 
been the case with airlines (prices differ 
if booked online versus over the phone), 
gas stations (self-serve versus full serve), 
and retail (regular versus outlet stores).

In those industries, customers accept 
the price differences and choose what’s 
best for them. To succeed in the modern 
world of retail, executives need to em-
brace web and in-store as unique opera-
tions that cater to customers with differ-
ent needs and price sensitivities.
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Figure 1: Price plot

Pricing Insights to Measure  
and Monitor Change

In this article, the author presents some 
basic analytics and reporting strategies 
that every pricing and/or sales opera-
tions team should use to identify and 
combat discounting cultures and to 
drive improved profits within their 
organizations. He also explains how to 
uncover the drivers of discounting and 
the effectiveness of an organization’s 
profit improvement initiatives using 
a combination of waterfall analysis 
and Pareto analysis. Author Mayuresh 
Saravanakumar is a Consultant at 
Holden Advisors. He can be reached at 
MSaravanakumar@holdenadvisors.
com.

A large, multinational company 
was aggressively addressing 
the discounting culture perva-
sive in the organization. With 

various verticals, multiple product lines 
and more than 10,000 customers they 
were struggling to measure the effec-
tiveness of the various pricing initiatives 
and identify areas to prioritize efforts for 
maximum impact. Because of the mag-
nitude and complexity of the organiza-
tion, they got stuck in the weeds with 
day to day problems.

Basic analytics helped this organiza-
tion to understand the holistic picture 
of the effectiveness of the initiatives and 
to help decide the direction of future 
price change. Here are 4 simple reports 
they created and began to repeat on a 
regular basis:

1. A simple price plot. The company 
created a dual axis graph with list 
prices and realized prices on the dual 

y-axes and volume on the x-axis. The 
price plot helped them understand 
the actual discounting currently in 
the organization across the volume 
band and uncover the areas of op-
portunity by vertical and product.

2. A Year over Year comparison of 
revenue lost from discounting by 
vertical. This showed how well the 
pricing initiatives were performing 
by vertical and overall in terms of 
dollar profit.

3. A revenue waterfall analysis to 
understand changes from the pre-
vious year at a more detailed level. 
How much revenue improvement 
was contributed by vertical, by small 
customer versus large customer, by 
list price increases, and by reduced 
delegations. It also helped uncover 
where the initiative effect was maxi-
mum and minimum.

4. A Pareto analysis to understand the 
top contributor to revenue improve-
ment by customer and vertical versus 

budget, Year over Year or Quarter 
over Quarter. This helped them un-
derstand the top verticals and clients 
to focus on.

We shall focus on individual analysis, its 
variations and implications with greater 
depth later in the article. With some sim-
ple analysis and reporting in place, you 
can understand and share your pricing 
initiative results with other organizations 
and your executives. We recommend 
that you put in place basic analytics and 
reporting that can be repeated on a regu-
lar basis. In the long term, these simple 
reports will allow you to be more proac-
tive and be able to prioritize your limited 
resources on the areas of greatest return. 
With more transparency in the results, 
pricing and sales can collaborate on tar-
geted effort to gain maximum benefit for 
the company.

Discounting Control Tool of 
Choice - The Price Plot
The company started with a price plot 
to understand the overall discounting 
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Figure 2: A sample “bird’s eye view” dashboardculture in the organiza-
tion. While this price plot 
is very simple, it is very 
powerful in showing the 
overall discounting habits 
of the organization.

Generally, list prices and 
discounts are associated 
with volume, and segment-
ing the data based on vol-
ume breaks is a good way 
to look at discounting. The 
price plot in Figure 1 shows 
that the specific business 
unit is suffering from a dis-
counting culture. All but 
at one volume band shows 
discounting used to close 
business. Once they had 
this high-level view, they 
were able to isolate specif-
ic transactions that drove 
the discounting results. In 
this particular case, they found that the 
higher realized price was due to a few cli-
ents and sales person’s capability, tenure, 
or selling approach.  For the other tiers, 
they were able to isolate a few accounts 
that needed immediate review and sup-
port from the deal team to rectify the 
account. 

Many companies are surprised just by 
looking at this simple graph. They be-
lieved they had discounting under con-
trol and delegations in place. However, 
when they performed the price plot they 
realized that the data did not align with 
their internal assumptions. 

The main insights that can 
be gained by doing price 
plots are:

• Understanding the overall discount-
ing culture of the organization.

• Identifying potential price improve-
ments that the organization can real-
ize.

• Uncovering vertical and use case dif-
ferences in discounting, which may 
uncover best practices or point out a 
need to have use case specific price 

points with adequate fences.

• Monitoring progress over time to 
changes in discounting habits.

The price plot should become a part of 
the overall pricing dashboard and up-
dated frequently to keep reporting on 
the organization’s pricing discipline and 
to provide sales support when needed to 
correct situations where procurement has 
ignored the value delivered by the sup-
plying organization.

Pricing and Revenue 
Dashboards: Keys to  
Profit Improvement
In order to identify and prevent exces-
sive discounting, pricers also need to 
learn how to develop pricing and revenue 
dashboards. These are again compara-
tively easy to develop, and will have a 
profound impact on decision-making in 
your company.

Here are two recommended 
dashboards to build out your 
standard set of reporting 
metrics:

1)  A “bird’s eye view”- which is a top 
level organizational view of revenue re-
sults

2)  A “worm’s eye view”- which is a cus-
tomer level view in an individual vertical

In the “bird’s eye view,” you can get a ten 
thousand-foot view of the pricing prac-
tices and behaviors in your company, the 
profit that is left on the table as a result 
of a discounting culture, and, whether 
you are moving in the right direction.

A sample “bird’s eye view” dashboard 
is shown in Figure 2.

In the dashboard shown in Figure 2, the 
first column represents the vertical/divi-
sion in the organization. The second and 
third columns represent the lost revenue 
due to discounting in 2015 and 2016. 
The final column is the difference be-
tween these two years. The difference 
can be negative if either the discount had 
increased or if the volume had increased 
or both.

The same dashboard can be done by year 
or quarter or month, whichever would 
best suit your organization. On a high 
level, this dashboard will help you un-
derstand the overall discounting direc-
tion of the company and the impacts of 
discounting from each division/vertical.
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The second dashboard 
– the “worm’s eye view” 
– can uncover ‘why’ the 
division/vertical is per-
forming the way it is 
performing.

In the “worm’s eye 
view” dashboard, you 
pick up the top 5 - 10 
customers with the 
highest potential to 
increase revenue by 
reducing discounting 
and increasing pricing 
control. Remember the 
Pareto principle is usu-
ally true of discounting 
habits too: 20% of your 
customers will have the 
potential to reduce 80% 
of the discounting prob-
lem.

A sample of a “worm’s 
eye view” dashboard 
is shown in Figure 3.

These two dashboards 
in combination will re-
veal a wealth of useful 
information and drive 
your team into action. 
The main insights:

• Understanding the 
profit left on table 
from discount-
ing and driving 
the organization to 
validate and align 
on the rationale 
for the discount-
ing, such as future 
revenue opportuni-
ties, increased partnership potential, 
or ability to sell important products 
into the market to market leaders.

• Identifying the top customers who 
create the maximum impact profit 
by reducing discounting, addressing 
the discounting culture by account, 
and addressing the trending dis-
counting habits of the organization.

• Identifying the progress of pric-
ing initiatives by division/vertical to 
reward positive change in behavior 
and to address areas that still need 
support to change.

Waterfall Analysis and 
Pareto Analysis – Price 
Analytics that Drive 
Decision Making
The final step for pricers is uncovering 

the drivers of discounting and the ef-
fectiveness of their organization’s profit 
improvement initiatives using a combi-
nation of waterfall analysis and Pareto 
analysis.

Once we understand the overall trend 
of our company using the price plot and 
the high-level pricing and revenue trends 
using the dashboards, the next step is 

Figure 3: A sample of a “worm’s eye view” dashboard

Figure 4: Discounting waterfall analysis

Customer Revenue lost in 
2015 

Discount % Revenue lost 
in 2016 

Discount % 

Joe’s Pizza $500,000 45% $450,000 30% 

Kim’s Burger $100,205 22% $130,609 24% 

Dzara’ Sandwich $56,000 10% $62,000 5% 

Alison’s Donuts $450,000 36% $480,000 34% 

Saad’ chicken $126,265 10% $138,956 7% 
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Figure 5: Customers with increased discounting in 2016

understanding at a high level where dis-
counting is occurring and compare it to 
best practices. Waterfall analysis and 
Pareto analysis are great tools to un-
cover why and where discounting is 
occurring and where to focus an orga-
nization’s limited resources.

We will be using the familiar tool (water-
fall analysis) but in a different tact than a 
traditional account leakage view to un-
derstand how discounting has changed 
in a year and what were the contributors 
to the net change. An example of a wa-
terfall analysis is shown in Figure 4. The 
X axis is the customer category and the Y 
axis is the revenue lost.

The graph depicts revenue lost due to 
discounting. The revenue lost decreased 
from $612K in 2015 to $378K in 2016 
(which is a good thing!). In this case, 
revenue improved by $365K due to im-
proved discounting controls in 123 cus-
tomers. Unfortunately, at the same time, 
discounting increased with 56 custom-

ers leading to an increase in revenue lost 
$126K for that customer set. Also, we see 
that with new customers discounting is 
leading to a revenue loss of $7K. 

The waterfall analysis shows how effec-
tive our discounting controls have been, 
whether they had an impact a specific set 
of customers or in a channel, and how 
our discounting habits may continue in 
some areas of the business – like the ac-
quisition of a new customer in this ex-
ample.

Next, to understand which customers 
contribute to revenue lost due to dis-
counting, we do a Pareto analysis. A 
Pareto analysis for the customers whose 
discounting has increased is shown in 
Figure 5.

The analysis shows that the top 10 cus-
tomers (20%) from customer A to cus-
tomer H, contributed to 80% of the 
increase in discounting. The Pareto prin-
ciple, which states that 20% of your cus-

tomers cause 80% of revenue lost, is the 
truth in most of the cases. This means 
we can focus our attention on a limited 
set of customers to investigate root cause 
and make specific account plans with 
sales to address the discounting.

The combination of waterfall 
analysis and Pareto analysis 
can uncover a wealth of 
information. Major insights 
include:

1. Understanding the change in the 
discounting trend.

2. Uncovering best practices inside the 
sales organization to share with oth-
ers in the team (by performing Pare-
to analysis on customers whose dis-
counting decreased).

3. Measuring pricing and profit im-
provement initiatives.  

4. Highlighting the top customers 
where focus in required 
to improve account 
profitability.

Clearly there are many, 
many other tools avail-
able to analyze pricing 
and profitability. It can 
be overwhelming. Start 
small and simple. Get 
your arms around the 
high-level of discount-
ing controls, and over 
time, add more analyt-
ics to gain more and 
more insights. The key 
is to get started in mea-
suring. What gets mea-
sured, gets done. 
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Price Optimization and the Pursuit of Value
In this article, the author explores cur-
rent shifts in pricing technology, fo-
cused on defining value drivers through 
price and margin optimization. With 
more than a decade of pricing experi-
ence, author Robert Irwin works on 
implementing and automating pricing 
processes, strategies and margin optimi-
zation. He can be reached at rirwin@
vendavo.com. 

In observing the pricing space over the 
past decade, it is interesting to note 
how the language around the use of 
technology as an enabler of change 

has not altered, but the expectations of 
what that means have. A decade ago it 
meant driving governance, compliance 
and control through the organization. We 
have Enron and the advent of the USA’s 
Sarbanes-Oxley Regulations and compli-
ance audit to thank for that. User adop-
tion and change enablement were part 
of a process of enforcement, rather than 
encouragement and cooperation.

Investment business cases were built 
with an emphasis on efficiency and accu-
racy. For example: a large chemical com-
pany had a 0.25% return on sales based 
simply on invoice price accuracy. Put 
another way, the price negotiated with 
the customer and agreed upon with sales 
was also the same one that appeared on 
the invoice. Due to their size, this 0.25% 
paid for the project and more.

Today, the expectations have changed in 
two particular ways:
 
1. The demand for consumer-like us-
ability of front end business applications 
has grown. Sales users expect the software 
they use to work as easily as any down-
loaded app. No training. No documen-
tation. Intuitive design. Available on any 
device. (This is user adoption through 
ease of use.)

2. While the C-Level continues on their 
journey to drive improvements in share-

holder value and deliver a profitable re-
turn, they are running out of options of 
how to get there.

For a long time, cost optimization ruled 
the roost, but the options have been used 
to the point of obsolescence. Outsourc-
ing. Offshoring. Lean Manufacturing. 
Just in time supply and invoice price 
accuracy programs. These were easy to 
measure—sometimes easy to achieve—
but they have, for the most part, all been 
done. Some businesses tried growth 
through acquisition, but this often de-
mands a premium and it does not guar-
antee results and success. Finally, cutting 
R&D does not make much sense. This 
should be avoided.

So what other options are there? The 
pursuit of value in the modern market-
place runs through price and margin 
optimization—perhaps the most criti-
cal part of today’s pricing technology 
environment. With such a system, orga-
nizations have the key capabilities to iden-
tify the drivers of value and define how 
much that value is worth to any given 
segment of the business. From there, price 
and margin optimization allows business 
leaders to guide the Sales team towards 
the successful capture of that value.

Access to performance data that simply 
wasn’t tracked before has resulted in the 
ability of all businesses to analyze and 
measure value derived from and delivered 
by all functions across the enterprise. Sales 
is no exception to this. You just need to 
want to do this. These new developments 
in how technology and business software 
are designed and delivered to the end user 
are the vehicle that will take the pricing 
discipline across the chasm. They are the 
vehicle that pricing professionals—wher-
ever they sit in an organization—can le-
verage to mobilize their talents and po-
sition the value of pricing optimization 
firmly into the boardroom.

As Patrick Reinmoeller noted in his 
study on C-Level attitudes to profit and 
margin, there is a desire and need to 

change. CFOs are still unsure how to 
drive an impact in margin outside of 
cost-out practices and they could use a 
little help. Price optimization is the most 
effective lever, combined with data proof 
points, that will deliver the confidence 
the CFO needs to look beyond cost-out 
as the strategy to improving profitabil-
ity. We see this happening now in a broad 
array of companies. Industry innovators 
are adopting value- based strategies and 
changing the way they set, negotiate and 
guide sales on the customer price decision.

Armed by new technologies with the ca-
pability to deliver real-time insights and 
specific guidance to the Sales team, or-
ganizations are changing the way they 
not only set targets, moving to a seg-
ment-based approach, but also how they 
measure and pay their Sales organiza-
tion based on performance relative to the 
target price. At the end of the day, what 
does this mean for you? As a Sales leader 
you will have the knowledge and confi-
dence that your team will be supported, 
empowered and able to make fast, accu-
rate and profitable decisions. They will 
be able to do what they are meant to do: 
negotiate and sell.

As the Head of Marketing you will be 
able to provide your team with the capa-
bilities to translate highly differentiated 
marketing strategies and value position-
ing into effectively deployed tactics that 
make it all the way through to the field 
and are reflected in your price and mar-
gin targets. And… as the pricing practi-
tioner, this is all good news. An improve-
ment in the overall skill level around 
pricing across the entire organization 
will drive cross-functional engagement 
and easier internal relationship manage-
ment. You will be able to deliver the ca-
pabilities to drive pricing discipline and 
excellence throughout the organization.

In the continuous pursuit of value, the 
pricing team is now able to demonstrate 
the true value of pricing optimization. 
This is bound to get the attention of the 
business, all the way to the top.
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