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In this article, the author explores why 
currency risk management should be-
come an integral part of a pricer’s risk 
assessment process. Stephan M. Liozu 
is Chief Value Officer of the Thales 
Group. He is also an Adjunct Pro-
fessor & Research Fellow at the Case 
Western Research University Weather-
head School of Management. He holds 
a Ph.D. in Management from Case 
Western Reserve University (2013), is a 
Certified Pricing Professional (CPP), a 
Prosci® certified Change Manager, and 
a Strategyzer Business Model Innova-
tion Coach. He authored three books, 
Dollarizing Differentiation Value 
(2016), The Pricing Journey (2015) 
and Pricing and Human Capital 
(2015). He sits on the Advisory Board 
of LeveragePoint Innovation and of 
the Professional Pricing Society. He is 
a Strategic Advisor to 360pi, The Kini 
Group, and PriceSenz. He can be 
reached at sliozu@gmail.com.

Over the past three years, we 
have witnessed a series of dra-
matic changes in global busi-
ness dynamics. We all know 

the world of business is changing faster 
every year. We have to anticipate even 
more turbulence with the rise in protec-
tionism and in regionalization of certain 
components of our marketing strategies. 
One of the most powerful changes is 
in the area of currency volatility and 
how it impacts pricing management. 
Over the past few years, certain world 
leaders have started using currencies as 
a competitive weapon to reinforce na-
tional interest and to stimulate slowing 
economies. Currency forecasting in busi-
ness planning has been difficult in light 
of political instability and radical shifts 
in trade policies. Although as pricing 
professionals we do not control curren-
cies, there are questions to ask ourselves 
and steps we can take to better control 

the impact of currencies on pricing and 
profit levels.

The Forces of Disruption
Whether your business is local, interna-
tional, or global, you will be impacted by 
currency swings. It is inevitable. The im-
pact may be frontal in your purchasing 
of products (raw materials, equipment) 
and services (shipping, outsources IT 
services) or it might be indirect when in-
flation rises due to the rising cost of your 
supplies. Businesses have to be ready to 
face more pressure and to plan to man-
age the impact. In fact, currency disrup-
tion is only one of the forces of disrup-
tion impacting profitability and pricing 
these days. I list five of the most potent 
ones below.  

Greater currency “manipulation”: 
There is no doubt that keeping the value 
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Recent developments in the health 
care and pharmaceutical US markets 
have shown that pricing is a sensitive 
topic and one that raises ethical 
concerns. The US is not alone and 
governmental interventions can take 
a toll in an industry especially when 
the country GDP relies on it.

of a currency low provides an advantage 
to export for the firms residing in that 
specific country. I am not going to men-
tion any country names but it is obvious-
ly one of the most direct ways to give an 
unfair advantage to exporting businesses. 
For countries with weaker innovation 
and industrial policy, it is also the easiest 
way to stimulate GDP growth.

1. Regionalization of needs and na-
tional preference: Some global 
businesses export in US dollars or 
Euros and compete against local 
producers which sell in local curren-
cies. Recent elections in developed 
countries tell us that there is a return 
towards national preferences and 
things made locally and also priced 
in local currencies. Some call it Glo-
balization 4.0 which consists of 
global business strategies and a very 
local footprint.

2. Unfolding of economic alliances 
(Brexit): The Brexit came as a sur-
prise for many people in Europe. 
Other countries might leave the 
Euro block and return to their lo-
cal currencies. This reinforces point 
3 in this list and a potential return 
to more local economies. In such a 
scenario, the impact on firms’ go-to-
market strategies can be dramatic.

3. Government intervention in sensi-
tive areas: Recent developments in 
the health care and pharmaceutical 
US markets have shown that pricing 
is a sensitive topic and one that raises 
ethical concerns. The US is not alone 
and governmental interventions can 
take a toll in an industry especially 
when the country GDP relies on it. 
Generally, that also depresses cur-
rencies as it reduces investors’ confi-
dence in the country institutions.

4. The foreign exchange (FX) mar-
ket: Like any financial sector, the 
FX market has become an area of 
high speculation within financial 
markets. Changes in currencies are 
not necessarily the reflection of a 
world event, a decision, or any oth-
er rational episode. They can come 

from the buy/sale of currency posi-
tions leading to currency price varia-
tions. The winners in this area are 
high frequency FX traders. We need 
to learn from them and accept that 
currencies are changing dynamically 
and so should our pricing models if 
currencies impact them.

Control what you Can 
Control
While we do not con-
trol currencies, we 
have to adopt a proac-
tive and intentional 
strategy which reflects 
the potential expo-
sure to our business. 
In fact, currency risk 
management should 
become an integral 
part of the risk assess-
ment process. I pro-
pose six areas where 
business profession-
als can improve their 
readiness level:

1. Traditional foreign exchange tools 
are not enough: You cannot man-
age this new level of currency vola-
tility using the traditional hedging 
and FX management tool. In fact, 
these days, hedging might be more 
dangerous and risky. Your commer-
cial banks might also not be able to 
provide relevant risk management 
when currencies are fluctuating fast 
and political events are unfolding 
in a surprising way. Finally, parking 
your cash in foreign country might 
also increase your exposure to con-
tinued currency conflicts. In 2017, 
currencies seemed to have stabilized 
in more predictable ranges after two 
years of chaotic environment. 

2. Get your pricing, sourcing, and 
finance teams aligned: When your 
business is exposed to currency war 
and rapid swings, your teams have 
to be even more connected. I often 
recommend the creation of a cur-
rency management task force within 
or separate from the pricing council 
to evaluate the on-going currency 

impact in the business from finance, 
supply chain, and pricing. This task 
force can propose to leadership the 
quick adjustments needed due to 
currency changes and also commu-
nicate proactively to the global busi-
ness.

3. Accelerate the speed of your deci-
sion making process and tactics: 

When currencies change daily on a 
business around the world, business 
leaders need to establish more agile 
organizations and processes to make 
quicker pricing adjustments. This is 
a potential limitation of a central-
ized or center-led pricing organiza-
tion. Local business and commercial 
leaders cannot wait for input from a 
central team to make necessary ad-
justments to pricing when they are 
competing with local companies. 
That might explain why some of the 
largest global companies are in the 
process of moving pricing authority 
to regions and local business units so 
that they can react faster within new 
pricing guidelines.

4. Prepare a robust pricing tool box: 
Control what you can control. Have 
a tool box ready with all relevant 
tools and methods to manage cur-
rency changes in a proactive fashion. 
This tool box might include:

• A currency dashboard communi-
cated on a weekly basis and readi-
ly available to all business leaders.

http://www.pricingsociety.com
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• New long-term pricing agree-
ments with relevant currency 
clauses to manage the need for 
pricing renegotiation and poten-
tial exit from the agreement.

• Template for currency-based for-
mulas to be used in new agree-
ments whether long-term or short-
term.

• Dynamic pricing guidelines de-
scribing the threshold for price 
adjustments when needed.

• Standard communication bullet 
points to handle pricing objec-
tions and currency questions.

• Value maps in local currencies to 
position competing brands in a 
local market.

• Guidelines to manage increased 
premium differentials versus lo-
cally-made products and services.

5. Take the opportunity to establish 
local business: The recent politi-
cal environment around NAFTA 
has created a currency threat for US 
business exports but also an op-
portunity to establish local base for 
business when currency is moving in 
a favorable position. No one can pre-
dict the future of NAFTA but what 
is for sure is that US business will 
continue to do business in Canada 
and Mexico. It might time for lead-
ers to establish more solid businesses 
by wisely investing in infrastructure 
and conducting business in local 
currency.

6. Train local leaders who might be 
exposed to currency swings: As 
you better control what can be con-
trolled, one of the critical efforts is to 
get local teams trained to the volatile 
nature of the currency and pricing 
relationship. Currency volatility is 
here to stay. It needs to be managed 
holistically and dynamically. Train-

ing programs need to include topics 
related to currency, inflation, protec-
tionism, and national preference.

Conclusions
You may think you are not in control of 
currencies. Of course you are not. My 
view is to control what you can con-
trol, then prepare for the worst and hope 
for the best. You have to get proactively 
ready for the next wave of currency dis-
ruption which might happen in the near 
term. This is what I call “agile pricing 
management.” As currencies are used 
more and more as trade and competi-
tive weapons, it is up to us to prepare our 
teams and our management for the dra-
matic implications of currency tensions. 
Think about the implications to your 
bottom line when the Euro collapsed 
from 1.45 for 1 US dollar to 1.10 for 1 
US dollar. What is the next currency to 
rise or collapse? How ready are you?

Data, Change Management 
and  the Profit Landscape
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Peddling Food Delivery  
from $30B to $210B 

In this article, the author examines 

why profits in the food delivery apps 

industry have begun to plateau, despite 

the level of product innovation and 

venture capital funding that launched 

these companies, and also provides 

pricing strategies that these apps can 

use to jumpstart revenues and increase 

market share. Kirby Lafferty is an As-

sociate Consultant at Revenue Man-

agement Labs. Connect with Kirby 

at klafferty@revenueml.com or learn 

more about Revenue Management 

Labs.

Figure 1

Food delivery apps are forcing a 
massive change in the conven-
tional restaurant industry. In the 
past five years, food delivery apps 

have multiplied and spread across all ma-
jor cities. The inconvenience of fighting 
traffic, weather, public transit, your kids, 
etc. for food pick up is a thing of the 
past. Given the powerful concept and 
mass consumer appeal, these innovative 
apps were met with praise and billions 
in venture capital funding ($5.6 billion 
in 20151). Despite an innovative concept, 
rapid expansion and exponential fund-
ing, why is growth starting to plateau?

According to CBInsights1, the second 
quarter of 2016 saw funding drop to its 
lowest level since early 2014 ($320M in 
Q2 ’16). Apps have had trouble turning 
a profit, even after five years, and some 
have seen a drying up of new seed fund-
ing due to lack of customer traffic and 
profitability.

SpoonRocket went from raising $13.5 
million in 2013 to parking its bikes in 
2016 due to lack of investment2. Like-
wise, Postmates posted $200M in rev-
enue for 2016 but expects a sizeable loss 
of $60 million3. So why are food delivery 
apps struggling?

1. Getting customers costs a lot
The most common method of customer 
acquisition for food delivery apps is to 
offer new customers $10-$20 off their 
first order. Certain apps also offer refer-
ral bonuses of $10 to introduce addi-
tional customers. Thus, the upfront capi-
tal costs and the fickleness of consumers 
given the multitude of competitive offers 
could be crippling. Interestingly, McKin-
sey consumer research4 found that 77% 
of European customers never switched or 
rarely switched platforms.

To breakeven on these incentives (see 
Figure 2), mobile apps need customers to 
purchase a minimum of 2 to 4 times per 
month. The average food delivery app 
customer orders 1.6 times per month. 
This would indicate, at worst, that it 
takes 2.5 months to break even on a cus-
tomer. Adjusting this for the 80% loy-
alty factor, this increases to 3.1 months, 
which is a substantial investment requir-
ing significant working capital.

2. Every customers 
is being treated the 
same
From a revenue man-
agement perspective, 
the more you are able 
to legitimately seg-
ment your offers, the 
greater your propen-
sity to capture each 
customer’s willing-
ness to pay. Food de-
livery apps have not 
yet learned this lesson. 
UberEats treats all 

customers alike and charges a flat $5 fee 
regardless of the time, day, size or dis-
tance of the order. A few apps have taken 
the small step of migrating to distance 
based, like DoorDash, but this is just 
scratching the surface.

3. All apps taste the same
We all have our favorite “go to” restau-
rants. If Arnold Schwarzenegger could 
only order In-N-Out Burgers from one 
app, it would have a terminator size ad-
vantage. When the multitude of apps 
were launched, it offered restaurants free 
marketing and access to a wider custom-
er base. Faced with the win-win proposi-
tion, restaurants flocked to sign up to as 
many apps as possible. Katz Delicatessen 
in New York, which you may recognize 
from the movie When Harry Met Sally, 
can be ordered off 7 apps and counting. 
Without food, apps are forced to differ-
entiate on other attributes like delivery 
speed, ease of ordering, etc. Unfortu-
nately, players seem to be differentiating 
themselves based on the depth of their 
promotional offers (see Figure 3).

So how do we get these apps back in 
the express lane? Lessons from Uber’s 
online transportation network is a 
great place to start.
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Figure 3: Breakout of Popular U.S. Food Delivery Apps

Figure 2: Caviar and DoorDash first order discount offers1. Surge Pricing
To take advantage of excess customer de-
mand or deal with a shortage of delivery 
drivers, surge pricing could be employed 
to increase revenue and incentivize driv-
ers to take more orders. In October 
2016, UberEats followed its parent com-
pany’s model and began incorporating 
surge pricing in select U.S. cities. Like-
wise, the concept could be used to de-
crease prices in times of low demand at 
off peak hours when restaurants are try-
ing to liquidate excess meals.

BuffetGo is going one step beyond. They 
have partnered with hotels, conference 
centers and caterers to sell the “leftovers” 
at their buffets. Customers are enticed 
to order buffet leftovers with deep dis-
counts of 90%.

2. Pools
UberPOOL matches riders heading in 
the same direction and offers them a dis-
count for riding with other passengers 
(typically 20-50% cheaper than UberX). 
For food delivery, the concept would be 
applied for multiple people living in the 
same area that would order from res-
taurants in the same area in a certain 
period. In doing so, the app could of-
fer discounted rates to customers who 
are willing to accept slower deliveries. 

The major cost as-
sociated with food 
delivery relates to 
transportation, by 
spreading it over 
more orders the out-
lay per order drasti-
cally decreases. Pass-
ing these savings 
through could open 
food delivery apps 
to more price-sensi-
tive customers.

3. Uber Select
Uber offers multiple levels of service, 
UberPool (car-pooling), UberX and 
Uber Select (black car premium service). 
There are no premium options available 
within food delivery apps despite a mul-
titude of needs being present: 

• Guaranteed delivery time
• Office parties (guaranteed deliv-

ery time and set up)
• Etc.

Apps should be building packages for 
each of the premium customer segments 
to capitalize on the increased willing-
ness to pay.

Will food delivery apps be able to shift 

quickly enough to capitalize on the 
$180B opportunity on the table? Gebni, 
a New York City food delivery app, is 
looking to do just that. They will be us-
ing real-time, dynamic pricing to disrupt 
the world of food delivery. Their goal is 
to be the “stock market for food.”

Using an algorithm, the app discounts 
menu item prices during off-peak hours 
to boost sales. The company is hoping 
this technique will help reach lower-in-
come, highly price sensitive customers, 
a mostly untapped market in the food 
delivery app world. We just hope Gebni 
also remembers to focus on the higher 
margin opportunities as well!
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Five Steps to Sales Excellence
In this article, the authors explore five 
key steps to sales excellence that will not 
only help you maintain pricing struc-
ture in the sales force but also increase 
profits and revenue through sales ma-
turity. These steps cover sales strat-
egy, market approach, sales structure, 
margin management and controlling/
remuneration. Annette Ehrhardt is a 
Senior Director with Simon-Kucher 
& Partners and is based in the Zurich 
office. She can be reached at annette.
ehrhardt@simon-kucher.com. Stephan 
Beeck is a Senior Director with Si-
mon-Kucher & Partners and is based 
in the Zurich office. He can be reached 
at stephan.beeck@simon-kucher.com. 

In the tough economic environment 
today, sales departments are facing 
immense challenges stemming from 
demands for higher revenue growth 

and cost efficiency. Mature sales struc-
tures are being put to the test everywhere. 
Large corporations and mid-sized firms 
are striving to improve their sales excel-
lence in order to profit even more from 
the sales side. The ideal sales organization 
may look different depending on the in-
dustry and company, but a sales optimiza-
tion always involves five components:

1. Sales strategy – set your 
priorities right
Setting the right sales targets and bud-
gets can only be done when you are 
fully knowledgeable of the strategic 
importance of markets and customer 
segments. Yet this knowledge is often 
what’s missing. At a manufacturer of 
machine tools, the head of sales saw In-
dia as the most important future mar-
ket. The vice-head of sales, however, felt 
that international marketing for highly 
complex specialty products was the most 
important aspect. To set their priorities, 
all product and customer segments in-
cluding sales regions were analyzed ac-
cording to attractiveness, competitive-
ness and positioning advantages for the 

company. The result: while India posed 
the greatest potential, the company had 
a weak presence there. In terms of spe-
cialty products, however, the company 
was a world market leader. As a conse-
quence, the company set for both mar-
kets diverse, but specific and well coor-
dinated sales strategies and targets. 

2. Market approach – 
ensure growth with the 
best possible market 
development 
What is the best mixture of direct and 
indirect as well as physical and digital 
sales channels? The machine tool manu-
facturer decided to build its own sales 
subsidiaries in core markets while de-
ploying agents in India for the time be-
ing to penetrate the market most effi-
ciently. The sales managers discovered 
even more growth potential in a deeper 
analysis: the market volume of all offers 
and won contracts were compared for all 
parts markets. In one region, the sales 
team took part in almost 90 percent of 
all tender processes, but they won less 
than 15 percent of them. An enhanced 
approach to assessing and prioritizing in-
quiries considerably increased the rate of 
closed deals within a short time.

3. Create sales structure 
efficiency with the right 
sales organization 
How many hunters and farmers does 
your sales organization need? What 
about key account managers and in-
house sales? How should responsibilities 
and interfaces be organized? The sales 
organization of a logistics provider had 
grown disorganized over time and was 
quite inefficient. The sales organization 
benefited greatly from re-classifying its 
A/B/C customers in sales. It also sys-
tematically transferred D customers to 
in-house sales and ensured that several 
hunters focused more strongly on cus-
tomer acquisitions.  At the same time, 
sales processes were revised to give the 
sales force more time for core sales ac-
tivities. Before this, they spent too much 
time on administrative tasks such as fill-

ing out forms about customer visits.

4. Margin management – 
boost profitability with the 
right prices 
Your typical sales rep pays great atten-
tion to the number of closed deals; the 
profitability of orders is often neglected 
though. As a result, a screw manufactur-
er decided to revise its discount system 
for small and mid-sized customers. Com-
pulsory escalation rules were set for every 
situation. They stipulated which discount 
amounts required authorization from 
a superior. Already in the first month, 
there was a clear drop in the number of 
discounts. For key accounts, customer-
specific pricing was systematized. A tool 
on laptops told sales reps the ideal target 
price for every order – depending on cus-
tomer type, product type, delivery time 
and further criteria. This price served as 
a guideline in negotiations. Furthermore, 
by restricting the amount of uncoordi-
nated discounts, there was a significant 
increase in margins.

5. Controlling and 
remuneration – more 
transparency and better 
steering 
At the screw manufacturer, a new sales 
controlling system was set up that de-
livers a multi-dimensional revenue and 
profit margin analysis at the push of a 
button. The analysis quickly pinpoints 
and corrects inefficiencies on regional, 
product group and individual employ-
ee levels. What’s more, the margins of 
the screw manufacturer benefited from 
changes in sales remuneration. The bo-
nus no longer depended solely on rev-
enue, but also on how well the target 
price was achieved in negotiations. 

Conclusion
There is no one optimal way of organiz-
ing your sales division, but there is the 
one right path to sales excellence. This 
path will take you through five steps 
covering sales strategy, market approach, 
sales structure, margin management and 
controlling/remuneration.
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It Depends
In this article, the author explores why 

it is so important to establish the rela-

tive value of a product, or the value of 

a product from the customer’s perspec-

tive, before setting product prices and 

strategies. Mark Melcher is the author 

of the Your Pricing Guy blog, a pric-

ing blog dedicated to providing insights 

and information to help people better 

understand the Art of Creating and 

Optimizing Pricing Strategy. He can 

be reached at yourpricingguy@gmail.

com.

It depends. Pricing professionals will 
benefit greatly during their careers 
by learning these two words as they 
form the best response to any ques-

tion their colleagues, manager or even 
their CEO asks them. “It depends” al-
ways works. The next best alternative 
answer is, of course, “42”, which is “the 
answer to the ultimate question of life, 
the universe, and everything,” as pointed 
out by Douglas Adams in his novel The 
Hitchhiker’s Guide to the Galaxy.

But why is “It Depends” the best an-
swer?  Because “It depends,” is always a 
correct response. At the risk of sound-
ing overly philosophical, all outcomes are 
probabilistic if just for the fact that they 
are dependent upon the earth still exist-
ing sixty seconds from now. Although it 
is very likely that the world will still be 
under our feet for another sixty seconds, 
it is hardly a certainty as an asteroid 
might suddenly and unexpectedly slam 
into the earth. If just for this dependen-
cy, “It depends” is always correct. And 
secondly, and perhaps more importantly, 

answering with the words “It depends” 
provides a pricer with additional time to 
think about the question and provides an 
opening to ask clarifying questions.

So what does this have to do with pric-
ing and why is it important to pric-
ers? One of the key pieces of the Pricing 
Triangle is Product Value – the other 
two pieces being Competitive Position-
ing and Product COGS – if perhaps the 
most important. And the first thing to 
know about Product Value is that the 
value of any product is never an ab-
solute.  Rather, the value of a product 
is situationally dependent. In other 
words, the answer to the question “How 
much is this product worth” is “It de-
pends.”

One caveat I would like to add before 
going further is that I am focusing pri-
marily on Business to Business (B2B) 
transactions. A B2B transaction differs 
from a B2C transaction in that a busi-
ness will only purchase a product if the 
product helps the company save money 
or make money. Product value as it re-
lates to consumer purchases carries a 
much stronger psychological aspect to 
it. Who knows why we consumers buy 
some of the things we buy. I am almost 
fiscally responsible, yet I’ve still managed 
to fill my house with stuff that I don’t 
need. Now let’s proceed.

We are all aware of the many adages that 
hint at the relativity of product value 
such as, “One person’s trash is another 
person’s treasure,” or “Beauty is in the 
eye of the beholder.” Pricers must take 
these adages as gospel. In their world, 
these sayings are not mere maxims, but 
rather guiding principles. In fact, if it 
were possible, pricers should establish 
as many price points for his product as 
customers purchasing the product. With 
an infinite number of price points, pric-
ers could almost guarantee that they are 
extracting as many dollars out of a cus-
tomer’s pocket as possible.

With that in mind, I define Product 
Value in a pricer’s world as follows: prod-
uct value is the worth the customer as-
signs the product based on the product’s 
ability to meet their business’s particu-
lar needs at a given time. Value from the 
perspective of the buyer is The Criti-
cal distinction when determining prod-
uct value.

During their careers, pricers will work in 
close collaboration with their company’s 
engineers and product managers. Both 
of these groups will tend to see the prod-
uct value through their perspectives. Un-
fortunately, their perspectives are usu-
ally heavily influenced by things like 
spec sheets, technical details or worse: 
their own insular and biased eyes. They, 
of course, love their products. I cannot 
overemphasize this point – engineers and 
product managers rarely, if ever, think of 
their product’s value from the perspective 
of the customer.

An example here might prove useful. I 
am going to try to keep this case as non-
technical as possible. I once worked at a 
company that sold some whizbang soft-
ware that ran on servers which made 
the servers more efficient. Similar to 
home computers, one can purchase serv-
ers loaded with either spinning drives or 
flash drives. Those servers loaded with 
flash drives are more expensive than 
those loaded with spinning drives, with 
the advantage being that they are much 
faster. The company at which I worked 
chose to sell the software only on all 
flash servers.

Why? Flash drives make the software 
the company developed run even fast-
er. Who wouldn’t want that? Well, as 
it turned out, a large group of poten-
tial customers did not want to purchase 
all-flash servers because the applications 
they were running did not require the 
extra speed provided by flash drives. The 
engineers stood aghast while the compa-
ny quickly lost sales to competitors.
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Given a choice, pricers should 
choose a higher price than a lower 
price because it is almost impossible 
to raise the price after the launching 
the product. It is always easy to 
reduce the price.

While on paper, the spec sheets may 
indicate a product is akin to sliced 
bread, if these specs or features or 
bells and whistles are not relevant to 
the customer, then they have no val-
ue. Let me restate this point slightly dif-
ferently. If the bells and whistles do not 
help the business customer save money 
or make money, then they are worth-
less. End of the story.

With all that said, pricers still must solve 
the problem of identifying the value of 
the product if they are to price it correct-
ly. So how do they proceed?

When trying to establish the value of a 
product, I like to start by calculating the 
Total Cost of Ownership (TCO) of the 
customer’s next best alternative. Said dif-
ferently, I determine what it would cost 
the customer to solve his problem if the 
product I am pricing did not exist. Let 
me provide another example to 
help illustrate how this plays 
out. Note, I am going to use a 
consumer model simply because 
it is easier to understand than 
most business cases which tend 
to involve technology specific 
jargon.

I will use what I call my “bottle 
of water purchased at a con-
venience store” example. It’s 
likely that we all have bought a 
bottle of water at a convenience store at 
one time or another. It’s also very likely 
that we’ve remarked at the seemingly 
outrageous price for the bottle of 
water. More than likely, on a dollar per 
unit basis, we paid more for the water 
than we do for gasoline. We still chose to 
purchase the water. Why?  Is it because 
we like the fancy plastic bottles which 
house the water? Or maybe because we 
like the person at the cash register and 
need some excuse to speak with them?

My guess is that we purchase the ex-
pensive, nicely packaged water from the 
friendly cashier for two reasons. First off, 
we are thirsty. And secondly, the next 
best alternative probably has a much 
higher cost than the bottle of water. 

Let’s focus our attention on the second 
reason. What are some of the next best 
alternatives to purchasing the bottle of 
water at a convenience store? For starters, 
we could drive around until we found 
a Walmart or Target and buy an entire 
case of bottled water, thereby lowering 
our per unit cost. Or possibly, we could 
take an empty bottle into the restroom 
and fill it up using the sink taps. As well, 
we might choose to carry around a por-
table water purification system and seek 
out a nearby creek or pond. I use this last 
example to make the point that pricers 
must use their imagination and consider 
all possible alternatives, however unlike-
ly. There are likely many other options, 
but they all have the same problem; they 
are costly and probably time-consuming.

Remember you are in a convenience 
store because it’s convenient. Conve-
nience implies that your time bound in 

your search for water. So driving to a 
Walmart or Target, walking around the 
store until you find the cases of bottled 
water and then standing in a long line 
to pay for the case of water takes lots of 
time.

While I mean no disrespect to conve-
nience store restrooms, most are awash 
in germs. So drinking the water from the 
sink taps could prove very costly regard-
ing one’s health.

And finally, assuming that you do find a 
nearby creek or a pond and have a water 
filtrations system with you, it’s going to 
take a lot of time to park the car, walk 
down to the body of water and then pu-
rify it for consumption.

All of this implies that the value of the 
water purchased at a convenience store 
is quite high which in turn means that 
there is a great opportunity to set a rela-
tively high price for the bottled water 
which is exactly why the bottle of water 
is relatively expensive.

The same thought process applies to any 
product or service. The relevant variables 
pricers must consider while conducting 
this exercise are time, place, target cus-
tomer profile and any other costs asso-
ciated with the purchase (both positive 
and negative).

And once pricers go through the exercise 
of costing out the next best alternatives, 
they should have a pretty good idea how 
a customer will value their product. The 
important point to note is that the entire 
process Centers on the Customer, and how 
he or she assigns a value to the product. 

The Customer’s Point-of-View is 
the only one that counts. With 
all that said, establishing the 
value of a product is truly that 
simple.

With this key piece of the Pric-
ing Triangle now filled in, I 
am hoping that I have success-
fully provided a general un-
derstanding of how important 
establishing the relative value 
of a product is. Remember 

though, with pricing, the devil is in the 
details. I say this because, on its face, 
pricing is deceivingly simple. But setting 
the optimal price is an art and is as close 
to critical as any business process.

Set the price too high, sales are likely too 
low. Set the price too low, sales may be 
good, but margins are likely too low. Ei-
ther of these scenarios produces a similar 
result – an unsustainable business. Pric-
ers do not want this outcome. Given a 
choice, pricers should choose a higher 
price than a lower price because it is al-
most impossible to raise the price after 
the launching the product. It is always 
easy to reduce the price.
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