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Incentive systems are a key means of successfully guiding sales 
representatives toward strategic targets. While most sales incentive 
systems are primarily based on revenue, price or discount-related in-
centive components are often missing. The authors explain different 
approaches to integrate such a target into a commission or bonus 
system. They give recommendations regarding the design of such 
variable payment components and explain key success factors for 
implementing an enhanced sales incentive system. Stefan Beeck is 
a Senior Director and regional head of the Competence Center “In-
dustry” at Simon-Kucher & Partners in Switzerland. Dr. Marija Radic 

is a Senior Consultant in the global Competence Center “Insurance” at Simon-Kucher. They can be 
reached at www.simon-kucher.com. 

Price Enforcement: A Key Element of Sales 

The average percentage of variable compensation is con-
tinuously increasing, as sales force compensation sur-
veys reveal. With higher variable compensation, most 
companies hope to motivate their sales people, making 

them “hungrier” and more willing to share the financial risk of 
volatile business with the company. But what is the right balance 
between fixed and variable income? This is a hotly debated ques-
tion among scientists and experts. There are three key factors that 
influence this balance: the type of sales tasks, industry practice 
and regional or corporate culture. As a general rule, the stronger 
a sales representative’s influence is on customer decisions, the 
higher the variable share should be and the more important it is 
to “hunt” rather than “farm” the customer”.

Yet another question is even more important: How can you op-
timize the design of a variable compensation system?

It is shocking how many sales incentive systems are not well 
aligned with the overall corporate goals. While most companies 
state that their growth target and their profit target are balanced, 
sales incentive systems are vastly dominated by pure revenue 
(growth) objectives. But if the sales force is told to increase prof-
itability, the variable incentive based only on revenue will send 
the wrong signal. It will render compensation as a key strategic 
lever not only useless but will even be counterproductive. For 
example, one company, 
a producer of mechani-
cal components, was 
shocked that its sales 
price level and profit 
margin decreased dra-
matically after the sales 
force’s fixed income had 
been enhanced by a sales 
revenue-based commis-
sion. This is why the 
company asked for out-
side support. One of the 

company’s core requests was to optimize the incentive scheme by 
establishing a component that incentivizes price enforcement.

The first and most basic step in designing a compensation sys-
tem is always to be clear on the company’s strategic goals and 
their ranking. Table 1 provides an overview of typical strategic 
goals in sales.

For a compensation scheme to fulfill its full steering potential, 
management needs to pinpoint – in line with the corporate strat-
egy – the two to five most important goals per sales role. The 
weighting of the individual variable components should thereby 
reflect the importance of the different goals. If volume and prof-
itability, for example, are equally important from a strategic per-
spective, then both variable income components should receive 
similar weight. 

For a given sales role, it is important that management defines 
measures that adequately reflect the strategic goals and at the same 
time can actually be influenced by the sales representative. If a 
sales representative cannot sufficiently influence a measure, then 
it will be perceived as unfair and will at best have no impact at all.

For a profitability-related measure, price or margin discretion i.e. 
a sales representative’s flexibility to grant discounts independently 

Table 1: Elements of sales incentive systems derived from strategic goals

Type of 
strategic goals

Volume-oriented
goals

Profitability-oriented
goals

Customer-oriented
goals

Process-oriented
goals

Concrete
objectives/
elements of 
sales incentive 
system

� Sales volume

� ��J����

� Market share

� Contribution margin

� EBITDA

� Price performance/ 
discount  level

� Sales cost

� Penetration of a 
specific customer  
segment

� Customer loyalty

� Share of new
customers

� Churn rate

� Quality/ speed of
���=�������K�

� Won order rate

� Quality/ speed of 
order processing

Maximum commission

Standard commission

Minimum commission

Price
enforcementFloor

price
Target
price

List
price

Extra-ordinary
discounting

Price discretion
of sales person

Commission
rate (%)
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Incentive Systems

Figure 1: Contribution margin-related incentive

within a certain range of a company’s price escalation system, 
is therefore a prerequisite and will be assumed for the authors’ 
entire argumentation below. This is usually the case for sales 
managers and commercial sales representatives. Therefore, the 
following arguments and recommendations apply more to these 
sales roles than they do to technical sales representatives or sales 
support functions.
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As shown in Table 1, a number of measures exist that can be used 
to incentivize profitability. A straightforward way is to introduce 
a price-discount performance component. This component re-
quires gross or target prices and 
defined discount levels. All price 
parameters have to be:

up-to-date
market oriented
accepted by the sales force as 
ambitious but realistic 

In several industries and compa-
nies it is impossible to fulfill these 
requirements. This is particularly 
true for industries with many 
non-standard or even customized 
products or for companies in proj-
ect business in which only project-
specific net prices exist.

This should in no way imply that 
these companies should categori-
cally switch to a purely revenue-
based incentive system. As an al-

ternative, these companies should consider 
basing their variable compensation partly on 
gross profits or contribution margin. Obvi-
ously, there are pros and cons of incentivizing 
profit generation in sales (see Table 2). Some 
managers are clearly hesitant to reveal profit 
or contribution margin information to their 
sales force. Nevertheless, profit and contri-
bution margins reflect price enforcement at 
least in an indirect way.

The easiest way to design such a profit-ori-
ented incentive is to use an absolute contri-
bution target. The sales representative has to 
achieve the target within a defined period. 
Paying sales representatives a fixed commis-
sion rate based on the absolute contribution 
is a similar alternative. It is questionable, 

however, whether the intended impact of this measure on price 
enforcement is strong enough. A sales representative could also 
increase the absolute contribution by over-compensating a drop 
in price with higher sales volume. Although absolute profit is 
each company’s most important target, there is a chance that the 
price level will erode. 

A relative contribution margin target is a much better alterna-
tive. At first glance, implementation seems complex (see Figure 
1), but the three-step approach is easy to use:
1. Figure out your margin target value (e.g. derived from the 

value achieved in the previous period).
2. Determine a lower threshold (certain number of percentage 

�������	�
��������������������������������������������������
Profit and contribution target as part of sales incentive system

Goal with highest importance directly 
incentivized

Direct participation of sales person in 
business opportunities/ risks

Incentive for entrepreneurial behavior

Market-oriented gross/ target prices not 
needed

Simultaneous incentive to
− enforce maximal prices
− focus on profitable business 

Bias regarding cost changes that cannot 
be influenced by sales person

(Valid) information on contribution and 
profit not available in every company

Confidential information shared with 
sales people

Often time-lag until information is 
available

Calculation usually not transparent to 
sales people

Calculation basis often source of 
controversy

+

+

+

+

+

-

-

-

-

-

-

1[

3*[

*1[

6*[

811[

83*[

8*1[

86*[

311[

)1[ )8[ )3[ ))[ )\[ )*[ )2[ )6[ )][ )0[ \1[ \8[ \3[

Lowest value (lower threshold)
for getting any bonus

(to be individually
determined)

Target value
(to be individually

determined)

Contribution
margin (%)

Bonus
usage (%)
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points below the target value) at which 
the sales representative would receive 
no payout. 

3. Interpolate both values to derive the 
incentive function.

����	��	������� 
������������
Having looked at the alternative profitabil-
ity measures if price-discount information 
is not readily available, we will now shift 
our focus back to compensation systems 
with a component that directly incentiv-
izes price enforcement. Such a component 
can be integrated into any of the different 
compensation setups – commissions and 
bonus systems are the most frequent ones. 
In a commission setup, the payout is usu-
ally a defined percentage of a deal’s success. 
Under a bonus system, on the other hand, 
the sales representative and manager agree 
on targets for a specific period. The bonus payout for a variable 
component is then calculated based on the sales representative’s 
target achievement. Bonus systems have gained popularity over 
the last decade primarily because they more effectively direct 
the sales force’s attention to the long-term objectives of the com-
pany as opposed to a commission system that promotes more of 
a transactional, short-term focus. 

Figure 2 provides an example of a two-dimensional commission 
system in which the commission rate depends on the achieved 
price level. The focus of the sales representative is simultaneously 
steered to-wards setting a high price that corresponds with a high 
commission rate and towards maximizing sales revenue. From 
a price defense standpoint, however, the step-wise approach is 
suboptimal since the commission rate does not change within 
each price range. The sales representative does not have an incen-

tive to fight for every cent. What’s more, they are often confused 
by combined incentive designs (i.e. commission as a function of 
volume and price). 

A variation of the step-wise commission rate is depicted in Figure 
3. A continuous function is applied in this example. This approach 
is very fair and ensures that the price range is optimally exploited. 
To efficiently utilize the system, we highly recommend an IT tool 
that automatically calculates the commission rate.

If a computer-aided selling approach (CAS) is applied, the com-
mission rate and the total deal-specific commission can be dis-
played to the sales representative during the process of determin-
ing the offer price. In general, implementing such an IT-based 
system has a high return on investment. A German technical 
wholesaler, for example, changed its commission system to such 

a design. Within two months the company 
managed to reduce its average discount from 
16 to 14 percent without losing any volume 
or customers. The corresponding margin 
increase was equivalent with a net price 
boost of two percent. Such a price increase 
was deemed impossible in that industry for 
many years.

Commission systems like the ones explained 
so far have two main disadvantages in com-
mon. 
1. Calculating the variable payout is 
rather complex because it simultaneously 
depends on two performance parameters 
(revenue and price enforcement). It is quite 
challenging if not impossible to administrate 
such a system and continuously give up-to-
date information on the expected payout 
without a specialized IT-based tool. 
2. The commission rate is independent of 
the sales representative’s fulfillment of the 
(budget) target. In other words, the sales 
representative still gets two-thirds of the 

Figure 2: Commission rate differentiated according to price enforcement

Commission
rate (%)

Price performance/
price range

8[

3[

3%

\[

5%

1[

Below minimal
price range

Price
�����8

Price
�����3

Price
range 3

Price
�����\

Price
range 5

Maximum commission

Standard commission

Minimum commission

Price
enforcementFloor

price
Target
price

List
price

Extra-ordinary
discounting

Price discretion
of sales person

Commission
rate (%)

Figure 3: Continuous anti-discount commission
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commission paid last year 
if he/she achieves 66 percent 
of last year’s revenue (as-
suming the same degree of 
price enforcement). A one-
third drop in the variable 
income would definitely be 
unsatisfactory for the sales 
representative, but the fi-
nancial impact of a decline 
in revenue by 33 percent is 
very severe for the employer.

Because of these disadvantag-
es, more and more companies 
switch from a commission sys-
tem to a bonus system in sales. 
A commonly applied bonus 
system is depicted in Figure 4. 
It consists of two easily defined 
targets (sales revenue and price 
discount) that are independent of each other. Both are linked to 
individually determined target values that are normally derived 
from budget figures. Furthermore, defined lower thresholds en-
sure that no variable income is paid if target values are clearly 
missed. 

While commission systems are regarded as a very direct incentive 
due to the monthly payout, bonus systems are more long-term 
oriented. In most cases revenue and price enforcement targets 
are defined annually. The risk of the sales force neglecting these 
bonus targets in daily business is somewhat higher compared to 
commissions. 

This disadvantage can be avoided by combining a commission 
system with a bonus system. The incentive system depicted in Fig-
ure 5 is basically a commission system, but the commission rate 
is derived from the simultaneous achievement of a revenue target 
and a price enforcement target. The possibility of a monthly pay-
out and the strong link to (budget) targets are clear advantages of 
this incentive system. It is, however, comparatively complex and 

the commission rate steps are a disadvantage, as explained earlier.

�����������	��
After management has agreed on the price enforcement com-
ponent type and its relative weight (impact on variable target 
income), two main design elements of the component have to 
be determined. First, how should the payout be calculated and 
made – on a transactional or aggregate basis? And second, what 
should be the shape of the payout function?

As an example, let us take a look at a commission framework that 
includes a linked revenue and price enforcement component. In 
this setup, a transactional design would imply that a sales repre-
sentative receives a commission based on revenue and price for 
each deal. This certainly gives sales representatives a strong in-
centive, since the trade-off between price and revenue needs to 
be made for every single deal. On the other hand, it also takes 
away their commercial decision-making authority since there is 
no flexibility to make up one deal for another. 

A payout on an aggregate basis means 
that the payout for price enforcement 
is dependent on a sales representative’s 
target achievement in a specific period 
(quarter, half-year, year). Compared to 
the transactional design, the incentive 
effect is certainly weaker, but the ag-
gregate design also gives sales represen-
tatives room for maneuvering between 
deals and introduces longer term ob-
jectives that follow a management-by-
objectives philosophy. In recent years, 
more and more companies have shifted 
from a transactional to an aggregate 
design. The pros and cons of both ap-
proaches have to be evaluated, however, 
in light of company specifics such as the 
share of fixed versus variable pay, the 
seasonality of business, administrative 
issues, etc.

Figure 5: Commission rate simultaneously differentiated by two-dimensional target achievement

��������	���������������������������������������������������������

Bonus
achievement (%)

Sales
revenue ($)Lower

threshold
Target
value

811[

Revenue target Price-discount target

Bonus
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(%)Target 
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Lower
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Achievement (%)
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In terms of the shape of the payout function, management needs 
to make several decisions: Should you only reward realistic per-
formance, i.e. should the payout function have a threshold? And, 
should there be a cap, i.e. a maximum payout? A threshold such 
as the one shown in Figure 6 has the advantage that only real 
performance is rewarded. It also allows for an over-proportional 
increase in pay for increased performance, thus leading to better 
motivational and steering effects. While the payout is determined 
by the sales representative’s target achievement and the weight of 
the component, management has to decide on the payout cap. A 
rule of thumb: The “leverage” should at the most be three times 
larger than the target amount. 

The questions discussed so far provide a first general framework 
for designing a price enforcement component. The shape of the 
incentive curve will depend on a number of factors such as in-
dustry and company specifics, but also budgetary issues and an 
assessment of the sales force’s payout changes under a remodeled 
compensation scheme. Management’s decision must therefore 
be based on profound data simulations and a company-specific 
discussion.

��������������
Since compensation is a very sensitive subject, the key success 
factor for any redesigning of an existing incentive system is 
change management. Early on, the regional sales managers and 
opinion leaders in sales need to be informed and trained in the 
new compensation system in order to act as multipliers in their 
organizations and gain acceptance. Management needs to dis-
tribute information among the entire sales force that explains 
the rationale of the changes and shows how the sales force will 
benefit from the enhanced incentive system. 

Training is another crucial element for the success of a price en-
forcement component. The importance of pricing and the func-
tion of the compensation scheme need to be trained repeatedly. To 
support the customer negotiation process, the sales force should 
receive in-depth product and negotiation training in order to 
extract the maximum value. 

As mentioned above, an intuitive and 
easy-to-understand IT incentive tool that 
contains all relevant information about 
a sales representative’s current target 
achievement and the expected payout is 
a very helpful support tool for a company 
to enforce the general incentive effects 
of variable compensation. In a transac-
tion business environment, this effect is 
boosted by a real-time incentive calculator 
where – as the name already suggests – the 
impact of a deal’s price on the different 
component payouts is shown in real time.

The target-setting process and the per-
formance review process have to be de-
fined in an absolutely clear way. Rules 
for changing a target value in exceptional 
cases have to be comprehensively defined 
in advance. 

Fairness, equal treatment of all sales people and ambitious but 
realistically defined target values are fundamental pillars of any 
successful incentive system. Only when these pillars are in place 
will the sales force accept the component and the expected in-
centive and steering effects will result.

In terms of the price component, price information used for the 
incentives, i.e. gross and target prices as well as discount levels, 
has to be absolutely reliable. Target values must be determined 
realistically and in a market-oriented way. 

On the same note and as stated already above, only targets that are 
influenced directly and without bias by the sales representative’s 
individual performance should become an element of the variable 
compensation. This is particularly true for a price enforcement-
related incentive. If a sales representative’s pricing decisions are 
frequently overruled by the supervisor, price enforcement should 
not become one of the individual performance criteria. If pricing 
decisions are made within a certain sales team, it makes sense to 
define price enforcement as a team target. In such a case all team 
members are rewarded in the same way.

�������
Despite defining profitability as one of their main strategic objec-
tives, many companies have not integrated a price enforcement 
target into their sales incentive system. Such a compensation 
component can be designed in several ways in order to opti-
mally enhance the sales incentive system already in place. An 
anti-discount commission or a bonus for (over) achieving target 
prices has various advantages. The design of the incentive com-
ponent always has to factor in company specifics. Several factors 
influence the successful implementation of an enhanced variable 
compensation system. One of these is price targets that are set 
ambitiously, but are still realistic and market oriented. 

If companies initiate a comprehensive pricing excellence pro-
gram consisting of various single measures (such as changing the 
logic of list prices, realigning customer discounts or value-selling 
training), they should also introduce and/or optimize a price en-
forcement incentive.

Figure 6: Design of incentive function

Payout

Price
enforcement

Target 
payout

"Realistic performance range"

Maximum
payout
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Deal Execution 
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The ‘General Algorithm for Patching Conjoint Analyses’ (‘GAP’ for short) 
is a general ‘repair kit’ for conjoint analyses that uses an appropriate de-
sign plus a few extra questions to ascertain valid correction values which 
can then be deployed to adjust the results. Distortions that arise as a 
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GAP: The Repair Kit for Conjoint Analyses

Conjoint analyses are indispensable market research 
tools which have been constantly refined over recent 
years, thereby making the procedure noticeably more 
efficient and increasing the validity of its predictions. 

However, two serious and much-discussed problems remain un-
resolved. These problems relate to emotional and cognitive distor-
tions which inevitably arise as a result of the underlying assump-
tions made by conjoint analyses, and which thereby restrict their 
meaningfulness. The ‘General Algorithm for Patching Conjoint 
Analyses’ (‘GAP’ for short) offers a scientifically based ‘repair kit’ 
that will eliminate these distortions in a targeted manner, thereby 
producing more valid results.

Conjoint analyses: two serious problems remain unresolved.

The particular added value of a conjoint analysis consists in the 
fact that values that weren’t directly measured can also be pre-
dicted. This is generally achieved by linking the values between 
the measuring points under examination (attribute level) in a 
linear fashion. If, for example, a conjoint analysis has revealed 
that 80% of customers would buy a CD costing 5 euros, but only 
20% would buy the CD at a price of 15 euros, it’s then assumed 
that half of them would buy at a price of 10 euros.

Despite its elegance, this linear interpolation is deeply flawed.

Despite its elegance, this procedure is deeply flawed because, if 
pricing psychology has taught us anything, it’s that price assess-
ment isn’t linear, but instead follows a stepped pattern. More-
over, a price threshold of this kind is particularly likely to be 
encountered at a figure of 10 euros, so it matters a great deal to 
customers whether a product is offered for 9.95 euros or 10.10 
euros. In this case, a linear interpolation is far removed from the 
real-life situation.

In addition to this cognitive distortion, every conjoint analysis 
contains a second distortion that is emotionally determined: 
conjoint analysis always assumes that customers take account 
of a variety of information about the attributes and prices of all 
competing products when making their purchase decision. Nev-

ertheless, customers often aren’t in the slightest bit interested in 
the price of a specific product, or aren’t even aware of it.

GAP is a repair kit that eliminates distortions from conjoint 
analysis.

For example, studies conducted in recent years have repeatedly 
demonstrated that 80% of regular newspaper buyers don’t know 
what the paper they buy actually costs. In this case, confrontation 
with the actual price or other product attributes within the con-
text of the conjoint sequence means that one inevitably provokes 
greater involvement than the customer would otherwise manifest.

Both distortions are inherent within the method and can-
not be resolved within the context of new conjoint variants.

This therefore alters the decision situation in a marked and unre-
alistic manner, which typically leads to much higher sensitivities. 
What’s special about both distortions is that they are inherent 
within the method, i.e. they only arise as a result of the typical 
conjoint survey situation and cannot therefore be resolved within 
the context of new conjoint variants. The fact that conjoint fails 
to cope with these distortions shouldn’t prevent us from realizing 
that there are excellent and frequently validated quantification op-
tions for both problems. This requires an independent correction 
procedure which is applied outside the classic conjoint sequence. 
The key challenge here is not to develop a new methodological 
approach which avoids these distortions, but to seamlessly com-
bine its results with those of the existing conjoint analysis.

Within the context of the ‘General Algorithm for Patching Con-
joint Analyses’ (‘GAP’ for short) this article will now demonstrate 
how one can adapt and combine these techniques and directly 
link them with the conjoint analysis in order to deliberately bal-
ance out the distortions described.

‘Emotional Patch’: Taking Account of Product Involvement

Many customers know very little about the prices or attributes 
of the products they buy. If there is limited price knowledge or 

MIND THE GAP
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price interest, a conjoint analysis doesn’t lead to valid results. The 
‘emotional patch’ uses an experimental design to quantify the ef-
fects of varying product involvement. The correction values that 
are thereby obtained are integrated into the conjoint modeling 
and illustrate the effects of varying involvement, which are evened 
out in classic conjoint analysis.

When conducting market research projects, we often witness 
heated debates involving sales, marketing, product development, 
production and purchasing where people discuss end consumers’ 
preferences and ‘willingness to pay’. In general, they studiously 
ignore the fact that end consumers mainly differ from experts 
within the company insofar as their lives don’t exclusively revolve 
around hair-dryers, adhesive tape rollers, or cross-head screws.

End consumers often know very little about product attri-
butes or prices.

On the contrary, end consum-
ers often know very little about 
precise product attributes, the 
competition, or prices, a l-
though this doesn’t prevent 
them from buying and using 
the product. Because employees 
within a company devote their 
entire working day to their own 
products they often fail to no-
tice the most striking problem 
associated with conjoint analy-
ses: conjoint analysis assumes 
that customers have all the in-
formation about the prices and attributes of competing products 
at their fingertips and duly examine it in great depth, just as the 
company’s employees generally do with their own products.

Conjoint analysis has little to do with real-life decision situ-
ations.

For example, when conducting a conjoint analysis we might ask 
one respondent (Mr. Miller) whether he would prefer the free 
bank account offered by Bank A (with no interest paid if he’s in 
credit) or the account proposed by Bank B, with annual charges 
of 19.90 euros but 1% interest paid on accounts.

When presented with this question as part of the conjoint survey, 
Mr. Miller possibly feels he’s been transported back to his math 
class at school. He then works out that Account B makes sense 
for him if his average balance is above 1990 euros, and on this 
basis he thus puts a cross next to this option. This is a very artifi-
cial setting and has little to do with a real-life decision situation.

Conjoint analysis on its own doesn’t make sense if there’s 

limited price interest.

In real life, Mr. Miller has of course never given a second thought 
to what his bank account costs. He’s had an account at his local 
bank for the last 17 years, with no interest paid despite annual 
charges of just under 120 euros (€9.90 a month).

So to begin with, Mr. Miller isn’t aware of the charges associ-
ated with his account (no price knowledge), and secondly he’d 
never dream of running from one bank to another comparing the 
terms and conditions of various bank accounts (no price interest).

If this lack of price knowledge and price interest applies not only 
to Mr. Miller but to many customers or even the majority of them, 
conjoint analysis no longer produces realistic results because the 
product involvement that’s assumed (and induced by the survey 
situation) is also unrealistic.

Price knowledge and price 
interest are investigated pri-
or to the conjoint analysis.

The purchase of an iPad can 
lead to a totally different re-
sult. In this case, it’s possible 
that 70% of customers have 
sought detailed information 
before making a purchase, 
and are very clued up about 
the prices as well as the speci-
fications of the various offers. 
If the conjoint analysis shows 

there’s an above-average rise in ‘willingness to pay’ if the mem-
ory capacity is increased, this result is also actually relevant for 
roughly 70% of customers. 

A realistic picture of actual purchase behavior emerges.

This is precisely where the ‘emotional patch’ comes into play: 
since product involvement is the decisive factor here, this is ascer-
tained independently of the conjoint analysis within the context 
of a monadic experimental design which investigates the extent 
to which differing product involvement impacts on the sensitiv-
ity of assessing attractiveness.

Based on the results that are thereby obtained, it’s possible to duly 
moderate the conjoint analysis findings at the individual level in 
order to obtain a realistic picture of actual buyer behavior.

Conjoint analysis can be carried out as normal and then be 
corrected retrospectively.

The major advantage of this procedure is that the additional 

End consumers often know very little 
about precise product attributes, the 
competition, or prices, although this 
doesn’t prevent them from buying 
and using the product.
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data which is subsequently required to correct the results can be 
gathered as usual in advance of the conjoint analysis. Neverthe-
less, the GAP procedure is only appropriate if one is dealing with 
manageable ‘repairs’.

If the survey demonstrates that 95% of customers have no prod-
uct involvement whatsoever, one is then allowed to ask whether 
conjoint analysis is really the method of choice in this case, since 
it only makes sense for the remaining 5%.

‘Cognitive Patch’: Integration of Assessment Thresholds

The ‘cognitive patch’ combines conjoint analysis with psychologi-
cal perception and assessment thresholds. In order to achieve this, 
the thresholds are ascertained outside the actual conjoint analy-

sis, but are taken account of in the conjoint modeling within the 
context of interpolating partial utilities. This therefore combines 
the strengths of conjoint with those of the threshold analysis.

The second problem with conjoint analyses (which cannot be 
resolved within the system) is the linear interpolation between 
the attribute levels that are being scrutinized. However, there are 
also some tried and tested alternative techniques that apply here. 
Thus, for example, ‘Value Sensitivity Measurement’ (VSM) in-
volves no prompts and is unlike conjoint insofar as there are no 
predefined characteristics, and one instead asks open questions 
about minimum/maximum values.

This method allows one to very precisely determine critical 
thresholds where the assessment of a given attribute is likely to 
radically alter.

Linear interpolation can mean that conjoint analysis makes 
flawed recommendations.

It is of course also vital here that the thresholds and indifference 
zones for each quantitative attribute should be investigated before 
the actual conjoint sequence so that they can subsequently serve 
as correction factors. It requires considerable effort to actually 
implement this step, but it’s easy to illustrate the procedure that’s 
used to merge the conjoint and VSM results.

Conjoint analysis identifies individual points (Figure 1) which 
are then usually linked by a straight line (linear interpolation). 
Conjoint analysis on its own might therefore produce an opti-
mum hp of 150 for the car (Optimum A), because this is where 
‘willingness to pay’ is highest and cannot be further increased 
via additional hp.

The GAP repair kit can be combined with any conjoint ap-
proach.

However, one arrives at a totally different picture if these values 
are combined with the findings of a previously conducted Value 
Sensitivity Measurement (Figure 2). VSM produced two thresh-
old values at 100 and 200 hp; these findings are now used to as-
certain the values between the points identified within conjoint.

GAP seamlessly combines the best of both methods.

One ends up with the ‘step function’ that is typical of pricing 
psychology. This makes it clear that there’s already an indiffer-
ence zone above 100 hp in which customers’ willingness to pay 
is no longer strengthened by further increasing the hp figure. 
So whereas conjoint recommended Point A (car with 150 hp), 
the combination with VSM demonstrates that Point B (car with 
100 hp) is optimal.

The concrete recommendations that can be deduced from this 
combined analysis would not have been identifiable from the in-
terpolated conjoint data. On the contrary, conjoint would have 
led to an incorrect recommendation citing an excessive hp figure.

GAP constitutes a simple stratagem that is nonetheless com-
plex to implement in mathematical terms.
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We are therefore dealing with a simple stratagem that is admitted-
ly much more complex from a mathematical perspective because 
the thresholds and indifference zones have to be projected onto 
the individual partial utility profiles. Nevertheless, it’s definitely 
worth taking the trouble to conduct this analysis because it seam-
lessly combines the best of both methods: the valid point analysis 
of conjoint merged with the realistic threshold analysis of VSM.

This allows one to deduce wide-ranging recommendations which 
wouldn’t have been clearly identifiable with either of the ap-
proaches on their own. By using the partial utility sensitivities 
that have been ascertained in this way it’s likewise possible (as is 
the case with classic conjoint) to simulate the impact of attribute 
levels that haven’t been directly tested, albeit now with much 
more reliable results.

GAP can retrospectively eliminate the errors inherent in 
conjoint analysis.

When it comes to this cognitive distortion, the initial situation 
is thus similar to the emotionally determined distortion: we’re 
dealing with a stable effect which is ignored in conjoint analyses 

despite being extremely relevant in practice, but which can easily 
be quantified via other methodological approaches.

GAP enables valid and realistic recommendations for action.

The ‘General Algorithm for Patching Conjoint Analyses’ efficient-
ly repairs or ‘patches’ the key cognitive and emotional distortions 
that arise within conjoint analyses, thereby allowing much more 
valid predictions because it closes the gap between the textbook 
decision situation within conjoint analysis and the realities of ac-
tual purchase behavior. It’s particularly advantageous that GAP 
can be universally combined with any conjoint approach.

Recommendations can only be optimized by combining both 
approaches.

This means the tool can be used with any conjoint variant as 
well as any conjoint software where individual partial utility and 
preference values are calculated, outputted and inputted. It can 
also be used to extend future versions of conjoint analysis (such 
as the new ‘menu-based conjoint’ approach).
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Pricing research has consistently pointed out the effectiveness and unique 
strengths of the value-based approach to pricing. However, despite the advan-
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this strategy. In this article, the author explains common organizational barri-
ers to adopting value-based pricing, and also suggests methods for overcom-
ing these challenges to implementation. Stephan Liozu, CPP is President & 
CEO of Ardex America Inc (www.ardexamericas.com), an innovative and high-
performance building-materials company located in Pittsburgh, PA. He is also 
a PhD candidate in Management at Case Western Reserve University, a fre-
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Making the Business Case for Investments in  

Of the three main approaches to pricing in industrial 
markets cost-based, competition-based and value-
based the latter is considered superior by most mar-
keting scholars (James C. Anderson, Wouters, & van 

Rossum, 2010; Hinterhuber, 2004; Ingenbleek, Frambach, & 
Verhallen, 2010) and pricing practitioners (Cressman Jr, 2010; 
Forbis & Mehta, 2000). Paradoxically, few firms have adopted it. 
A meta-analysis of pricing approach surveys between 1983 and 
2006 reveals an average adoption rate of just 17% (Hinterhuber, 
2008b). Cost-based and competition-based approaches still play 
a dominant role in industrial pricing practice.

There are many published reasons for the low adoption of value-
based pricing. Scholars focus on the difficulty of defining value 
and the lack of market orientation (James C. Anderson, Jain, 
& Chintagunta, 1993). Practitioners often mention issues with 
value assessment, internal communication breakdowns between 
marketing and sales teams, and the lack of 
incentive alignment (Cressman Jr, 2009; Hin-
terhuber, 2008a). 

One of the least-mentioned barriers to the 
increased adoption of value-based pricing is 
the difficulty of measuring and selling the 
required investment and the return on invest-
ment internally. While the role of champions 
at the top is a key to a successful implementa-
tion (Liozu, Boland, Hinterhuber, & Perelli, 
2011), it is still very difficult to justify the in-
vestment for value-based pricing to top man-
agement in the C-Suite. What are then the 
roadblocks leading to this difficulty? 

�	����
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The first possible difficulty lies in defining 
the scope of the value-based pricing concept. 
What are the relevant programs, activities and 
costs? A recent academic paper published in 
January 2012 in the Journal of Revenue and 
Pricing Management reveals the difficulty in 
conceptualizing value-based pricing. Practi-

tioners create their own social construction of the method and 
include what is needed based on their current context. This con-
textual framing is dynamic in nature. Therefore, the scope of 
value-based pricing will also vary based on progress along the 
journey, changes in the market dynamics and progress in pric-
ing theories.

�����!����������	���
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The study of the adoption and deployment of value-based pric-
ing reveals that it is a long journey that can last anywhere from 3 
to 7 years. This journey requires an organizational mobilization 
that is the equivalent of a deep organizational transformation.

Because of the unknown length of this journey, it can be difficult 
to analyze and project its exact duration. Some firms will spend 
more time in the experimentation phase to create the number of 
successful case studies necessary to maximize buy-in (J.C. An-
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Value-Based Pricing

derson, Kumar, & Narus, 2007; Liozu, et al., 2011). But, gener-
ally speaking, firms never reach the terminal status of successful 
implementation. Achieving value-based pricing implementation 
requires constant investment in pricing, continuous innovation 
in pricing, and significant investment in training as the organi-
zation integrates new businesses and personnel. Knowing when 
to stop the investment “meter” is a real challenge. This also com-
plicates the process of defining the scope of value-based pricing 
implementation.
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Firms internalizing value-based pricing go at various speeds and 
with various intensities. The nature of their programs is also 
adapted to their environmental context and their existing internal 
capabilities. External benchmarks typically consist of qualitative 
case studies available through the Professional Pricing Society, 
other practitioner organizations or consulting firms. Conducting 
benchmarks of successful transformation can help, but it does not 
provide the necessity rationale and scientific support. Benchmarks 
encourage imitations (Pfeffer & Sutton, 2006) and copy/paste 
behaviors (DiMaggio & Powell, 1983) that can be detrimental 
to the accuracy of the project cost evaluation.
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Most pricing practitioners agree that the lack of scientific and 
systematic ROI calculations for pricing strategies 
constrains the visibility of pricing in the corporate 
executive suite and restrains firm adoption of modern 
pricing approaches. In addition, the marketing and 
pricing literatures are silent about both the effect of 
firm pricing orientations on overall company per-
formance and, more specifically, about how modern 
pricing practices might lead to superior firm perfor-
mance (Hinterhuber, 2008b; Liozu, et al., 2011). 

This silence impedes the ability to quantitatively 
and statistically demonstrate that firms using value-
based pricing deliver superior sales, pricing and profit 
performance. The lack of academic research on this 
direct link makes it virtually impossible to convince 
CEOs and other C-suite executives who get bom-
barded with economic and financial analysis. The 
case for value-based pricing is typically based on 
qualitative case studies and incomplete data, lead-
ing to reduced credibility.

Bottom line: Justifying investments with top execu-
tives in value-based pricing is not easy. It requires a 
thorough understanding of what the transformation 
requires and a clear delineation of the value-based 
pricing scope. There is no silver bullet or template to 

recommend; however, consider the following ideas to make the 
case a stronger one and to get attention from top leaders.
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Based on the transformational nature of the implementation, ex-
perts recommend breaking the value-based pricing story down 
into several modules or sub-projects. These modules might be 
based on the 5-C model I recently presented at the last Profession-
al Pricing Society annual conference and shown below (champi-
ons, capabilities, center-led management, change and confidence).

They should include change management programs and confi-
dence building initiatives, which are essential to increasing the 
level of organizational commitment and organizational self-
esteem. Value-based pricing is a real transformation of the firm 
DNA from cost or competition to value (Forbis & Mehta, 1981; 
Liozu, et al., 2011). Besides typical costs of building capabilities 
(models, software, tools, pricing training, market research, etc), 
firms will have to think holistically and include all relevant costs. 
Including these activities will increase the budgeting and plan-
ning process in building the business case.
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Another very good option is to voluntarily reduce the scope of 
the value-based pricing project and to focus first on one or two 

 

Figure 2
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Investments in value-based 
pricing do not pay off quickly.

pilot projects in a region, a business unit or a product line. Nar-
rowing the scope of the case in the short term will reduce the 
uncertainty associated with an entire organizational transforma-
tion. The relevant costs will be easier to 
calculate. Choosing a “friendly” region 
or business unit led by a champion who 
is aware of the potential positive im-
pact of value-based pricing will open 
the door for more collaboration and 
support to create a powerful financial 
case to be presented to upper manage-
ment. Having the regional or business 
unit leader on board from the get-go will help justify the project.
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A critical element of the business case is the definition of clear, 
relevant and quantitative KPIs for tracking success. These need 
to be specific to the value-based pricing implementation. Top 
executives need to be reassured that progress will be measured 
and that success will be reached. Having the right cockpit in-
cluded in the business case will tell the story of “how do we 
win?” “how do we know when we are done?” or “what defines 
success?” types of questions. These KPIs might include number 
of trained people, pricing realization index, incremental pricing 
with new products, etc.
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The most important question to be asked before preparing the 
business case for significant investments in value-based pricing 
is “What is the existing level of pricing maturity?” Understand-
ing where the organization stands in the price maturity model is 
important to defining the scope of the project and the intensity of 
the required investments. Some organizations may require signifi-
cant initial training programs to bring everyone in the organiza-
tion to the same level. Others may require up-front investments 
in systems and tools. Therefore, conducting a diagnostic of the 
current pricing capabilities is primordial and must be included 
in the overall business case. Before one knows where to go and 
what is needed, one needs to know where one stands!
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Over the past 12 months, I have talked to many management 
teams and have explained to them what is needed to take the 
journey towards value-based pricing. Inviting thought leaders 
who have no commercial interests can bring a candid and trans-
parent understanding of the required investments and necessary 
steps to get started. During these one- to two-hour sessions with 
executive committees, I was able to explain the 5-C model of that 
transformation and the need to understand “short-term pains for 
long-term gains.” Investments in value-based pricing do not pay 
off quickly. Payback periods for these transformational invest-
ments are longer than those for traditional investments. Bring-
ing the outside in generates more pragmatism and realism in the 
value-based pricing story, which, sometimes, can be subjective, 
vague and difficult to grasp.

Over the past three years, I have been conducting academic re-

search in the area of value-based pricing and pricing excellence. 
My intention is to demonstrate academically and statistically that 
adoption and internalization of value-based pricing leads to supe-

rior firm performance. Additionally, 
I have designed a quantitative study 
to validate that the 5-C model can 
also lead to superior profits. Over the 
coming few years, we will continue to 
launch short academic surveys to ex-
plore the academically neglected field 
of pricing and to bring knowledge 
to the pricing community that can 

be elevated to the C-suite. Let us build a strong story to create 
awareness, convince C-level executives about the power of value 
and pricing management, and make the internal business case 
justification process smoother and faster.
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The Professional Pricing Society’s December 2011 survey of pricing 
professionals received the most responses of any PPS pricing sur-
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communities in Latin America and Asia. According to the survey, 
pricing salaries are increasing overall, but some titles and certain 
industries have much greater gains than others. Furthermore, the 
survey demonstrates that the pricing community is continuing to 
grow worldwide and that Pricing is gathering more attention from 
those at the top of the corporate ladder. For more information about 
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PPS Year End 2011 Survey of Today’s 

The Professional Pricing Society has been surveying the 
pricing community regularly since 1998.

In December, 2011 we again surveyed pricers and re-
ceived over 1,000 responses – the most of any PPS sur-

vey and 9.1% more than our Year End 2009 survey. As pricing’s 
importance is spreading worldwide, we also have an increased 
number of responses from Asia and Latin America.

The survey results are widely used as a benchmark for a variety of 
pricing queries: salaries, reporting structures, career opportuni-
ties, and key components of job satisfaction from both positive 
and negative standpoints. Our organization acquires survey data 
as a service to our members and the pricing discipline at large. 
We hope that this information provides a good synopsis of where 
pricing stands as a career option.

��	�	����������$	��
Most survey respondents work for medium-large to very large 

corporations: 40.7% work for companies with annual revenues 
in excess of $5 billion and 38.3% report that their company rev-
enues are between $500 million and $5 billion. Only 10% are 
from companies with less than $50 million in annual revenue.

The number of employees in the respondents’ companies devoted 
primarily to pricing is similar to previous surveys: 38.8% re-
sponded that their companies have fewer than 10 pricing people 
or full-time equivalents, 36.3% have between 10 and 49 pricers, 
9.8% report having between 50 and 99 pricers, and 15.2% state 
that their companies have more than 100 employees devoted to 
pricing.
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All categories of pricers’ salaries increased since our last survey, but 
only Pricing Directors reported a substantial increase since 2009.

American Pricing Analysts reported an average salary of $73,863 
for an annual increase of 0.9% since our last survey. For Eu-
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Pricing Professional
ropean Pricing Analysts, the average was €46,400. Canadian 
counterparts earned CAD 64,266 and British Analysts earned 
£ 44,786 on average.

Pricing Managers’ average annual salaries increased to $99,795 
for a 1.1% increase per year. Euro Zone managers claimed an-
nual compensation of €69,495 and for Canadian Managers it was 
CAD 91,325. British Managers reported an average of £59,501 
and the best paid managers by geography were in Switzerland 
at CHF 152,300

Pricing Directors reported the largest annual salary gains – their 
average of $146,084 represents a 4.0% annual increase since our 
last survey. Euro Zone Directors also showed a strong increase to 
€113,400 (3.4% annual increase) and Canadian Directors earned 
CAD 137,400 for a 2.3% increase. British Directors had an aver-
age salary of £109,429.

Vice Presidents reported modest salary gains – only a 1.1% an-
nual increase to $200,870

Across all categories and regardless of title, the average pricer now 
earns $112,872 in the USA, €74,636 in the Euro Zone, CAD 
99,846 in Canada and £70,396 in Great Britain.
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There is a wide range of salary changes by industry according to 
our survey respondents. The High Technology group reported 
the highest average salaries at $134,264 – a 9.2% annual increase 
since our last survey. Telecommunications, Health Care/Phar-
maceuticals, Financial, Consulting, and B2B all reported average 
salaries between $120,000 and $130,000 on average. 

Wholesalers had the smallest salaries on average with $83,698 
and Logistics reported $84,042. Distributors averaged $90,428 
and Utility companies averaged $92,093. Transportation, Re-
tail, Manufacturing, and Industrial reported salaries around the 
mean for the pricing discipline at large and Services were higher 
than the average.
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There has been a slight percentage growth at the Analyst and 
Manager levels since our last survey. Senior Management (Pres-
idents, Vice Presidents, General Managers, and Directors) ac-
counts for 30.1% of survey respondents, which is a slight decrease 
from our last survey. Much of the growth within the pricing dis-
cipline has been within entry and middle level positions.
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Additional survey data also shows that Pricing is 
gathering more attention from those at the top of the 
corporate ladder. Of all pricing professionals, 26.2% 
report directly to senior management – a 1.3% in-
crease since our last survey. The most common report-
ing structure is still within Marketing departments 
and one-fifth report into Finance.

When it comes to experience, 7.1% claim they are 
relatively new to pricing or have less than 2 years’ 
experience; 38.2% have two to five years experience; 
28.9% have six to ten years of experience and 25.8% 
report 11 or more years in pricing.
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This is the 4th survey in which we have 
asked respondents how satisfying their 
jobs are and about their unmet wants 
and needs. On a scale of 1 (very dissat-
isfied) to 5 (very satisfied), pricing pro-
fessionals rated their jobs 3.69 – a slight 
increase to the 3.63 overall average in 
our 2009 survey. As opposed to previ-
ous surveys, there was little variation 
in overall job satisfaction depending 
on job title. In fact, Pricing Analysts 
reported the highest overall job satis-
faction (3.75), closely followed by Vice 
Presidents (3.72), Managers (3.70), and 
General Managers (3.68). Directors 
had the lowest overall job satisfaction 
(3.65) but the differences were very 
small between titles.
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We asked pricers to rate their feelings about certain elements 
within the profession. 87% reported satisfaction in knowing 
that pricing is strategically important for their companies; 71% 
find their careers challenging; 60% claimed that their jobs were 
intellectually stimulating, but 48% still felt that they were un-
derappreciated by their firms.

37% were either dissatisfied or very dissatisfied with the train-
ing options provided by their companies and 27% reported dis-
satisfaction with the recognition and acknowledgement received 
from employers.

The highest-rated elements of job satisfaction were the effective-

ness of communication within your immediate pricing group 
(3.93 out of 5) and the amount of influence you have in deter-
mining how you carry out your job (3.76).

The most satisfying job aspects for pricers were increasing the 
company bottom line and insuring company success. The least 
satisfying was dealing with corporate politics.

When asked for qualitative answers to improve their situations, 
pricers most commonly reflected on the need for additional quali-
fied staffing, additional training, and better systems and technol-
ogy to help focus on tasks at hand.
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