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Price Is the Primary Profit Driver

Numerous banks are suffering from a crisis they cre-
ated for themselves. A common solution has been 
to reduce costs drastically. American and European 
banks, for example, slashed more than 250,000 jobs 

between 2000 and 2008. However, after heavy cost-cutting in 
recent years, companies have nearly exhausted the potential to 
reduce costs any further. 

Is there a way to escape the crisis and still increase profit? Yes. 
Management must concentrate more on revenue and price, which 
offers greater potential to increase profits than mere cost reduc-
tions. Furthermore, many price measures immediately convert 
into profit increases (so-called “quick wins”). The following figure 
illustrates the effect of price on profits. 

A bank sells its gold credit card for $100. Sales volume is one mil-
lion units. The variable costs per unit are $60, which results in a 
contribution margin of $40 per unit. The bank’s fixed costs are 
$30 million. In this situation it earns a profit of $10 million (= 
(100-60) dollars/unit x 1 million units - $30 million). How does 
each of the four profit drivers—price, variable costs, volume, and 
fixed costs—change profit when improved by 10 percent? Figure 
1 shows the result of this analysis. A 10 percent increase in price 
($100 to $110) leads (ceteris paribus) to a profit increase of 100 
percent, from $10 million to $20 million (= (110-60) dollars/unit 
x 1 million units - $30 million). 

The effect of the other profit drivers is much lower. A 10 percent 
improvement of variable costs, volume, and fixed costs leads (ce-
teris paribus) to a profit increase of 60, 40 and 30 percent, respec-
tively. With this in mind, management should concentrate more 

on “intelligent” price increases 
than on other measures such as 
cost cutting. As a result, manag-
ers and decision makers must see 
price as the primary profit driver. 
This is especially true in situa-
tions with low unit margins.

To facilitate the decision of 
whether to increase or decrease 
prices, Figure 2 shows the im-
pact of price changes depending 
on different cost-income ratios. 
The percentages given in the table 
indicate how much volume has 
to be gained (price reduction) or 
can be lost (price increase) in or-
der to keep the cost-income ratio 
constant. Managers should only 
change a price if the expected ef-
fect on volume is higher/lower 

Figure 1. Profit Drivers: Price, Costs, and Volume
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Many banks are in the midst of a profit crisis—a crisis largely 
caused by the lack of a pricing strategy and poor anticipation 
of how competitors and customers might react. The following 
article demonstrates that price is the primary profit driver. Top 
managers and decision makers must focus not on simply in-
creasing prices, but rather on completely reorganizing pricing 
processes to spur development of innovative strategies tied to 
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Wuebker, a partner with Simon-Kucher & Partners (SKP), Strat-
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A 10% price improvement brings the price to $11. All else equal, this leads to a
100% increase in profits…to $2 million. 
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Price Your Way to Smart Profit Growth

than the given percentages. Example: At a cost-income ratio of 
0.75, a price reduction of 10 percent only increases profit if a 
volume increase of 67% or more is expected. A 10 percent jump 
in price only increases profit if the volume decrease is lower than 
29%.

Increased margins stimulated by professional pricing immediately 
increase profit and do not require expensive upfront investments 
or severance payments. Compared to cost-cutting, price man-
agement offers three opportunities: it is faster, avoids additional 
upfront expenses and increases profit substantially. Surprisingly, 
most managers do not focus on price or they make uneducated 
pricing decisions. 

The following case illustrates the “power of pricing.” An Ameri-
can bank has earned revenue of $1 billion, with profit around 
$50 million. An analysis shows that the firm can increase prices 
by an average of 5% without losing volume. The profit would 
increase, in turn, by 100 percent—from $50 million to $100 
million. The key question is: How can such a measure be suc-
cessfully implemented?

Pricing Processes: The Key to Success
Across-the-board (“simple”) price increases of 5% would be very 
risky and would likely not be accepted in the marketplace. Banks 
must apply innovative strategies that focus on customers’ needs 
(“value pricing”) and are supported by completely professional-
ized pricing processes. Many banks and insurance companies 
today do not follow a formal process, which generally should in-

clude a system of organizational rules, structures and measures 
designed to determine and implement prices. Professional pricing 
processes should include the following elements: 

1. The five phases of pricing (Figure 3): 

• Strategic guidelines (objectives, positioning, competition); 
• Status quo check (current situation and processes);
• Price decision (structure, level, customization, bundling); 
• Implementation (organization, responsibility, IT, incentives); 

and 
• Controlling/monitoring.

2. Relevant information, methods, models, rules, qualifications, 
competencies, and deadlines.

3. Various subjective (e.g. estimations, experience) and objective 
(e.g. market, competition data) components.

When companies offer a large number of products, as many 
banks do (retail price lists very often cover more than 350 price 
components), or prices are negotiated for individual transactions, 
then the processes involved are crucial. 

At present, only a few companies have implemented pricing 
processes consistently, mostly in the life science and automotive 
industries. Processes tend to be very industry-specific and quite 
often specific to every company. Thus, they require time and la-
bor-intensive research to develop. Moreover, firms tend to keep 

Figure 2. Decision Table for Price Reduction and Price Increase
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2.  Decision Table for Price Changes

*  Example: With a cost-income ratio of 0.75 and a price decrease of 10%, the sales volume needs to be 
increased by 67% to keep profit constant

** Example: With a cost-income ratio of 0.75 and a price increase of 10%, the sales volume can be decreased 
by 29% to keep profit constant

0.95 0.90 0.85 0.80 0.75 0.70 0.65 0.60 0.55 0.50 0.45 0.40 0.35

2.0 67 25 15 11 8.7 7.1 6.1 5.3 4.7 4.2 3.8 3.4 3.2

3.0 150 43 25 18 14 11 9.4 8.1 7.1 6.4 5.8 5.3 4.8

4.0 400 67 36 25 19 15 13 11 9.8 8.7 7.8 7.1 6.6

5.0 100 50 33 25 20 17 14 13 11 10 9.1 8.3

7.5 300 100 60 43 33 27 23 20 18 16 14 13

10.0 200 100 67 50 40 33 29 25 22 20 18

15.0 300 150 100 75 60 50 43 38 33 30

30.0 600 300 200 150 120 100 86

40.0 800 400 267 200 160

Price 

decrease 

in %

Sales volume increase in % needed to keep profit constant

Cost-Income Ratio*

67

0.95 0.90 0.85 0.80 0.75 0.70 0.65 0.60 0.55 0.50 0.45 0.40 0.35

2.0 29 17 12 9.1 7.4 6.3 5.4 4.8 4.3 3.8 3.5 3.2 3

3.0 38 23 17 13 11 9.1 7.9 7 6.3 5.7 5.2 4.8 4.4

4.0 44 29 21 17 14 12 10 9.1 8.2 7.4 6.8 6.3 5.8

5.0 50 33 25 20 17 14 13 11 10 9.1 8.3 7.7 7.1

7.5 60 43 33 27 23 20 18 16 14 13 12 11 10

10.0 67 50 40 33 29 25 22 20 18 17 15 14 13

15.0 75 60 50 43 38 33 30 27 25 23 21 20 19

30.0 86 75 67 60 55 50 46 43 40 38 35 33 32

40.0 89 80 73 67 62 57 53 50 47 44 42 40 38

Price 

increase 

in %

Sales volume decrease in % needed to keep profit constant

Cost-Income Ratio **

29

* Example: With a cost-income ratio of 0.75 and a price decrease of 10%, the sales volume needs to be increased by 67% to keep profit constant
**Example: With a cost-income ration of 0.75 and a price increase of 10%, the sales volume can be increased by 29% to keep profit constant
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their processes secret. An automotive supplier, for instance, is 
not interested in revealing its internal decision-making process. 
Yet effective pricing processes have the ability to increase return 
on sales by as much as two percentage points! Considering the 
dismal situation facing most companies in the current economy, 
this would be a remarkable result. Figure 4 examines increases 
in profit using examples from segments of the financial services 
industry.

An increase in return on sales cannot be achieved based on simple 
price increases alone. Instead, intelligent measures are needed. In 
addition, senior management must commit to the new pricing 
process to ensure its success. The following examples demonstrate 
how a new pricing process impacts profits.

• In the retail unit of a large bank, profits were increased through 
improved differentiation of customer segments. One group of 
regular customers reacted strongly to the price increases, while 
other groups and new custom-
ers did not show any reaction to 
the same measures. Improved 
coordination between pricing, 
segmentation, product custom-
ization and communications 
significantly increased market-
ing efficiency. Bundling certain 
products and prices to packages 
proved crucial, especially for 
cross-selling (6. Simon/Wuebker). 

• Another bank increased its revenue by 10 percent by conducting 
sophisticated analyses of competitors’ prices, price elasticities, 
segmentation, and customized products. Every business unit 
used a different approach, and a framework for price policy was 
missing. Furthermore, the price elasticities of analyzed products 
were unknown. Prices were determined based only on those of 
competitors or costs. The successful project addressing these 
issues served as a pilot which paved the way for the bank to 
create a new company-wide pricing organization. 

• The sales force of a third bank was overly generous with dis-
counts. The reps made price (and not value) the central issue 
in negotiations with customers. This problem was solved by 
providing guidelines and a new incentive system.

These cases serve to underscore that profit improvement is not 
merely an issue of increasing or decreasing prices. Rather, it in-
volves many complex factors, including institutional competence, 
organizational responsibilities, incentives, structures (such as 
multi-dimensional or non-linear prices), price bundling, multi-
person pricing, and customization.

Optimizing Pricing Processes 
Phase 1: Strategic Guidelines. During the first phase of the 
process, a strategy and desired price positioning must be defined. 
For instance, one institution established the following guideline 
in a workshop: “We are a premium bank. We charge for the high 
value we deliver. Our price position is in the upper quartile.” 

In the next step, the strategic 
objectives have to be defined 
and prioritized. Unfortunate-
ly, complex and unintelligible 
target systems are relatively 
widespread. For example, the 
conf lict between prof it and 
volume targets is well known. 
Most bank managers strive to 

attain higher prices without losing volume or market share. In 
many banks, only explicit volume targets are defined (num-
ber of credit cards or new contracts, transactions, assets under 
management, etc.). Consequently, profit is not the only target 
that must be considered. Managers have to find a balance be-
tween volume and profit, resolving the trade-off and making 
it explicit.

Phases 2 and 3: Status Quo Check and Price Optimization. 
The profitability of individual customer relationships is unknown 
to many banks. In light of this, a structured and substantiated 

Figure 3. The Five Phases of the Pricing Process
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data analysis is required. In general, banks store a great amount 
of customer information and data. However, this information 
frequently is improperly structured. 

The data analysis shown in Figure 5 clarifies which relation-
ships are profitable for the bank. The case study reveals that the 
contribution margin of many customers is below zero and that 
there is no clear relation between assets under management and 
contribution per customer. This analysis is a crucial prerequisite 
for future price decisions.

The analysis of the bank’s existing pricing process showed that 
decision making generally focused on costs or competitors. The 
impact of price variations on sales volume was unknown to 
product managers. The lack of knowledge about the relationship 
between price and volume and price elasticities repeatedly led 
to poor decisions in setting optimal prices. The bank decided 
that in the future, product managers will make better decisions 
by first gathering key information, such as the value drivers and 
benefits of the targeted customer segment, willingness-to-pay, 
and segment-specific price elasticities. Various methods, such as 
conjoint measurement, have proven effective in helping gather 
such information and contributing to a price-response function 
(8. Wuebker/Mahajan). They also create a more informed basis 
for calculating optimal prices. (cf. Figure 6).

Phases � and �: Implementation and Monitoring. A poten-
tial profit improvement of two percent (measured in terms of 
return on sales) through the optimization of prices and prod-

ucts is realistic for many banks. To turn this potential into real-
ity, the sales force must understand, accept, and communicate 
new prices and their structures to the customer. In negotiations, 
the price—and not value-to-customer—is frequently the focus, 
which results in overly generous discounts. To avoid this, three 
instruments have proven successful in enforcing higher prices 
and value on the market: 

1. An incentive system for the sales people;
2. Indicators for better evaluation and segmentation of customers 

(regarding their price elasticities); and
3. Sales guidelines.

Incentive systems are crucial when implementing a centrally 
planned price process and should link the bank’s objectives 
to those of the sales persons, and should be defined through a 
combination of volume (e.g. the number of successfully signed 
contracts or volume of invested capital) and profit targets. In 
the long run, only profits (not volume alone) secure the market 
presence of a bank.

Another way to enforce higher prices in the market is to use 
an indicator system to estimate the customer’s price sensitivity. 
Relationship managers can be asked to classify a representative 
sample of their customers in terms of these indicators. By ag-
gregating these judgments, an overall estimate of the customers’ 
price sensitivity can be obtained. The advantage of this method 
is its simple, fast and practical operation.
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- Systematic quantification of 'value-to-customer'

- Application of intelligent forms of price segmentation

- Reorganization of the pricing process 

- Price enforcement tool for service agents

- Product and price portfolio cleaning
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When negotiating, relationship managers should never rely 
solely on price. The customers’ willingness-to-pay always re-
flects the perceived value of products and services. Conse-
quently, value (not price) should be the focus of the negotia-
tion. However, this often is not what happens as the following 
case shows. 

A wealthy customer intends to invest a huge amount of capital 
(> one million dollars) at a bank of his choice. He is welcomed 
with the following words: “You are such a wonderful customer; 

therefore, we will grant you our special price, which is 30% be-
low our regular price.” 

In saying so, the customer relationship manager starts an un-
necessary price discussion. The result: the customer—surprised 
by the generosity—demands further discounts, ending with a 
final price 50% below list. To avoid such a disaster, relation-
ship managers should emphasize the value and services gener-
ated by the bank. This requires a profound understanding of 
value drivers, which form the basis for developing sales and 
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6. Price-Response-Function as Basis of Price Optimization
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argumentation guidelines. By using value-based arguments, 
relationship managers can convince customers that the de-
manded price is right.

Summing Up
• Many banks are suffering from a profit crisis. Simple price 

cuts, in general, reduce contribution margins dramatically, 
resulting in a profit collapse. Consequently, the cause of many 
crises is price erosion, which is frequently produced by mis-
calculations of competitor and customer reactions to price 
changes. Many bank managers do not sufficiently understand 
the effects of price on volume. Yet, price is the primary profit 
driver. 

• Executive managers must focus more intently on profits and 
prices. Companies need to develop innovative pricing strate-
gies which are in line with customers’ needs and value percep-
tions. These must be accompanied by an overall reorientation 
of pricing processes. Successful banks closely link pricing to 
their organizations.

• The value-to-customer of products and services is not com-
pletely understood by many banks. Consequently, they do 
not charge the appropriate price for the value delivered. In-
creasing profits by implementing more effective processes is a 
challenge that must be met by top management. Additional 
profits can be generated by employing numerous measures, 
including:

 1. Optimizing prices for core products
 2. Setting guidelines for a systematic discount strategy
 3. Structuring special discounts
 4. Optimizing key account pricing
 5. Improving price customization
 6. Implementing centralized controls

• A systematic pricing process is comprised of five phases: strat-
egy, a status quo check, the price decision, implementation, 
and monitoring/controls. Most companies do not follow a 
systematic and standardized price decision process.

• The starting point of professional pricing is the acquisition 
of key information, such as price elasticities, willingness-to-
pay for different products, and so on. Using reliable methods 
(such as conjoint measurement) to collect such information is 
essential.

• The art of pricing lies in using intelligent and innovative 
means to customize prices which can exploit the customers’ 
willingness-to-pay (5. Schmidt-Gallas). Some of these means 
are non-linear pricing, multi-person pricing (2. Dolan/Si-
mon) and price bundling (9. Wuebker et al.). Companies 
like Dell, McDonald’s or Microsoft have successfully ad-
opted these methods. They are a benchmark for bundling 
and value pricing.
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