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Pricing Moves You Can Make  
Now to Grow Your Margin

Forward thinking, innovative busi-

ness leaders understand that guiding 

their organizations through turbu-

lent times takes a balanced approach. 

It might mean cost-cutting in some 

areas but also investing in the pric-

ing technology that will take your 

business to a different level. In this 

article, the author presents strategies 

that will improve margins and posi-

tion your organization for long-term 

growth. Moira McCormick is a re-

search professional at BlackCurve. 

BlackCurve provides software to 

price smarter for increased profitabil-

ity. McCormick blogs weekly on the 

world of pricing at blog.blackcurve.

com. Her passion is bringing together 

disparate data sources into a single 

easily digestible format. To download 

this whitepaper, visit http://goo.gl/

iox4Nz. 
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Despite the fact that we are in 
challenging economic times 
a business can still out-per-
form their competitors by 

focusing not only on expense manage-
ment, but also on revenue, pricing and 
overall profitability. This strategy will 
ensure survival during the lean times 
and position your business for growth 
and market share gains when the econo-
my is more buoyant.

In order to execute this strategy effec-
tively, it is critical to have a clear under-

standing of your revenue components 
and leakage points at a detailed transac-
tional level.

Many business owners think you need to 
increase sales substantially to make more 
money - often that’s too difficult, espe-
cially in the short term. The other way 
to make more money is to increase your 
profit margins. You will still have the 
same customers, same level of sales, same 
systems, no more staff or extra overhead 
costs, existing premises and capacity - 
but you’ll be stronger financially.

Here are suggested moves to grow 
your margin:

1. Calculate your  
gross profit margin
Make sure you know your up-to-date, 
overall gross profit margin. It’s no good 
using estimated inventory figures or 
working from the figure in your last An-
nual Report. Prepare some interim ac-
counts to the last month-end. Get some 
benchmarking figures from your accoun-
tant. How do your figures compare to 
the industry average?

2. Analyze your  
profit margins
Your overall gross profit margin could be 
deceiving. Find out the gross profit mar-
gin on each of your products and servic-
es, and, in addition, analyze your gross 
margins over different business divisions, 
product categories, suppliers or customer 
categories according to your business. 
This way you can identify both low mar-
gin or loss-making items and profitable 
activities or products. Stop selling low 
margin lines and focus on the ones that 
work. Your low margin lines could be 
cannibalizing your higher margin lines.

3. Increase your prices
This could be a controversial move but 
often business owners are more worried 

than customers about price. Remember, 
overheads are going up all the time. The 
odd customer might move elsewhere but 
if your margin is 50%, a 10% increase in 
prices means you can lose 17% of your 
customers yet be no worse off!

4. Review your prices
Do you charge all customers the same 
price? If so, why? You’ll invariably find 
that some are less price sensitive than 
others, especially if they’re not paying for 
the bills themselves, e.g. government or 
larger organizations.

Have you increased your prices to match 
supplier price rises and kept up with the 
competition?

5. Double-check  
supplier bills
Check these personally and after a while 
you’ll get a “feel” for things which aren’t 
right. Don’t be surprised to find that 
you’ve been overcharged for goods or ser-
vices you haven’t received or been billed 
at the wrong prices.

6. Use a reliable  
inventory system
Always keep track of your inventory. 
If you do this you’ll find you have less 
working capital tied up in inventory, suf-
fer less theft and obsolete stock, know 
when you’re running out of products 
that are selling well, and know exactly 
how much each of your products cost 
you without wading through old pur-
chase invoices.

Increasing your margins is all about 
making the most of what you sell right 
now.

7. Use a Price Waterfall
You can analyze your business at a trans-
action level to identify and plug revenue 
leaks by using a pricing waterfall. Fewer 

http://www.pricingsociety.com
http://blog.blackcurve.com
http://blog.blackcurve.com
http://goo.gl/iox4Nz
http://goo.gl/iox4Nz


 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

July 2016 9

Figure 1than 50% of organizations 
have a price waterfall in 
place to clearly identify key 
revenue leaks.

The pictorial price water-
fall provides a measure of 
the achieved net and pocket 
prices and not just the price 
that is printed on the in-
voice, against defined target 
prices. This is done by gath-
ering, organizing and incor-
porating price and cost-relat-
ed data. The price waterfall 
enables your organization to 
achieve the best price in ev-
ery transaction by identify-
ing leakage at different price 
levels, i.e. list price, invoice 
price, net price, pocket price 
and pocket margin.

The waterfalls should be available to all 
teams and thus provide value to areas 
including sales, marketing and product 
management. Determine goals for your 
price waterfalls. Do not allow incomplete 
data to prevent you from growing. Start 
with basic elements that can be reason-
ably captured. Train, implement and 
measure to identify key revenue leaks. 
Choose to plug the easier leaks first and 
communicate any success broadly across 
your business to build momentum.

8. Aggressively Manage 
Customer Profitability
Pricing Managers need to recognize that 
all customers are not the same and as a 
result, your business will provide differ-
ent degrees of service at a wide range of 
prices. As a result, the profitability of one 
customer versus another of similar size 
may swing dramatically. Do not focus 
too much attention on price realization 
and not enough on the true profitability 
of the customer.

Build a customer profitability waterfall. 
This waterfall may have additional ele-
ments that take it from pocket price to 
customer profitability. In order to be suc-
cessful, the waterfall must be credible, 
but it does not have to be perfect. Focus 
your time and energy on available cost 

drivers and in particular those with large 
swings from one customer to another - 
and make this information actionable. 
Prioritize accounts that have the most 
significant opportunities.

How to Manage Customer Profitabil-
ity through a Profit Waterfall

• Develop an appropriate methodol-
ogy for measuring customer profit-
ability

• Rank accounts by descending or as-
cending profit performance to easily 
target accounts for improvement op-
portunities

• Prepare customer profitability water-
falls for targeted accounts

9. Update Price  
Sensitivity Research
Most market situations are changing 
rapidly - and customers are changing too 
- their opinions, what they value, how 
they buy and their relationship with all 
their vendors. In order to capture these 
changes and adjust your pricing strate-
gies you need to:

• Update price sensitivity data at ap-
propriate intervals. In today’s volatile 

economic environment, annually or 
half-yearly may not be sufficient

• Study your transaction data to iden-
tify any significant shifts in price 
structure

• Incorporate market trend analysis 
with transaction data analysis

10. Resist Lowering  
Price by Using Other 
Available Methods
You will often be faced with the scenar-
io when a customer is pushing hard for 
price concessions but remember, dis-
counting can badly destroy your mar-
gins. At the margin of 50%, if you dis-
count your prices by 10%, you need a 
25% increase in sales just to stand still.

Differentiate yourself in other ways - this 
could be by giving superior value, going 
the extra mile or reducing all the other 
(non-monetary) costs of doing business 
with you, e.g. your effort and time.

Review the current customer dynamics 
and assess whether a price concession is 
appropriate based on the Value Equiva-
lency theory. This assessment assumes 
that based on the value you are provid-
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ing to the customer, there is a narrow 
range of prices that are appropriate for 
the particular customer situation.

Once you have completed your existing 
customer value review and concluded 
that some concession may be appropri-
ate, objectively analyze the relative lever-
age your business has in the negotiation. 
Attempt to measure costs and benefits 
from both your company’s perspective 
as well as that of the client. Use pricing 
tools to include items such as discount 
levels, customer rebates, and payment 
terms.

11. Leverage All Available 
Tools During Negotiations
Review all available data so you are ne-
gotiating from an informed position. 
Use this information to assess whether a 
change in pricing, value or terms is re-
quired. Often customers ask for conces-
sions because they’ve been instructed to 
pursue this tactic. These same customers 
will often readily accept a value-based 
rebuttal.

• Measure your leverage in the negoti-
ation process using an objective and 
quantified strategy

• Review the account profit waterfall 
prior to making any decisions

• Use all available pricing tools to sat-
isfy your customer and meet your 
own pricing and profitability objec-
tives

12. Invest in Advanced 
Pricing Software
Paul J.H. Schoemaker, research direc-
tor for the Mack Center for Technologi-
cal Innovation, suggests that, for some 
companies, an economic crisis can actu-
ally provide an innovation platform. By 
investing in innovative pricing software 
your business can be transformed. If a 
business sticks to a policy of inaction, 

they are limiting their ability to react to 
competitive threats.

Companies that ignore advanced pric-
ing technologies are in danger of going 
under. Pricing software can be a trans-
formational opportunity that will re-
ward those organizations that have the 
foresight and fortitude to implement it. 
AMR Research stated six years ago that 
“Price Management will be the second 
most strategically important customer 
management investment by 2010” - and 
they’ve been proved right. Another lead-
ing research firm, Gartner Inc, has stat-
ed, “The results of organizations imple-
menting pricing optimization have been 
significant. Margin uplifts of 10% and 
profit enhancements of 15% or more 
have been the norm rather than the ex-
ception.”

How to Deploy Pricing Technology

• Assess your organization’s pricing ca-
pabilities against your competitors

• Build a strong business case to justi-
fy investment and secure funding

• Get senior management support for 
the initiative

• Make the initiative strategic and 
company-wide

• Evaluate options within the pricing 
technology marketplace.

• Assure a fit to your business’s unique 
requirements

• Commit and don’t delay

Summary
Forward thinking, innovative business 
leaders understand that guiding their 
organizations through turbulent times 
takes a balanced approach. It might 
mean cost-cutting in some areas but also 

investing in the pricing technology that 
will take your business to a different 
level. If you implement some or all of the 
strategies outlined in this white paper 
you will improve margins and position 
your organization for long-term growth.
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