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As commodity costs skyrocket, 
there has never been a greater 
need for companies to imple-
ment strategic price increas-

es. Unfortunately, many organizations 
are afflicted with Price Increase Rigor 
Mortis (PIRM), an insidious disease 
that paralyzes their ability to raise prices 
and ravages their bottom line.

Take, for example, a mid-size consumer 
packaged-goods company whose CEO 
recently said: “My sales team would 
rather get the swine flu than have to talk 
to their accounts about a price increase.” 
He was referring to the upcoming price 
increases he hoped his company would 

be implementing.

His concerns were understandable. His 
company had not successfully increased 
prices in more than four years. Every 
time the organization tried to raise its 
prices, it failed, and consequently, it had 
lost confidence in its ability to do so.

In other words, it had caught a bad case 
of PIRM.

It used to be simple for manufactur-
ers to raise prices. Not anymore. In the 
past 10 years, pricing power has shifted 
to the buyer. Today’s buyers who know 
how to leverage their power within price-
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Rising commodity costs, globalization 
and increasing buyer power have made 
raising prices a necessity in today’s mar-
ket. Despite the need, however, many 
companies are either too afraid or lack 
the knowledge to successfully raise prices. 
In this article, the author outlines a pro-
cess for achieving necessary price increas-
es and uses a case study to demonstrate 
how these tactics are applied. Paul 
Hunt is the president of Pricing Solu-
tions, a global pricing consultancy, and 
a frequent PPS contributor, instruc-
tor and presenter. He can be reached at 
phunt@pricingsolutions.com and his 
online pricing courses can be found at 
www.PricingSociety.com. His pricing 
column appears monthly in the Finan-
cial Post (www.financialpost.com).
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change negotiations expect to see suppli-
ers fighting each other for their business.

There are many reasons for the PIRM 
epidemic. Buyers have intensified compe-
tition by reducing the number of suppli-
ers they use. Globalization, the introduc-
tion of private-label products, and more 
aggressive negotiation tactics also con-
tribute to the problem.

Adding salt to the wound is the fact that 
buyers tend to have much better infor-
mation than the sales force that is trying 
to sell to them.

Clearly, the game is now stacked in the 
buyer’s favor, and suppliers have not 
adapted.

This can be extremely damaging to com-
pany profitability. In a previous article, 
I explained that a 1% increase in price 
translates to a 12.5% improvement in 

the bottom line for the average company. 
Implementing price increases is the ulti-
mate 1% play: if you do it successfully, 
your company will consistently reap the 
benefits, but if you do not, you will be 
under constant pressure to reduce costs.

So how do you cure PIRM? You must 
follow a rigorous four-step process of 
price increases that will boost the con-
fidence of the entire organization. The 
CEO of the packaged-goods company 
did just that.

First, the organization developed a clear 
message to explain why it was imple-

menting price increases.

One caveat: Don’t make the mistake of 
taking across-the-board price increases 
based on rising raw-material costs. On 
the surface, this makes sense, but it fails 
to consider two important factors in 
determining whether or not to increase 

prices: the value and the margin of the 
product.

If, for example, you have an inferior 
product and a superior product, it makes 
much more sense to hold the price of the 
inferior product and raise the price of the 
superior one. It also makes more sense to 
raise the price of a low-margin product, 
since the amount of volume you can af-
ford to lose is substantially higher than it 
is for a high-margin product.

Next, the company prepared an excellent 
presentation deck that equipped the sales 
force with vital information about costs, 
value and the overall strategy.

Third, it trained the sales force on how 
to handle objections. Finally, senior 
management communicated its willing-
ness to lose volume if necessary in order 
to capture and protect the price increase. 
If managers are not prepared to sacrifice 
some volume, the company will imme-
diately relapse into PIRM.

After undergoing this comprehensive 
process, the sales team was pumped.

Salespeople started making calls, and 
were very effective in communicating 
the strategy. Customers were much more 
receptive to this well-crafted message. 
Even so, they were not just going to roll 
over without a fight, and sure enough, 
they threatened to reduce volume or 
move their business to another supplier. 
But this time, senior management stayed 
the course.

The impact on the sales force was imme-
diate: Their confidence soared.

The results were dramatic. The company 
successfully implemented a price in-
crease for the first time in four years, and 
it has now repeated that process in two 
consecutive years. The impact on profits 
has been enormous, so much so that the 
achievement is being touted as the global 
benchmark for executing price increases.

Good-bye PIRM … Hello profits!

After undergoing this comprehensive process, the sales 
team was pumped. Salespeople started making calls, 
and were very effective in communicating the strategy. 
Customers were much more receptive to this well-
crafted message.
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In reality, there are 
many products that are 
considered blockbusters 
despite primarily having 
3rd-tier coverage at the 
largest managed care 
plans. 

For many drugs covered under the 
pharmacy benefit, contracting is 
a critical component of a manu-
facturer’s managed markets strat-

egy. 

Consider, for example, a product with 
US sales exceeding $500 million: a 1 
to 2 percent improvement in net prices 
at just a few managed care plans can 
translate into millions of dollars in in-
cremental revenue and profit. Effective 
contracting strategies can also boost pa-
tient access to your products. However, 
despite the importance contracting may 
play for many products, it is commonly 
overlooked by manufacturers seeking to 
enhance the financial performance of 
their products. As a result, there is often 

significant room for improvement in the 
contracting strategies of many manufac-
turers.

This article will illustrate how avoiding 
seven common pitfalls can immediately 
contribute to a manufacturer’s bottom 
line.

Pitfall #1: Forgetting that the goal of 
contracting is financial

First and foremost, the goal of any solid 
contracting strategy should be to im-
prove financial returns (e.g. net rev-
enues or profits). However, we routinely 
see managed markets teams pursue ac-
cess as their end goal. 

This “access first” mentality permeates 
much of their thinking. For example, 
contracting success is often based on the 
idea that “2nd tier is a win; 3rd tier is 
not.” Accordingly, many managed mar-
ket teams set their target to be “2nd-
tier, unrestricted coverage at 80 percent 
of plans.” This mentality even extends 
to how account manager incentives are 
designed: “I get my bonus for securing 
2nd-tier access at my accounts.” 

Once the goal of contracting becomes 
access for the sake of access, it leads to a 
variety of bad habits. Manufacturers can 
become too willing to offer large dis-
counts and unwilling to walk away from 
contracts that may potentially result in 
large financial losses. Therefore, the first 
step in improving your contracting strat-
egy is to focus your attention back on 
the goal of maximizing the financial per-
formance of your products.

Pitfall #2: Assuming that a product 
needs high 2nd-tier penetration (unre-
stricted) for commercial success

Many manufacturers assume that a 
product that is primarily on Tier 3 (or 

heavily restricted) cannot be a commer-
cial success. This common misconcep-
tion causes managed markets teams to 
be overly aggressive in their contracting 
and/or pricing strategy. 

In reality, there are many products that 
are considered blockbusters despite pri-
marily having 3rd-tier coverage at the 
largest managed care plans. Two excel-
lent examples are Abilify (aripiprazole) 
and Lyrica (pregabalin) which respec-
tively had US sales of $1.67 billion and 
$1.45 billion in 2008, but are often cov-
ered on Tier 3. 

If a manufacturer is open to the possi-
bility of 3rd-tier strategies, it may find 
that 3rd-tier coverage provides greater 
financial opportunities for some prod-
ucts than a strategy that solely pursues 
2nd-tier (or unrestricted) access. Indeed, 
in certain therapeutic areas, there is only 
a minimal difference in utilization from 
being on 2nd tier vs. 3rd tier. 

Furthermore, the impact of tier status 
can often vary across plans depending 
on aspects like the plan’s coverage of 

other treatments, the relative difference 
in patient co-pay levels across tiers, and 
the plan’s ability to influence physician 
utilization. Due to such factors, the dif-
ference between 2nd-tier and 3rd–tier 
coverage is often not as clear-cut as many 

Pitfalls to Avoid When Negotiating  
Managed Care Contracts for New Products

Despite the importance contracting may 

play for many products in managed 

markets, it is commonly overlooked as a 

viable strategy by manufacturers seeking 

to enhance the financial performance 

of their products. This article, although 

focused on the healthcare and pharma-

ceutical industries, will illustrate how, 

by avoiding seven common pitfalls, pric-

ers in these and other industries can im-

mediately contribute to manufacturers’ 

bottom lines. Author Nicholas Keppeler, 

Director at Simon-Kucher and Part-

ners LLC can be reached at nicholas.

keppeler@simon-kucher.com.This ar-

ticle originally appeared in the Summer 

2009 issue of  Healthcare Insights, 
Simon-Kucher & Partners’ life sciences 

newsletter.
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managed care teams may believe. There-
fore, it is imperative that managed mar-
kets teams understand the implications 
of how 2nd- vs. 3rd-tier coverage will 
influence their product specifically and 
that they take all of these factors into ac-
count when formulating their contract-
ing strategies.

Pitfall #3: Gravitating toward the 
largest possible discount rather than 
the highest possible net price

Most manufacturers pursue a value-
based, revenue-optimizing approach for 
their pricing strategies. This approach, 
however, often does not extend down to 
the contracting level. 

A case in point is that when implement-
ing contracting strategies, managed mar-
kets teams often rely on a break-even 
or target margin discount level. While 
these can be helpful in setting discount 
floors, they are not effective for establish-
ing target levels. This is because when 
combined with the “access first” mental-
ity (i.e. Pitfall #1), the “discount floor” 
often becomes the de facto target dis-
count level. 

A better approach to contracting would 
be for managed markets teams to assess 
the key factors that drive contract accep-
tance and use them to predict the prob-
ability of success (at the plan or segment 
level) of different contract offers. Armed 
with this information, managed markets 
teams can confidently create initial, tar-
get, and floor contract offers. 

In addition, this analysis can provide 
guidance on when a shift in discount 
levels is needed. Since a discount reduc-
tion of only a few percentage points can 
translate into millions of dollars in extra 
revenue, this approach can substantially 
improve your bottom line and help bring 
contracts towards the highest possible 
net price.

Pitfall #4: Believing that contracting 
for access is only about net price, dis-
count level, or contract terms

Many managed markets teams rely too 

heavily on discount levels and contract 
terms to obtain their desired access lev-
els. In reality, the most effective tool in 
a manufacturer’s contracting arsenal is a 
well-developed value story, as evidenced 
by two key observations. 

First, payers consistently state that the 
most important aspects driving their 
coverage decisions are, in order of impor-
tance, efficacy, safety, and then net price. 

Second, contracting is rarely required (or 
recommended) for innovative products 
or for those that address major unmet 
needs. Thus, developing and communi-
cating a compelling value story can often 
be the most effective way to attain favor-
able coverage for a product. 

Equally important is that managed mar-
kets teams have faith in the final value 
story, especially in the face of pressure 
from the managed care customer. In 
evaluating a new product, payers will 

inevitably question the value story, and 
it is always tempting for managed mar-
kets teams to respond by falling back on 
discounting concessions. Resisting the 
temptation to offer too much discount 
too early is key in ensuring that you cap-
ture the full financial potential of your 
products.

Pitfall #5: Relying only on a general 
segmentation approach

Most manufacturers segment their man-
aged markets customers into low, mod-
erate, and high control plans. Unfortu-
nately, we rarely find that such a general 
segmentation approach can lead to a 
profit-optimal contracting strategy for a 
specific product. 

Consideration of additional segmenta-
tion criteria related to the product itself 
usually allows for more accurate pre-
dictions of how plans will respond to 
potential contract offers. For example, 

Contracting is rarely required (or recommended) for 
innovative products or for those that address major 
unmet needs. Thus, developing and communicating a 
compelling value story can often be the most effective 
way to attain favorable coverage for a product. 
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manufacturers can also consider the 
therapeutic area and the actions of other 
manufacturers within that therapeutic 
area. 

An even more sophisticated approach 
would be to incorporate consideration 
of the effects of additional plan-specific 
characteristics such as the coverage phi-
losophies of certain plans in different 
geographical areas and the manufactur-
er’s existing relationships with a particu-
lar plan. 

Accounting for such additional factors 
can help a manufacturer make more in-
formed and more precise decisions about 
which plans to contract with and what 
discounts / contracts to offer. Develop-
ing this knowledge is an essential step in 
maximizing your financial returns from 
contracting.

Pitfall #6: Forgetting managed care’s 
perspective

There are many situations in which pay-
ers reject contracts that offer a lower 
net price than that of another product 
of similar clinical value. When this oc-
curs, it is often beneficial for a manufac-
turer to look at the potential offer from 
the managed care plan’s perspective – in 
other words, a manufacturer should ex-
amine how the contract being offered 
will influence the plan’s spending in the 
relevant therapeutic area. 

For example, a new product with limited 
market share entering into competition 
against two dominant players may have 
trouble obtaining 2nd-tier access even at 
net prices well below those of the other 
competitors. This can be especially true 
if either of the dominant players has con-
tract terms in place that are tied to per-
formance (e.g. a certain level of utiliza-
tion within the plan). 

In this case, the plan may not accept a 
contract for the new product if it has the 
potential to jeopardize the discounts al-
ready in place for the dominant product. 
The plan may perceive the risk of in-

creased spending in that particular ther-
apeutic class to outweigh any potential 
gain to come from accepting a contract 
for the new product.

In fact, in some cases, this barrier can 
make it almost impossible for a new 
product to enter the class on Tier 2. 
When faced with this type of situation, a 
manufacturer may find more success by 
further developing the value story for the 
product or by pursuing a 3rd-tier strat-
egy. 

An even better option would be to ac-
count for the plan’s perspective at the 
start of contracting strategy development 
to develop win-win contracts for both 
the manufacturer and the managed care 
organization.

Pitfall #7: Thinking of contracts in 
isolation

The managed markets customer base is 
highly consolidated. According to data 
from the 2009 AIS Directory of Health 
Plans, the 20 largest plans cover 80 per-
cent of the commercial lives in the US. 
Furthermore, your managed markets 
team probably interacts with these plans 
on a regular and recurring basis, mean-
ing that you and your customers are 
well-acquainted. 

Anecdotally, we often hear from man-
aged care plans which manufacturers are 
known to offer aggressive discounts and 
which are highly disciplined with their 
discounting. It is important to remem-
ber that each contract is not offered in 
isolation, but rather, is part of an ongo-

ing series of contracts and negotiations 
you have with your small customer 
base. Manufacturers often forget this 
when they look to deviate from their 
typical contracting policies to support a 
product that is underperforming. 

Deviating from typical contracting poli-
cies (by offering an increased discount, 
for example) can be risky, as it can set 
undesired expectations for future con-
tracts. Therefore, it is important to be 
both disciplined and consistent across all 
contracting efforts.

Conclusion
Overall, managed markets teams are 
highly professional and knowledge-
able about their customers, and there 
are numerous examples where contract-
ing has helped secure additional revenue 
for many products. However, with their 
current contracting approaches, many 
manufacturers are leaving money on the 
table. 

Avoiding the seven pitfalls described in 
this article will provide a good starting 
point for most manufacturers to begin 
the process of optimizing their contract-
ing strategies. Improvements to just one 
or two of these areas can potentially lead 
to substantial financial improvements for 
your core products. 

With the pending loss of exclusivity on 
numerous blockbusters and pipelines 
that are struggling to produce new prod-
ucts, manufacturers can no longer afford 
to ignore the extra revenue that may be 
realized through optimal contracting 
strategies.

With the pending loss of exclusivity on numerous 
blockbusters and pipelines that are struggling to produce 
new products, manufacturers can no longer afford to 
ignore the extra revenue that may be realized through 
optimal contracting strategies.
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You’re in the grocery store, about 
to reach for a six-pack of Coke 
when you remember how light 
your wallet is. Polar Cola, at a 

fraction of the price, beckons. Do you 
grab it and pinch pennies? Or reach for 
your Coke, economy be damned?

Tuck professor of marketing Peter Gold-
er bets you’ll go for “the real thing.” In 
the first-ever study of brand persistence 
over varying lengths of time, Golder and 
his colleagues found that market share 
leaders are more likely to hold their lead-
ership during recessions and periods of 
high inflation. And more likely to lose 
leadership when the economy is boom-
ing.

“Our findings are contrary to the con-
ventional wisdom expressed frequently 
in Advertising Age and even The Wall 

Street Journal,” says Golder. “People as-
sume that since market leaders tend to be 
premium brands, consumers shift away 
from them to save money. When you 
have a natural theoretical argument, it 
takes on a life of its own.”

The study of brand persistence—what 
causes one leading brand to last 80 years 
while another flames out after five—re-
quires its own persistence. Golder and 
his colleagues spent hundreds of hours 
scouring business and advertising maga-
zines to identify market leaders from 
1921 to 2005 and correlated their rise 
and fall to GDP growth and inflation.

Among their insights is the discovery 
that, contrary to comments from brand-
ing experts like Jack Trout, top brands 
don’t last forever. The study quantifies 
a half-life phenomenon and shows that 
while more than 95 percent of leading 
brands maintain their leadership from 
any given year to the next, over a couple 
of decades half of them will lose their 
top spots.

While the study didn’t formally evalu-
ate why leading brands fare well during 
a downturn, Golder offers several expla-
nations, includ-
ing stores cutting 
midtier brands to 
reduce inventory 
and consumers 
finding “comfort 
and familiarity in 
trusted brands. It’s 
the brands in the 
middle that are 
being squeezed,” 
he says. “The pain 
is being felt some-
where.”

Golder’s study is among the first to show 
definitively that not all categories are cre-
ated equal. As expected, the researchers 

found a higher level of brand persistence 
for food, with which consumers identify 
personally and respond to with nostal-
gia, and a low level for clothing brands, 
which are subject to the whim of fash-
ion.

But they also found slightly lower long-
term persistence for personal care prod-
ucts such as razors and deodorants that 
had been thought to inspire greater loy-
alty. Golder surmises that consumers 
are more swayed by product improve-
ments—an extra blade, a new scent—
than previously thought. 

On the other hand, household supplies 
such as laundry detergent have higher 
persistence, despite consumers’ lack of 
personal identification with them. Here 
Golder credits simple inertia: since con-
sumers don’t care much, they are less 
likely to shop around for something dif-
ferent.

The findings could help managers de-
termine how to allocate resources based 
on economic conditions— for example, 
propping up mid-tier brands during a 
recession. “While the economic condi-
tions that affect brand persistence are 

outside the con-
trol of managers,” 
says Golder, “they 
still must consider 
those conditions 
when making the 
decisions they do 
control.”

If Golder has his 
way, the study 
could also lead to 
bonuses for man-
agers who beat the 

odds. “Once you know how conditions 
affect your portfolio of brands,” he says, 
“you should be rewarding people who 
exceed expectations.”

Many people assume that, in times of 

economic recession, since market lead-

ers tend to be premium brands, con-

sumers shift away from them in lieu of 

less expensive brands in order to save 

money. However, according to research 

from the Tuck School of Business, the 

opposite is actually true. What kind of 

implications can the results of this con-

sumer behavior study have for pricing? 

Peter N. Golder is a Professor of Mar-

keting at the Tuck School of Business. 

He specializes in new products, global 

marketing and marketing strategy. He 

can be reached at peter.n.golder@tuck.

dartmouth.edu.

Golder surmises that 
consumers are more 
swayed by product 
improvements—an extra 
blade, a new scent—
than previously thought. 

Don’t Cry for Coca-Cola
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Many case studies are surfac-
ing showing dramatic prof-
it and revenue gains by 
companies who have done 

successful pricing improvement projects.  
But, if you ask around, there are also cas-
es of companies who did not succeed in 
this domain. 

The fact remains though, pricing is 
the hottest area for intense management 
scrutiny today. So what steps do you take 
to create a new pricing function with the 
goals of implementing value based pric-
ing and stopping margin leakage?  What 
resources are required?  And where do 
you focus first? 

Imagine, your executive just read an arti-
cle that said she can expect at least a 1% 
improvement in her bottom line profit if 
she introduces a pricing initiative. Now, 

she wants to know what steps you will 
follow to create a new pricing function 
with the goals of implementing value 
based pricing and stopping margin leak-
age. What resources do you need to be 
successful and where do you focus first? 

Organizational alignment/implica-
tions: The most effective team will have 
a direct relationship to the CEO and 
dotted lines to the chief sales and mar-
keting officers. The reality is, this team 
has to have the clout to drive organi-
zational alignment to market strategies 
and the ability to drive pricing discipline 
across the business. Without an executive 
sponsor and backing, you are going to be 
struggling to drive change. 

As for staffing there is a need to be realis-
tic about what your organization can and 
should afford for this effort. You may not 
spend more than the expected ROI of 
the next best investment your business 
can make. So if your company needs a 
10:1 payback to put this initiative on top 
of the list, your mandate is a 1% im-
provement in profit, and your company’s 
revenue is $1 Billion per year; then you 
may not spend more than $1 Million 
for everything (software, headcount and 
benefits, change management, travel, 
third-party consultants, research studies, 
etceteras). So as a response to your CEO, 
you need to make sure she sees an orga-
nizational plan, budget, and an expected 
ROI that makes sense. 

You also have to realize that while the 
$1 million in my example sounds like 
a lot of ammunition to get a job done, 
most executives want to see things hap-
pening on a 30, 60, 90 day progression. 
So you will need to have strong tactical 
plan for ramping up a team. This means 
you need to focus on the “low hanging 
fruit” while working on the longer-term 
business problems; e.g. extracting your 
fair value from the market and identify-
ing which customers are costing you the 

most to support. 

Pricing and Market Intelligence Pro-
cesses: Different companies use differ-
ent tools and processes for creating their 
solutions, marketing them, delivering to 
the customer, billing, and reporting what 
happened. As such, there is no prescrip-
tion for the exact right process, system 
or tools. But, as there are so many com-
panies without a pricing process and/or 
a way to understand what market prices 
are on a consistent and regular basis, 
the right one is any process that gets the 
company doing it without creating chaos 
in the existing processes.

Someone in your company is currently 
doing bids and price quotes. As a pric-
ing team with short-term objectives, you 
have to focus here. You do not have the 
staff or the time to own this unless it is 
dumped on you in the process of gaining 
the business’ investment dollars. Either 
way, have someone immediately start 
trapping all prices quoted to the market, 
determining what market segments are 
in play, understanding if there is season-
ality to the business and analyzing the 
pricing to look for anomalies, and start 
creating pricing curves. 

You need to know what pricing your 
sales team quoted that is working. Even 
if competitor pricing is completely un-
known and there is no ethical way of 
finding it out, this single effort is the 
bare minimum of what every business 
needs to be doing. 

Also, knowing which price points are 
losing is important too. What price sold 
your product or service and what price 
did not tells you a lot about what your 
customer’s believe is fair market value. 
There are always other factors; percep-
tion of quality, mapping to needs, rela-
tionships. But, if your price is too high, 
the sale will not occur. Additionally, 
seeing the prices that did not work on a 

In this article, the author outlines four 

key steps for creating an internal pricing 

function that can successfully implement 

a value based pricing strategy: creating 

and assuring senior executive buy-in, 

hiring a lean staff to analyze win/loss 

data to understand market based pric-

ing, driving discipline to quote within 

the guidance provided, and working 

on pricing waterfalls to target specific 

incidents of margin leaks. Author Pat-

rick J Taylor is a business and process 

improvement expert with 22 years of 

experience. He is Managing Director of 

Strategy Process and Analysis LLC, an 
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scatter plot with pricing that does work, 
is a powerful way of hunting for “will-
ingness to pay” patterns for segmenta-
tion.

Once you know what the right prices are 
to win business, you have to force your 
quotation teams to be disciplined. Give 
them a low, medium, and high price 
point to quote or use discount ranges. 
If you can have the sales’ team compen-
sation tied to the net price ranges, you 
will be amazed at the user adoption rate. 
Also, have signature authority levels with 
executive compensation tied to the ap-
proval of special pricing which has rates 
quoted below guidance. When it is stra-
tegic, special pricing will get done. The 
rest of the time reps will start looking 
for ways to sell without using price as a 
weapon of choice. 

“Value Based Pricing”: Ideally ev-
ery company would be able to sell their 
products and services at the price which 
maps to the exact value their customer’s 
get from the use of their solutions. Un-
fortunately, there is the sinister problem 
of competition. And like it or not, every 
offer has a competitor. Sometimes doing 
nothing or creating a workaround is the 
competitor. If this is cheaper and your 
offer is not perceived to be that much 
better, the prospect will not buy from 
you. 

It is a good strategy to set List Pric-
ing reflective to the customer’s ROI as a 
benchmark and to fully expect to see the 
impact of competition (e.g. there will be 
a discount between List and Net Price). 
Understanding this discount gap will 
give you a strong barometer of how your 
products and services are viewed in the 
market relative to the competition, and 
watching the trend of this discount gap 
over time will make you aware of any is-
sues in your pricing strategy, such as a 
need to work on marketing communi-
cation of value and competitive preemi-
nence, improve sales skills, and/or im-
prove product and service quality. Alone 
it will not tell you which problem it is. 
But, it is an important part of your prod-

uct management dashboard. 

When new products are introduced to 
the market, having a value based list 
price and the research that explains that 
value articulated for the sales team will 
dramatically help them articulate val-
ue when they engage customers. If you 
identify that your marketing or prod-
uct management organization is having 
trouble quantifying value, this could be 
a signal the business strategy is not trans-
lated into a market strategy, which is not 
translating into creation of solutions the 
market places value upon. Many great 
companies have failed due to a “build 
it and they will come” mentality. If you 
are not clear on what problem you are 
solving for the customer, no matter how 
good you are, you cannot determine the 
value the customer will get. 

Targeting Margin Leakage: A highly 
effective tool for identifying margin leak-
age is the pricing waterfall. Pricing wa-
terfalls provide a graphical view of all the 
elements that play between what is set as 

the List Price and what is kept in pock-
et. Comparing waterfalls for a product 
versus its market segment or a customer 
versus a peer group provides astonishing 
insight about where the product’s value is 
lost or where a customer relationship can 
be specifically targeted for improvement. 
Without a powerful pricing system or a 
dedicated team of analysts though, this 
work is time consuming. 

Working with pricing waterfalls can be 
seen as a three phased approach. 

Phase 1: Create waterfalls for all key 
customers, major market segments, 
groups of smaller but strategically impor-
tant segments, for the top 10 to 20 prod-

ucts, and for each of your major product 
categories (assuming the 80/20 rule). 

Phase 2: Compare customers to seg-
ments and products to categories. 

Phase 3: Work with account teams and 
product management to drive action 
plans to stop the margin leakages where 
elements are outside of the norm. Once 
done, return to Phase 1 and grab the 
next biggest set of products and custom-
ers. 

Note: If you have done a detailed pric-
ing segmentation study you most likely 
do not need this coaching. The results 
of determining statistically valid groups 
based on pricing behavior will generate 
an amazing view of your customer’s will-
ingness to pay. If you have not done one, 
do your best to use basic business sense, 
such as considering geography, total an-
nual revenue, purchasing frequency, 
method of payment, or any other metric 
that is natural to your industry, and get 
started. 

In sum, what steps are recommended? 
1. Create/assure senior executive buy-in. 

2. Hire a lean staff to focus on analyz-
ing your win/loss data in order to under-
stand market based pricing. 

3. Drive discipline to quote within the 
guidance provided. 

4. Get someone working on pricing wa-
terfalls to target specific incidents of 
margin leakage. 

So, what are you waiting for? Your exec-
utive wanted an answer yesterday. 

The results of determining statistically valid groups based 
on pricing behavior will generate an amazing view of 
your customer’s willingness to pay.


