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Delivering	Measurable	Results:	
The	Path	to	Profit	Improvement

Companies that manage margins suc-
cessfully share two reasons for their suc-
cess: accountability for profit is cascaded 
down the organization and into critical 
operating processes, and margin man-
agement is continuously on the C-level 
agenda. This article outlines four factors 
that the authors say typically contribute 
to the challenge of managing and im-
proving profit margins. Robert Browne 
is a Partner with the marketing business 
unit (M2C) at Monitor Group and 
can be reached at Robert_Browne@
Monitor.com. Josh Lee is a Partner 
with Monitor’s Leadership and Orga-
nization practice and can be reached at 
Josh_Lee@Monitor.com. Mike Stand-
ing is a Senior Partner, leads the firm’s 
practice in Europe, and can be reached 
at Mike_Standing@Monitor.com. Lisa 
S. Thompson is a Partner with Moni-
tor and can be reached at Lisa_Thomp-
son@Monitor.com.

Many companies struggle to 
maintain operating mar-
gins over the business cycle 
and very few are able to 

continuously improve them. The core 
reason is that actions companies take to 
drive up revenues may in fact be drain-
ing margins. To grow, companies intro-
duce new products and services, seek to 
win over competitors’ customers through 
attractive offers and prices, and target 
new customer niches and applications to 
expand their markets. When the cycle 
inevitably turns, and revenue growth 
slows, companies scramble to cut costs 
and weed out unprofitable business until 
margins improve. Then times get better, 
revenue growth reemerges as the focus 
— and the cycle starts over. This cycle 
of revenue growth and cost cutting is 
both common and understandable. But 
it doesn’t have to be automatic. Compa-
nies that manage margins successfully 
share two reasons for their success: 1) ac-

countability for profit (i.e., accountabil-
ity for both revenue and cost) is cascaded 
down the organization and into critical 
operating processes, and 2) margin man-
agement is continuously on the C-level 
agenda.

This article argues that four factors typi-
cally contribute to the challenge of man-
aging and improving margins:

1) Most companies negotiate with custom-
ers without understanding, communicat-
ing or pricing based on the value they de-
liver.	Many companies have a limited 
understanding of how much value their 
products and services create for custom-
ers. All companies understand the ben-
efits created (such as lowering costs or 
risks, or increasing revenues), but rarely 
can they quantify the associated eco-
nomic impact for customers in dollar or 
euro terms and as a result they struggle 
to configure offers and pricing based on 
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what customer segments value. Not fully 
understanding, quantifying, and com-
municating economic value limits their 
ability to increase or hold margins, par-
ticularly against sophisticated buying 
processes.

2) Companies do not understand how 
much it costs them to serve various types of 
customers. While executives live in a da-
ta-rich environment where every budget 
line can be tracked — and benchmarked 
against other companies — experience 
shows that cost information is often 
not measured in the right places. Ten 
or 20 years ago, activity-based costing 
was common, but now few companies 
know the costs associated with winning 
or serving specific sources of revenue — 
such as by customer segment, product 
and region. As a result, companies rou-
tinely underestimate the cost of captur-
ing revenues (particularly for small or 
midsize customers), focusing only on the 
“known costs” while missing the “hid-
den costs” that reside in functions and 
centers. Analysis often reveals compa-
nies are unknowingly serving customer 
and product groups that are signifi-
cantly reducing margins. Additionally, 
when the down-cycle forces companies 
to cut costs, they often end up doing so 
in areas that reduce differentiation and 
thus future profit potential. The smart 
approach is to focus on cutting costs in 
the low-profit areas of the business, but 
as obvious as this may be, few companies 
know with precision the true relationship 
between costs and revenues.

3) Margin is often not managed at the 
right level in the organization. The execu-
tives at the top of a company or a divi-
sion are clearly responsible for top- and 
bottom-line results. But below their 
level, accountability is generally either 
for costs or revenues, but not both. The 
head of operations for a division is fo-
cused on managing costs, while the 
head of sales is focused on growing rev-
enue. In their quest to grow revenue, 
sales managers will often pursue more 
and more customer segments and niches 
and offer an increasingly diverse array of 
products and service offerings. Target-
ing new segments or increasing the vari-

ety of the offer adds new costs, and as a 
result, companies often scale costs as fast 
as — or even faster than — revenues. 
And because the nature of these issues 
crosses organizational lines, they are dif-
ficult to resolve. Decision-makers who 
allocate the company’s resources (such 
as sales resources, new product develop-
ment, inventory levels, production runs) 
need to have management practices and 
accountability for coordinating both rev-
enue and cost. 

4) Strategies often fail to define what to do 
and what not to do clearly and precisely.	
Company strategies define a vision and 
mission to guide the organization, but 
they are rarely translated clearly into 
implications for the business operations. 
Where this is true, the specific actions of 
sales people, production managers, ware-
house operators, and others won’t reflect 
the company’s strategic priorities. As a 
default, employees do the best job they 
can “in their function” and this may in 
fact be damaging to margins. As a re-
sult, organizations do too many things 
and serve all customers in more or less 
the same way, in many cases over-serv-
ing them. Without strategic prioritiza-
tion embedded into operating practices, 
workers on a manufacturing floor don’t 
know whether to treat all assembly runs 
the same or not, and a customer service 
representative will not distinguish be-
tween high- and low-priority customers. 
Without clear priorities, organizations 
are in effect “designed” to leak margin. 

Turning the Corner:  
One Company’s Story 
The following is an example of a com-
pany that has successfully re-focused its 
business and employees on profitability. 
Following a period of aggressive rev-
enue growth, the operating margins for 
this multi-billion-dollar company had 
declined. Stock performance was poor, 
and analysts questioned the company’s 
strategy and management’s ability. In re-
sponse, the company’s CEO committed 
to improving annual operating margin 
by $50 million.

The company embarked on a three-
phased effort. In the diagnostic phase, 

the company engaged in a root-cause 
analysis to identify causes of operating 
margin loss. They found:

Long	tail	of	customers 
•	 50 percent of customers contributed 

just 2 percent of revenues
•	 Small customers had access to the 

same level of service as much larger 
customers

Long	tail	of	products
•	 Product divisions had large and 

complex product portfolios
•	 High product management costs 

and high stock levels

Business	Complexity
•	 Non-standardized supply chain and 

logistics activities across divisions
•	 SG&A costs 40 percent higher than 

peer companies 
•	 50 countries, hundreds of warehous-

es and thousands of customers and 
products 

Organizational	Interfaces
•	 Decision rights across divisions 

lacked clarity
•	 Sales managers spent 25 percent of 

their time negotiating pricing and 
inventory decisions internally

To address these issues, the company 
designed a business simplification initia-
tive that would reshape it into a more fo-
cused, leaner company with metrics and 
practices in place to ensure continuous 
margin management. 

The business simplification process start-
ed with the company’s strategy: instead 
of serving thousands of customers, it fo-
cused on becoming the premier provider 
to the top 1,000 customers worldwide, 
while serving small and midsized cus-
tomers with standardized service bundles 
and many through indirect channels. 
This allowed the company to reduce the 
number of logistics and production sites 
and standardize critical operating func-
tions. It also reduced the complexity of 
its footprint further by creating bigger, 
but fewer, sales and administrative sites. 
And instead of an exhaustive product 
portfolio, it removed or replaced prod-
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ucts that had small volumes or served 
non-core customers, and established 
discipline for introducing new products. 
Finally, the company developed a struc-
tured pricing strategy, empowering sales 
managers to make margin-driven pricing 
decisions and simultaneously saving a 
substantial amount of their time.

One year in, the company is close to de-
livering on the CEO’s $50 million mar-
gin improvement goal, which has con-
tributed to a tripling of the company’s 
stock price. 

Delivering Measurable 
Results: the Path to Profit 
Improvement
Like many enterprises, this company 
was operating with the best of inten-
tions, working to support what it saw 
as a growing, global customer base with 
an expanding array of exciting products 
delivered as customers needed them. The 
problem — and this gets to the crux of 
managing margins — was that several of 
those actions in fact had a negative effect 
on the company’s profitability.

Most organizations believe they are 
managing margins, particularly those 
that closely manage costs. We find, how-

ever, that with leadership backing, there 
is an additional 10 to 20 percent margin 
improvement possible for most organiza-
tions by taking action on five key levers 
excluding cost of goods sold (see figure 
1).

GETTING STARTED
The key to managing margins lies in pri-
oritization, and understanding what the 
priorities are should start with a diagnos-
tic. The following are the characteristics 
of successful margin improvement diag-
nostics:

•	C-level	priority. Top executives must 
focus on the margin improvement pro-
cess and commit as a group to the results 
of the diagnostic phase.

•	Focus	on	root	causes,	not	bench-
marks. To deliver measurable results, 
the diagnostic phase must focus on un-
derstanding the truth about the causes 
of margin leakage. It is critical to deploy 
rigorous analytical tools to agreed-upon 
data and facts about the company’s op-
erations.

•	Prioritize	actions. The diagnostic 
phase should prioritize findings into a 
limited number of strategic themes and 

actions. It’s important to con-
sider the ability of the orga-
nization to deliver and digest 
change. Sequencing implemen-
tation is generally required.

•	Emphasize	major	points	for	
action. The diagnostic phase 
should develop high-level so-
lutions rather than attempt to 
identify specific details. It’s a 
mistake to start work on solu-
tions before the diagnostic and 
prioritization of actions is final-
ized.

•	Identify	the	benefits. The di-
agnostic phase should measure 
a clear benefit case throughout 
the process, both quantitative 
and qualitative.

•	Achieve	buy-in. Organiza-
tional buy-in and commitment 

is critical for success, recognizing that 
some diagnostic results will be unpopu-
lar inside the organization.

•	Distinguish	what	can	be	done	within	
the	existing	organization	structure. 
Too many margin improvement initia-
tives lead with changing the organization 
structure, which in fact may delay or de-
rail the initiative.

In summary, delivering sustainable mar-
gin improvement requires prioritizing 
customers and configuring people and 
processes to serve them differentially. It 
requires prioritizing products and con-
figuring assets and activities to capture 
high-operating-margin opportunities 
and weed out the margin drains. It re-
quires accountability for both costs and 
revenues where critical resource decisions 
are made. And finally, it requires contin-
uous C-level focus and commitment.

Companies cannot eliminate the cy-
cles driven by customers, suppliers and 
competitors. But they can learn how to 
manage margins and grow profitably 
across the cycle.

of its footprint further by creating bigger, but fewer, sales and administrative sites. And instead 

of an exhaustive product portfolio, it removed or replaced products that had small volumes or 

served non-core customers, and established discipline for introducing new products. Finally, the 

company developed a structured pricing strategy, empowering sales managers to make margin-

driven pricing decisions and simultaneously saving a substantial amount of their time.

One year in, the company is close to delivering on the CEO’s $50 million margin improvement 

goal, which has contributed to a tripling of the company’s stock price. 

DELIVERING MEASURABLE RESULTS:  
THE PATH TO PROFIT IMPROVEMENT

Like many enterprises, this company was operating with the best of intentions, working to 

support what it saw as a growing, global customer base with an expanding array of exciting 

products delivered as customers needed them. The problem — and this gets to the crux of 

managing margins — was that several of those actions in fact had a negative effect on the 

company’s profitability.

Most organizations believe they are managing margins, particularly those that closely manage 

costs. We find, however, that with leadership backing, there is an additional 10 to 20 

percent margin improvement possible for most organizations by taking action on five key 

levers excluding cost of goods sold:

FIVE KEY LEVERS FOR OPERATING MARGIN IMPROVEMENT

AREA OPPORTUNITY EXAMPLE INITIATIVES POTENTIAL  
EBIT UPLIFT

PRICING

Pricing strategy
•	Set prices based on value
•	Segment offers and pricing (premium vs. basic)

2–5 percent

Pricing discipline
•	Set price floors by customer segment
•	New price / discount policy and authority

1–3 percent

CUSTOMER MIX Customer prioritization
•	New model for serving customer tail
•	 Increase share with priority segments

1–2 percent

PRODUCT MIX Portfolio rationalization
•	Portfolio simplification 
•	Eliminate product tail

2–3 percent

COST-TO-SELL Sales effectiveness
•	 Improve sales productivity to priority segments
•	Reduce sales costs to non-priority segments

2–3 percent

COST-TO-SERVE

Offer
•	Simplify offers by segment
•	Eliminate offer elements not valued

1–2 percent

Delivery
•	Capture value of delivery flexibility
•	Distribution network consolidation

1–2 percent

TOTAL MARGIN  
IMPROVEMENT POTENTIAL 

10–20 
PERCENT

4 DELIVERING MEASURABLE RESULTS: THE PATH TO PROFIT IMPROVEMENT DELIVERING MEASURABLE RESULTS: THE PATH TO PROFIT IMPROVEMENT 5

Figure 1: Five Key Levers
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Customer-Centered	Pricing	Strategy	
Classic pricing research methods are 
based on the assumption that people 
always decide rationally. Nevertheless, 
a new pricing study conducted by Vo-
catus and IriS in six sectors and sixteen 
countries demonstrates that, depending 
on the product, people deal quite dif-
ferently with the issue of price. Pricing 
psychology yields a total of five different 
consumer types who must accordingly 
be addressed in different ways. Author 
Dr. Florian Bauer is the cofounder of 
Vocatus AG, a Munich based market 
research and consulting firm, and a 
world-renowned researcher in the fields 
of pricing, customer satisfaction and 
image analysis. He can be reached at 
florian.bauer@vocatus.de. 

Something that is standard pro-
cedure when designing products 
still often receives short shrift 
when it comes to optimizing pric-

es: the conviction that consumers pur-
sue different needs and motives when 
choosing various products, and that the 
product range must accordingly be op-
timized to suit these differing customer 
segments.

However, various customer groups do 
not just differ in terms of how they rate 
individual product features such as qual-
ity or functionality and performance; 
the same applies to price. This is because 
consumers not only differ in terms of 
how much they are willing to spend on 
a product or service; they also differ in 
terms of the extent to which price actu-
ally influences their purchase decision.

Moreover, situative influences often mat-
ter just as much as the type of product 
that is bought. After all, only very few 
people apply the same yardstick or heu-
ristic when buying a car, a mobile phone, 
or an evening dress that they would 
when purchasing a bottle of shampoo.

Classic pricing research methods are 
based on the assumption that consumers 
decide rationally.

Nonetheless, the classic pricing research 
methods such as conjoint analysis, price 
sensitivity measurement, or brand/price 
trade-off essentially assume a uniform 
decision process – regardless of the re-
spective sector or consumer type. All 
these tools are based on the assumption 
that consumers are very au fait with the 
market and accordingly buy the product 
that promises them the greatest utility 
at the most competitive price. Prices are 
thus solely optimized for this “rational” 
consumer type: the textbook “homoeco-
nomicus.”

However, this is contradicted by a wealth 
of empirical insights. Consumers are of-
ten simply unable to select the offer that 
is best for them out of a range of com-
parable products, either because they 
are virtually unaware of the prices set by 
providers/suppliers, or the complex tar-
iffs are so impenetrable, or they simply 
cannot be bothered to waste time and ef-
fort on comparing offers. Amongst many 
other things, this applies for example to 
mobile telecoms contracts, current ac-

counts, insurance, and cars.

Depending on the product, people assign 
a totally different meaning to price.

This is thus reason enough to scrutinize 
the role of price in purchase decisions. 
For the first time, this study therefore 
systematically examined the various 
consumer needs and price motives in ten 
different product categories and six sec-
tors – from fast-moving consumer goods 
(FMCG) to automobiles and air lines, 
mobile telecoms, and financial services 
(see Figure 1).

This study revealed that decisions are 
only rarely as rational as pricing research 
has hitherto assumed. There are a total 
of five different consumer types who 
differ markedly in terms of their atti-
tudes to price when making purchase 
decisions, and who to some extent pur-
sue totally different decision strategies 
which providers/suppliers must address 
in a differentiated manner. These con-
sumer types can be found in every coun-
try and sector though with varying fre-
quency.

Nonetheless, only when armed with this 

sumers are often simply unable to
select the offer that is best for
them out of a range of compara-
ble products, either because they
are virtually unaware of the prices
set by providers/suppliers, or the
complex tariffs are so impenetrable,
or they simply cannot be bothered
to waste time and effort on com -
par ing offers. Amongst many other
things, this applies for example to
mobile telecoms contracts, current
accounts, insurance, and cars.

Depending on the product,

people assign a totally dif -

ferent meaning to price.

This is thus reason enough to scruti-
nise the role of price in purchase
decisions. For the first time, Vocatus
and IriS therefore systematically 
examined the various consumer
needs and price motives in ten 
different product categories and six
sectors – from fast-moving consum-
er goods (FMCG) to automobiles
and air lines, mobile telecoms, and
financial services (see Figure 1).

This study revealed that decisions
are only rarely as rational as pric -
ing research has hitherto assumed.
There are a total of five different

consumer types who differ mark -
edly in terms of their attitudes to
price when making purchase deci-
sions, and who to some extent
pursue totally different decision
strategies which providers/sup -
pliers must address in a differen-
tiated manner (cf. article “One 
Price, Five Meanings” on page 3).

These consumer types can be 
found in every country and sector
– though with varying frequency.
Nonetheless, only when armed
with this knowledge (namely, how
one’s own consumers actually deal
with price) can pricing and pricing
communication actually be opti -
mised to promote additional prof -
its (cf. article “Consequences for
Strategic and Tactical Pricing” on
page 5). 

The study thus heralds a change in
paradigms: it builds the founda -
tion for more valid results in the
future. Above all, the research
find ings make it necessary to adapt
the pricing research methods that
are deployed. Thus, for example, it
is possible to markedly increase
the validity of conjoint analyses if
the not quite so rational decision
behaviour of many consumers is
included in the analysis from the
outset. ■

2

buying a car, a mobile phone, or
an evening dress that they would
when purchasing a bottle of sham-
poo.

Classic pricing research 

methods are based on the

assumption that consumers

decide rationally.

Nonetheless, the classic pricing re-
search methods such as conjoint
analysis, price sensitivity measure-
ment, or brand/price trade-off es-
sentially assume a uniform deci -
sion process – regardless of the
respective sector or consumer
type. All these tools are based on
the assumption that consumers are
very au fait with the market and
accordingly buy the product that
promises them the greatest utility
at the most competitive price. 
Prices are thus solely optimised for
this “rational” consumer type: the
textbook “homo oeconomicus”. 

However, this is contradicted by a
wealth of empirical insights. Con-

Customer-centred 
Pricing Strategy
(continued from page 1)

Figure 1: 
Sectors and products examined in sixteen countries

Sector Product category

Airline Private flight booking (not a package tour)

Automobile Purchase of new car from authorised dealer

Purchase of used car from dealer

Bank Private instalment credit

Private property finance

FMCG Soft drink (food)

Body care (non-food)

Mobile telecoms Private mobile telecoms contract (with phone)

Private mobile telecoms contract (without phone)

Insurance Insurance to cover private risk 

without accumulation of capital)

Figure 1: Sectors and Products Examined in 16 Countries
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knowledge (namely, how one’s own con-
sumers actually deal with price) can pric-
ing and pricing communication actu-
ally be optimized to promote additional 
profits.

The study thus heralds a change in para-
digms: it builds the foundation for more 
valid results in the future. Above all, the 
research findings make it necessary to 
adapt the pricing research methods that 
are deployed. Thus, for example, it is 
possible to markedly increase the valid-
ity of conjoint analyses if the not quite so 
rational decision behavior of many con-
sumers is included in the analysis from 
the outset.

One Price, Five Meanings
Contrary to widespread assumptions, 
those people who make rational deci-
sions about price remain an unfound-
ed rumor. Depending on the product, 
sector, and people’s personal attitudes 
and experiences, the role of price can 
vary greatly when deciding on a prod-
uct. Moreover, consumers do not decide 
like a “homoeconomicus.” This insight, 
which is evidently still surprising in 
terms of common pricing research, is the 
key finding of this study.

There are five consumer types who clear-
ly differ in their dealings with price.

A consumer typology based on the “psy-
chological price profile” developed on 
the basis of the research findings com-
prises a total of five types: the “Discount 
Hunter”, the “Loss Avoider”, the “Com-
parison Avoiding Loyal”, the “Dynamic 
Price Accepter”, and the “Price Indiffer-
ent”. All five types clearly differ in the 
way in which they critically appraise 
price within the context of their decision 
and purchase process.

In fact, there has been no evidence to 
suggest that a consumer type like the 
“homoeconomicus” exists at all. Never-
theless, this theoretical consumer type is 
the basis of virtually all economic mod-
eling, and more-over of all classic pricing 
research methods. Their underlying ana-
lytics built, for example, on the assump-
tion that consumers know all the prices 

of relevant competitors, which is simply 
not the case. In fact, consumers some-
times do not even know the price of a 
product they have just bought – let alone 
the prices of potential substitutes.

The higher the financial risk, the more 
rarely is the decision based on rational 
criteria.

Rational consumer behavior cannot be 
found even in decisions involving con-
siderable financial risk – for example, in 
connection with installment credit or 
property finance. By contrast, “Discount 
Hunters” are relatively widespread here. 
Depending on the product category and 
sector, they are even the clearly predomi-
nant group. As the name suggests, this 
consumer type is primarily interested in 
attractive discounts. For this reason, they 

make in-depth comparisons and want to 
be “smarter” consumers who are better 
than others at shopping. It also frequent-
ly transpires that “Discount Hunters” 
buy a product even though they do not 
absolutely need it, but simply because it 
is reduced. Strictly speaking, one could 
say that the Discount Hunter buys “be-
cause of” the price, whereas other con-
sumer types buy something “in spite of” 
the price. Their behavior is not rational 
insofar as they in fact tend to buy the 
“price” instead of the “product” and se-
lectively focus on specific price elements, 
often forgetting some additional cost 
that is associated with the product.

Other aspects such as liking, image, or 
price guarantees often play a crucial role.

“Loss Avoiders” likewise attach great 

Figure 2: The Pricing Psychology Consumer Types Clearly Differ  
When it Comes to Critically Appraising Price (Selected Aspects)

Depending on the product, sector,
and people’s personal attitudes
and experiences, the role of price
can vary greatly when deciding on
a product. Moreover, consumers do
not decide like a “homo oeconomi-
cus”. This insight, which is evident-
ly still surprising in terms of com-
mon pricing research, is the key
finding of an international cross-
sector pric ing study conducted by
Vocatus and IriS.

There are five consumer 

types who clearly differ in

their dealings with price.

The consumer typology based on
the “psychological price profile”
that Vocatus came up with on the
basis of the research findings 
comprises a total of five types: the
“Discount Hunter”, the “Loss
Avoid er”, the “Comparison Avoid -

ing Loyal”, the “Dynamic Price 
Accepter”, and the “Price Indif -
ferent”. All five types clearly differ
in the way in which they critically 
appraise price within the context
of their decision and purchase 
process (cf. Figure 2).

In fact, we have not found evi -
dence that a consumer type like
the “ho mo oeconomicus” exists at
all. Nevertheless, this theoretical
consumer type is the basis of vir t u -
al ly all economic modelling, and
more-over of all classic pricing re -
search methods. Their underlying
an alytics build, for example, on the
assump tion that consumers know
all the prices of relevant competi-
tors, which is simply not the case. In
fact, consumers sometimes do not
even know the price of a prod uct
they have just bought – let alone
the prices of potential substitutes. 

The higher the financial risk,

the more rarely is the deci sion

based on rational criteria.

Rational consumer behaviour can-
not be found even in decisions in-
volving considerable financial risk
– for example, in connection with
instalment credit or property 
finance. By contrast, “Discount
Hunters” are relatively widespread
here. Depending on the product
category and sector, they are even
the clearly predominant group. As
the name suggests, this consumer
type is primarily interested in at -
tractive discounts. For this reason,
they make in-depth comparisons
and want to be “smart er” consu-
mers who are better than others at
shopping. It also frequently tran   -
spires that “Discount Hunt ers” buy
a product even though they do not
absolutely need it, but simply 
because it is reduced. Strictly 
speaking, one could say that the

One Price, Five Meanings
Contrary to widespread assumptions, those people who make

rational decisions about price remain an unfounded rumor.

One is far likelier to encounter Discount Hunters, Loss Avoid -

ers, Comparison Avoiding Loyals, Price Indifferents and Dy -

namic Price Accepters.

3

Figure 2: 

Items Price Discount Loss Comparison Dynamic
Indifferents Hunters Avoiders Avoiding Loyals Price Accepters

I held off from buying 
until I found an offer that 
matched my ideas concerning
the price.

I only paid attention to 
the price once I had already 
actually opted for the 
product.

I basically wanted to stick with
my usual brand, so long as 
the price didn’t far exceed my 
expectations

I had the actual price of a 
specific product in mind, and 
I used it as a yardstick until I
made the purchase decision

I compared how much 
extra I would get 
for a slightly higher 
price.

I compared to see how much 
I would have to do without if I 
wanted to pay a somewhat
lower price.

Legend: =  least agreement = greatest agreement

The pricing psychology consumer types clearly differ when
it comes to critically appraising price (selected aspects)
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importance to the price, though they are 
also very mistrustful as a result of earlier 
frustrating experiences. They at all costs 
want to avoid falling for a supposed bar-
gain where ultimately they are still being 
ripped off. This is why, in addition to the 
actual price, they pay attention to other 
confidence inspiring factors such as sim-
ple pricing structures or price guarantees.

Price assumes quite a different role for 
“Comparison Avoiding Loyals.” They are 
not especially interested in discounts, in-
depth price negotiations, or long-winded 
decisions; they simply want to feel they 
are getting a trusted product. Instead of 
expending vast amounts of energy on 
comparing the prices of various provid-
ers/suppliers, they manifest particular 
brand loyalty and prefer to pay attention 
to other aspects such as spontaneous lik-
ing or the presumed reliability they de-
duce from the brand, the image of the 
provider/supplier, or previous experience 
of the latter. In short, they basically try 
to concern themselves as little as possible 
with the issue of price.

Instead of risking being disappointed 
by a supposedly competitive offer, “Dy-
namic Price Accepters” for their part are 
likelier to see each purchase decision as 
an opportunity to get a better product; 
they accordingly approach things in a 
very open, interested, and product-cen-
tered rather than price-centered man-
ner. Although they have a price in mind, 
they are simultaneously open to quality, 
brand, and image aspects. In return, they 
are also willing (if the product is suitably 
attractive) to exceed their original budget 
from time to time. For example, one is 
especially likely to come across this type 
of decision when it comes to buying a 
car, where during the purchase process 
people are happy to exceed the previous-
ly planned purchase price by 15-20 %.

And yet, some people just do not care.

Last but not least, there are a significant 
number of consumers who simply do not 
care about price – or about the product 
either. They do not really go through a 

“decision-making process”. Their choice 
and decision is merely driven by a cur-
rent need and the fact that they do not 
want to spend time comparing prices 
or product attributes. A “good enough” 
product is just fine if it is readily avail-
able. These consumers are very attractive 
from a marketing perspective, but ways 
of getting them to buy one’s product dif-
fer significantly from the best way of ap-
proaching the other segments.

How people decide depends on the prod-
uct itself rather than their character.

However, whether a consumer belongs 
to a specific pricing psychology type is 
not a question of character. Instead, this 
depends on the respective sector and 
product category. The self-same con-
sumer is thus perhaps a Discount Hunter 
when buying foodstuffs, yet at the same 
time decides like a Dynamic Price Ac-
cepter when it comes to their new car. 
Which type somebody belongs to in a 
given situation is merely a question of 
the preferred decision strategy in relation 
to price.

The “hybrid” consumer is the norm.

What this means is that virtually ev-
ery consumer is “hybrid” with regard 
to their price decisions. Yet if we think 
about our own purchase decisions, this 
notion that is so “revolutionary” in terms 
of pricing research immediately appears 
to be far less surprising – it is actually 
perfectly normal instead.

Consequences for Strategic 
and Tactical Pricing
Depending on the distribution of the 
various consumer types in the respective 
market, it makes sense to deploy differ-
ent pricing strategies. In addition to the 
pricing structure, this affects communi-
cation and the PoS strategy.

The results of this study all demonstrate 
one thing: it is not enough to adapt the 
product portfolio to the needs of the 
various customer segments. The pricing 
strategy must also be geared towards 

existing consumer types that are based 
upon pricing psychology.

When optimizing prices, this means 
not exclusively relying on the price ac-
ceptance that has been ascertained; if a 
consumer says they are willing to pay 10 
euros for a specific product, that tells us 
little or nothing about how much they 
would actually spend. Thus, for example, 
Discount Hunters pay far more atten-
tion to a promised discount than the end 
price. However, if only the end price is 
ascertained, this ignores this group’s es-
sential incentive to buy.

For example, Comparison Avoiding Loy-
als and Loss Avoiders even tend to be 
frightened off rather than tempted by ag-
gressive low-price campaigns – the for-
mer because they are reluctant to exam-
ine this topic, and the latter because it 
further fuels their already-existing mis-
trust of the provider/supplier.

Depending on which types of decision-
maker predominate in the respective 
market, the pricing strategy must high-
light different aspects, whether that be 
a discount, an emphasis on particularly 
competitive price elements, the brand 
image, or a straightforward pricing 
structure. The strategy at Point-of-Sale 
(PoS) also plays a vital role here: this can 
refer to the shop layout as well as a retail-
er’s room for maneuver when granting 
discounts. Moreover, the product design 
may need to be adjusted too – whether it 
be with the help of sub-brands which in 
each case address the various consumer 
types, or by assembling various pack ages 
whose features are, for example, aimed 
at the price motives of Loss Avoiders or 
Dynamic Price Accepters.

A successful pricing strategy ultimately 
consists of not merely establishing indi-
vidual price points, but price communi-
cation and a price related PoS strategy 
too. These aspects must accordingly be 
included in the conception of market re-
search projects at an early stage so as to 
end up with valid results. 
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Figure 1: Fluctuation of Cargo Fees per Day (Excluding Ancillary Fees*)

There’s No Single Market 
Price in Logistics — Every 
Deal Is Different

All discussions of price in the 
logistics industry soon turn to 
the subject of market prices. 
Many top executives still as-

sume that logistics suppliers have no 

freedom to set prices; they think the 
market price for a certain kind of deal 
is controlled by factors that cannot be 
influenced, just like tax brackets or the 
weather.

It’s a common fallacy — and a costly 
one, as numerous analyses show. Apart 
from a very few exceptions, logistics 
prices rise and fall daily, from transac-
tion to transaction.

Figure 1 illustrates that large price differ-
ences are the rule, not the exception, in 
the logistics sector. In this typical exam-
ple, the freight forwarder charges its cus-
tomers various prices for the same flight 
from Hong Kong to Frankfurt. The 
average price gap (standard deviation) is 
18 percent in this case, making it clear 
that there’s no such thing as a “standard” 
market price in logistics.

In complex B2B transactions, every deal 
is unique. Each business has its own spe-
cifics, and therefore its own prices. Just 
as airline ticket prices vary according 
to the passengers’ needs and flexibility, 
cargo prices per kilo fluctuate according 
to demand, the length of the business re-

lationship, how soon the customer needs 
the delivery, the kind of cargo, and other 
factors.

The Difficulty Of Pricing in 
Complex Sales Situations
An airline can vary its prices according 
to passengers’ willingness to pay, which 
fluctuates depending on how flexible 
they are, how far in advance they book, 
and so on. That’s much harder for other 
logistics providers. In extreme cases, sales 
teams simply do not know that prices 
are adjustable, and that the potential for 
price adjustments can be harnessed sys-
tematically. As a result, many sellers are 
unaware of the typical day-to-day price 
fluctuations.

While purchasers are busy concentrat-
ing on choosing the right carrier and 
the right terms, sellers often do not 
have the time and tools they need to as-
sess complex situations accurately and 
consistently. When potential customers 
request a quotation, the sales team rarely 
assesses how much they would be will-
ing to pay for the service provided — so 
money is left on the table. That’s because 
sellers are usually left alone with this 
Herculean task and have to rely on their 
instinct and experience for the many 
pricing decisions they make every day.

The result? Price-relevant information 
about the customer is not handled sys-
tematically. Some sellers consider it when 
calculating a quotation; others consider 
only some of it; others none at all. As 
shown in the example in Figure 2, the 
prices quoted by sales reps for an iden-
tical request varied by over 100%, i.e. 
the most expensive quote was more than 
double the cheapest. 

This enormous variance is a clear sign of 
inadequate pricing; only one quote can 
be profit-optimal. Some quotes in this 
example are too high (risking a customer 
rejection), and others are too low (leav-
ing money on the table). In both cases, 
the logistics provider misses out on im-

Although many top executives still as-
sume that logistics suppliers have no 
freedom to set prices, as this article 
shows, large price differences are the 
rule, not the exception, in the logistics 
sector. As such, a number of pioneers in 
the logistics industry have already suc-
cessfully started using multidimensional 
price systems, as the author explains. 
Dr. Philipp Biermann is a Partner in 
the Competence Center Transport & 
Logistics at Simon-Kucher & Partners 
in Cologne, Germany. He has ten years 
of global experience in marketing and 
sales. Philipp specializes in smart profit 
growth, specifically in the fields of sales 
and revenue management. He can be 
reached via www.Simon-Kucher.com.
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portant income for investments, 
shareholders and personnel. 
Tackling these problems in-
volves offering sellers more sup-
port with setting the right price, 
and easing the burden on them 
in general.

Multidimensional 
Discount Systems 
for Complex Sales 
Situations 
One possible solution that has 
been successfully employed by 
logistics providers is a multidi-
mensional price and discount 
system. When such a system 
is in place, the purchase price 
or margin is calculated using a 
number of price drivers, which 
can include the quantity re-
quired, time of booking, type 
of customer contact (e.g. purchasing), 
customer industry, and other factors. 
This information can be called up from 
the system or entered manually into the 
price calculation sheet. In each case, the 
system recommends a price to the sales 
representative that systematically factors 
in the specifics of the situation. 

New customers may consequently receive 
more favorable terms than long-standing 
accounts, for example, or prices for car-
riers of expensive goods (such as cosmet-
ics or jewelry) can be set higher than for 
transporters of heavy or cheaper com-
modities (wine, Christmas trees, and so 
on). Ideally, the price drivers should not 
only reflect the needs and willingness to 
pay of each customer, but also enable the 

maximum feasible price to be calculated 
in each case. The result is that prices are 
no longer left to sales reps’ instinct and 
experience, but calculated to achieve the 
highest possible profits.

Pragmatic Implementation 
Can Raise Enforced Prices 
by 2% on Average 
Logistics providers that introduce mul-
tidimensional price systems typically 
achieve prices that are two percent high-
er per transaction on average. In terms of 
the absolute gross margin, that translates 
into a climb of about ten percent. This 
cannot be achieved, however, unless the 
right price drivers are identified and the 
responsible employees have confidence 
in the new system. All future users need 

to grasp the system’s advantages (a bet-
ter chance of closing a deal, improved 
price realization, simplified pricing) and 
make use of them. It is therefore crucial 
to involve sales teams in the conceptual 
development and to take a pragmatic ap-
proach to the implementation. Simple 
yet effective solutions are always better 
than complex IT systems.

A number of pioneers have already suc-
cessfully started using multidimensional 
price systems. Given the growing volatil-
ity of the logistics sector, other compa-
nies are well advised to follow their lead 
if they want to set their pricing on a sure 
footing and not merely leave it to chance.

- 1 -

Sales experiment at a freight forwarder:
What is the highest price that is realistic to seal the deal?

Source: Simon-Kucher & Partners project
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Figure 2: Sales Experiment at a Freight Forwarder:  
What Is the Highest Price That Is Realistic to Seal the Deal?


