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Fixing Price Tag Confusion“Partitioned” price tags that include 
a main price plus additional charges 
(e.g. Lamp: $70; Bulb: $5: Ship-
ping: $15) may be confusing your 
customers or even causing them to 
reject the product, warns Harvard 
Business School Associate Professor 
of Marketing, Luc Wathieu. When 
is an all-inclusive price the best bet? 
Sean Silverthorne, editor of the 
HBS’s publication “Working Knowl-
edge” explores this in a Q&A with 
Professor Wathieu. For more infor-
mation, you can contact them at: 
ssilverthorne@hbs.edu and  
lwathieu@hbs.edu respectively.

It wasn’t long ago that potential buy-
ers had only to contemplate a single 
figure on a price tag—Mattress 
$799. But increasingly consumers 

are being presented with “partitioned” 
prices. Look at your monthly cable bill, 
where you might see a service fee, plus 
a set-top box rental charge and a charge 
for the remote.

Do partitioned prices help the consumer 
make an informed decision or just add 
to his or her confusion? Do they increase 
demand? Is an online grocer better off 
presenting a customer with a bill that 
says $96, delivery included; or a price 
that says Groceries $88, Delivery $8?

In a recent working paper titled “The 
Framing Effect of Price Format,” HBS 
associate professor Luc Wathieu and 
coauthor Marco Bertini of the London 
Business School attempt to understand 
the consumer psychology behind parti-
tioned prices and give marketing strate-

gists data on when such exploded prices 
work best.

We asked Wathieu to discuss his re-
search.

Q: As you note in the paper, a number 
of recent studies have concluded that 
the way price information is presented 
(price framing) often influences per-
ceptions of value. How does your re-
search add to the previous work in 
this area?

Luc Wathieu: We are the first to pro-
pose that price format determines how 
deeply consumers will think about the 
offered benefits. We suggest that a “sim-
ple” all-inclusive price will lead buyers 
to focus on the main benefit offered, 
while partitioned price formats (main 
price + other charges) stimulate people 
to look into the details of what they get 
for their money. Thus, price framing 
can be used as a tool to induce consum-
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ers to acknowledge additional points of 
differentiation: a convenient shipping 
method or a useful service plan, for ex-
ample. But to partition the price in the 
hope that consumers will be fooled and 
overlook small fees altogether can only 
backfire.

Previous work, in contrast, focused on 
the mistakes that people make when 
processing multiple prices for one trans-
action. For example, consumers might 
perceive something as cheap just because 
they focus on the main price component 
and mistakenly discount smaller fees. 

Alternatively, consumers might assume 
that something is discouragingly expen-
sive just because it has several fees at-
tached to it. Our research suggests that 
these illusory effects are only part of the 
story. We show that the impact of price 
partitioning on the perception of value 
depends on the desirability of all parts of 
the deal offered. 

Q: The use of price partitioning in 
the market is on the increase. Why is 
this, and can you provide some ex-
amples?

A: Electronic commerce facilitates mod-
ularity, and one can only expect to see 
fewer all-inclusive prices as a result. But 
the increasing practice of partitioning 
prices is noticeable even when the dif-
ferent elements of the offer are already 
gelled. That’s what intrigued us most. 

Your cable monthly charge distin-
guishes the prices of the cable service, 
the HDTV box, and the remote. Your 
breakfast-included hotel bill still features 
separate prices for bed and for breakfast. 

Partitioning should only be used by 
those sellers who want to sensitize people 
to a secondary benefit that might other-
wise be taken for granted.

We wanted to know why this might 
make sense and when it would make 
sense—or not. Marketers may be hold-
ing the naïve intuition that consumers 
will overlook smaller price parts and 
digest partitioned deals more easily. But 

our research shows to the contrary that 
partitioning will only work when the 
secondary part of the deal is attractive 
as well. In fact, partitioning should only 
be used by those sellers who want to sen-
sitize people to a secondary benefit that 
might otherwise be taken for granted. 

Q: In general, how do consumers re-
act differently to an all-inclusive price 
versus a partitioned price?

A: What we posit is that people will tend 
to process as many product dimensions 
as the number of prices shown to them. 
All-inclusive pricing focuses consum-
ers on the core component of the trans-
action. Partitioned pricing, in contrast, 
triggers separate processing of the offered 
benefits.

For example, if the price of an Apple 
computer, instead of being all-inclusive, 
was partitioned as “Hardware $1,500 + 
Software $500” consumers would inves-
tigate their feelings about both hardware 
performance and software desirability, 
and they might get discouraged in the 
process. Instead, Apple’s all-inclusive 
price induces prospective users to form 
a holistic judgment of the Apple experi-
ence.

Q: A paradox you mention with par-
titioned prices is that while consum-
ers are presented with more informa-
tion on which to make a purchase 
decision, they sometimes give excess 
weight to secondary features broken 
out by price. Why is this so, and what 
can firms do to prevent it?

A: When you go buy a toy at the store, 
the only cost that stands out is the price 
you pay for the toy, not the coins you put 
in the parking meter near the store’s win-
dow. If you buy toys online, you might 
wind up spending as much time consid-
ering the shipping deal as you consider 
the toy deal, due to price partitioning.

We believe that consumers tend to place 
undue weight on elements that are easier 
to evaluate and benchmark. Most fre-
quently, secondary elements in an of-
fer (e.g., delivery or service features) are 

much more “evaluable” because they 
are commonly encountered across many 
buying contexts. Companies that are 
not particularly competitive on the fo-
cal dimensions (the toy in my example) 
might benefit from this effect if they can 
feature good deals on secondary features. 
But companies whose main competi-
tiveness lies with the quality of the core 
product dimensions (e.g., computer per-
formance in the Apple example) should 
avoid price partitioning altogether.

Q: From the producers’ point of view, 
are there some types of products or 
services that lend themselves to an 
all-inclusive price? Are there products 
best offered at a partitioned priced?

A: More than product categories, the key 
element to consider is the product life 
cycle and the stage at which you are in 
the differentiation game. When innova-
tion and differentiation [highlight] new 
details that consumers have been taking 
for granted for a long time, you need to 
find ways to re-sensitize the market. 

Advertising is one way, but consumers 
may not be paying attention. Price par-
titioning can then become a key tactical 
element to re-engage consumer attention 
at the point-of-purchase.

A “simple” all-inclusive price will 
lead buyers to focus on the main 
benefit offered, while partitioned 
price formats (main price + other 
charges) stimulate people to look 
into the details of what they get for 
their money. 

Price framing can be used as a 
tool to induce consumers to ac-
knowledge additional points of dif-
ferentiation. 

Partitioning a price in the hope 
that consumers will be fooled and 
overlook small fees will backfire. 

Key Concepts
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Managing Pricing Across (European) Borders

More than five years on from 
the introduction of the 
Euro in 2002, many Eu-
ropean companies are still 

grappling with European price harmoni-
zation and its implications for the previ-
ously discrete currency zones.

The predicted mass collapse of prices 
to the lowest common denominator has 
not occurred across Europe, and large 
price differences between regions endure. 
A Ford Focus still costs 10-15% more 
in the UK than in Germany. A leading 
manufacturer of safety equipment has a 
European price difference of 15% and 
80% on two major product lines. Mars 
chocolate bar lovers are separated by a 
15% price difference within Europe. 

Make no mistake, however, the switch 
to the “transparent” Euro, and the ir-
repressible rise of internet shopping and 
price comparison sites, have created 
significant downward pressure on both 
retailers and B2B suppliers alike. 

Some believe this slide towards a com-
mon price is inevitable; and those who 

act quickly to implement a ”simple, clear 
and transparent” single price across Eu-
rope will be able to reap brand and mar-
ket share advantages from “honest” pric-
ing. Our belief is different.

Take the plight of the European Mars 
chocolate lovers. Could we in good con-
science recommend that Mars harmonize 
their prices across the continent and treat 
all customers as the same with one single 
price? Unlikely. 

Indeed, the price difference for the same 
chocolate between a supermarket and 
convenience shop within the same nation 
can reach 75%: five times the European 
price difference! 

Responding with  
Value-Based Pricing
The factors that sustain this variabil-
ity inside a country also apply between 
countries: differing consumer preferenc-
es, varying price sensitivity among cus-
tomer groups, different competitive situ-
ations or perceived brand strength are 
only a few reasons why a unitary price is 
not the optimal solution. 

Instead, the smart pricer will advocate 
value-based pricing–aligning the per-
ceived value and willingness-to-pay 
with the price that is charged. 

This strategy is in no way dishonest or 
exploits customers, but rather seeks to 
reflect how much customers are prepared 
to pay for a product rather than its cost 
of production. If it is feasible that dif-
ferent countries can perceive the value 
proposition of the same product as dif-
ferent, then it is also feasible to sustain 
price differences reflecting this. 

These variations are limited only by the 
cost of arbitrage. In our experience, the 
price difference required by these arbi-
trage agents varies substantially between 
products and is often significantly un-
derestimated by many companies when 
establishing pricing across the continent.

The trend toward price harmonization 
began with the establishment of the Eu-
ropean Single Market—long before the 
introduction of the Euro—and prices 
have converged due to the abolition of 
import/export restrictions and tariffs. 

Indeed, most of the erosion of the histor-
ical price differences within Europe has 
been due either to an economically ratio-
nal response to a decrease in the cost of 
arbitrage or companies responding to the 
bargaining power of newly established 
pan-European purchasing departments. 
These arguments, though, do not imply 
a single price strategy should be pursued. 

Implementing a  
Proactive Strategy
Despite sustained price differences, 
the risk of the doomsday scenario of 
all trade prices collapsing to the low-
est European price still exists. This will 
be true if companies are not prepared for 
the pressure created by easier price ref-
erencing and consolidated purchasing 
departments. 

Indeed, some have already fallen prey to 
this and had margins slashed in higher-
priced markets. Once this has happened, 
the road back to previous profit levels, if 
possible at all, is long and arduous. 

In a recent project for a European sup-
plier of medical devices, harmonization 
at the lowest European price would have 
led to a catastrophic 40% drop in profits 
in this market had the company not pre-
emptively addressed the situation. 

What is the proactive answer to this 
problem? Companies must optimize 
prices on a total European level and de-
fine a price corridor that narrows the 
differential on their terms. This corridor 
will define a hard, lower price bound-
ary and a “soft” upper limit to allow for 
those historically high-priced regions 
(typically the UK and Scandinavia). 

The aim of such an approach is to opti-
mize prices for profit regionally, but to 

Partner and Managing Director 
Stephan A. Butscher and Senior 
Consultant Balraj Kalsi, both of Si-
mon-Kucher& Partners (SKP) sug-
gest that a unified Europe has led 
to manufacturers feeling pressured 
to create unified pricing across all 
country markets. According to the 
authors, this is a mistake. They pro-
pose, instead, that value-based pric-
ing would be a more effective strategy 
to address increasing market com-
plexities. For more information, you 
can reach the authors at: Stephan.
Butscher@simon-kucher.com and 
Balraj.Kalsi@simon-kucher.com, 
respectively.
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base them still on specific country data 
reflecting local differences in perceived 
value, willingness-to-pay and the com-
petitive situation. 

Typically such a corridor requires that 
prices in the low-price countries are lift-
ed and that those in high-price ones are 
slightly reduced. The weight each nation 
has in this decision will differ depend-
ing on its size and/or profit contribution. 
(See Figure 1 for an example of a Euro-
pean pricing corridor.) 

Changing an Organization’s 
Pricing Mentality
It may well be the case that certain mar-
kets sacrifice revenue and/or profit to al-
low for a higher overall European profit. 
Conceptually easy, but practically chal-
lenging, this involves changing an often 
long held regional mentality, amending 
incentive systems and rationalizing cor-
porate goals by country. 

An altered mentality throughout the 
organization is pivotal in resisting 

pressure from centralized purchasing, 
wholesalers and distribution compa-
nies.

Historically European wholesale and 
distribution was fragmented between 
various companies. This has changed, 
with both large multinational firms and 
distributors centralizing purchasing to 
exploit narrowing price differentials and 
create the suppliers’ doomsday scenario. 

Many companies feel they have little 
choice but to acquiesce. This essentially 
boils down to a question of power. But 
even in these difficult situations, a man-
ufacturer should fight where it can. 

In our work supporting firms in large 
deal negotiations, we often see value 
undersold and the purchaser mistakenly 
assumed to have the balance of power. 
This problem arises if the seller lacks 
meaningful reference points when pre-
paring for negotiations. 

Large deals, however, are not as unique 
as they may seem. A detailed analysis of 
previous negotiations (“deal post-mor-
tems”) makes it possible to identify pat-
terns where weaknesses were exploited in 
the past and what data and negotiation 
tactics work best with each type of large 
customer. Once the common elements 
have been identified, this analysis can be 
used to develop future strategy. 

At the end of the day, maintaining de-
served price differentials comes down 
to selling based on value not price. It 
also requires gathering detailed knowl-
edge of end-customer preferences and 
willingness-to-pay in each country be-
fore entering negotiations.

Clearly Define Organizational 
Pricing Responsibilities
Companies will need to delegate pric-
ing duties to teams with country-spe-
cific knowledge, while controlling profit 
optimization centrally. This means that 
firms may need to reassess their internal 
pricing groups. 

Companies must optimise prices on a total European level and define a price corridor that 
narrows the price differential on their terms.
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Figure 1: Creating a Price Corridor



 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

June 2007 5

At every step it must be clear whether re-
sponsibilities will be managed centrally, 
regionally or jointly; whether the task in-
volves generating accurate (comparable) 
data or the overall management of the 
pricing process. 

In the end each group must mesh to-
gether to create optimal guidelines based 
on a price corridor that gives individual 
regions room to maneuver and to cus-
tomize the strategy. But the guidelines 
must also set a clear minimum selling 
price, which is strictly monitored. From 
project experience, we have found that 
effective implementation requires re-
gional sales and marketing teams to be 
fully involved in the final solution. These 
groups must be told why they are oper-
ating in price bands that can sometimes 
be regionally sub-optimal, but also that 
these issues will be factored into the tar-
get setting, rewards and incentives pack-
ages they receive. 

Crucially, the central pricing unit must 
foster a clear understanding among the 

regions of the wider European profit pic-
ture. 

Local employees must be sensitized to 
the impact that significantly lower pric-
ing in one country can have on the pric-
ing and profit situation in another. (See 
Figure 2 for details on the central/local 
division of activities along the pricing 
process.)

One Market, Many Segments
The case for maintaining varied pricing 
within the European Single Market is 
based on the same fundamentals which 
guide the setting of different prices in-
side a single country. 

Value- based pricing requires a tailored 
response to the varying perceptions of 
the product’s value, customer preferences 
and the competitive situation. Rather 
than viewing each country as a dis-
crete market, pricers should see them 
as different segments within one mar-
ket–each with its individual willing-
ness-to-pay. 

Total profit can then be optimized by 
taking into account all these countries 
and their interrelationships. 

These calculations must, of course, ac-
curately estimate arbitrage as a limiting 
factor and use this as part of the price 
optimization throughout the continent. 
Of course, one must also keep in mind 
that European laws do not actively pre-
vent gray imports. 

To implement a price corridor success-
fully, all parties must accept that opti-
mizing profits for Europe overall matters 
more than just for individual countries. 
The work is not easy and may require or-
ganizational changes within the pricing 
structure as well as the incentive system. 

However, timely and careful implemen-
tation can mean the difference between 
avoiding doomsday scenarios, and secur-
ing the value you deserve from the Euro-
pean market.

Responsibility for providing data and overall responsibility for each step of the price setting 
process must be clearly defined as centrally, regionally or jointly managed.
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Figure 2: Clearly Define Ownership of Each Step of the Pricing Process
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Drive Growth Through Innovative Pricing, 
Promotion and Marketing Technology

The retail food marketplace has 
experienced unprecedented 
change over the past 20 years. 
In 1988, traditional supermar-

kets enjoyed almost 90% of the retail 
food business. 

However, today, supermarket share is 
only slightly more than 50%. And, in a 
few years, non-traditional formats such 
as supercenters, membership warehouse 
clubs, dollar stores, etc., will be selling 
more groceries to U.S. consumers than 
traditional food outlets. 

Consequently, supermarket retailers 
across the country are actively embracing 
a wide range of innovative pricing, pro-
motion, and marketing technology to: 
support their go-to-market strategies, en-
able smarter consumer-based decisions, 

connect more effectively with today’s 
shoppers, and drive growth.

Price Optimization 
This is arguably the “hottest” technology 
in the retail food industry today. While 
only a handful of supermarket chains 
have fully-implemented price optimiza-
tion systems, the majority (some say up 
to 70%) are actively examining and eval-
uating this technology, and many expect 
to implement it within their own organi-
zations over the next few years. 

Price optimization can help a retailer 
isolate the best possible price-point for 
a particular item based on retailer goals 
(sales, margin, etc.), competitive prices, 
and the prices of other items in and out-
side the category. 

However, supermarket retailers have 
quickly learned that price optimization 
is not a replacement for an overall strat-
egy. Instead, optimization works best 
when it supports/enables a retailer’s es-
tablished pricing, and overall corporate 
go-to-market, strategies.

Targeted Pricing
Another way innovative retailers are re-
connecting with shoppers and strength-
ening loyalty among their best custom-
ers is through targeted pricing. Instead 
of offering the same promotions to all 
shoppers, some retailers have begun in-
vesting their monies in highly focused 
offers that are targeted to specific house-
holds based on historical purchase be-
havior and needs. 

Targeted pricing today is most com-
monly facilitated by a retailer’s loyalty 
card program that captures historical 
purchase information. Targeted offers 
are also being disseminated to shoppers 
through such means as direct mail, in-
store kiosks, and email. 

Retailers that have implemented this 
strategy report increases in sales among 
targeted shoppers as high as 10%, and 
increases in total store sales from 1%-
3%.

Innovative Marketing 
Vehicles (Outside the Store)
Supermarket retailers are increasingly 
adopting innovative marketing technolo-
gy to attract consumer attention “outside 
the store” and to convince consumers 
that their store is an ideal place to satisfy 
all their product, information, and ser-
vice needs. Five such vehicles include:

� Podcasts: Online “broadcasts” that 
retailers such as Whole Foods offer on 
their websites featuring a wide range 
of topics including new products, food 
preparation, food/wine pairing, and 
health and wellness.

� Blogs: Online personal journals that 
provide retailers with an opportunity to 
engage their shoppers in an exchange of 
ideas. They also help retailers keep up-
to-date with the ever-changing needs of 
their shoppers. Retailers such as Whole 
Foods, Wild Oats, and even McDonald’s 
restaurants offer these on-line consumer 
forums on their websites.

� E-Communities: Virtual/on-line fan 
clubs that allow consumers with a par-
ticular interest, need, or set of experi-
ences (such as shopping at a particular 
store/chain) to meet—and share experi-
ences—with each other. The best exam-
ples of E-Communities today are found 
in the consumer packaged goods indus-
try, e.g., WD-40 and Chicken of the Sea 
both offer outstanding E-Communities. 
However, we expect retailers to quick-
ly adopt this marketing technology for 
themselves.

� Email: Electronically transmitted, 
computer-to-computer messages that 
provide retailers with a vehicle to notify 

When it comes to being innovative 

and forward looking with technol-

ogy, the retail grocery segment prob-

ably leads the pack. Professionals in 

this market routinely leverage pric-

ing and promotion to optimize their 

profits, despite also having the bur-

den of managing hundreds of thou-

sands of SKUs. See if this excellent, 

thought-provoking piece suggests 

ideas for your business or industry. 

The author, Jon Hauptman, is a 

Partner at Willard Bishop. This arti-

cle is reprinted with permission from 

the April 2007 issue of the company’s 

newsletter: Competitive Edge. If 

you wish to contact Jon, he can be 

reached at jon.hauptman@willard 

bishop.com.
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Supermarket retailers are adopting a wide range of 
innovative marketing technologies inside the store to 
highlight special offers and strengthen shopper loyalty.

shoppers cost-effectively about the spe-
cial offers found in the store. For ex-
ample, Aldi is well-known for leveraging 
the power of email with shoppers who 
register on their website. These shoppers 
receive up to three email messages each 
week announcing “New Items,” “Special 
Purchases” (in-and-out items available 
for the coming week only), and “New 
Lower Prices” (whenever a regular shelf 
price is lowered).

� Newsletters: Creative and fun news-
letters telling stories about the store it-
self, or products found in the store, are 
a great way for retailers to stand out in 
a crowded marketplace. Trader Joe’s has 
recently launched a new online newslet-
ter that will be published “every once in 
a while” and will feature new products, 
recipes, etc.

Innovative Marketing 
Vehicles (Inside the Store)
Supermarket retailers are adopting a 
wide range of innovative marketing tech-
nologies inside the store to highlight spe-
cial offers and strengthen shopper loyal-
ty. These include:

� Targeted Pricing, Kiosks: Shoppers 
swipe their loyalty cards at the kiosk and 
are given a variety of special offers—tar-
geted to their households—of which 
they can take advantage on that shop-
ping trip. For example, at over 600 Alb-
ertsons stores across the country, shop-
pers scan their loyalty cards at the Avenu 
kiosk and are given a printout of 12 spe-
cial item-level deals that change daily 
based on purchase behavior.

� Targeted Pricing, Text Messaging: 
Some innovative retailers are beginning 
to send special offers to consumers shop-
ping their stores via text messages to cell 
phones. Additionally, Meijer has begun 
testing text messaging to provide en-
hanced value to shoppers who use the 
chain’s on-site gas stations. Meijer sends 
text messages to interested consumers 
warning them two hours in advance if 

the price of gasoline will rise five cents a 
gallon or more.

� Targeted Pricing, Interactive Shop-
ping Carts: We’re also beginning to see 
the next generation of interactive shop-
ping carts at retail, e.g., Shopping Buddy 
at Stop & Shop in the Northeast. These 
carts have a touch screen display mount-
ed over the handlebar and a cart-mount-
ed scanner that allows shoppers to scan 
products as they put them in their carts, 
and to bypass the traditional checkout. 
These carts also allow shoppers to scan 
their loyalty cards, and by leveraging 
RFID technology, alert shoppers to spe-
cial targeted offers as they approach the 
highlighted products in the aisles.

� In-Store TV: These television screens 
located in high-traffic areas of the store 
play a loop of selected video messages 
and are an effective way to introduce 
shoppers to new products and services. A 
recent study found that nearly four-out-
of–ten shoppers in stores with in-store 

TV have actively watched the programs/
messages while shopping. And, three-
quarters of “watchers” said it was a good 
way to learn about new products; while 
over four-out-of-ten “watchers” said it in-
fluenced their purchase decisions.

� Smart Displays: These temporary 
displays containing RFID chips allow re-
tailers to validate whether displays were 
actually built in their stores on time, 
and when combined with POS data, 
they help retailers experiment by moving 
displays around the store to determine 
which locations drove maximum sales. 
Walgreen’s is implementing this technol-
ogy in all of its 5,000+ stores this year.

Next Steps
Winning in today’s retail marketplace 
will require food retailers to better un-
derstand—and respond to—the needs of 
their shoppers. And, adopting innovative 
pricing, promotion, and marketing ve-
hicles is an ideal way to do so. 
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Are Your Pockets Leaking?

If you are like many small business-
es, you publish List or Base Prices. 
And every year or so, you probably 
drag those numbers out to decide 

if you should revise them. Then, after 
some heavy sighing and head-shaking at 
the prospects for raising prices, you put 
them back in the file, unchanged. 

Probably a good move.

The real place to consider changing 
prices isn’t on the Price List. It’s in that 
zone between your published list prices 
and what you actually get in your pock-
et. And, if you are like most businesses, 
your pockets are leaking. 

Take Control of Discounting
Between your list prices and the cash 
that ends up in your pocket are all the 
discounts you offer – standard or pro-
motional discounts, discounts for pay-
ing in cash, discounts for quick pay-
ment, special discounts to meet the 
competition, and discounts for volume. 
And then there are discounts we don’t 
think of as discounts. Inventory manage-
ment and warehousing costs, cash flow 
funding, transportation and shipping, 
co-op advertising, special handling or 
packaging, rush delivery, re-stocking or 
return fee waivers, and special promo-
tions. Before you know it, your real price 
is 35, 40 or even 50% lower than what is 
on the list. And that list? It’s just sitting 
on your customer’s desk covered with 
doodles. They know all about the dis-

counts you have and, more importantly, 
they know how to get them.

Savvy customers, especially your long 
time buyers, know how to work your dis-
counting system. They know whom to 
call to wheedle additional or even non-
applicable discounts. And surprisingly 
enough, they often get that information 
from your other customers. You have 
watched this phenomenon. An exception 
is made for one purchaser; and, all of a 
sudden, three more customers have the 
same deal. So, what can you do to keep 
a little more of the price on your list in 
your pocket?

First, find all of the discounts you give 
your customers—apparent and hidden. 
You may be surprised to learn how many 
of them you have. Don’t forget labor-
based items like special handling for 
your customer who wants you to sepa-
rate his full pallet into smaller packages 
before you ship, or manual order entry 
for that customer who has yet to buy 
a computer. Calculate the cost of each 
one as a percentage of your published 
prices and make a list. Better yet, make 
a graph—a bar chart. Along the bottom 
have the percentage “off list” in incre-
ments of, say, 5%. Now build the bars 
above each increment with your custom-
ers. You can do this just by counting 
them. For example: maybe you have 57 
customers who get a 15% discount and 
13 who get 35%. Your chart might look 
like Figure 1.

Now dig into those bars. Who is in each 
one? Especially try to understand who 
is in the big discount bars. And why are 
they there? Do most of the larger cus-
tomers get free freight or do all the older 
customers get returns without restock-
ing fees? You might also look at which 
customers are in the little discount bars. 
Why are they there? This may help you 
understand how to get heavily discount-
ed customers back on track. Finally, de-
cide how much discount is okay. In this 
example, most of your customers get a 
15% discount. Maybe this is acceptable. 

Bringing Your  
Sales Force Onboard
Now that you know who has been get-
ting which discounts, it’s time to haul in 
your customers’ accomplices: your sales-
people. When long-time customer Smith 
wants to make sure he gets that annual 
volume discount even when he misses 
the volume target, whom does he call? 

Make a deal with your sales people to set 
some targets—like reduce all discounts 
by 20%. Or move half of the customers 
getting discounts greater than 15% to 
only 15%. Now set some dates by which 
your sales people will achieve these tar-
gets. 

And then have a lively discussion about 
how to do this. Do it over a working 
lunch. Sales personnel talk less when 
their mouths are full, but do be prepared 
to have whine with that lunch. After all 
the protesting, you can start to gather 
ideas about how the sales team can ac-
complish the new targets. You might 
offer to put 10% of the gains into a pool 
for those members who deliver the great-
est improvements. 

You’ll be delighted at the range and cre-
ativity of the ideas. Salespeople catch on 
very quickly; they’ll get it. If your pock-
ets are leaking, theirs are too. 

According to Donna L. Crane, Se-
nior Vice President of the Business 
Navigation Group, hidden discounts 
add up to a huge drain on your prof-
its. Here are some tips for bringing 
reason back into the process without 
having your sales team revolt. This 
article has been reprinted with per-
mission from the March 2007 issue 
of the Cincinnati Women’s Business 
Journal. You can reach Donna at: 
donna@biznavgroup.com.


