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To Win in Pricing, 
Broaden Your View

Focusing only on one area in pricing 
will not give companies the full benefits 
of a comprehensive pricing approach. 
In this article, the authors look at how 
business leaders can avoid the mistake 
of taking an overly surgical approach 
to pricing, acknowledge and under-
stand pricing interdependencies, and 
generate more value from their efforts 
in the area of pricing. This article also 
examines four components of pricing 
that can make an impact when they 
are addressed collectively. Julie Mee-
han is a Principal and Ed Johnson is a 
Senior Manager at Deloitte Consulting 
LLP. They can be reached at jmeehan@
deloitte.com and edwjohnson@deloitte.
com. 

Most companies think of 
price as a noun, not as a 
process. All employees 
can tell you (or find out) 

the current price for a given product, 
most can tell you the last time the price 
was changed, and some can articulate 
the reason for differences in the prices 
between products. However, very few 
employees can describe the process by 
which prices are developed, the gover-
nance involved in making pricing deci-
sions, or how pricing strategy supports 
their company’s overall objectives. 

One theme that unites pricing work 
with clients across industries is that 
long-term results can be improved when 
the price isn’t just “right,” but when 
pricing is managed as a well-defined 
discipline and a sustainable capability. 

In this article, we’ll look at how business 
leaders can avoid the mistake of taking 
an overly surgical approach to pricing, 
acknowledge and understand pricing 
interdependencies, and generate more 
value from their efforts in the area of 
pricing. Specifically, we’ll examine four 
components of pricing – elements that 
can make the difference when they’re ad-
dressed collectively. 

First things first
Setting price is clearly an important step 
to get value – but it’s not the only one. 
When companies implement an inte-
grated process that adapts dynamically 
as prices are set, distributed, negotiated, 
and measured, they can achieve incre-
mental benefits. 

Yes, it may require changes to the cur-
rent way of doing business, from rewir-In This Issue:
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ing sales commissions and updating 
service procedures to potentially rede-
signing processes and partner manage-
ment programs. But the effort is gen-
erally worth it. Focusing on execution 
– essentially the entire chain of events 
that is set in motion from the moment 
the organization determines the desired 
list price, all the way through to invoic-
ing – can help facilitate measurable, sus-
tainable results. 

Setting the price
Many companies use pricing “science” 
to determine willingness to pay and set 
prices accordingly. Other companies 
view themselves as price takers, allowing 
the competition or customers to dictate 
the price. Neither view is entirely correct. 
The science of pricing works when front-
line realities, such as competitive pric-
ing, customer preferences, cost consid-
erations, and a host of intangibles, shape 
the final price. 

For instance, using demand modeling to 
set prices should not stop with an esti-
mate of elasticity. That elasticity should 
be combined with information about 
marginal costs, brand strategy, competi-
tive strength, and category strategy to 
set prices that not only consider demand 
trade-offs, but also improve upon the 

businesses objectives goal (profits or oth-
erwise) given all the competing effects 
and considerations. 

This may sound theoretical, but in fact 
it’s tactical. Here’s what we mean.

Recently, a company took a two-catego-
ry business and built a pricing model to 
increase margin in one category, which 
was mature, and raise volume in another, 
which was growing. This category-level 
trade-off was consistent with the com-
pany’s overall strategy for the market: 
harvest margin in the declining market 
and grow share in the new market. It 
went much further than simply estimat-
ing how much volume would be lost or 
gained by a shift in pricing. 

The company also built different sce-
narios for pricing given a range of com-
petitive responses (match, meet half-way, 
lower, and so on). As a result, the compa-
ny monitored competitors’ prices nearly 
as closely as their own, making periodic 
adjustments based on these scenarios.

When another company’s raw mate-
rial costs had increased by 7 percentage 
points in a year, but pricing (gross and 
net) remained flat over the same period, 
they built a model that considered price 

elasticity, current product-level margins, 
and expected share impacts. 

Using these insights, the company was 
able to determine which products should 
bear the brunt of the price increase, and 
how aggregate profitability could be in-
creased with minimal margin loss during 
the price increase. Combined with ana-
lytics around market share and competi-
tor pricing, this information also helped 
the company decide whether to lead with 
price increases – or to look for market-
place signals before acting. 

Distributing a new price in 
the marketplace
The most effective price sometimes re-
sults from an advanced mathematical 
formula or by running a statistical pack-
age. But what happens after it is unveiled 
is just as important – and is based much 
more on fickle human behavior. What’s 
the best way to get a new price onto a 
price list? How should you get it into the 
hands of the sales force? How will it be 
displayed on thousands of store shelves 
around the world? 

These price distribution challenges can 
trip up even the most effective price-
setting exercise. At the same time, im-
provements in this area can generate a 1 
to 2.5 percent increase in revenues. Dis-
tribution is also important because it can 
shorten the time between price setting 
and implementation. This can help com-
panies get value faster and move when 
market conditions are still relevant. 

Take the case of a company that had 
originally planned to take more than 
four months to get a new price imple-
mented and into the hands of its sales 
team. This company also had a short-
handed corporate staff and a complicat-
ed pricing hierarchy involving 200 prod-
ucts, more than 50 price zones, and 12 
customer segments. 

Although they used demand modeling 
to set the most effective prices, the cor-
porate pricing team still had to go on a 
“road show” to convince the sales force 
to accept the new pricing guidelines. The 
sales force could then alter prices or ask 

A Question of Execution 
What happens after you set the price 
is every bit as important as the price 
itself. Here are some questions that 
can help your organization when it 
comes to execution. 

Price distribution
•	 How do I keep my prices current? 

•	 What information or tools should I 
communicate to sales?

•	 What tactics and policies need to 
be in place to execute prices at the 
field- or store-level?

Negotiation
•	 How do I provide all the informa-

tion to the field that is necessary to 
make the right pricing decisions?

•	 How much authority should my 
sales force and store managers 
have?

Measuring expectations
•	 Am I achieving the margin, reve-

nue, or market share I expected?

•	 Do I manage price exceptions con-
sistently or ad hoc?

•	 What is the compliance to expect-
ed price at the register, or at invoic-
ing?
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They also changed the metrics 
for the top sales executives – 
each received a specific 
objective related to pricing in 
their balanced scorecard, and 
were trained on the basics of 
pricing for value. 

for adjustments. Each adjustment meant 
the corporate team had to re-run their 
models to understand the aggregate im-
pact. Shortening that cycle was challeng-
ing. 

In four months, this company 
achieved a step-change in price 
distribution. First, they redesigned 
the pricing process to reduce time 
to completion from four months 
to three weeks. They were able to 
achieve these results not only by 
building a model that produced 
better initial results that were cali-
brated to the marketplace, but 
mainly by providing their corpo-
rate team with a tool to perform 
these internal negotiations with 
the sales organization on the fly. 

They also changed the metrics for 
the top sales executives – each re-
ceived a specific objective related 
to pricing in their balanced score-
card, and were trained on the ba-
sics of pricing for value. Now, each 
time the company sets new prices 
(an event that occurs about twice 
a year), it takes less than a month 
to realize more than $10 million in 
additional margin.

Sometimes price execution can 
be as simple as getting the right 
price tag in the right place, at the 
right time. In the case of one con-
sumer electronics retailer, this task 
proved to be much more complex 
than expected. Prices were chang-
ing on the more than 1,000 prod-
ucts in the stores at any given time 
on a weekly basis due to the highly 
competitive marketplace and fre-
quent promotions that dominates 
this sector. 

To complicate matters, this retailer had 
cut store labor budgets in a bid to protect 
margins in a down economy. As a result, 
the company didn’t have the requisite la-
bor force in place to correctly place price 
tags and signs on this weekly frequency. 

Meanwhile, store managers were re-
quired to match the lower of the adver-

tised or displayed price on any given 
product on any given day. 

After performing a series of audits on the 
stores, the company found that compli-
ance to actual weekly suggested pricing 

was less than 50 percent. To correct the 
problem, the retailer reduced the num-
ber of price changes allowed per store per 
week, and gave clear guidance to store 
managers on how and when to perform 
resets and audits. 

As point of sale price overrides started 
to fall, the margin savings (annualized) 
from this simple change totaled in the 
millions.

Negotiating an  
even better price
Once a price is distributed in the organi-
zation it must be communicated to cus-
tomers. This step often involves conces-
sions from the sales force, or some form 

of discretionary spending offered 
as an olive branch alongside any 
increase in price. Providing a tool 
to the sales force, or even educat-
ing the other parties on the ben-
efits of value pricing, can signifi-
cantly increase the benefits and the 
“stickiness” of a price change. 

In one case, a large consumer 
packaged goods company used 
data it was getting from one of its 
largest retail customers not to pro-
duce the most effective B2B price 
for itself, but an effective B2C 
price for the retailer. This made ne-
gotiations easier since both partici-
pants’ margins would be increased 
with the pricing action. And the 
results were significant – more 
than 1 percent of retail revenue as 
additional margin would be shared 
between the parties. 

Win-win outcomes are not always 
possible, and tough negotiations 
are sometimes necessary. In an-
other case, analytics insights sug-
gested that a manufacturing com-
pany exit an entire line of business 
with a specific channel partner, 
setting up what would likely be a 
series of bruising negotiations. But 
by modeling both the distributor’s 
and the manufacturer’s profitabil-
ity, the company was able to inject 
hard facts into the conversation. So 
the distributor was able to clearly 
see the losses being sustained by 

the manufacturer in one business unit, 
not only making it easier to reach an 
agreement to terminate, but allowing 
both parties to negotiate a more profit-
able contract for the remaining lines of 
business. The resulting improvement in 
margin in that case was 2.5 percent of 
in-scope revenue.

Managing and measuring 
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expectations
There are two familiar adages that apply 
in the world of pricing. One is, “I can’t 
manage what I can’t see.” The other is, 
“What gets measured gets done.” 
Take them both in stride. Pricing 
analytics requires data – the more 
the better. But often the data 
that’s required is simply not man-
ageable in common spreadsheet 
applications. Connecting that 
data in a rich repository – a prof-
itability “cube,” so to speak – can 
allow companies to see their busi-
ness in new and different ways. In 
the same way, product profitabil-
ity can be measured at a sales per-
son, channel, or customer level. 

For example, one retailer used 
their records to determine that 13 
percent of their customers were unprof-
itable. Analysis of those customers’ be-
haviors helped show the types of promo-
tions they typically purchased, and what 
regions/store clusters they shopped at 
and when. This helped the company and 
its channel partners design promotions 
for the current year to attract customers 
more likely to blossom into profitable re-

lationships. Creating visibility into cus-
tomer behaviors can help lead to a more 
profitable outcome.

Internal measurements and metrics are 

also more important than ever before. 
One company created specific metrics 
for each of about 4,000 salespeople based 
on their books of business. Goals ranged 
from product mix suggestions to dis-
count guidelines to allocation of sales 
resources and were based on in-depth 
analyses of internal benchmarks. Perfor-
mance measurements were published on 

a bimonthly basis using a profitability 
cube like the one described above. The 
results were significant. 

After a period of change and acceptance, 
benefits began to accrue and exceeded 
expectations. Salespeople would vol-
untarily sign up to be reviewed by 
their superiors for having hit or ex-
ceeded their targets. The company 
achieved an additional 0.7 percent of 
sales (in addition to other initiatives) 
from other improvements that would 
not have been possible without this 
level of measurement and communi-
cation with the sales force.

Pulling it all together
A model that generates the most ef-
fective price is just that – a model. It 
doesn’t always take into account the 
nuanced ways that prices are distrib-

uted, negotiated, and measured. Focus-
ing only on one area in pricing will not 
give you the full benefits. Consider the 
specific elements we’ve outlined in this 
article and have a plan for connecting 
the dots. 

After a period of change and 
acceptance, benefits began 
to accrue and exceeded 
expectations. Salespeople 
would voluntarily sign up to 
be reviewed by their superiors 
for having hit or exceeded 
their targets. 



 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 2012 5

Modeling the Effect of Price on Choice:
 A Global Market View

The goal of every pricing strategy is to 
develop a price point that will incent a 
consumer to buy your product. Whatev-
er the strategy, an influential price point 
is needed. But how should companies go 
about finding the ideal price point? In 
this article, the author explains different 
research and data analysis approaches 
to this process. Author Walter R. Pac-
zkowski, Ph.D. is the founder and 
president of Data Analytics Corp. He is 
currently on the faculty of the Depart-
ment of Economics, Rutgers University 
(Adjunct) and formerly with the De-
partment of Mathematics & Statistics, 
The College of New Jersey (Adjunct). He 
can be reached at walt@dataanalytic-
scorp.com.

The end game of any pricing 
strategy is to design or develop 
a price point that will incent a 
consumer, whether a consumer 

per se or a business buyer, to buy your 
product. The strategy could have a com-
plicated structure with a different price 
point for different segments or some oth-
er feature of the purchase process (e.g., 
time of day). Whatever the strategy, in 
the end a price point is needed. 

That price point tells the consumer how 
much she is being asked to give up in 
order to buy the product. That price will 
be compared to other prices in the mar-
ket for a wide range of products, includ-
ing products the consumer could use 
in place of your product. Those other 
products that could be used in place of 
your product may not, and probably are 
not, exactly the same as yours, but they 
will have similar features – or attributes 
– that will make them viable alterna-

tives. These attributes define the product. 
In addition to price, they could be size, 
packaging, durability, and availability of 
a warranty, to mention a few. The price 
point, along with these other attributes, 
will help the consumer decide to buy 
your product or someone else’s product. 
If the consumer judges those non-price 
attributes to be more-or-less on par with 
your product’s attributes, then it will be 
the price that will drive the purchase 
decision. Otherwise, the consumer will 
trade-off the price for the value they 
place on the other attributes.  For exam-
ple, they may be willing to pay a higher 
price if the warranty period is twice as 
long as any other warranty period. 

Not only does the consumer consider 
these other products and their prices, but 
she also considers whether or not she has 
the income to support the price you ask. 
Basically, can she afford it? In addition, 
she has to judge if the product, based on 
its current attributes, fits her lifestyle, 
habits, views of the world, and other id-
iosyncrasies. If not, then she just won’t 
buy it. 

Your cost of producing the product is 
not important for the consumer. Neither 
are all the decisions you have to make 
to bring the product to market, deci-
sions regarding production methods, 
distribution, and promotion. The only 
things that matter for the consumer are 
the price point, what else is available in 
the market, and her own characteristics, 
strengths and foibles. 

But how do you find that price point to 
incent the consumer to buy your prod-
uct? 

Finding the Best Price Point 
Finding the best price point is not a 
trivial task. Some use “intuition” or “gut 
feel.” They think they know the mar-
ket and what the traffic will bear. And 
depending on the market (i.e., its size, 

competitiveness, geographical span), they 
may be right. But generally, their price 
will probably be far from the best. 

While some rely on gut feel, others rely 
on data using either simple, naive analy-
ses or models, while still others will use 
sophisticated analyses or models. 

Regression Models 
Regression models of varying degrees of 
complexity are very popular sophisticat-
ed ways of finding the best price when a 
database of purchase histories and prices 
are available. These models use the avail-
able data to extract relationships regard-
ing what did happen in the past, without 
regard to new developments or possibili-
ties. If trends don’t change significantly 
in the market and consumers are very 
stable in their purchase patterns, then 
these regression based models are suffi-
cient. 

Discrete Choice Models 
Discrete choice models are another 
popular sophisticated way for modeling 
consumer choice when different product 
configurations and competitive offerings 
need to be tested – along with the associ-
ated price points.  Although these mod-
els can be used with databases of pur-
chase histories, if the data are not at the 
individual consumer level, they are most 
often used with survey data. 

A discrete choice study proceeds by opti-
mally combining discrete levels of prod-
uct attributes, including price, to form 
hypothetical products, sometimes called 
alternatives, that could appear in the 
market.  Immediately from this point 
alone, these models have a distinct ad-
vantage because they can be used to test 
products that do not yet exist. 

These hypothetical products are grouped 
into sets called choice sets. The choices 
sets are presented to a consumer one-
at-a-time and the consumer is asked to 
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Figure 1: Product Choice Global Modeling Dimensionsselect one product from each set. 
The probability of a product being 
selected is estimated from the re-
sulting choice data and the product 
attributes. 

This is the general way a discrete 
choice study is conducted.  It 
works well and is very powerful, 
especially for pricing. However, 
there are two broad (implicit) as-
sumptions that may create havoc if 
violated. 

Assumption I: 
Homogeneous 
Consumer Attributes 
The first implicit assumption is 
that consumers are homogeneous 
so that any consumer attributes 
(gender, income, race/ethnicity) 
will have no effect – they’re con-
stants that wash-out in estimation. Basi-
cally, they are not alternative-specific at-
tributes, being the same no matter what 
alternative is considered and therefore 
having no effect. This is unfortunate. 

Take income as an example. For any one 
consumer, his/her income is an impor-
tant factor for deciding to buy some-
thing, as noted above.  But it will be 
the same no matter which alternative 
in a choice set is selected. Since income 
is unchanged, it will have no variation 
and therefore no effect; it’s irrelevant for 
choice in this framework. 

These variables are sometimes called 
individual-specific variables. If it’s be-
lieved that they affect the likelihood of 
purchase, the “take rate,” then they have 
to be included in the model. 

Assumption II: Irrelevant 
Market Conditions 
The second implicit assumption is that 

market conditions do not matter for 
choice. Consumers are assumed to tran-
scend these conditions and think about 
the products in an ideal situation com-
parable to the physicist’s vacuum or fric-
tionless plane.  Potential unemployment, 
inflation fears, and rumored new prod-
uct introductions by other market play-
ers are not assumed. 

If it’s believed that these factors affect the 
take rate, then they also have to be in-
cluded in the model. 

A More Global Perspective  
is Needed 
The reality is that consumers do not 
make product choices in a vacuum. They 
do consider their own characteristics and 
idiosyncrasies as well as trends, patterns, 
and developments (current and potential, 
real and perceived) in the marketplace as 
we discussed above. 

Discrete choice models are powerful, 

but their power can be reduced, or 
even negated, by overlooking these 
other two dimensions to choice. 
Three dimensions of attributes – 
product, consumer, market – must 
be considered.  This means that the 
discrete choice framework must 
be expanded to include them. A 
mixed logit model is one extension 
of the traditional discrete choice 
model for handling these other di-
mensions. 

Mixed Logit Models 
The workhorse model for a dis-
crete choice study is a logit model. 
This is in the regression family but 
slightly different in that it deals 
with a discrete dependent variable. 
Because of this, it produces an esti-
mate of the likelihood or probabil-
ity of someone buying a product. 

This likelihood can be, and often is, in-
terpreted as a take rate, share of prefer-
ence, or market share. 

In its simplest form, the logit model just 
has product attributes as the independent 
variables. An extension called the mixed 
logit model incorporates a wide array 
of factors as independent variables, fac-
tors that reflect the consumer and mar-
ket condition in addition to the product 
attributes. This broader base allows the 
pricing analyst to examine the impact of 
a wider array of factors on take. 

Conclusion: Consider the 
Broader Picture 
For your next choice study for pricing 
your product or service, consider using 
a mixed logit framework. This will give 
you a much more comprehensive picture 
of your market potential.  

Pricing Strategy

Product 
Choice

Product Attributes

Product Choice
Global Modeling Dimensions
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Successfully implementing value-based 
approaches to pricing can result in 
massive improvements in profits.

The Real Price Objective
No matter what you hear about the 
right way or the wrong way to price, 
the most important thing to remember 
when developing a pricing strategy is 
your reasoning and objectives for chang-
ing your pricing approach. At the end 
of the day, the only thing that matters 
is whether an organization can achieve 
sustainable improvements in profits due 
to improving pricing capabilities, as the 
author explains. Mark Burton is Co-
Founder and Vice President of Holden 
Advisors, Co-author Pricing with Con-
fidence: 10 Ways to Stop Leaving Mon-
ey on the Table, frequent PPS Speaker, 
and Presenter of the “Pricing Certainty 
in Uncertain Times” online work-
shop, currently available at www.Pric-
ingSociety.com. He can be reached at 
mburton@holdenadvisors.com. This ar-
ticle appears as published on the Holden 
Advisors’ blog: http://www.holdenadvi-
sors.com/holden-interactive/blog/.

Like any ideology, blanket state-
ments about the “right way” or 
the “wrong way” to price are pro-
vocative but rarely useful when 

practitioners attempt to apply them.  I 
worry that for many, the concept of 
“value-based pricing” is becoming more 
of ideology than a productive means for 
improving business performance.  The 
reality of implementing changes in pric-
ing approaches is far messier than simply 
saying that companies should go out and 
understand value to customers and then 
price accordingly.

The truth is that the overwhelming ma-
jority of companies are currently using 
some form of cost or market-based pric-
ing today.  It is also true that by objective 
financial standards, there are many very 
successful companies where value-based 
pricing has had little to no impact.  

At the end of the day, the only thing 

that matters is whether an organization 
can achieve sustainable improvements 
in profits due to improving pricing ca-
pabilities.  In short, the objective is to 
make more money, not implement value-
based pricing per se.

Having said that, the majority of firms 
selling into B2B markets should have a 
plan to move most of their offerings to 
a value-based approach.  In many situa-
tions a value-based approach is the one 
that will maximize both revenues and 
profits.  In this light, the drawbacks to 
pure cost-based and reactive, market-
based pricing are significant.  On the 
other hand, each day you go to war with 
the army that you have, not the one that 
you wish you could have.  That means 
in the short to medium-term most firms 
need to make improvements to their cur-
rent pricing approaches and prepare the 
rest of the organization for the ultimate 
move to value-based pricing.

This move is a non-trivial journey. At the 
strategic level, it requires new skills in 
being able to quantify customer value, 
using value insights to create an array of 
high to low-value offerings, and creat-
ing new pricing strategies and models.  
At the tactical level, it requires training 
the sales organization on how to work 
with customers 
to analyze value 
and to stand their 
ground by forc-
ing price-value 
trade-offs during 
negotiations.  It 
requires creation 
of tools to enable 
the new sales pro-
cess and it requires pricing professionals 
and processes to set prices a new way and 
to maintain price integrity in the midst 
of tough negotiations.  First and fore-
most, it requires an executive leadership 
team that will support these changes and 
help the organization hang tough when 
the new approach is tested by customers.

In the meantime, the firm still has to 
price offerings and deals and make 
money.  So for many, no matter what 
theory says, that means getting better 
at cost-based and market-based pricing 
approaches.  Simply improving the ac-
curacy of the costing data used to make 
pricing decisions will help.  Including 
an assessment of opportunity costs into 
your pricing decision-making will help.  
Understanding, even on a qualitative 
basis, where your offerings provide more 
or less value than the competition helps 
as you can adjust your cost multipliers or 
target prices accordingly.

Finally, the first test for many organi-
zations is trying to kick the discount-
ing habit.  If you can’t do this, all of the 
work to transform your pricing approach 
is a waste of time.  For most companies 
this first step may have nothing to do 
with value-based pricing.  It usually be-
gins with a process of putting together 
some simple scatter plots or doing some 
waterfall analysis and then addressing 
the biggest drivers of price and margin 
leakage.  It is purely tactical in nature – 
and when well-executed, very profitable.

Successfully implementing value-based 
approaches to pricing can result in mas-
sive improvements in profits.  Interim 

steps are also quite profitable.  No mat-
ter what your pricing approach is or what 
you want it to be, it’s a commitment to 
the pricing journey that’s important.  
With that commitment, firms will see 
continuous improvements in financial 
performance as they improve their pric-
ing maturity.
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Post-Merger Pricing: The Secret to Successful Integration 

Experience shows that the success of 

mergers and integration hinges on one 

key factor: pricing. Post-merger pric-

ing strategies and the reinforcement of 

pricing power can mean the difference 

between the successful creation of a new 

company and a very expensive failure. 

In this article, the author outlines the 

key factors for a successful post-merger 

price integration. Author Stefan Herr is 

a Partner at Simon-Kucher & Partners 

(stefan.herr@simon-kucher.com or +49 

228 9843 202).

Your merger/acquisition has been 
announced: What’s next? Will 
your vision for the integrated 
result of two formerly separate 

companies, let’s call it NewCo, become 
reality in the near future? Will volume 
gains be on target? Will customers re-
main loyal? Can your sales force avoid 
internal turmoil during the integration? 
What strategies will prevent prices from 
being dragged down? How will you se-
cure top-line growth?

In this article, we will outline a new ap-
proach to the complex challenges of inte-
gration that ensure acquisitions result in 
lasting success. Behind every successful 
business integration there are untapped 
margins. There is a lot more at stake 
than the usual cost synergies. 

Synergy is the magic word in every 
merger or acquisition. Cost synergies, 
found in economies of scale, purchasing, 
shared efforts in R&D, logistics efficien-
cies, overheads, etc., are usually easy to 
achieve. Revenue synergies, however, are 
harder to realize, but their impact on the 
NewCo’s global economic success, cer-
tainly in terms of opportunities or risks, 

can be much stronger. 

Smart integration leads to 
pricing power
Once a merger/acquisition is completed, 
most NewCos tend to become embroiled 
in internal issues such as scenarios for re-
structuring the new business. However, 
the real challenges for top-line growth lie 
elsewhere. If at the end of the integration 
process the number of customers has de-
creased massively, the negotiated prices 
are lower, or the product mix has shifted 
toward lower-value products, then the 
acquisition can be considered unsuccess-
ful. 

Experience shows that success (i.e. the 
creation of tangible value) hinges on 
one major factor: the reinforcement of 
pricing power. In other words, the com-
pany must be able to make customers 
accept higher prices or, at least, avoid 
decreases by holding on to existing price 
levels. 

Unfortunately, very few companies man-
age to achieve real revenue synergies in 
the two years following the acquisition. 
It’s a difficult task. As soon as the deal is 
publicly announced, customers — even 
the most loyal ones — will try to rene-
gotiate contracts. They will try to drive 
prices down to the better of their two 
current contracts, ‘cherry picking’ the 
best prices from each vendor. Custom-
ers and competitors alike will attempt to 
take advantage of the post-merger vacu-
um effect in which sales forces are wor-
rying about their jobs and sales manage-
ment of both companies can be tied up 
in endless integration meetings.

Key factors for a successful 
post-merger price 
integration 

Customers: Minimize the risk of busi-
ness erosion
From the very beginning it is crucial to 
keep the risk of customer losses under 
control by:
•	 Employing methods to avoid any 

downward migration of prices
•	 Identifying problematic price differ-

ences
•	 Giving priority to both high-value 

and loyal customers 
•	 Acquiring and deploying effective 

monitoring tools

Products: Pick the best out of both of-
fers
Product offers must be pooled and con-
sistently positioned. It would be a major 
mistake to simply set both portfolios side 
by side and maintain prices. Rather, it is 
more effective to:
•	 Conduct a thorough analysis of the 

target positioning for each segment 
•	 Understand customers’ willingness to 

pay
•	 Ensure consistency between price and 

performance levels
•	 Introduce common price level KPIs 

Process: Drive the sales force differ-
ently
The integration period provides a unique 
opportunity to create positive competi-
tion among the sales forces. Additionally, 
innovative methods can be used to moti-
vate and lead newly formed sales teams. 
The ultimate goal is to strengthen the 
NewCo’s pricing power by:
•	 Identifying the best performing sales 

reps and securing their loyalty 
•	 Boosting internal competition and 

spreading best practices
•	 Introducing price defense as a sales 

force target
•	 Tracking changes with relevant KPIs
•	 Aligning sales goals/targets

Conclusion 
The integration of two companies is a 
unique opportunity to boost margins, 
yet very few companies manage to suc-
cessfully take advantage of this opportu-
nity. A CEO of a Fortune 500 company 
has recently commented: “If the New-
Co hasn’t gained any pricing power by 
the end of the integration process, then 
the project can be considered as a fail-
ure.”  


