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Strategies and Tactics to  
Optimize Your B2B Price Matrix

Much of the emphasis on pricing in the 
past decade has focused on improving 
the profitability of negotiated sales. This 
article explains how leading companies 
are taking an innovative approach to 
reclaiming lost profits on the non-ne-
gotiated side of their business as well. 
Author Barrett Thompson is a veteran 
business strategist and profitability con-
sultant at Zilliant Inc. where he leads 
the Pricing Excellence group. He has 
over two decades of experience helping 
B2B manufacturers and distributors 
improve their margins and enable more 
profitable growth. Mr. Thompson can 
be reached at Barrett.Thompson@ 
zilliant.com or at 678-610-3190.

In many businesses it’s common to 
find 30 to 60 percent of corporate 
revenues being priced through non-
negotiated price mechanisms such 

as a price matrix or price grid. But there’s 
one big problem that shows up and robs 
the price matrix of its full potential. In 
the typical approach to managing matrix 
prices, the goal is all wrong. The unstat-
ed objective of the program is to reduce 
the complexity and effort for the people 
involved in the management process, 

rather than to maximize the financial 
benefit to the organization for using ma-
trix pricing, resulting in an unavoidable 
and significant margin dollar loss.

How does this happen? Well, the number 
of active price matrices within a business 
might be several dozen and the number 
of SKUs governed by each matrix could 
be in excess of tens-of-thousands so it be-
comes incredibly complex, tedious, and 
error-prone to keep millions of discrete 
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PPS Happenings Serving the Pricing Community Since 1984

Upcoming Events
t New PPS Online Courses

• “Quantitative Methods that Help to Optimise Your Pricing” – Stephan 
Butscher

• “The Fundamentals of Pricing in the Life Sciences” – Juan Rivera, Heather 
Steinfield, and Nick Keppeler

• “The Fundamentals of Services Pricing” – Alfred P. Hahn
• Click on http://pricingsociety.com/Page/5764/2009_Online_

PricingCourses.aspx for a full list of available courses

t 21st Annual Fall Pricing Workshops & Conference
• The Palace Hotel, San Francisco, California – October 27-29, 2010

t 6th Annual Conference in European & Global Pricing
• Sheraton Brussels Hotel, Brussels, Belgium – 16-17 November 2010

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Greatness: The Key to 
Accelerating the Recovery

Using Win-Loss Analysis to  
Better Align Price Settings  
with Market Realities
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price points accurate as costs change, as 
products are added and removed from 
the catalog, and as competitors make 
price moves. As a survival mechanism, 
those who manage price matrices seek 
leverage by controlling large sets of prices 
with overly-simplistic formulas, or they 
identify a few priority areas that will get 
most of the pricing attention while the 
rest of the matrix is ignored. 

The Cost of Convenience
One distributor of high-tech electron-
ics has 21 price matrices operating 
in their business. They carry over 
170,000 SKUs and replace about 
35 percent of that number each 
year due to obsolescence – a virtual 
nightmare when it comes to man-
aging SKU-level prices for their 
four-person pricing department. 
As a result, they settled on man-
aging their price matrix through 
the use of broad vendor-level price 
policies such as, “All Hewlett-
Packard Printers will be priced at 
28 percent off Mfr. List”. Hewlett-
Packard sells over 179 models of 
printers with list prices ranging 
from $50 to more than $750 dol-
lars. Does anyone really believe 
that every one of those printers 
has a value to the end-customer of 
exactly 28 percent off Mfr. List? 
Couldn’t there be certain models 
that are valued more than this im-
plied price point because of special 
features or because they got a great 
review in a technology magazine? 
Of course, but it’s not possible to 
capture that value as incremental mar-
gin with this simplistic price-setting ap-
proach. Couldn’t there be other models 
that are valued less because they’re highly 
commoditized? Certainly, yet the one-
size-fits-all price policy is driving away 
profitable sales for such models. 

Finite human resources, rules-of-thumb 
thinking, and spreadsheet-based tools 
put a hard limit on price matrix success. 
Recently, technology-enabled pricing 
science has overcome these limitations, 
and is creating breakthrough oppor-
tunities for profitably managing price 
matrices by focusing in three key areas: 

Matrix Structure, Customer Assign-
ment, and Price Point Optimization.

Define Your Price Matrix 
Structure with Scientific 
Accuracy
Structure is any factor other than the 
SKU itself that makes one price point 
in the matrix different from another. 
Factors such as Sales Region, Customer 
Type, and Order Quantity are common 
examples. Each of these factors is called 
a dimension, and a set of dimensions 

forms what is called the structure of the 
matrix. If data analysis shows the mar-
ket expects discount levels to conform 
to Customer Annual Spend, structure 
your matrix to distinguish between ap-
propriate Spend levels and you won’t put 
your larger customers at risk by overpric-
ing them. Or, if analysis shows the mar-
ket will pay a few points more when you 
provide a higher level of customer-service 
during the buying process–for example, 
when you have a dedicated technical rep 
to assist the customer with product selec-
tion or application–include a service level 
dimension in your structure, and collect 
the associated price premium whenever 

these transactions occur.

The first rule of price matrix structuring 
is this: Use science to identify matrix 
dimensions that line up with how the 
market actually responds to price. Put 
another way, find out what your custom-
ers are sensitive to when it comes to price 
response–the reasons you can charge 
a higher price, or must charge a lower 
price–and build your matrix structure 
around those things. The reason is sim-
ple: You can only vary your prices along 

the dimensions of the structure, 
so if your structure can’t isolate 
the conditions where the market 
wants to give you more price, or 
demands that you take less price, 
then you can’t truly price to the 
market! Unfortunately for many 
businesses, their price matrix 
structure is driven by non-price 
considerations such as finan-
cial reporting conventions or the 
structure of the Sales organiza-
tion itself.

After identifying the dimensions, 
you must discover the hidden 
breakpoints along each dimension. 
Breakpoints are those places where 
a naturally occurring level or strata 
exists. For example, if we have iden-
tified Customer Spend as an impor-
tant dimension we must divide the 
range of observed spends into a set 
of distinct levels and ultimately de-
fine a price point for each of those 
levels within our matrix. Advanced 
statistical techniques should be used 

to answer two questions accurately:

1. How many breakpoints are really pres-
ent in my market?

2. What are the exact values where those 
breaks occur?

A science-based result is quite different 
than the “declared” breakpoints used in 
the past. Instead of arbitrary Small/Med/
Large designations with predictable val-
ues like $10K, $100K and $1M as the 
Customer Spend levels, we’re likely to 
see more levels and fairly unconventional 
breakpoint values. Perhaps there are actu-

“All Hewlett-Packard Printers will 
be priced at 28 percent off Mfr. 
List” ... Does anyone really believe 
that every one of those printers 
has a value to the end-customer of 
exactly 28 percent off Mfr. List?
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ally six levels operating in the market with 
annual spend values of $3.8K, $17.1K, 
$24.9K, $118K, $464K, and $1.14M. 
Only science can find these levels.

Assign Customers to Your 
Matrix Deliberately
Scientific discovery of the matrix struc-
ture is critical, but there’s an equally 
big hole that must be plugged in your 
operational procedures if you’re serious 
about price matrix profitability: Assign 
customers to the matrix carefully and 
deliberately, and stick with those as-
signments. Generally speaking, there are 
three basic criteria for how matrix as-
signments can be made: 

• Demographic-based assignment. This 
assignment approach is based on cus-
tomer demographics—inherent traits 
about the customer which rarely, if ever, 
change. For example, the customers 
Vertical Industry, or their Geography 
may determine which matrix they are 
permitted to buy from.

• Performance-based assignment. This 
assignment approach places an emphasis 
on the sales interaction between you and 
your customer. Such things as Customer 
Spend, Product Mix of high/low margin 
products, or Portfolio Breadth can gov-
ern who is assigned to which matrix.

• Customer-choice assignment. This 
assignment approach lets the customer 
express what’s most valuable to them in 
the relationship. Do they want Free Ship-
ping, or Net +60 days payment terms, 
or a dedicated technical representative 
to assist them with product selection or 
integration? Price matrices which recover 
these costs-to-serve can be constructed 
and customers assigned accordingly. 

It’s useful to apply combinations of these 
criteria to the matrix assignment. For 
instance a multi-dimensional assignment 
based on Customer Spend (performance 
based), the desired Shipping and Pay-
ment terms (customer choice), and Verti-
cal Industry (demographic based).

With any assignment approach, you’re 
likely to experience significant pressure in 

the form of “end-arounds” to the matrix 
assignments as some people go through 
back doors and re-assign customers to 
whichever matrix has the prices they want, 
without regard to the assignment rules. 
Companies who attempt to clean up their 
matrix business by mass re-assignments, 
while lacking sufficient enforcement of 
those assignments, routinely find that a 
few months later the majority of their cus-
tomers have mysteriously migrated onto 
the lowest prices available and taken mil-
lions of margin dollars with them. 

Of course, there are legitimate cases where 
a reassignment should be made. Just be 
sure to consider the impact of that reas-
signment as seriously as other types of 
price exceptions given in the business. 
Consider your negotiated business as a 
benchmark. What kind of analysis and 
approvals are needed for special pricing on 
spot-deals or long-term agreements? Think 
of it this way—spot deals may affect a 
handful of SKUs for one order, agree-
ments may affect a few hundred SKUs for 
up to 12 months, but getting reassigned to 
a different price matrix can affect tens-of-
thousands of SKUs for a very long time. 

Optimize the Individual 
Prices Within Your Matrix
Recall the earlier example about a high-
tech distributor who used a single price 
policy to set prices for almost two hun-
dred distinct products. When you must 
pick one price policy that spans such a 
broad range of products, you’re going to 
run into the Goldilocks syndrome–re-
sulting price points are going to be ‘too 
hot’ for some products,’ too cold’ for oth-
ers, and ‘just right’ for only a handful of 
products that are governed by that policy. 

The only way around this issue is to do 
what is unthinkable if you’re not en-
abled with the proper science and tech-
nology: Manage your matrix pricing at 
the SKU level. This is the most powerful 
driver of margin lift available in matrix 
pricing—increase the granularity of the 
prices within the matrix itself. Because 
of the Goldilocks syndrome, it’s often a 
waste of time to refine matrix prices for 
policies above the SKU level. Although 
above-SKU pricing policies are easy to 

articulate, easy to process, and easy to 
change, they stand solidly in the way of 
the margin dollars you’re after because 
they are, in effect, the blunt instrument 
of pricing when the opportunity is call-
ing for a sharp scalpel.

Many of you are probably thinking, 
“Wait a minute... If I move to SKU level 
prices, then instead of having to define 
and coordinate a few thousand price poli-
cies or values, I’ll have to manage millions 
of price points... There’s no way I can do 
that.” Fortunately, the pricing science 
and technology available today can shield 
you from handling these millions of price 
points directly while still achieving your 
objectives. A properly configured price 
optimization engine will understand the 
high-level objectives and constraints of 
your matrix program and generate those 
millions of market-aligned price points 
automatically. This gives you the advan-
tage of the single most powerful profit 
driver—SKU level prices within the ma-
trix—while you think about managing 
the business at a much higher, and much 
more effective, level.

Why Wait?
For the high-tech distributor who ap-
plied these strategies the rewards have 
been very worthwhile. After modify-
ing their matrix structure and customer 
assignment rules to include Customer 
Spend with seven scientifically validated 
spend levels, and a customer-choice op-
tion for sales service and shipping charg-
es, calculating optimized prices in the 
matrix for all SKUs yielded an immedi-
ate incremental gain of 10 percent gross 
profit dollars above comparable rates for 
a control group; an improvement that 
returns over $27M in recurring profits 
to the business each year.

Managing price matrices to maximize 
profitable growth instead of minimize 
operational hassle is possible with recent 
breakthroughs in pricing science tech-
nology. A balanced approach to proper 
structuring of the matrix, customer as-
signment to the matrix, and price-point 
optimization within the matrix is the best 
way to generate and preserve the value 
through your price matrix program.




