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In this article, the author presents a methodology for managing an important aspect of price man-
agement: the Tariff Consistency Index*. Tariff consistency is the correspondence between the prices 
of a given line of products or services in relation to the costs of production and the customer’s value 
perception. The author believes that the methodology proposed in this article will contribute to the 
analysis of prices in companies and is a key element to take into account in daily pricing decision 
making processes. Carlos Hugo Barbery Alpire is an Economist DAEN and an instructor in price 
management and business management. He can be reached at hugo.barbery@gmail.com.

Tariff Consistency Index

P
rice management is one of the lines of knowledge that is 
taking shape with increasing importance within business 
management. The customer is more demanding in terms 
of the concept of quality and of course, based on this, 

gives value to what is offered as the solution to his or her needs.

The client is not interested in the costs that companies 
incur to offer solutions. Therefore, the great challenge in 
price management is focused on making the client aware of the 
value that is being provided with a particular solution offer to his 
or her needs.

Within all of price management there are a number of consider-
ations that must be taken into account to determine a price: the 
costs, the value that the customer attributes to the product or 
service, the competition, the types of customers and how to reach 
these customers (which is related to the concept of segmenta-
tion), the name of the supplier, etc. This is important because, 
although it is difficult to keep all clients satisfied, what is certain 
is that clients should not feel treated differently from others who 
consider themselves to share homogeneous characteristics.

Roberto Mendoza had acquired a new state-of-the-art television 
set to better appreciate the European football matches he was 
so passionate about, especially with the transfers of players that 
had taken place after the World Cup in Brazil, which made the 
European leagues more attractive, at least in 2014-2015. Great 
was his surprise when, on a Saturday afternoon for the Madrid 
derby, he went to the home of Aníbal Tórrez, his childhood friend, 
and his friend had purchased exactly the same TV and in the 
same store, but at 12% cheaper price and with free home de-
livery. When Roberto Mendoza questioned the Store Manager, 
annoyed at feeling of being treated differently, he received the 
following explanation: 

“Mr. Torrez acquired the television two months before the begin-
ning of the World Cup and benefited from a selective discount 
of 6% for each month prior to the World Cup. You bought your 
television 48 hours after the end of the World Cup, so naturally 
you could not benefit from any discount. On the other hand, you 
should consider that Mr. Torrez buys in this store on a regular 
basis for his restaurant chain, so the home delivery was only 

a courtesy and as we are interested to keep all our customers 
satisfied. I will offer you the 12% discount that you did not have 
in the purchase of your TV if you buy any of these new comput-
ers that we just received today and that will be launched on the 
market next week, naturally with a price 12% higher.” 

Although Roberto Mendoza did not acquire any computer, he left 
the store a little more satisfied with the explanation. In products 
of mass consumption or contracted services, whose character-
istic is recurrence, it is difficult for this type of situation to occur 
like in Roberto Mendoza’s case, so if the customer feels treated 
differently, it will be visible through cancellations in the case of 
subscriptions for services or reduction of direct sales in the case 
of products of mass consumption.

For this type of case, one criterion that should be stud-
ied is the consistency of offered prices, also known as 
tariff consistency. Tariff consistency is nothing more than the 
correspondence between the prices of a given line of products 
or services, with the costs demanded by such offers, under the 
assumption that the difference between costs and price is the 
value that is understood to be given by the customer to the so-
lution offered, from the economic perspective also known as 
profit margin.

The methodology of price consistency analysis presented in this 
situation must be analyzed taking care of certain aspects that 
may lead to its distortion and therefore produce results that lead 
to erroneous conclusions. For example:

• It does not apply to products or services that are subject 
to regulation or the establishment of minimum or maximum 
prices.

• It does not apply if there are different conditions in the type 
of offer. For example: if a supermarket has a line of sham-
poo products in different containers, it should be analyzed 
for each distribution point, since the cost of transport from 
the factory to each of them is different, which distorts the 
analysis.
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• Each product or service line must be analyzed separately, 
so it is not correct to achieve an overall indicator, since each 
product or service line has its own peculiarities.

In this way the Tariff Consistency Index for a product or 
service line would be given by: 

“The incremental value between; the quotient between the sum 
of the effective price of the next tariff category in relation to the 
effective price of the present tariff category and the sum of the 
effective cost of the next tariff category in relation to the effective 
cost of the present tariff category; and the unit.” 

This is expressed in the following equation: 

Where:

ICT = Tariff Consistency Index

Pe = Effective Price

Ce = Effective Cost

CTi = existing Tariff Category

CTi+1 = next Tariff Category

Subject to the following restrictions:

PeCTi+1 > PeCTi & CeCTi+1 > CeCTi

n ≥ 4

The results that reflect the ICT computation have the fol-
lowing interpretation:

ICT = 0.00 → Perfect Tariff Consistency

ICT > 0.00 ; ICT ≤ 0.10 → Convenient Tariff Consistency

ICT > 0.10 ; ICT ≤ 0.25 → Moderate Tariff Consistency

ICT > 0.25 ; ICT ≤ 0.50 → Disperse Tariff Consistency

ICT > 0.50 → Non-existent Tariff Consistency

Depending on the degree of tariff consistency resulting from 
each particular analysis, it may have different interpretations in 
relation to the measures to be taken in order to have a tariff con-
sistency that maximizes the profitability of the company in that 
line of products or services and at the same time captures the 
greatest value for the customer.

To exemplify the methodology, the hypothetical case of a super-
market that in one of its branches has a shampoo line with five 
varieties (tariff category) according to the type of packaging and 
dimension offered will be presented. The situation can be seen 
in the Figure 1.

The results of the above example reflect that its ICT=0.0729 
which means that it is equivalent to a suitable tariff consistency. 
However, it reflects a value that is closer to the upper limit of the 
range, i.e. 0.10. Therefore, in this case, it should be assessed 
whether it would be appropriate, depending on the market re-
search carried out and its impact on results, to include a new 
intermediate tariff category among some of the existing ones, 
for example.

Pricing decisions are not only reflected in terms of the monetary 
value or list price of the good or service; they also involve analyz-
ing many other aspects, such as, among the most crucial ones, 
the following:

• The billable prices, i.e. those that may differ from the list price 
depending on the level of discounts that may be granted.

• The effective prices, that is to say, those prices that are in-
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Shampoo 
Type 

Unit 
Price 

Associat
ed Unit 
Cost 

Quantity 
(ML) 

Effective 
Price 
PeCT 

Effective 
Cost 
CeCT 

PeCTi+1-PeCTi 

PeCTi 

CeCTi+1-CeCTi 

CeCTi 

Sachet 1.00 0.67 50 20.00 13.40 0.0000 0,0000 
Single 4.38 2.97 250 17.52 11.89 -0.1240 -0,1126 
Family 15.00 10.31 1.000 15.00 10.31 -0.1438 -0,1328 
Double 
Family 31.25 21.76 2.500 12.50 8.70 -0.1667 -0,1561 

Extra Large 40.00 28.20 4.000 10.00 7.05 -0.2000 -0,1899 
      -0.6345 -0,5914 
     ICT 0.0729 
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voiced to the customer on comparable 
terms between the different tariff cate-
gories existing in each line of products 
or services.

• The segmentation management is vi-
tal, since the effects of including a new 
tariff category must be carefully mea-
sured; since although this may lead to 
the capture of competing customers, 
generating incremental revenues, it 
may also happen that within our own 
customers a migration to the new plan occurs, which may 
generate incremental revenues as well as loss of revenues, 
depending on the magnitude of the type of migration be-
tween tariff categories.

• The communication with the client, not only of the billable 
price and characteristics of the good or service, but above 
all, of the value that is delivered with the good or service; 
the after-sales support, the quality of service, the loyalty and 
many other aspects that will make the price decisions an ef-
fective tool to maximize the profitability of companies through 
their different offers.

The pricing process is a task that involves many areas within the 
organizational structure of a company, as it is the most sensitive 

and direct element in the company’s income 
and therefore in the results. For this reason, 
price management must have a symbiosis 
between the accuracy of the calculations 
and the speed of response to the market. It 
will all depend on what precise and avail-
able information is available and the flexibility 
that internal and sectorial regulations allow 
to act in the market. 

The methodology proposed today to the ac-
ademic community through the Tariff Con-

sistency Index (ICT) is a contribution that we are sure will con-
tribute to the analysis of prices in companies and that we believe 
will be another element to take into account for decision making.

Notes

(*) The Tariff Consistency Index (ICT) is registered with the National Intellec-
tual Property Service of Bolivia (SENAPI) through Administrative Resolution No. 
1-507/2017. The Tariff Consistency Index (ICT) was published (2014) in Spanish in 
the Tesape Arandú Bulletin Vol. 19 (in Guaraní: Illumination of Wisdom) of the Na-
tional Academy of Sciences of Bolivia - Santa Cruz Chapter, of which the author is 
Research Advisor and Vice-President of Cultural Sciences.

Important Note: For a correct analysis and interpretation the result of the ICT must 
always be taken in absolute value.


