
W
e’re all still watching our wallets.
The economy, if no longer in free
fall, remains weak, and consumers

and corporate buyers alike are closely eval-
uating every purchase they make. 

Competition comes from everywhere
now, and in the race-to-the-bottom-line era
of Wal-Mart, your rivals are more aggres-
sively courting the same business you want
(and used to own). Indeed, competitors you
never used to see are scrambling for or-
ders—regardless of profitability—to avoid
closing plants and laying off employees. 

Not exactly a prime time to raise prices,
is it? Both consumers and businesses are
finding it easier to comparison-shop not just
nationally but internationally—not to men-
tion that your corporate customers are fac-
ing the same economic pressures as you are.
If they don’t believe that they can raise
prices, why should they allow you to?

But there’s no reason to feel powerless.
The belief that you’ve lost pricing power is
based on incorrect assumptions about the
market, your customers, and your competi-
tors. Ask yourself:

• Have we quantified the value of our
products, in dollar terms, to each of our
customer segments? Have we compared
this value to our customers’ best alter-

native in each market segment?
• Do all customers in each market seg-

ment completely understand the value
we provide versus competing offers?

• Where our offering is superior—i.e.,
more dollar impact than the competi-
tion—do we negotiate in a way that
compels customers to acknowledge it?

• Do we have a price menu clearly laying
out the customers’ options and choices
and pricing policies to ensure they can
negotiate everything (options and
choices) except the price? Are these
policies followed by the entire organi-
zation and enforced?

If you have to answer “no” to each of
these questions, you have indeed lost pric-
ing power, and it’s only a matter of time until
you are out of business. For everyone else—
you have more power than you think.

How Much Are Your Products
Really Worth?

One of our clients was up against the
wall, selling what management believed
was a commodity product into the automo-
tive sector. The industry had significant
excess capacity; many competitors were
desperate for new business and were pric-
ing accordingly—low, low, low. Manage-
ment felt that the company’s product of-
fered no more than those of these smaller
players; the only way to compete was, evi-
dently, matching their low—fatally low—
prices.

We began by looking at a few of the com-
pany’s major auto-parts customers. Some
of these customers were startlingly costly
to serve, frequently demanding last-minute
changes and placing rush orders. To our
client, this meant significant internal dis-
ruption, but the customers never noticed a
problem—it was the way they had always
done business.
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The management team saw fast
and reliable response time as some-
thing they had to do to maintain
the business at large accounts. The
auto manufacturers insisted that
they got this kind of service from
every supplier. But did they really?
And what did fast, reliable response
to changes mean to an automobile
supplier? We discovered that while
some component suppliers accom-

modated last-minute changes,
none of our client’s competitors
could deliver those changes as reli-
ably. Making late changes and de-
livering rush orders allowed the
auto-parts customers to hold lower
inventories and sustain production
lines. These benefits had a signifi-
cant economic impact for the cus-
tomers, and quantifying that impact
was a key first step in regaining
pricing power.

During annual contract negotia-
tions with one customer, our client
was able to quantify—in dollars—the
value of its “quick turnaround” capa-
bilities. The information helped the
client increase its share of that cus-
tomer’s business for the next three

years, increase prices by 1 percent (in
a declining price market!), and alter
the order process to make last-minute
changes cheaper to effect. The result:
more volume at a slightly higher price
while reducing the costs to serve the
account—all by understanding eco-
nomic value and costs. That’s pricing
power.

The key to mastering pricing
power is in managing five elements:

Customer targeting. You must
ensure that you have identified the
right target customers—those to
which you can deliver real value that
competitors can’t match. The value
your product delivers must be supe-
rior to those competitors for the seg-
ment of customers you choose.

Customer understanding. For
those customers you do choose to
serve, you must know their business
inside out—the basis for organizing
the entire firm around value delivery
to your target customers. It also pro-
vides a foundation for ensuring that
each functional area is focused on
the right activities—the activities that
create and deliver value to your tar-
get customers.

Offering design. Value delivery
often can be augmented by design-
ing appropriate complementary
services. Frequently customers can-
not realize full value delivery with-
out supporting services—and the
ability to access those services.
Products, services, and channels
must be integrated.

Value communication. Once
you have identified the right cus-

tomers, understood their needs, and
created products and services that
meet those needs, you must clearly
communicate the value of your of-
ferings. This sounds easy, but value
communication is more than punchy
brochures and flashy sales tools. Pric-
ing strategy, offering menus, adver-
tising, and selling scripts must be
designed to facilitate it.

Negotiation. Finally, when you
have identified the customers you
want, presented them with the right
offering, and begun sales discus-
sions, you must be prepared to close
the deal without undercutting the
value of your offering. Especially in
today’s economic environment, cus-
tomers will expect—no, demand—
that you negotiate prices. Many com-
panies give up pricing power in
negotiation, and it’s a slippery slope:
If powerful customers are able to ne-
gotiate significant concessions, be
prepared for all of your customers to
demand that low price. How do you
regain power in the negotiation pro-
cess? By returning to your value quan-
tification, compelling customers to
acknowledge your value and forcing
them to trade value for lower prices.

Performing well on these five
components will set the stage for re-
gaining power to control your pric-
ing. Each of these five components
builds on previous activities. Think
of them as steps on a roadmap to
value-based pricing. If you fail in one
of the earlier steps, it’s like taking a

Quantifying that impact was 
a key first step in regaining pricing power.

Just when he had conquered his fear of the wine list,
the water sommelier appeared.
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turn on a dead-end road: You’re mov-
ing but you’re not going anywhere.
For example, if you choose the
wrong customer segments—entering
a blind alley where you cannot de-
liver value—nothing else you can do
(understanding those customers,
communicating with them, design-
ing offers, and negotiating) will make
you competitive and profitable in
that segment. You need a new map. 

What follows is a definition of
each of the five critical steps on the
value-pricing map—and where many
companies go wrong in trying to fol-
low them. When you navigate your
business along this map, you’ll regain
pricing power.

Poor Customer Targeting

Customer targeting is both the first
area in which to lose your way and
the easiest way to maneuver into a
dead end—particularly for firms ag-
gressively trying to grow revenues,
since gaining unprofitable share and
revenue is a dangerous path. Ex-
panding to serve more of the market
should always be driven by your abil-
ity to deliver better value than com-
petitors can (we’ll call this unique
value) at competitive advantage. Tar-
get portions of the market in which
you can deliver unique value.

Companies pursue unprofitable
customers for a variety of reasons:
pressure to increase revenues, un-

used production or delivery capacity
(both physical and human), compet-
itive rivalries. Several years ago, one
of our clients, a regional cell-phone
service provider, was in the process
of rolling out a digital transmission
technology that enabled greater vol-
ume of mobile calls with better call
clarity. The new technology was nec-
essary—the growth of the company’s
subscriber base and density of its
coverage area was severely taxing its

call-delivery capabilities, and cus-
tomers were increasingly dissatisfied
with dropped calls and intermittent
service.

At the same time, our client faced
the entrance of a major national com-
petitor with deep financial pockets
and, ominously, a publicly stated plan
to sustain years of losses in the hopes
of eventually becoming the domi-
nant U.S. player. The competitor was
entering the market with digital trans-
mission technology and promising
“free and clear” call quality, a pow-
erful message for customers frus-
trated by poor performance with
their current supplier. Because of the
decreasing call quality, some of our
client’s management team wanted to
respond to the competitor by match-
ing its price levels. The problem, of
course: Reducing price would sig-
nificantly reduce profitability—and
was unlikely to deter the competitor.

New technology required signif-
icant financial investment, so maxi-
mizing profits from the existing cus-
tomer base was critical for funding
the migration plan. As the dominant
regional supplier, our client owned
most of the market, but an exami-
nation of the customer base revealed
a serious customer-targeting issue. 

Our client served two segments:
business users and everyone else.
For the high-end business user, the
offering consisted of premium serv-
ices, feature-rich handsets, and dedi-

cated customer support—an effective
package throughout the years when
cell-phone service was mostly a high-
end business tool.

In the hopes of expanding its rev-
enue base and market share, the
company had expanded its focus
and pursued much more price-sen-
sitive buyers such as fleets, taxicabs,
and small businesses. These cus-
tomers were given basically the same
offering as the high-end business

users, but at a lower price. Revenue
increased and overall profit grew,
justifying the money spent to pursue
this new segment, even though these
new customers were less profitable
on a per-minute basis. 

Since profit margins were above
50 percent on each minute of talk
time, the sales team was given wide
flexibility to negotiate deals, and the
more price-sensitive customers took
advantage of that: They were skillful
negotiators and usually received the
lowest prices. Unfortunately, they
purchased only a small number of
phones and service contracts and
tended to utilize the network more
extensively, congesting it for the
higher-paying customers. 

The new competitor entered the
market and, as anticipated, cut prices
aggressively. Its package, with only
slightly less comprehensive cover-
age, contained twice as many min-
utes at just 25 percent of our client’s
business-package price. Intimidating,
certainly, but we saw an opportunity:
Our client could use the competitor
to fix its customer-targeting problem,
by securing the most profitable users,
offering a tailored package for some
of the more price-sensitive cus-
tomers, and letting others go.

We proposed a two-target-seg-
ment approach. The company up-
graded its transmission system and
capacity where high-end business
users traveled most, and it enhanced

customer service, including per-
sonal service both in customers’ of-
fices and at local phone stores. In
order to get these improved services,
customers would have to commit to
a multiyear contract, but they could
do so at slightly reduced rates.

For other, lower-profit customers,
the company reduced the level of
service and raised prices for heavy
usage. Contract rates were not offered
to these customers, and some, as

Target portions of the market 
in which you can deliver unique value.
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hoped, took their unprofitable busi-
ness to the new competitor.

Correct customer targeting is the
foundation for regaining pricing
power. Target customer segments
where you can profitably deliver

unique value, and let your competi-
tors “win” unprofitable customers.

Poor Customer Understanding

Another of our clients called us
after losing several large accounts,
believing that it had a pricing prob-
lem. In one case, the company was
providing two types of chemicals to
one large, multidivisional customer
that made products used in two end-
markets: heavy construction machin-
ery and highly sensitive aerospace
applications.

For the construction segment, dif-
ferentiation was an uphill battle:
Many competitors produced the
same chemical compound, and the
customer didn’t need our client’s
technical support. (The customer told
us that its technical understanding of
the product was far superior to the
supplier’s; support, therefore, offered
no additional value). The products
used in the aerospace segment, on
the other hand, required sophisti-
cated manufacturing processes as
well as development and support
available only from our client.

In assessing account profitability,
our client combined the entire busi-
ness—construction and aerospace.
To stay competitive, the company
priced the aerospace business ag-
gressively, and in order to make up
for “lost” profit in aerospace, it priced
the construction business slightly
higher. Overall, the account looked
reasonably profitable.

But the businesses weren’t equal.
The aerospace business constantly
asked for more support, while the
technical resources supporting the

construction business were rarely
used. Our client didn’t differentiate
between the support levels and felt,
overall, that it was providing signifi-
cant technical support. Because of
the high support demands and rel-

atively low prices in the aerospace
business, the customer was viewed
as a high-cost-to-serve account. See-
ing the customer as a monolithic
account fogged the customer’s busi-
ness needs and obscured the poten-
tial to align resources and pricing to
achieve higher profitability.

After a periodic supplier reeval-
uation, the customer informed our
client that it was moving its construc-
tion business to a large competitor
with much lower prices; the aero-
space compounds would soon fol-
low. The construction-compound
price difference was so large that the
customer felt that it had been taken
advantage of over the years; it was
in no mood to negotiate. Our client
could keep the construction business
only if it agreed to a 15 percent price
cut. Management was stunned: How
could this have happened so fast? 

After the construction business
was lost, the client dramatically in-
creased prices in the aerospace
segment to make up for the lost
profit—and waited for the aerospace
business to leave. Much to their sur-
prise, however, it kept the business.
The customer continues to buy aero-
space compounds from our client
and has, in fact, increased sales vol-
ume. What happened?

By analyzing the customer’s con-
struction and aerospace businesses,
we quickly determined what oc-
curred. Our client was providing ex-
ceptional value—unmatched by its
competitors—in the aerospace busi-
ness. But for the construction market,
they had been delivering a “me too”
product and getting a premium price
for years. 

Had our client better understood
the customer and its specific needs
in the two distinct segments, it could
have better designed a product/ser-
vice package to serve each segment,
priced them appropriately, and

maintained both pieces of business
at good profitability. 

Poor Value Communication 

The next step to regain pricing
power involves communicating
value delivery. Many companies do
indeed deliver value regularly but
can’t get paid for it because cus-
tomers are unaware—or claim to be—
of the value. You can’t blame them:
It’s the supplier’s responsibility to
make value clear.

One of our clients provided su-
perior technical support; indeed, its
selling scripts informed customers
that its higher prices were based on
support. Reactions and results were
mixed: Smaller customers often ac-
cepted the superior-support ration-
ale, while larger customers resisted,
insisting that they could get the
same support from other suppliers.
But even though they negotiated
lower prices, the large customers
were given priority in scheduling
service personnel—after all, they
brought in more revenue.

As we investigated this market, we
learned that larger customers always
utilized the offered technical support,
even though they had in-house staff
who could handle most of the tech-
nical issues themselves. And the
added costs of holding technical
resources in reserve for the larger
customers’ calls—plus the lower
prices they paid—made them low- or
even no-profit accounts regardless
of sales volume.

The smaller customers, on the
other hand, relied on our client’s tech-
nical staff for support in developing

It’s the supplier’s responsibility 
to make value clear.
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new products. Rapid evolution of
their product lines drove their busi-
ness models, but they lacked the
technical resources to support devel-
opment. These customers needed
support and were willing to pay for it,
but too often that support was tied up
with the larger accounts.

The solution lay in building a two-
tier service offering and communi-
cating the value of the different bun-
dles. Customers who did not benefit
from technical support could get a
lower price; these customers could
access support on an “as available”
basis and would pay an hourly
charge. Customers who needed the
support would pay a higher price
for their products but would always
have preference in allocation of tech-
nical staff.

The key to this approach was in
clearly communicating the dollar
value of the technical-support serv-
ice. The outcome was positive for
customers both large and small, and
our client’s technical staff got more
predictable operations and worked
for customers where they knew they
were truly appreciated.

Poor Offering Design

It seems fundamental, but many
companies give insufficient thought
to designing the way their products
and services will be configured and
combined to serve customer needs.
These questions should drive strategy:

• What services do customers re-
quire to realize the full value of
our products? How does this
differ across customers? 

• How could we enhance the

value we offer through services?
How does this differ across cus-
tomers?

• What capabilities do we have
that could be turned into value-
delivering services? What con-

straints do we face?
• How do these service concepts

differ from our competition’s?
How do they deliver value?
How much value? 

• What specific product-service
packages should we structure
for each customer? 

• What service components can
we remove during sales nego-
tiations if customers demand
lower prices? How would this
affect our value delivery?

Clearly, if management does not
understand how customers use the
company’s products—exactly what
it does for their business—then these
questions are extremely difficult to
answer. And without this under-
standing, the offerings are likely to
miss the mark.

Several years ago, another of our
clients, a major international news or-
ganization with electronic and print
offerings, was looking to expand into
new markets and increase profitabil-
ity for its online news service, which
was sold primarily to newspapers.
The company had virtually 100 per-
cent market share among the elec-
tronic product’s largest consumers
but had little demand among smaller
customers. While the company’s
journalistic work was unmatched in
terms of quality and depth of cover-
age, it offered a one-size-fits-all suite
of products and services to all cus-
tomers regardless of size. After ana-
lyzing the business and meeting with
many customers in both small and
large markets, it became clear that
large customers were receiving more
value than they were paying for,
while smaller customers—which

couldn’t use the entire suite of prod-
ucts—were paying too much.

Small customers wanted more
“how to” and small-town features,
with occasional national stories.
Large papers, with their own news

staffs, placed a tremendous value on
well-known columnists but little on
our client’s national coverage. Both
levels of customers wanted interna-
tional stories, since no other organ-
ization had our client’s reach. Both
large and small papers required a
specific (and widely differing) mix
of stories and columns to maximize
circulation and advertising revenues
in their unique markets. In short, the
standard offering was ideal for no
customer at all.

The solution was to un-bundle the
offering, making international offer-
ings and feature stories available for
the major papers and more feature-
rich and folksy packages for the small
papers. By providing a menu ap-
proach, different customers could
choose the elements they valued
without being forced to pay for the
entire bundle. Revenue and profit
both increased significantly, and new
markets were secured.

Poor Negotiation Tactics

Finally, when you’ve targeted the
right customers, understood their
needs, provided the “right” offering,
and made sure they understand the
value you deliver, it’s time to nego-
tiate the deal. Ineffectual sales nego-
tiations can destroy pricing power.

If your sales team is unprepared
for the negotiation, all of the hard
work you’ve put into the rest of your
business will be lost. To prevent the
loss of pricing power at this critical
stage, your sales team must have
some basic tools and the training
to use them. The sales organization
must have:

• A clear and quantified (in dol-
lar terms) understanding of the
value that your company is pro-
viding to the customer and how
it compares to competitors’ of-
ferings.

In short, the client’s standard offering 
was ideal for no customer at all.

       



• The ability to unbundle ele-
ments of your offer when pres-
sured by the customer to re-
duce price. 

• Confidence that sales repre-
sentatives won’t be second-
guessed and their deal over-
turned by senior management.

• A clear “walk-away” position
and support from the organi-
zation to do so if absolutely
necessary to demonstrate re-
solve and maintain the com-
pany’s price integrity. 

One of our clients in a commod-
ity chemical market faced this chal-
lenge. A large existing customer who
had always maintained two sources
of supply asked our client to match
the price of the second supplier,
which was 20 percent lower. In turn,
the customer would award our client
100 percent of the business. 

The customer had been doing
business with our client for over a
decade without complaint. While the
product was similar to competitors’,
our client had made many changes
in its manufacturing processes to ac-
commodate the customer’s needs
and provided it with unique services,
including specialty packaging, flexi-
ble scheduling, and quick turnaround
time on unexpected orders. The chal-
lenge for our client was that matching
price would simply give the customer
value for free, with little hope of ever
being paid for this value. It would
also set a new, lower price for the
existing business. 

We helped the client quantify the
dollar value of these services and
were able to show the customer the
significant value beyond the product
itself—value not provided by the
competing supplier. The sales rep
had also been trained in value-based
negotiation, so he knew exactly how
to respond when the customer began
to negotiate. His answer: “What ele-
ments of the overall package do you
not value enough to pay for? Rush
orders? Special packaging? Pro-
duction flexibility?”

Because the company had quan-
tified value delivery, the sales rep
understood the value of each of these
unique services and, just as impor-

tant, was also able to explain his cal-
culations to the customer—which, in
the end, decided that it could do
away with special packaging. That
elimination reduced our client’s
costs, allowing them to offer a slight
price reduction. The business was
maintained, but still with a price pre-
mium because of the other services’
value over the competitors. 

The customer felt good because
it knew it was getting good value
relative to competing products. The
sales rep felt good because he was
helping both the customer and his
employer. The company was better

off because its pricing integrity was
intact and the transaction was prof-
itable.

There are few win-win-win trans-
actions in the corporate world, so
savor those you can attain—espe-
cially those that give you a larger
victory as well. This last negotiation
may have left all parties satisfied,
but it gave power back to the seller,
leaving it in a more solid position
for future dealings. That’s a resolu-
tion that you should aim for—and,
if you follow the prescription laid
out here, one that is within your
grasp. ♦
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