Three steps to
pricing excellence
Companies that are very good at pricing can
generate EBITDA margins 2 to 8 percentage
points higher than peers. Pricing is a complex
discipline—which is why so few companies do
it well and consistently. Here are three simple
steps to pricing maturity.
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Methodology
In late 2019, KPMG surveyed top sales and marketing executives at U.S.-based corporations. We received a total of
425 completed responses from companies in Industrial Markets (automotive, diversified manufacturing, aerospace
& defense); Consumer & Retail; Technology, Media & Telecom; Financial Services; Energy, Natural Resources &
Chemicals; and Healthcare & Life Sciences. Respondents were given a questionnaire comprising 35 questions that
took ~20 minutes to complete. We prioritized certain sectors and sub-sectors with a greater level of respondents
to ensure statistical significance when comparing companies with peers (e.g., automotive, energy, and consumer/
retail). Responses were reviewed, aggregated, and analyzed including using cross tabulations leading to insights.
Based on their responses, companies were placed into different classes of pricing maturity. We used published
financial data to correlate levels of pricing maturity to EBITDA performance.
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Introduction
When it comes to pricing, companies can’t be the best at everything. Given the profusion of pricing techniques from
which to choose, we find it’s far more effective to achieve breakthrough performance on a few key areas that 		
really matter.
And pricing is something that top executives should be thinking about as they look for ways to improve performance. A
recent KPMG survey of 425 U.S. firms shows that companies that develop market-leading pricing strategies have EBITDA
margins 2 to 8 percentage points higher than their peers. That’s $20 to $80 million per year in additional profit in a billiondollar enterprise from achieving the highest level of pricing maturity—what we call “adaptive” pricing.
The research also shows that companies excelling at some but not all of these practices see substantial benefits, too.
In other words, a company does not have to be a gold medalist in every aspect of pricing to win at this game. To build
pricing excellence, companies do three things well: they invest in the basic “table stakes” of effective pricing, they
develop “spikes” in the most critical advanced capabilities, and they avoid too much complexity in pricing programs.
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What sets the best
companies apart
So why aren’t more companies better at pricing? A host of
ineffective practices stand in the way, such as purely costplus strategies, poor use of segmentation, a lack of proper
sales incentives, and rudimentary pricing tools and tactics.
Companies that are the most sophisticated at using pricing
to increase profits look and act quite differently from those

that have not yet hit their stride. While many companies
treat pricing as an afterthought or as even a sales activity,
top companies pursue pricing excellence with intention.
They develop market-leading pricing strategies, use
sophisticated price-setting techniques, realize prices
consistently, and practice sustainable pricing 		
(see Exhibit 1).

Exhibit 1. Effective pricing framework

Pricing
strategy
Set the price

Price setting
Get the price

Price execution
Sustain the price

Pricing sustainability
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Develop a market-leading pricing strategy
1. Table stakes:
Value-based pricing

2. Spike: Advanced
monetization strategy

The majority of companies we surveyed set prices based
on cost, plus a set margin. The basic table stakes for a
market-leading pricing strategy involve adopting valuebased pricing practices, which focus on the value that
customers perceive a product or service to provide.
Adaptive pricing organizations are consistently focused on
techniques that quantify the value against the “next best
alternative” through sophisticated analytical and research
techniques such as conjoint analysis, and they price higher
to fully or partially capture the increased value they deliver.
What really sets the most adaptive companies apart is
that they “spike” in their use of advanced monetization
strategies. Whereas most companies simply price per
unit, adaptive companies do something different. The
most advanced companies more often adopt monetization
strategies that include subscription models (such as a
cloud-based service purchased by the month), the “razorrazorblade” model (selling a cheap, basic product and
charging higher prices for supplies), penetration pricing (a

3. Complexity risk: Too many
value-extraction mechanisms

low initial offer to capture market share that converts to
higher prices on renewal), or freemium pricing (with a base
level product or service that is free and tiers of variations
with more features).
In general, companies using a greater number and variety
of value-extraction mechanisms exhibit higher pricing
maturity than those using fewer mechanisms. But the law
of diminishing returns inevitably sets in when companies
use too many techniques. Value extraction mechanisms
should be targeted to specific customer segments’
behaviors. We find that when companies use more than
four mechanisms, pricing maturity declines, because the
complexity tends to confuse customers. The lesson:
Don’t overdo it.
Regardless of the tactics, what matters is that the entire
C-suite has bought into an overall pricing strategy that is
tightly aligned with the overall business strategy, and top
leaders have made sure the strategy is well understood
across the organization.

Exhibit 2. The most effective pricing derives from value-oriented techniques
Cost vs. Value
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Survey question: Which of the following statements most accurately describes your company's pricing strategy?
Source: KPMG Analysis
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Use sophisticated price-setting techniques
1. Table stakes: Customer
and product segmentation

2. Spike: Dynamic
response

Many companies have a haphazard approach to setting and
enforcing list prices. The sales function rules the roost, and
offers discounts reactively at whatever level it wants to
land a customer and beat the competition. Every customer
receives the same general approach. Sometimes, the
smallest customers inadvertently receive bigger discounts
than the biggest.
For table stakes, companies need to employ some
form of segmentation, which helps enable value-based
pricing—creating “good, better, best” offers by product
and customer, for example. Companies set price targets
and floors according to these customer and product
segments. That means gaining a micro-level understanding
of a customer segment’s profitability and price sensitivity.
It also takes into account how the company differentiates
from competitors and products customers could choose
instead. Discounts are standardized across different
customer segments, with a clear governance process for
escalating exceptions to higher-ups. Regular updates to
segmentation are essential, to keep up with customer
behavior changes, particularly among the most price
sensitive segments. Frequent segmentation tune-ups also
increase promotional effectiveness and reduce churn rates.
The most adaptive companies excel at adjusting their
strategies dynamically in real time to respond to external

3. Complexity risk:
Incentives overload

market forces. In many industries, organizations that
change list prices monthly, weekly, or more frequently
have much higher pricing maturity than organizations
that set prices only once a year, or even less often. The
right cadence of price setting depends heavily on the
industry a company is in. Some industries such as travel
or consumer goods update prices much more frequently
than slower-changing industries such as industrial goods,
for example. Many companies are experimenting with nextlevel dynamic pricing: supermarkets change their price of
perishable goods depending on real time stock levels or
soda makers increase the price at their vending machine
with increasing ambient temperature, as an example.
The best companies also put in place incentives to reach
goals such as expanding share of wallet and succeeding
in different sales channels. Executives tie sales incentives
and compensation to maintaining pricing discipline and
ensuring customer profitability. Incentives are most
effective when used in combination to influence behavior
across diverse customer segments. Companies blend
promotions, volume discounts, and bundling discounts
into a seamless offering. But again, executives must have
the discipline to say no to the temptation of incentiveoverload—customers can get conflicting messages that
dilute brand value or harm the strategic positioning of other
brands in the portfolio.

Exhibit 3. The most effective organizations don’t use too many incentives
Number of pricing incentives employed
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Promotions/temporary price reductions
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Payment term discounts
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Other
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Survey question: Which of the following incentives are utilized by your organization?
Source: KPMG Analysis
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Realize prices consistently
1. Table stakes: Focus
on non-price elements

2. Spike: Pricing reports
to CEO or marketing

There’s setting a price, and then there’s price realization—
that is, the price that customers actually pay after
discounting, adjustments, and other incentives. Less
mature companies focus only on list prices. The first thing
that adaptive pricing leaders do to realize price is to shift
the customer conversation from price to value and other
non-price elements, such as payment terms, packaging,
freight, returns, and warranties. The focus shifts from list
price to an offering. In customer negotiations, adaptive
pricing leaders spend more time on value and non-price
elements compared with other organizations (Exhibit 4).

Exhibit 4. To hold the line on price, the most
“mature” companies negotiate on value and other
non-price offers
Percent of customer negotiations based on value/
price/non-price
Overall maturity grouping
Average % of total negotations
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3. Complexity risk: Too
much training time

What sets the most adaptive companies apart is who
makes pricing decisions. Ultimately, pricing must be owned
at the CEO and board level. In our survey, 45 percent of
companies had moved pricing decision making to the top.
However, nearly 10 percent of companies surveyed still
have pricing report to sales. This varies by industry, but is
higher in industries such as automotive. But companies
that scored highest on pricing maturity place responsibility
for pricing decisions with pricing and marketing functions,
and the pricing function reports to the CEO or marketing.
Companies in which sales controlled pricing had the
lowest pricing maturity. The obvious problem is misaligned
incentives—the “fox guarding the hen house.” When sales
is in charge, undisciplined discounting is often the result.
Pricing leaders also excel at training, but they don’t go
overboard. Mandating even 5 to 10 hours of training per
year can be beneficial and companies with higher maturity
typically require 20 to 40 hours of training for everyone
who touches pricing. But beyond that, companies see
diminishing returns, as training cuts into “real work” and
becomes more about theory than practice.
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Survey Question: What percentage (%) of customer negotiations are won
based on the following 					
Source: KPMG Analysis
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Practice sustainable pricing
1. Table stakes: Establish
dedicated pricing team

2. Spike: Use advanced
tools effectively

At almost half of the companies we surveyed, no dedicated
pricing organization exists. Companies that have moved up
to adaptive pricing have a team that thinks about pricing
day in and day out. Table stakes for a pricing function
is to have the authority to make decisions that affect
other functions, such as sales, and to manage pricing
exceptions and offers for significant deals. Companies
that practice adaptive pricing involve multiple functions
in pricing decisions. Pricing is a cross-functional exercise
that brings in diverse knowledge and perspectives to
make an informed decision and make pricing exceptions.
Companies with as many as six functions involved had 20
percent higher levels of maturity than those involving only
one function. Very few companies we surveyed involved so
many functions, however.
The most advanced companies ensure that the actions
of their pricing teams (and cross-functional partners) are
scalable and repeatable by using advanced technology and
tools well. Most companies we surveyed are still using
relatively primitive technologies and tools to set prices
and track price realization. Ninety-two percent of survey
respondents use Excel, for example. The next step up in
pricing maturity is off-the-shelf business intelligence tools
such as Alteryx, Tableau, and Qlikview. These programs
include dashboards that provide at-a-glance views of

3. Complexity risk:
Too many KPIs

discount levels and variance between actual and target
prices. The most adaptive organizations—fewer than
one-third of respondents—have people who are skilled
at using the next generation of custom technology and
tools, including artificial intelligence and machine learning
to speed up pricing decisions. The most advanced
practitioners have developed custom pricing software
that links with ERP and CRM systems. The use of more
advanced tools allows the company to determine price
realization down to the transaction level by product or
service. But it’s not just the tools companies use; it’s also
how they use them. Pricing organizations can use the
fanciest tools but still fail to improve results if they lack the
ability to draw insights from data.
Data and measurement are essential to pricing excellence.
But how much is too much? Pricing organizations require
a thorough, constantly updated understanding of key
metrics. The most sophisticated companies use KPIs that
measure such things as discount escalation, escalationto-approval ratios, promotional effectiveness, and price
elasticity But companies can overload with KPIs, diverting
too much energy to monitoring and leaving too little for
effective execution. In our survey, we found that pricing
maturity plateaus after tracking more than eight 		
KPIs (Exhibit 5).

Exhibit 5. Beware complexity: Trying to track too many KPIs reduces effectiveness
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Survey Question: What are the pricing KPIs / metrics that your organization tracks?
Source: KPMG Analysis
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Adaptive pricing in action
A global industrial goods manufacturer that had grown by
acquiring facilities over the years realized that its growth
had led to widely varying costs, pricing, and efficiencies
across each plant. Heavily engineered projects took a long
time to quote, and had only 10 percent win rates. As a
result, the company was experiencing a steady decline
in sales and margins. It began to take a hard look at
overhauling its pricing and other business practices in order
to emerge from the slump.
The first step was to make foundational improvements.
To understand the potential for value pricing, the company
made a list of elements that customers found valuable,
such as engineering support and quality, packaging, and
use of advanced engineering techniques. This data was
used to develop a rubric to enable value-oriented pricing
in every quote. The organization also sped up price-quote
decisions through rapid, cross-functional reviews. It trained
the sales team on value-based negotiations that included
several non-price elements such as freight, warranty, and
payment terms.
Since the company had so much riding on one-shot, winor-lose pricing negotiations, it developed advanced pricing
thinking by looking at how to extract value along the entire
customer lifecycle. It examined products that are currently
in production and products in service, as well as products
that involved change requests from

customers – all possible pricing interventions across the
customer lifecycle. The company also built a predictive
win-loss engine that allowed sales to increase win rates
dramatically. Importantly, final say on strategic deals was
delegated to the CEO—a big change from the days when
the sales team owned all deals.
The pricing organization developed a simple, yet effective
set of measures to embed all these tactics into the fabric
of the organization. These included sales incentives for
both incremental margin achieved from re-pricing existing
customers and winning new business. The company also
developed a manageable set of technology and tools that
helped it understand where to focus its attention and
when to adjust prices for specific customers. Finally, the
sales team, as well as adjacent teams such as estimators,
program managers, and technical sales, underwent 20 to
30 hours of rigorous pricing and commercial effectiveness
training that allowed everyone to become more efficient in
their day-to-day jobs.
Today the company is on the path to achieving an
incremental EBITDA improvement of 1.5 percentage points
and its win rate has jumped to 25 percent —a huge leap
from its starting point and very good by industry standards.
Most importantly, the company has advanced in pricing
maturity and has the capabilities and process to build on its
early success.
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How KPMG can help
Through booms and busts, our Commercial Excellence
and Pricing practice supports client businesses with
a range of diagnostic tools and solutions, Our Pricing
Diagnostic, Sales Effectiveness Diagnostic, and Pricing
Maturity Assessments help businesses understand current
performance and identify opportunities for improvement
across pricing and sales topics. Once clients identify

improvement areas, we work hand-in-hand with them to
design and execute solutions including pricing strategies,
customer segmentations, sales trainings, and dynamic
response models. By working shoulder-to-shoulder with
our clients, we help drive performance improvements in
the short term—in all types of market conditions—while
also building long-term capabilities.

Where to start
Companies that significantly upgrade pricing capabilities
start with intention. They realize that they can’t outperform
if they simply react to a competitor’s latest moves or let
sales close deals at any cost. Each company must create
its own pricing strategy, based on a solid understanding
of how various customer segments value their goods
and services and what they will pay. Once executives
understand how they will set prices, they must determine
the techniques they will use to realize prices, and finally,
how they will sustain pricing wins.
Regardless of the techniques used, success depends on
having a C-suite that buys into a pricing strategy that is
tightly aligned it with the overall business strategy—and
making sure the pricing strategy is understood across the
organization. Top leaders also should be on guard against
creeping complexity and bureaucracy that can impede

pricing agility. Leadership should also scan the competitive
landscape, so they can reimagine pricing strategy as
market conditions change. To boost profitability—and hold
those gains--companies should have a clear understanding
of their current state of pricing maturity and hold onto their
intent to improve it.
It is important to remember that none of the basic steps
toward pricing excellence requires a large increase in
investment or headcount. Indeed, this is why the benefits
of price optimization often fall straight to the bottom line.
As we have shown in this paper, companies that set out to
improve margins through better pricing practices can follow
three simple steps: invest in table stakes, develop “spikes”
in the most impactful capabilities, and avoid 		
excess complexity.
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