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Two years ago not many banking executives had heard of pricing optimization, but today
plenty are actively using or evaluating it for strategic advantage. FST spoke with Dr. Robert
Phillips to uncover some key information and debunk a few myths.

FST. Why are executives interested in pricing
optimization now more than ever?

RP. Unfortunately, the glory days of record
breaking lending growth are over. Until
mid-2007, organizations were focused on
growing lending volume. As one executive
aptly put it, “we just showed up for work and
the business poured in.”

However, 2008 and 2009 are going to
be very difficult years for loan origination,
volume and profitability. Banks and finance
company executives are under intense pres-
sure to meet business objectives, financial
performance goals and credit mix targets.
Also, the asset-backed securities (ABS)
markets have fundamentally dried up, which
results in new capital constraints and cost of
funds. The standard reaction to this pressure
has been to examine underwriting strategies
and policies.

However, savvy executives are also ex-
amining their pricing strategies — the second
most important driver of performance and
perhaps now the last area that can be influ-
enced to really impact financial results. Pric-
ing is the moment of truth — the point at which
a consumer ‘votes with their pocketbook’ for
or against your product. Changing the price of
a loan product today can affect the profitabil-
ity of your portfolio for years to come.
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FST. What’s wrong with the way financial
institutions price today?

RP. The executives we work with turn to
us because they have no good system
in place to determine the impact of
price on profitability, market share, or
customer and dealer relationships. At
best, current pricing systems are based
on spreadsheets and heroic efforts of
individual analysts and product manag-
ers. Often, the impact of price changes is
only understood from a margin or income
perspective. Current pricing practices do
not follow a consistent, repeatable and
efficient process that enables continuous
learning and improvement of an organi-
zation’s pricing strategy over time.

The opportunity to improve pric-
ing is often the low-hanging fruit that
can help executives deliver results
quickly without massive investment in
infrastructure. At the end of the day, the
executives who can quantify how prices
influence consumers, product and port-
folio performance will be better posi-
tioned to win deals and increase profits
and market share in the process.

FST. What are some of the common mis-
conceptions about pricing optimization?





