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Do we need a pricing 
revolution in financial 
services?
In our Major Banks June quarter 
snapshot Holding on, but looking 
for upside, we describe an outlook 
which continues to be unfavourable 
and where risks appear skewed to the 
downside. In such an environment 
it is more important than ever 
for banks to identify distinct and 
achievable catalysts for upside in 
terms of both revenue and costs. 
Technology is important, and 
future Hot Topics will explore the 
opportunities presented by analytics, 
robotics and artificial intelligence to 
both reduce cost and deliver new and 
improved services. In this report, we 
will focus on products and services 
being offered today – even those that 
may be commodities – and consider 
opportunities to improve how they 
are priced. We make the case that, 
perhaps contrary to intuition, more 
sophisticated pricing can create value 
for banks and their shareholders, 
and not necessarily at the expense of 
customers. It is not a zero-sum game. 
Rather, by improving the pricing, 
allocation and use of financial 
resources across the economy, it is 
possible to create value for banks and 
customers while enhancing the health 
of the financial system as a whole.

Portfolio-level pricing and 
returns
Like many companies, banks have 
always been a collection of products 
and services delivered to different 
customers at different margins and 
rates of return. Because many bank 
services depend on shared resources and 
serve common customers and markets, 
accurately measuring the profitability of 
a specific product, service or customer 
is always challenging. When it comes 
to making pricing decisions, bankers 
rely on an informal combination of 
financial analytics and prevailing 
industry practice supported by personal 
intuition and commercial nous. When 
available, commercial returns are 
monitored only at the portfolio level or, 
for large customers, at the relationship. 
It works because low-return products, 
services and customers are balanced 
by other more-profitable ones. This 
begs the question: even if the economic 
arrangements described above work, for 
how long will they remain acceptable to 
those high-return customers or users of 
high-return products and services?

Community expectations and 
transparency
In its recently-released report on 
Competition in the Australian financial 
system the Productivity Commission paid 
considerable attention to the question of 
pricing in the financial services industry 
(see Figure 1) and whether the prices 
reflect a market where competition was 
as vigorous as it could be. 

At the same time, over the past several 
months Counsel Assisting the Royal 
Commission have gone further, at 
several points suggesting that even 
where formal disclosure and advice 
obligations are met, financial services 
such as auto loans or insurance policies 
could be deemed to violate implicit 
‘community expectations’ if their 
prices were excessive relative to value 
delivered. This is notwithstanding the 
fact that neither the National Consumer 
Credit Protection Act (NCCP or ‘Credit 
Act’), the Credit Code nor associated 
regulatory guides (RG 209, APG 223, 
etc.) make any explicit mention of ‘price’, 
‘rate’ or ‘value’ in their assessment of 
responsible lending or fairness1, aside 
from statutory usury limits which are, 
for all intents and purposes, far too high 
to be commercially relevant2.  

1. The Commission has been asked to investigate conduct which falls ‘below community expectations’ regardless of whether the conduct undertaken complies 
with the law. 

2. For example, the Credit Acts specifies a 48 per cent per annum ‘all-inclusive’ limit on interest charges, but this is rarely relevant on today’s rate environment.

https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
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An ‘access regime’ for the New Payments Platform to be 
formally established

The Australian Competition and Consumer Commission (ACCC) 
appointed to the Council of Financial Regulators (CFR) as a 
permanent member, to promote and advise on competition

‘Deferred-sales model’ working group led by Treasury, to 
recommend legislation extending the deferred sales model to 
all other add-on insurance products.

“Principal Integrity Officers” reporting directly to board on the 
alignment of payments with best-interest obligations appointed 
by banks

Best-interest obligations for banks, brokers and advisers in  
relation to home loans

Competition impact evaluations of all Australian Prudential 
Regulation Authority (APRA) measures

Restrictions on commissions for mortgage brokers, including 
banning trail and campaign-based commissions and restricting 
clawback arrangements

Were the Royal Commission to accept 
this submission it could require a 
material change to the way financial 
services are priced in Australia.

At the same time, the transparency 
brought out by new platforms such as 
social media and Open Banking3 will 
make it easier than ever for customers 
to unbundle and disaggregate financial 
services in ways that suit their own 
interests, not the banks’ interests.

A coming revolution in pricing for 
financial services?
This paper will argue three simple 
points:

1. Effective pricing is not only more 
challenging, but also more urgent 
than ever;

2. Although there will be winners and 
losers, it is not zero sum: improving 
the pricing of financial resources and 
services can deliver net benefit for the 
financial system overall; and

3. There are tangible ‘no regrets’ steps 
an accountable executive or non-
executive director can start taking 
today to create value for their 
organisation.

In addition, for interested readers, 
we provide a non-technical Pricing 
101 ‘Tutorial’ in the Appendix which 
describes the principal strategic 
approaches to pricing for banks (cost 
sharing, value sharing and resource 
sharing) and the common elements 
for effective operationalisation of an 
advanced pricing capability.

1. Effective pricing more 
challenging but more urgent 
than ever

Focus of community attention
As noted earlier, the pricing of financial 
services was one focus of the Royal 
Commission, with questions raised 
about the suitability of certain charges 
and fees solely based on their level. In 
parallel, the Productivity Commission 
has also drawn significant attention to 
the pricing of mortgages, credit cards 
and insurances, using price variations of 
the kind illustrated in Figure 2 as well as 
the payout ratios of various insurances 
as prima facie evidence of inadequate 
competition in Australia.

This month the Productivity Commission publicly released its report, Competition in the 
Australian financial system, with recommendations to improve customer outcomes and 
enhance competitiveness in the financial system including mandating or requiring the below: 

Figure 1: Productivity Commission: Competition in the Australian financial system 
recommendations

3. Open Banking is discussed in our previous Hot Topic, Demystifying Open Banking: what it means for bankers and banks. 

https://www.pwc.com.au/banking-capital-markets/banking-matters-hot-topic-open-banking.pdf
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Figure 2: How interest rates vary with borrower and loan characteristics

Source: Productivity Commission Inquiry report, Competition in the Australian financial system, 29 June 2018. Commission 
analysis based on ASIC unpublished data on lenders’ self-reporting loans. 

Soon it may be the turn of ASIC when the 
regulator has the opportunity to rewrite 
its guideline on responsible lending 
conduct (RG209) and provide more 
explicit guidelines around the pricing of 
credit. Finally, in November, the ACCC’s 
newly-created Financial Services Unit is 
expected to deliver its maiden report on 
the pricing of mortgages in relation to 
the Major Bank Levy. All this, in addition 
to the technology changes mentioned 
above, will make it harder for banks to 
continue recovering losses incurred on 
poorly-priced, unprofitable services or 
customers by earning profits on others.

Value leaks: substantial sums 
being left on table
In addition to many services provided 
consciously for free or very-low return, 
there are many poorly-priced products 
and services. In many dealings with 
customers, banks inadvertently forego 
value by doing such things as:

• excessively ‘anchoring’ on cost/risk 
in deal negotiation, even in highly 
complex cases involving unique 
capabilities, or in areas where 
capacity constraints come into play;

• relying on broadly averaged financial 
information (e.g. cost-to-serve) 
without paying sufficient account 
to differences between customers 
in terms of risk, behaviour, future 
potential and lifetime customer value;

• failing to follow-up and enforce the 
terms of agreed volume, cross-sell or 
other covenant arrangements which 
may have justified loan or other 
service discounts agreed at the time of 
origination;

• applying incorrect or out-of-segment 
prices, or enabling discretions agreed 
for one class of customers to leak to 
adjacent classes;

• most importantly failing far too often 
to align sales targets and incentives 
with the real economic objectives of 
the business.

Significant source of upside and 
increasing focus of community 
attention
The consequences of all the above is that 
improved pricing may be one of the few 
levers currently available to banks to 
address falling revenues and increasing 
costs (see our Major Banks June quarter 
snapshot: Holding on, but looking 
for upside.

10th percentile 90th percentile25th to 75th percentile median

Purchased through a trust

Interest only loan

4 5 6

Aged 65+

Widowed

Principal and Interest loan

All loans

Owner occupier loan

Doctor

Lawyer

Loan Value > $800,000

Interest rate %

Loans may have more than 
one of the characteristics and 
as such may be represented 
in more than one distribution. 
For example, a loan may be 
both interest-only and above 
$800,000

https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
https://www.pwc.com.au/banking-capital-markets/banking-matters-mba-jun18.pdf
https://www.pwc.com.au/banking-capital-markets/banking-matters-mba-jun18.pdf
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In the longer-term, we believe there 
will be a significant upside as a result 
of the cost reductions possible by 
becoming simpler and smaller, as well 
as the revenue growth made possible by 
offering more tailored, differentiated 
services targeted to distinct customer 
segments to which banks are more 
deeply connected. These are exactly the 
strategic imperatives we articulated in 
our 2016 report Escaping the commodity 
trap: the future of banking in Australia, 
and which we believe will be relevant for 
a long time to come, taking many years 
to fulfil. By contrast, improving pricing 
capability and practice can benefit the 
P&L immediately.

2. There will be winners and 
losers, but the system overall 
can still benefit
In today’s environment, and especially 
following the release of the Productivity 
Commission’s review Competition in the 
Australian financial system, you might 
be forgiven for thinking that enhanced 
pricing capability in banks is the last 
thing Australia needs. However, as 
stated previously, we see this as zero-
sum thinking.

The reality is that while there will always 
be winners and losers in any change of 
market practice, the important question 
from a system perspective is whether 
different pricing practices can lead to a 
more efficient set of capital allocation, 
risk-taking and other financial decisions. 
Just as low-price water for farmers can 
in the long run harm them if it leads to 
a depleted water table, the mispricing 
of financial resources can, through the 
second- and third-order effects of poor 
incentives, harm us all, even those of 
us who chose not to consume those 
resources directly.

Winners and losers
This is not just a theoretical argument. 
Consider your mortgage. Figure 3 
illustrates the significant difference 
a risk-based pricing paradigm could 
make for a range of mortgage borrowers 
depending on their risk profile. As can 
be seen, such pricing would deliver a 
significant shift in value from high-risk 
to low-risk customers and have a number 
of potentially important consequences 
for the system as a whole. 

First, low-risk customers would enjoy lower rates. Second, low-risk customers would 
also enjoy both greater borrowing capacity as well as advantage in the market for 
housing in which they compete with higher-risk customers - whose borrowing 
capacity would be commensurately constrained. Depending on who we believe is 
more likely to be the ‘marginal’ home buyer, this could have a corresponding impact 
on housing affordability. 

Finally, and most importantly, if the 
pricing of mortgages were designed and 
communicated in such a way that the 
high-risk borrowers of  Figure 3 were 
able to understand exactly why they 
were quoted the rates they were and 
what they could do to lower their risk 
and enjoy lower rates, they could make 
a host of other economic decisions that 
could affect not only their own financial 
situation but potentially the stability 
of the banking system as a whole. This 
is what we mean by second- and third-
order effects. In short, seemingly minor 
changes in pricing practices can, over 
time, accumulate material impact. 
Among different classes of customers 
there will be winners and losers. In fact, 
this is happening already. We are seeing 
this in mortgages with the growing 
divergence in rates for interest-only 
borrowers and investors versus others; a 
trend we expect to continue. 
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Likewise, in deposits, although 
banks tend to have sophisticated 
approaches to pricing at the product 
level driven by liquidity and balance 
sheet considerations, there is much less 
(if any) systematic incorporation of 
individual saver characteristics in the 
pricing of a deposit. Such characteristics 
would obviously include expected future 
churn and savings propensity, and in 
a world of Open Banking could also 
include size of potential total footings 
and lifetime value of wallet.

Banks who can move faster will 
be relative winners
Accepting that there will be winners 
and losers from a pricing revolution in 
financial services, shareholders may 
wonder about the net benefit to them. 
Unfortunately, that’s hard to predict.

Figure 3: Winners and losers – What ‘risk based pricing’ could mean for Australian mortgages

Source: PwC analysis: Risk-based-mortgage rate set to ensure mortgages of different risk 
ratings deliver same ROE as ‘medium’ risk borrowers.

https://www.pwc.com.au/pdf/pwc-report-future-of-banking-in-australia.pdf
https://www.pwc.com.au/pdf/pwc-report-future-of-banking-in-australia.pdf
https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
https://www.pc.gov.au/inquiries/completed/financial-system/report/financial-system.pdf
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Obviously, with better information 
and capability, we can assume banks 
will prioritise the application of more 
dynamic pricing to raise returns in 
less-profitable areas while attempting 
to retain margin and returns in more 
profitable ones. However, the market 
may not cooperate. We may instead 
see the opposite: competitive forces 
and market transparency driving 
down margins for the most attractive 
segments, while ‘stickiness’ or simply 
limited debt-servicing capacity may 
constrain the ability to raise rates for the 
least-attractive ones.

The only thing that can be said with 
confidence is that those able to deploy a 
new pricing capability first will capture 
the lion’s share of benefit. This is what we 
saw when material advances in pricing 
were introduced into the airline industry 
by American Airlines, physical retailing 
by Walmart and Ikea, online retailing by 
Amazon and consumer electronics by 
Apple. Afterwards, the benefits quickly 
dissipated throughout the market and 
value was ultimately competed away to 
customers and other stakeholders.

We expect the same to happen in 
banking. Replacing even some of the 
myriad of ad hoc, manual negotiations 
around discounts, rates, fees and other 
benefits – negotiations which frustrate 
and confuse customers every year – with 
offers systematically grounded in the 
economics of a customer’s actual situation 
(and compliant by design) will help create 
the simpler, smaller and more deeply 
connected bank we believe can thrive in 
the future.

For the financial system as a 
whole, transition to new pricing 
introduces both benefit and risk
We’ve stated several times that these 
changes need not be zero-sum for 
the economy and financial system as 
a whole. Better pricing of financial 
resources should, by improving the 
allocation of risk and capital in the 
banking system overall, lead to an 
improvement in financial stability and 
economic efficiency in two ways. More 
capital, funding and other resources will 
be made available to the healthiest and 
lowest-risk customers. This, in turn, will 
incentivise households and businesses to 
change their behaviours: paying down 
loans faster, making greater use of digital 
services and consolidating their banking 
wallet where there is a tangible benefit 
to doing so. Figure 4 illustrates what 
benefits could accrue to whom.

Figure 4: Benefits accruing to all stakeholders across the financial system 

• Optimised cost-to-serve

• Optimised cost-to-serve

•  Improved resource utilisation

•  Clearer incentives more aligned 
to true total value

•  More efficient allocation of risk 
and capital

•  (Sometimes) greater ease of 
doing business

•  More efficient portfolio wide 
distribution of risk

•  Lower market-wide costs for 
financial services

•  (Sometimes) improved pricing 
of externalities

• Increased revenues

•  Improved resource utilisation

• Optimised cost-to-serve

Capital 
(Shareholders)

Labour 
(Employees)

Supply 
(Suppliers)

Demand 
(Customers)

Environment 
(Government/ 
Communities)
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Unfortunately, in the short- to medium-
term, risk-based pricing may increase 
financial stress on those who are already 
the most stressed – even in a benign 
economic environment. Were some 
of the risks we described in our June 
quarter update Holding on, but looking 
for upside to materialise, the transition 
to more dynamic and risk-based pricing 
would have to be carefully managed to 
protect the health of the overall financial 
system as well as the welfare of less-
advantaged populations.

3. ‘No regrets’ steps to 
take today
The nuts-and-bolts of designing and 
implementing a pricing strategy are 
laid out in the non-technical tutorial 
Appendix. In the meantime, what can an 
accountable bank executive or perhaps 
non-executive director do today?

First, ensure that pricing as an overall 
process and capability is clearly defined 
and assigned to an accountable executive 
within the bank’s BEAR framework. Even 
if the pricing responsibilities dispersed 
throughout the organisation are clearly 
identified and defined, the designation 
of a single point of accountability is 
the best place to begin addressing 
the requirements enumerated in 
the Appendix.

Figure 5: Pricing health check – illustrative analyses 

Second, a number of high-level 
diagnostic analyses can be performed to 
understand the state of pricing practice 
in an organisation, the possible size-of-
the-prize from improving that practice 
and, most importantly, the product 
or business lines where the potential 
value is most immediate and material. 
These include both internal analysis of 
processes and procedures and detailed 
quantitative analysis of the results as 
illustrated in Figure 5.

With that in place, the elements of 
Figure 5 can then be built out. In our 
experience, the benefits of improved 
pricing are not only material, but can 
also accrue quickly, with sometimes even 
the announcement of a formal pricing 
review acting as a catalyst for careful 
scrutiny of discretions, discounts and 
other value leaks.
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https://www.pwc.com.au/banking-capital-markets/banking-matters-mba-jun18.pdf
https://www.pwc.com.au/banking-capital-markets/banking-matters-mba-jun18.pdf
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Appendix  
Pricing 101 non-technical ‘tutorial’

The art and science of pricing in financial 
services can be a complex topic. In 
application, advanced pricing can 
involve deeply-technical capabilities 
including activity-based costing, 
balance-sheet optimisation, risk-
modelling, risk-budgeting and of course 
consumer propensity-modelling, utility-
estimation and preference mapping. The 
deployment of these capabilities often 
requires advanced statistics, quantitative 
finance and behavioural economics, 
along with associated data and analytical 
foundations, and for this reason is too-
often restricted to practitioners whose 
jargon can be intimidating to non-
specialists. 

The purpose of this tutorial is to make 
the point that regardless of the technical 
details of implementation, advanced 
pricing requires two things around which 
all senior executives and  their directors 
are educated and aligned:

• Most importantly, there a number of 
fundamental strategic choices to be 
made about approach, and

• Operationationalisation requires 
alignment of five elements: strategy, 
organisation, process, infrastructure 
and execution.

A1. Different strategic 
approaches
Many examples discussed in the body 
of this paper relate to what bankers 
call risk-based pricing. In banking, this 
is the most tangible example of how 
pricing practices can be made more 
sophisticated than they are today. 
However, it’s not the only option.

At the highest level, regardless of 
industry, there are three reference 
paradigms to guide pricing strategy: 
cost sharing (with risk-based pricing 
being the prime example in banking 
where risk is a driver of cost to serve), 
value sharing, and yield sharing (see 
Figure 6). 

Three paradigms to consider 

Cost sharing involves pricing oriented 
to the allocation (or sharing) of the 
full cost-to-serve for the product in 
question. In banking, this would include 
the risk (credit, market, etc.) acquired 
by serving the customer, as well as a 
fair return for capital. Reflecting the 
importance of risk and capital in the 
total cost-to-serve equation in banking, 
this is sometimes called risk-based 
pricing. It is the primary model found 
when markets are well supplied and 
products undifferentiated, and it will be 
the most relevant pricing paradigm for 
the majority of products and services in 
banking – but not for all of them.

Value sharing requires understanding 
the delivered value to customers 
and pricing to obtain a fair share of 
that, noting that this could lead to 
very different prices and returns for 
similar services to similar customers. 
Such pricing is possible either when 
the product or service delivered is 
sufficiently differentiated to prevent 
surplus producer value being competed 
away, or where buyer behaviour is so 
well-entrenched that such competition 
does not have an opportunity to form.

The example that will perhaps be 
most familiar to readers is real estate 
where agents with strong regional 
franchises charge standard commissions 
regardless of property value, while a 
less-established agent building their 
franchise may offer a discount in return 
for the opportunity to manage a high-
value sale.

In banking, such pricing is more 
common than you might think. It is the 
way the most profitable wholesale banks 
price their complex advisory, equity 
capital markets (ECM) and debt-capital 
markets transactions, especially when 
they can bring distinct capabilities and 
distribution networks to bear. More 
generally, it is the implicit model in all 
areas where price is based on a variable 
fee that is independent of cost-to-serve. 
Asset management, administration and 
platform fees in wealth management are 
also examples.

Resource sharing involves attempting 
to optimise the utilisation, allocation 
and ultimately revenue generation of 
a shared resource or asset in limited 
supply, especially when that supply is 
perishable. It was first developed over 
three decades ago by decision scientists 
working for American Airlines. In the 
airline industry, seat availability on any 
flight is fixed and then expires at take-off. 
In such markets, the decision to serve one 
customer precludes the ability to serve 
another, so understanding the ‘price-
response’ dynamics of the customer at 
hand, as well as the likely price-response 
dynamics of future customers waiting 
to arrive makes a difference. American 
Airlines was so successful with what they 
called Revenue Management that it has 
become the dominant paradigm not only 
in airlines but in many related domains, 
from hotel and car rentals to electricity 
transmission, gas storage, wholesale 
telecommunications, advertising, cruise 
ships, sporting events and freight.

It is not very common in banking. 
Although balance sheet funding and 
capital are in principle finite assets and 
bankers often talk about the importance 
of a ‘scarcity mindset’ in managing them, 
the reality is that when assets are shared 
over large numbers of people whose 
primary incentives relate to their success 
in deploying rather than husbanding 
those assets, this can be hard to instil.
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Nevertheless, in all banks risk limits 
determine the available capacity for 
exposure to specific industries, borrower 
types and product areas. In principle, as 
any bank’s exposure approaches its limit 
or appetite, it should expect deal quotes 
to reflect this. In practice, what too often 
follows is a furious series of internal 
debates about the wisdom of said limits 
and their rationale. 

Figure 6 illustrates these paradigms, 
along with the market and product 
characteristics in which each is most 
relevant. The x-axis describes the degree 
to which the service involves use of a 
constrained resource and the y-axis the 
degree of uniqueness and competitive 
differentiation in the offer. The upper-
right quadrant (highly constrained 
resource and highly differentiated 
offer) permits ‘hybrid’ combinations 
of approaches common in sole-source 
markets. Obviously, it is the situation 
in which options for pricing and value 
realisation are greatest, and accordingly, 
it is rare.4

A few observations can be made about 
each approach. First, there is no need 
for a single enterprise-wide paradigm 
unless that is somehow related to the 
organisational strategy and/or brand. 
Rather, as described, different models 
suit different products, services and even 
providers who may have very different 
competitive strengths and franchise 
positions within the same market.

Second, for each paradigm, the actual 
effectiveness will be highly dependent on 
the degree of disaggregation and detail, 
which may in fact be more important 
that choosing the right paradigm. In 
other words, a cost- sharing approach, 
grounded in a more specifically-targeted 
assessment of cost-to-serve for the 
client in question, may be lead to more 
profitable pricing than a resource-
sharing-based yield-maximisation 
analysis optimised for the average 
customer. In other words, data, analytics 
and execution matter – at least as much 
as, if not more than, the right choice of 
conceptual framework. 
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Figure 6: Three ‘reference’ paradigms in pricing

4. Hedge fund managers and M&A advisors whose clients believe are the ‘best’ obviously fit in this category and their income would reflect that.
5. Exceptions can persist in markets that are highly distorted by government regulation, subsidies or other interference (e.g. airlines, steel and agricultural commodities)

Finally, these different approaches are 
not independent. Obviously, the cost-
sharing price should be a floor on both 
the resource-sharing and value-sharing 
prices, otherwise we would not expect 
the product to exist for long5. Likewise, 
in the absence of a market failure, we 
would not expect the yield-maximisation 
price to exceed the value-sharing price, 
except when the resource in question 
is so constrained that pricing analytics 
suggest it should be reserved for 
someone else.
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Price is part of the product – and 
fairness a crucial feature
A sports car’s superior performance 
may or may not justify its higher price, 
but what is certain is that neither the 
acceleration nor the handling of a Ferrari 
is affected by the price at which it’s 
sold. By contrast, the performance of a 
loan or investment product with higher 
fees is fundamentally different than 
it would be were it priced differently. 
In other words, for financial products, 
price is also a feature. For this reason, 
decisions about the level and structure 
of rates and fees must be based not only 
on economic considerations, but they 
must also be in line with branding and 
community expectations.

There is a strong bias against anything 
more than cost sharing in financial 
services. Who would be happy to learn 
they are paying higher brokerage fees 
than their neighbour because a computer 
determined that they would be willing 
to do so? As it stands, the Productivity 
Commission has its eye out for signs of 
‘unfair’ pricing, and differences in the 
pricing of services between front-book 
and back-book customers are a focus of 
its most recent report into competition in 
Australian banking. 

Although we maintain that sensible price 
discrimination between superficially 
similar customers is not only fair but 
can enhance efficiency and value for 
the financial system as a whole, we 
caution that banks must tread carefully. 
Companies from Amazon to Coca-
Cola have learned the hard way that 
simply letting algorithms optimise 
pricing without appropriately judicious 
oversight can cost far more in terms 
of reputational damage than the few 
extra basis points of margin to be 
won. Behavioural economics, public 
perception, the welfare of potentially 
disadvantaged populations, as well as 
congruence with the overall product and 
enterprise positioning and brand must 
all be taken into consideration.

Pricing is about much more than 
prevailing rates
It’s also important to remember that 
pricing in financial services is about 
more than rates. Fees, charges, penalties 
and other forms of non-interest income 
typically contribute a third of major bank 
revenues and typically receive much 
less attention than prevailing interest 
rates, at least for debt products. What’s 
more, empirical evidence suggests that 
customers react very differently to 
different types of charge, even when the 
total ‘price realisation’ is economically 
equivalent. Whether or not such 
preferences are irrational or reflect deep-
seated customer intuition about value is 
a question for behavioural economists. 
For bankers, it is crucial to understand 
these dynamics and how they differ by 
customer segment, product and service.
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Taking a systems-thinking view
Finally, consideration must be given to 
the degree to which pricing and price 
signals change consumer behaviour, 
and whether those changes will act 
to amplify or counteract the benefits 
of the new pricing strategy under 
consideration.

At many banks, customer support staff 
can spend significant time negotiating 
the rollover of term savings accounts 
simply because customers have learned 
that if they call at the end of the term 
they can get a better rate than if they 
simply allow their deposit to roll 
automatically. Perhaps this is a useful 
way to discriminate between customers 
with different price sensitivity and time 
value. Perhaps it leads to better deposit 
margins than would otherwise be the 
case. It certainly comes with cost. The 
time spent on the phone adds value 
neither to customers nor the bank 
and the activity encourages savers to 
constantly shop around and so increases 
churn. The same phenomenon can be 
seen in mortgages where attempts to 
quarantine the cost of discounts and 
incentives to the ‘front book’ has created 
the environment of continuous churn 
that is so costly today.

Imagine a different approach. Imagine, 
for example, mortgages priced off a 
common ‘indicator’ rate (transparently 
defined as a function of publicly-
observable market variables such as 
BBSW, the bank levy and basis spread), 
plus a ‘customer-margin’ whose total and 
average values were disclosed in public 
financial statements. What’s more, 
imagine that customers were taught 
through repeated experience that trying 
to save money by refinancing was rarely 
worth the trouble barring a genuine 
change to financial circumstance. Even 
better: imagine that your customers 
came to expect that the benefits of 
such changes would flow to them 
automatically, whether they were aware 
of it or not.

Obviously in such a scenario NIM would 
be lower. However, so would the cost of 
customer acquisition, the deadweight-
loss of unnecessary loan (re)origination, 
not to mention the economically fruitless 
and uniquely Australian political theatre 
accompanying mortgage repricing. What 
could your bankers and third-party 
advisers do with the time they save?

These are exactly the kinds of questions 
to ask and issues to address when we 
talk about taking a ‘systems-thinking’ 
approach to pricing.

A2. Operationalising involves 
common elements
Improving pricing capability and 
practice involves more than just a single 
initiative, investment or change. There 
are five core elements, illustrated in 
Figure 7.
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1. Strategy
Paradigm / approach

5. Execution
Incentives / training / monitoring / control / feedback

4. Infrastructure
Data / analytics / tools

3. Process
Activities / priorities / systems

2. Organisation
Governance / roles - authorities

Figure 7: Core elements of coherent pricing strategy

Strategy
The foundation is of course a clear 
strategic intent. For most organisations, 
simply recognising the need for, or even 
the absence of, this is an important first 
step. Unfortunately, as discussed earlier, 
this involves more than simply allocating 
products and services to the matrix in 
Figure 6.

The framework may suggest a yield-
maximisation paradigm for a certain 
product or service, but is it congruent 
with customer expectations and the 
brand promise? If not, are alternative 
brands available that can be kept 
sufficiently distinct?6 To what extent 
does price influence customers’ 
perception of value? This is especially 
relevant for products such as credit 
cards, for example, where consumer 
research demonstrates clear correlation 
between fee and value even when that 
fee is waived.

At what level of analysis can the 
relevant pricing analytics be performed: 
transaction, relationship, time period or 
something else? What is the approach to 
rewarding customer loyalty, if at all, and 
is there a need for different policies for 
long-standing versus new customers?

Most importantly, is it possible to put in 
place the organisational, process and 
infrastructure requirements to actually 
deploy the pricing strategy under 
consideration?

6. One of the key advantages of multi-brand strategies, including white-label manufacturing, is that it provides for a broader basket of pricing strategies that 
can be different from each other but still congruent with their associated brand positions.
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Organisation, process and 
infrastructure
Most organisations understand the 
need for clearly defined organisational 
responsibilities and processes relating to 
pricing, and for most products it involves 
some version of ‘product owners’ 
setting guidelines and parameters and 
then ‘customer’ or ‘channel owners’ 
negotiating specific deals within defined 
tolerances and discretions. The details 
will vary by product and business unit, 
and this is not necessarily wrong if 
it is the result of deliberate strategy 
grounded in agreed principles and 
frameworks.

Unfortunately, it rarely is. As a 
result, pricing roles, responsibilities, 
delegations, activities and procedures 
are negotiated and continuously 
renegotiated for every business and 
product line independently. When the 
organisation restructures itself, these get 
negotiated again.

There is a better way. By setting clear 
and common expectations for how 
pricing should work, grounded in 
choices about paradigm and strategy, 
it is easier to ensure that roles, 
responsibilities and processes in place 
at the product- and business-level are 
coherent and consistent with them. 
For example, bankers will have a basis 
on which to frame deal negotiations, 
and risk managers will have clarity on 
the questions they need to ask. In fact, 
risk and compliance are two of the 
many objectives that could be more 
efficiently managed with the benefit 
of consistent pricing frameworks that 
explicitly account for requirements 
including responsible lending, tax and 
transfer pricing, money laundering, 
know-your-customer (KYC) and many 
others. Ideally, compliance with such 
requirements is consciously designed 
into the framework which is increasingly 
relevant the more pricing execution is 
automated.

Finally, a coherent and consistent 
pricing framework can be the basis 
for establishing and investing in the 
required infrastructure to support it, 
including customer data, transaction 
data, third-party data, analytics engines, 
workflow and other tools.

Execution
The fifth and most important element 
in pricing capability is of course 
execution, a subject worthy a Hot Topic 
of its own7. For the purposes of this 
discussion, we will simply point out that 
it requires those responsible for quoting, 
negotiating and approving transaction 
pricing8 to be:

• appropriately trained in the paradigm, 
strategy, roles, responsibilities, 
delegations and processes which 
define their organisation’s framework;

• given access to the required tools to 
carry out their responsibilities;

• monitored to ensure their behaviour 
is consistent with policy and 
expectations; and

• incentivised in a manner congruent 
with all of the above – an issue that 
has been the subject of significant 
scrutiny across the industry for some 
time.

Most importantly, execution requires 
a continuous process of feedback 
and learnings that ensures the 
execution experience is incorporated 
back into a range of areas including 
strategy development, role and 
process definition, and infrastructure 
investment.

7. See for example our Hot Topic Seizing the accountability opportunity for our advice to responsible 
managers on improving operations and risk management practices in action. 

8. Including bankers, contact centre support staff, web developers, etc.

https://www.pwc.com.au/publications/pdf/banking-matters-hot-topic-nov17.pdf
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