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“We have identified five levers to 
protect and bolster the company’s fi-
nancial vitality in 2020… The first lever 
is that we are working diligently to 
maximize revenue in the retailers and 
categories that are growing.” 
—Ravichandra Saligram, President & 
CEO, Newell Brands

“By creating one operating sector… we 
believe we can enhance our focus on 
accelerating topline growth.” 
—Ramon Laguarta, Chairman & CEO, 
PepsiCo

Like Newell and Pepsi, many com-
panies are looking to restart and 
accelerate top-line growth to recov-
er lost sales as the initial economic 
shock from Covid-19 begins to ebb. 
Many will rely on traditional revenue 
growth management (RGM) strate-
gies focused on pricing, promotions, 
assortment and trade investment.  
“High-growth” categories, customer 
groups or regions will be targeted, 
typically defined by their potential to 
generate incremental revenue and, 
sometimes, by their incremental gross 
profit or contribution profit.  

Unfortunately, the evidence sug-
gests that many of these efforts—de-
spite growing amounts of data and 
advances in analytics—will uninten-
tionally lead to reductions in cash flow 
and shareholder value at a time when 
cash is critical. Companies that avoid 

profit growth. The unfortunate result 
is that these companies had less cash 
to reinvest in new products, capabili-
ties and technologies that could help 
build competitive advantage.

On the other hand, strategies that 
drive long-term economic profit 
growth as the primary objective are 
more likely than not to generate 
above-average top-line growth. In 
the S&P 500, nearly 80 percent of 
companies delivering top-quartile 
economic profit growth also had 
above-average revenue growth. In 
other words, maximizing econom-
ic profit growth over time will also 
lead to advantaged revenue growth.  
However, on the flip side, maximizing 
revenue growth over time is just as 
likely to destroy value as it is to create 
shareholder value. This is because 
economic profitability is a good signal 
that customers place a higher relative 
value on a company’s products, 
which is likely to drive demand and 
decrease price sensitivity (e.g., Apple 
iPhones).  

In the long run, only RGM strategies 
that grow cash flows and econom-
ic profits will succeed in growing 
shareholder value. While calculating 
economic profit requires a bit more 
effort than traditional measures, there 
are few initiatives with a higher ROI. 

Insufficient Granularity: 
A focus on economic profits is a 
strong first step, but RGM strategies 
can still fall short if measurement 
occurs at too aggregate a level.  

Most IT systems and reports only 
provide insights at a net revenue or 
gross profit level. Few reveal how 
cash flow or economic profitability 
varies across a company’s SKUs, 
outlets, customers and channels, let 
alone the intersection of one or more 
of those dimensions. As a result, man-
agement often makes RGM choices 

REVENUE GROWTH MANAGEMENT: 
COMMON PITFALLS & HOW TO WIN

T H O U G H T  L E A D E R S H I P  P R O V I D E D  B Y  G A LT  &  C O M P A N Y  A S  S E E N  I N  C H I E F  E X E C U T I V E  M A G A Z I N E

the pitfalls of traditional RGM strate-
gies can minimize their risk.

Optimizing the Wrong Metrics: 
For all companies, shareholder value 
is driven by investor expectations 
of future cash flows and economic 
profits (profits earned in excess of the 
opportunity cost of capital). When 
looking at the companies in the S&P 
500, there is a very high correlation 
between their intrinsic value (the 
discounted value of their future cash 
flow based on Valueline forecasts) 
and their actual share price and mar-
ket value.  

However, few, if any, RGM practices 
attempt to link top-line growth strate-
gies directly to maximizing cash flow 
and economic profits (earnings less 
a charge for the capital investment 
required to produce those earnings). 
There is an underlying assumption 
that if companies grow the top line 
and manage costs, profits will natu-
rally grow as well. But this approach 
to growing profits by managing these 
line items individually, rather than 
through changes in strategy, is just as 
likely to fail as it is to succeed, accord-
ing to empirical data.

In fact, almost 50 percent of com-
panies in the S&P 500 that delivered 
top-quartile revenue growth also 
delivered below-average economic 
profit growth—and more than 40 per-
cent had bottom-quartile economic 

for a broad segment of the business, 
unaware of the dramatic profit dif-
ferences that exist at a granular level 
(e.g., customer, outlet, SKU, etc.).  

System Limitations and Inadequate 
Procedures:   
One reason that few companies 
perform RGM analytics at an econom-
ic profit is inadequate systems and 
procedures.  

Fortunately, gaining visibility into 
economics at a more granular level 
does not require a complete overhaul 
of IT systems or standard reports. 
The capability can typically be built 
within an existing finance organization 
with the right training, oversight and 
access to existing data systems.  

The exact requirements vary across 
industries and companies; however, all 
organizations should:

• Assign singular accountability for 
overseeing the development and 
ongoing quality control of granular 
profitability metrics. Often, unof-
ficial and redundant “side books” 
send conflicting profitability signals.

• Decide on the desired level of 
granularity by considering the level 
at which customer decisions and 
cost-to-serve requirements will vary 
materially, as well as the level at 
which go-to-market strategies can 
be meaningfully and cost-effective-
ly differentiated in practice.
• Set timing and accuracy expec-
tations and requirements upfront 
(i.e., quarterly vs. monthly, linked 
to budgets, reconciled to reported 
financials).
• Align internally on business 
rules and required allocation 

drivers to push indirect costs and 
capital down to the desired level 
of granularity.

Insufficient Governance:
Beyond developing a granular view 
of profitability, maximizing the value 
of this data over time requires proper 
governance, training and incentives. 
For example, it is not unusual for 
companies to say they want profit-
able growth but then compensate 
RGM teams on incremental sales or 
volume. Once visibility into granular 
profit concentrations are available 
and the drivers understood, incentive 
practices must evolve to compensate 
management for successfully capital-
izing on these concentrations.  

In addition, simply having better 
data and incentives is not sufficient 
for long-term success. Employees 
using this data must understand the 

impact of assumptions, look for the 
underlying drivers of profit concen-
trations and develop RGM strategies 
with a more thorough understanding 
of the ripple effects on the business 
(e.g., impacts on the supply chain, 
distributors, net working capital, etc.).

Creating Long-Term Differentiation 
through RGM: 
Companies that develop RGM prac-
tices that are disciplined, granular 
and economic-profit-driven position 
themselves not only for short-term 
improvements but also for long-term 
outperformance in the capital mar-
kets. Economically profitable growth 
generates incremental cash flow that 
can be reinvested in the business to 
continue driving competitive differen-
tiation or returned directly to share-
holders. Yes, overhauling RGM strate-
gy with these practices involves shifts 
in mindset, culture and capabilities, 
but that is precisely why those that 
make the journey enjoy a competitive 
advantage over peers.

Satisfaction with Granularity

Companies’ satisfaction with accessible 
financials decreases as the level of 
granularity increases:

• BU: 67% Satisfied

• Geography: 46% Satisfied

• Product: 42% Satisfied

• Customer: 27% Satisfied

• SKU: 12% Satisfied

Establishing Successful Governance Conditions

• Awareness – business unit and line 
management must understand the implications 
of active portfolio management and how 
their day-to-day decisions impact company 
objectives

• Education – developing and reinforcing 
trainings to ensure all stakeholders understand 
company objectives and how to make decisions 
that enhance them

• Adoption – understand that a variety of 
barriers, intra- and inter-business unit, are 
in place, and align rewards and structure 
action plans such that they are addressed by 
accountable parties

• Advocacy – share the “success” story 
throughout the organization to ensure buy-in 
is achieved
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