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Managing Pricing Across (European) Borders

More than five years on from 
the introduction of the 
Euro in 2002, many Eu-
ropean companies are still 

grappling with European price harmoni-
zation and its implications for the previ-
ously discrete currency zones.

The predicted mass collapse of prices 
to the lowest common denominator has 
not occurred across Europe, and large 
price differences between regions endure. 
A Ford Focus still costs 10-15% more 
in the UK than in Germany. A leading 
manufacturer of safety equipment has a 
European price difference of 15% and 
80% on two major product lines. Mars 
chocolate bar lovers are separated by a 
15% price difference within Europe. 

Make no mistake, however, the switch 
to the “transparent” Euro, and the ir-
repressible rise of internet shopping and 
price comparison sites, have created 
significant downward pressure on both 
retailers and B2B suppliers alike. 

Some believe this slide towards a com-
mon price is inevitable; and those who 

act quickly to implement a ”simple, clear 
and transparent” single price across Eu-
rope will be able to reap brand and mar-
ket share advantages from “honest” pric-
ing. Our belief is different.

Take the plight of the European Mars 
chocolate lovers. Could we in good con-
science recommend that Mars harmonize 
their prices across the continent and treat 
all customers as the same with one single 
price? Unlikely. 

Indeed, the price difference for the same 
chocolate between a supermarket and 
convenience shop within the same nation 
can reach 75%: five times the European 
price difference! 

Responding with  
Value-Based Pricing
The factors that sustain this variabil-
ity inside a country also apply between 
countries: differing consumer preferenc-
es, varying price sensitivity among cus-
tomer groups, different competitive situ-
ations or perceived brand strength are 
only a few reasons why a unitary price is 
not the optimal solution. 

Instead, the smart pricer will advocate 
value-based pricing–aligning the per-
ceived value and willingness-to-pay 
with the price that is charged. 

This strategy is in no way dishonest or 
exploits customers, but rather seeks to 
reflect how much customers are prepared 
to pay for a product rather than its cost 
of production. If it is feasible that dif-
ferent countries can perceive the value 
proposition of the same product as dif-
ferent, then it is also feasible to sustain 
price differences reflecting this. 

These variations are limited only by the 
cost of arbitrage. In our experience, the 
price difference required by these arbi-
trage agents varies substantially between 
products and is often significantly un-
derestimated by many companies when 
establishing pricing across the continent.

The trend toward price harmonization 
began with the establishment of the Eu-
ropean Single Market—long before the 
introduction of the Euro—and prices 
have converged due to the abolition of 
import/export restrictions and tariffs. 

Indeed, most of the erosion of the histor-
ical price differences within Europe has 
been due either to an economically ratio-
nal response to a decrease in the cost of 
arbitrage or companies responding to the 
bargaining power of newly established 
pan-European purchasing departments. 
These arguments, though, do not imply 
a single price strategy should be pursued. 

Implementing a  
Proactive Strategy
Despite sustained price differences, 
the risk of the doomsday scenario of 
all trade prices collapsing to the low-
est European price still exists. This will 
be true if companies are not prepared for 
the pressure created by easier price ref-
erencing and consolidated purchasing 
departments. 

Indeed, some have already fallen prey to 
this and had margins slashed in higher-
priced markets. Once this has happened, 
the road back to previous profit levels, if 
possible at all, is long and arduous. 

In a recent project for a European sup-
plier of medical devices, harmonization 
at the lowest European price would have 
led to a catastrophic 40% drop in profits 
in this market had the company not pre-
emptively addressed the situation. 

What is the proactive answer to this 
problem? Companies must optimize 
prices on a total European level and de-
fine a price corridor that narrows the 
differential on their terms. This corridor 
will define a hard, lower price bound-
ary and a “soft” upper limit to allow for 
those historically high-priced regions 
(typically the UK and Scandinavia). 

The aim of such an approach is to opti-
mize prices for profit regionally, but to 
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base them still on specific country data 
reflecting local differences in perceived 
value, willingness-to-pay and the com-
petitive situation. 

Typically such a corridor requires that 
prices in the low-price countries are lift-
ed and that those in high-price ones are 
slightly reduced. The weight each nation 
has in this decision will differ depend-
ing on its size and/or profit contribution. 
(See Figure 1 for an example of a Euro-
pean pricing corridor.) 

Changing an Organization’s 
Pricing Mentality
It may well be the case that certain mar-
kets sacrifice revenue and/or profit to al-
low for a higher overall European profit. 
Conceptually easy, but practically chal-
lenging, this involves changing an often 
long held regional mentality, amending 
incentive systems and rationalizing cor-
porate goals by country. 

An altered mentality throughout the 
organization is pivotal in resisting 

pressure from centralized purchasing, 
wholesalers and distribution compa-
nies.

Historically European wholesale and 
distribution was fragmented between 
various companies. This has changed, 
with both large multinational firms and 
distributors centralizing purchasing to 
exploit narrowing price differentials and 
create the suppliers’ doomsday scenario. 

Many companies feel they have little 
choice but to acquiesce. This essentially 
boils down to a question of power. But 
even in these difficult situations, a man-
ufacturer should fight where it can. 

In our work supporting firms in large 
deal negotiations, we often see value 
undersold and the purchaser mistakenly 
assumed to have the balance of power. 
This problem arises if the seller lacks 
meaningful reference points when pre-
paring for negotiations. 

Large deals, however, are not as unique 
as they may seem. A detailed analysis of 
previous negotiations (“deal post-mor-
tems”) makes it possible to identify pat-
terns where weaknesses were exploited in 
the past and what data and negotiation 
tactics work best with each type of large 
customer. Once the common elements 
have been identified, this analysis can be 
used to develop future strategy. 

At the end of the day, maintaining de-
served price differentials comes down 
to selling based on value not price. It 
also requires gathering detailed knowl-
edge of end-customer preferences and 
willingness-to-pay in each country be-
fore entering negotiations.

Clearly Define Organizational 
Pricing Responsibilities
Companies will need to delegate pric-
ing duties to teams with country-spe-
cific knowledge, while controlling profit 
optimization centrally. This means that 
firms may need to reassess their internal 
pricing groups. 

Companies must optimise prices on a total European level and define a price corridor that 
narrows the price differential on their terms.
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Figure 1: Creating a Price Corridor
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At every step it must be clear whether re-
sponsibilities will be managed centrally, 
regionally or jointly; whether the task in-
volves generating accurate (comparable) 
data or the overall management of the 
pricing process. 

In the end each group must mesh to-
gether to create optimal guidelines based 
on a price corridor that gives individual 
regions room to maneuver and to cus-
tomize the strategy. But the guidelines 
must also set a clear minimum selling 
price, which is strictly monitored. From 
project experience, we have found that 
effective implementation requires re-
gional sales and marketing teams to be 
fully involved in the final solution. These 
groups must be told why they are oper-
ating in price bands that can sometimes 
be regionally sub-optimal, but also that 
these issues will be factored into the tar-
get setting, rewards and incentives pack-
ages they receive. 

Crucially, the central pricing unit must 
foster a clear understanding among the 

regions of the wider European profit pic-
ture. 

Local employees must be sensitized to 
the impact that significantly lower pric-
ing in one country can have on the pric-
ing and profit situation in another. (See 
Figure 2 for details on the central/local 
division of activities along the pricing 
process.)

One Market, Many Segments
The case for maintaining varied pricing 
within the European Single Market is 
based on the same fundamentals which 
guide the setting of different prices in-
side a single country. 

Value- based pricing requires a tailored 
response to the varying perceptions of 
the product’s value, customer preferences 
and the competitive situation. Rather 
than viewing each country as a dis-
crete market, pricers should see them 
as different segments within one mar-
ket–each with its individual willing-
ness-to-pay. 

Total profit can then be optimized by 
taking into account all these countries 
and their interrelationships. 

These calculations must, of course, ac-
curately estimate arbitrage as a limiting 
factor and use this as part of the price 
optimization throughout the continent. 
Of course, one must also keep in mind 
that European laws do not actively pre-
vent gray imports. 

To implement a price corridor success-
fully, all parties must accept that opti-
mizing profits for Europe overall matters 
more than just for individual countries. 
The work is not easy and may require or-
ganizational changes within the pricing 
structure as well as the incentive system. 

However, timely and careful implemen-
tation can mean the difference between 
avoiding doomsday scenarios, and secur-
ing the value you deserve from the Euro-
pean market.

Responsibility for providing data and overall responsibility for each step of the price setting 
process must be clearly defined as centrally, regionally or jointly managed.
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Source: Simon-Kucher & Partners project; data modified to protect confidentiality

Figure 2: Clearly Define Ownership of Each Step of the Pricing Process


