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Professionalize Your 
Company’s Pricing Function  

If the pressure on prices, volumes 
and margins is high enough, then 
why is there still resistance to 
changing the thought process and 

behavior in pricing? In our experience 
two factors contribute to the problem.

It’s Not Your Fault,  
But It Is Your Problem
The first indication of pricing resis-
tance can be found among large cus-
tomers with buying power. In interna-
tional purchasing, for example, price 

comparisons are made on two levels: 
internally between locations/countries 
and externally with other suppliers. 
The harmonization, which results from 
these comparisons, drives prices down to 
the lowest levels. These declines are not 
usually compensated with volume in-
creases, leading therefore to direct mar-
gin losses. 

When purchasing core products or be-
coming involved in major projects, cus-
tomers will invite bids or hold auctions. 
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Confronting the Unfounded Fear 
of Price Increases

According to Dr. Karl-Heinz Se-
bastian and Dr. Andrea Maessen of 
Simon, Kucher & Partners, a brief 
survey of the current economic envi-
ronment suggests that the momentum 
for pricing is good. However, grow-
ing discounts, unruly buyers or ag-
gressive competition are responsible 
for margin drops in companies (and 
industries) even as prices are slightly 
going up. To address these complex 
challenges, the authors provide a 
roadmap showing how companies 
can implement more sophisticated 
policies and utilize different pric-
ing tactics to maximize profitability.  
For additional information, please 
contact the authors at Karl-Heinz.
Sebastian@simon-kucher.com and 
Andrea.Maessen@simon-kucher.com.

t European Conference, Radisson SAS Hotel – Brussels, Belgium; Nov. 22-23, 
2007

t Thursday, 22 November, 2007 Workshops Include:
 1.  Core Pricing Skills
 2.  Organizational & Cross-Cultural Pricing Transformation
 3.  The Keys to Unlocking Your Pricing Potential
 4.  Pricing Strategies that Rapidly Change Profitability

t Friday, 23 November, 2007 General Sessions Include:
 1.  Proven Keys to Successfully Implement Pricing Processes
 2.  How to Identify Customer Segments and Shape Value Propositions
 3.  Development & Implementation of Segment Specific Pricing Strategies

t Winter, 2008 CPP Workshops, Westin Horton Plaza – San Diego, 
California; February 21-22, 2008

For the most up to date information about PPS events and programs please visit 
our website at www.pricingsociety.com frequently.
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The asymmetry of the price information 
(the customer “knows everything,” the 
seller “knows nothing”) and the high 
purchasing volumes foster a downwards 
price dynamic. 

The demand to increase productivity, 
and the pressure to make transparent 
calculations, first started in the automo-
tive industry. These practices are now 
common in almost every sector.

Moreover, the supplier is always driven 
into a trap when the value delivery (in 
technology) is systematically separated 
from the value payment (through the pur-
chase). Value-based prices are extremely 
difficult to achieve in this situation.

Because Nothing Can Exist 
Unless It Ought to Exist
The second sign of resistance is found 
internally in companies. Price becomes a 
topic of hot debate in the effort to cover 

cost increases, operate at full capacity 
and maximize profits. “We always try to 
make the best prices” or “The market de-
termines the price” are common beliefs 
that dominate the thinking. In line with 
this view, those responsible for pricing 
accept help only grudgingly. However, 
the effects of resistance are disastrous: 
prices no longer reflect value. Consistent, 
predictable and stringent price manage-
ment is more urgently needed than ever 
before. It involves setting clear rules that 
specifically position the price as a com-
petitive instrument (price positioning), 
while systematically differentiating it 
(price differentiation). Strong manage-
ment also has to guarantee effective im-
plementation, which must take place on 
three levels.

First Level: Price Positioning
Effective positioning involves first asking 
a strategic question: which products/ser-
vices can be offered for which price? The 
answer to this question lies in the value 
delivered to the customer (value deliv-
ery) and how this value is captured by 
the price (value extraction). Generally, in 
this framework, there are different fac-
tors determining value: price, product or 
“the solution.”

Scenario 1: The Price as Value. The lowest 
price determines the value if the product 
is completely exchangeable, and if there 
are few barriers to changing the supplier. 
This applies to homogeneous mass prod-
ucts or commodities which, regardless 
of the supplier, show the same product 
specifications and performance. Custom-
ers will be very aware of the lowest price 
in this situation. (Look at the number 
of discounters in consumer markets.) In 
these cases, trying to improve products 
or making supplemental service offers to 
provide differentiation from the compe-
tition would be fruitless. Price competi-
tiveness should have the highest priority. 
It ensures market position and, conse-
quently, margins. So, profitability is best 
achieved by lowering costs.

Scenario 2: The Product as Value. In this 
case, added value offers play a key role. 
It is crucial first to determine to what 

extent the product’s enhancements re-
sult in benefits to the customer. Even if 
a screw, for example, were to be coated 
in gold, it would still not offer an addi-
tional benefit to the consumer. Howev-
er, a colored label that eases and speeds 
up a customer’s use of tools and screws 
is a real benefit.  

While pricing is based on product and 
customer benefits, it is also based on the 
economic impact of using the product—
especially in B2B settings. Only when this 
impact is assessed can a company deter-
mine the limits of a customer’s willingness 
to pay—and achieve a price premium. 

Scenario 3: The Solution as Value. A so-
lution must be based on (and well-inte-
grated with) the business processes and 
competencies of the customers. A good 
example can be found in the automotive 
industry, where entire coating lines are 
run completely by the coating manufac-
turers. In this case process optimization 
becomes a valued solution. It remedies 
all problems in pricing: direct compari-
sons with competitors are no longer pos-
sible since the customer is being offered 
a highly individualized solution. Threats 
of bid invitations or auctions are presum-
ably banned. The customer remains loy-
al because of the high degree of process 
integration. A price premium should be 
achievable because the added value of the 
solution reflects itself in higher revenues 
and earnings.

However, these seemingly reasonable sce-
narios include a substantial risk. Added 
value from simple product bundling will 
not fulfill the customer’s demand for a 
solution. In addition, it is not uncom-
mon for customers to try to reduce the 
complexity and the lack of price trans-
parency by using a one-dimensional 
cost-per-unit concept to allow for a di-
rect price comparison. Pricing solutions 
must be applied case by case and be 
tailored specifically to the needs of each 
customer. This practical approach can 
be executed only in very limited cases.

In general, sellers must first determine the 
value driver of each customer’s business 

Inflationary discounts, rising costs 
and drops in demand are only the 
tip of the iceberg. The real prob-
lems go even deeper:

1. Companies are unfamiliar with 
the true rules of the game and the 
significance of price.

2. There are unwarranted price dif-
ferences between customers.

3. Countless individual agreements 
exist. Pricing can no longer be un-
derstood, predicted and steered.

4. There is a lack of information 
on de facto price realizations in the 
market. Risks are recognized too 
late, and individual consequences 
are overestimated.

5. Pricing power, competencies and 
responsibilities are not clearly de-
fined in the organization.

The Real Problems
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and then apply the approach that best ap-
plies: price, product or solution as value. 

Level Two:  
Price Differentiation
Prices can be differentiated depending 
on products and customers. This process 
accommodates situations in which vari-
ous buyers have a different willingness-
to-pay depending on their region, time 
of purchase and product value.

In the first case, the price as value, differ-
entiation is based on customer character-
istics only. The product is homogenous 
and exchangeable; the customer is usu-
ally not. Industry consumers, for exam-
ple, vary in their size, potential, market 
importance and location. Differentiat-
ing these customers by price is therefore 
a given. And this could take the form of 
graduated prices, volume discounts and 
bonuses. Discounts need to be closely re-
lated to customer performance (e.g. con-
sumption, purchase of product bundles/
systems or total volume). When strong 
price competitiveness prevails, only very 
small differentiation is possible.

In the second case, the product as value, 
both dimensions of price differentia-
tion—the product and the value the 
customer places on it—are relevant. The 
price is the focal point with core prod-
ucts, and the customers are generally 
very aware of them. In contrast, they are 

quite disinterested in side and comple-
mentary offerings, revealing the poten-
tial for higher prices. Therefore, when 
dealing with core products, pricing com-
petitiveness must be secured, though 
advantages are practically impossible to 
achieve in the long-term. 

The third scenario, the solution as value, 
which is oriented towards price individu-
alization, enables the greatest possible 
differentiation based on the specifics of 
the solution and the customer.

In comparison to a uniform price strat-
egy, differentiation can help a company 
to increase profits significantly. There are 
advantages, but also risks. The high com-
plexity, cannibalization effects and irrita-
tions in buying behavior (in cases of in-
consistent and widely spread prices) must 
be evaluated for their effects on prof-
its and costs. When designing a strat-
egy, markets and the customers must 
be fenced off from one another; and the 
complexity of the price differentiation 
should be kept under control. Otherwise, 
effective implementation is at risk.

Level Three:  
Price Implementation
Price positioning, differentiation and 
implementation are rarely handled by 
the same person or function in a com-
pany. More often there is a clear distri-
bution of competencies in marketing 

and sales and, where applicable, in divi-
sion management. The responsibility for 
price positioning and differentiation usu-
ally lies in marketing. A closeness to the 
customers and a solid knowledge of the 
competitive environment are required 
of sales. Division managers are usually 
responsible for the selling of solutions, 
because these generally have a strategic 
significance to the business and are ad-
dressed by the top decision-makers on 
the customer side too. 

In scenario one, the price as value, it is 
necessary when implementing price, for 
sales to concentrate on the core of ev-
ery economic transaction and to keep 
the business’s benefits in mind. Defined 
price limits must be strictly adhered to.

In the second scenario, the product as 
value, implementation is conducted ac-
cording to two rules that determine 
the range of the target prices, as well as 
the conditions for providing discounts. 
Sales has the task of applying prices 
within this specified range in customer 
negotiations. Incentive and price de-
fense systems should reward the best 
performers.

Particularly in the third scenario the so-
lution as value, price implementation is 
not for the faint-hearted. Success is de-
termined by power and behavioral fac-
tors: the customer benefit, the unique-
ness, and the flexibility of resources 
strengthen the negotiating position of 
the supplier. As a next move in the pow-
er play, the customer challenges these 
factors with the size of his purchasing 
volume and price transparency. Experi-
ence, skill and consistency play a key role 
in the supplier’s response. Effective price 
implementation is achieved by going for 
a win-win situation for both customer 
and supplier.

Before resorting once again to short-
sighted tactics in the battle against pric-
ing challenges, the real problems and 
their root causes should first be under-
stood. This is the basis for any profes-
sional pricing. 
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Figure 1




