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Everything Revolves Around Price 
Despite the pervasiveness of pricing in 
today’s business world and the thou-
sands of books and millions of articles 
dedicated to pricing, a large number 
of business leaders still know precious 
little about prices, where they come 
from, and what effects they have, as 
this article explores. Hermann Simon 
is Founder and Chairman of Simon, 
Kucher & Partners Strategy & Mar-
keting Consultants. His book on the 
German Mittelstand, Hidden Cham-
pions of the 21st Century, has been 
published in 25 languages.

Prices are the central hinges of a 
market economy. Think about it: 
every dollar of revenue and profit 
that a company generates is the 

direct or indirect result of a price deci-
sion. Each expenditure in your personal 
budget gets you something in return, 
which means you paid a price each time. 
Everything revolves around prices. Yet 
despite this pervasiveness, and the thou-
sands of books and millions of articles 
dedicated to pricing, so many people still 
know precious little about prices, where 
they come from, and what effects they 
have. In 2014, former Microsoft CEO 
Steve Ballmer stressed this point in a talk 
with entrepreneurs:

“[T]his thing called ‘price’ is really, 
really important. I still think that a 
lot of people under-think it through. 
You have a lot of companies that start 
and the only difference between the 
ones that succeed and fail is that one 
figured out how to make money, be-
cause they were deep-in thinking 
through the revenue, price, and busi-
ness model. I think that’s under-at-
tended to generally.”1

What comes to mind when you think 
about the word “price”? Of course, you 
can type “price” into Wikipedia and 
get a summary of theory not too far 

removed from what many of us saw in 
our college days. Flip open any econom-
ics textbook and you see that prices help 
balance supply and demand. In highly 
competitive markets, price is a manager’s 
weapon of choice, the most frequently 
used form of aggression. The common 
notion among managers is that no other 
marketing instrument is better suited to 
increase sales volumes more quickly and 
effectively than price cuts. That’s why 
price wars are the rule rather than the 
exception in many markets, often with 
devastating effects on profits.

Managers tend to have fear of prices, 
especially when they need to increase 
them. The fear has one legitimate source: 
one can never know with absolute cer-
tainty how customers will react to a price 
change. If we raise prices, will customers 
remain loyal or will they run in droves 
to the competition? Will they really buy 
more if we cut prices? 

Special discounts and price promotions, 
two standard forms of price cuts, are an 
everyday occurrence in retail, but they 
seem to occur with increasing in fre-
quency and depth. In recent years, pro-
motions accounted for 50 percent of beer 
sales in one of the world’s largest beer 
markets.2 Just two years later, some 70 
percent of all beer sales at the retail level 
came on special offer, with discounts as 
high as 50 percent.3 Whether driven by 
opportunity or perceived necessity, this is 
clear evidence that managers think that 
aggressive prices help their business. But 
is this really true?

To appreciate this uncertainty, you need 
only to listen to the simple explanation 
offered by Best Buy CEO Hubert Joly 
after his company suffered disappointing 
sales during the 2013 holiday season in 
the United States: “The highly promo-
tional environment has not led to high-
er industry demand.” In fact, The Wall 
Street Journal reported that Best Buy’s 
aggressive discounting “appeared to do 
nothing to persuade shoppers to buy 
more electronics. Instead, they just re-

duced the price of what was sold.” 

Price changes are high-stakes deci-
sions with dramatic consequences when 
they go wrong. Shares in Best Buy fell 
by almost 30% the day after the news 
about the holiday sales broke. This cata-
strophic, nationwide effect on customer 
and shareholder opinion is why manag-
ers will keep their hands off the pricing 
lever if they have doubt, turning their at-
tention to something more tangible and 
more certain: cost management. Cost 
management involves internal matters 
and supplier relationships, which man-
agers generally feel are less sensitive and 
easier to handle than their customer rela-
tions.

Yes, uncertainty and mystery surround 
pricing. As with any branch of science, 
the deeper we dig and the more we learn, 
the more questions we get. But over the 
last 30 years, we have made enormous 
progress in understanding and applying 
pricing actions, strategies, tactics, and 
tricks. Classical economics has developed 
new price structures such as non-linear 
pricing, bundling, and multi-person 
pricing. 

The beginning of the 21st century saw 
a surge in interest and research into be-
havioral economics, revealing many 
phenomena that classic economics can-
not explain. We will touch upon more of 
these fascinating behavioral findings in a 
future article. 
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