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Increase Topline Growth in the Off-Highway 
Vehicle Industry by Optimizing Spare Parts Prices

In this article, the authors present pric-
ing strategies that pricers in the off-
highway vehicle industry can employ to 
increase profits and cut costs in the fluc-
tuating global economy. This industry-
specific analysis provides pricing strate-
gies and advice that can be applied by 
pricers in multiple industries. Antoine 
Weill is a Partner Elect in the Glob-
al Heavy Equipment Practice at the 
Simon-Kucher & Partners Frankfurt 
office. He can be reached at antoine.
weill@simon-kucher.com. Jan Yang is 
Managing Director at the SKP Bejing 
office. He can be reached at jan.yang@
simon-kucher.com.
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The global off-highway vehicle 
industry has been facing se-
vere headwinds in the last 
few years. China, the global 

growth engine in the last decade, has 
considerably lost steam. Sales of con-
struction equipment, for example, is ex-
pected to dip year-on-year into the next 
five years. Other major markets such as 
Europe and North America are recover-
ing only slowly. The near future of the 
industry is uncertain and fraught with 
challenges, especially in terms of topline 
growth. Overcapacities in production 
inherited from periods of fast growth, 
coupled with sluggish global demand, 
are causing original equipment manufac-
turers (OEMs) of off-highway-vehicles 
serious problems. 

To navigate the difficult time ahead, 
many OEMs are taking measures to 
streamline production processes and 
slash costs. Unfortunately, they have not 
paid sufficient attention to the revenue 
side ‒ the actual core of the issue. One 
source of topline growth that is largely 
overlooked is the aftermarket, which 
will play an increasingly important 
role in maintaining topline and profit 

growth for the entire industry for the 
years to come. 

Spare parts, and specifically spare parts 
pricing, is one of the largest levers to 
drive aftersales performance, and the 
potential in many OEMs remains largely 
untapped. It is no easy job and takes a 
lot to manage the pricing of spare parts 
effectively. Just imagine there are a hun-
dred thousand stock keeping units, mul-
tiple price levels and thousands of cus-
tomers to be checked and maintained 
each year. 

Leading OEMs in the industry manage 
to achieve >65 percent gross margin on 
spare parts while keeping their distribu-
tion network financially healthy. They 
master spare parts pricing by focusing 
on the following four essential elements: 
pricing strategy, list price setting, dealer 
discounts and customer discounts.

Pricing strategy
OEMs need to have a set aim when car-
rying out spare parts pricing. Do they 
want to support sales of goods overall (in 
other words with low cost of ownership) 
or do they intend to maximize aftersales 
profits? The aim will determine the ap-
proach. Often OEMs are very much 
linked to original equipment and servic-
es providers (OESs) or independent af-
termarket prices, when it comes to com-
petitive positioning. There is no doubt 
that we will see plenty of ultra-low prices 
of parts from unidentifiable sources. If 
that is the base for price decisions, price 
reductions are inevitable. 

Leading OEMs segment their parts into 
product groups and determine the price 
strategy of each product group based on 
a set of pre-defined criteria such as safety 
relevance, price image, competitiveness 
etc. (See Figure 1). The resulting price 
positions are reviewed and validated on a 
regular basis.  
 

List price setting
This appears fairly straightforward. Let’s 
assume, for example, the cost for manu-
facturing and logistics of a company is 
$100. A 30 percent markup seems de-
cent. So the part is priced at $130. Is it 
easy? Yes. Is it correct? No, because it 
does not take market factors, especially 
customer willingness to pay, into ac-
count. There are many well-known ex-
amples in the vehicle industry, where 
OEMs and OESs set prices for their in-
novations too low and regretted it. 

Pricing is about value extraction. 
When it comes to list price setting, 
one needs to really understand which 
value drivers determine the intrinsic 
value (list price) from the customer 
perspective. Take v-belts for example: 
the primary value drivers are length 
and number of belts (single vs. double). 
Thanks to the regression technique, 
among other analytic methods, the dis-
crepancies in existing prices can be re-
vealed and corrected to re-construct the 
should-be prices (See Figure 2). 

It should be emphasized that list price 
setting is very important for professional 
pricing, as it sets the starting point of 
what is known as a pricing waterfall (a 
scheme that depicts all prices along the 
transaction chain, from list price to end 
customer price).

Dealer discounts
OEMs of off-highway-vehicles rely on 
dealers for distribution and customer 
care. Dealer discounts can be used as an 
effective tool to influence dealer behav-
ior. Unfortunately, in many cases dealer 
discounts are historically grown and lack 
logic of any kind. Either there is no dif-
ferentiation across parts categories or 
there is huge discount variation for no 
apparent reason. 

There is no one-size-fits-all system. The 
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Figure 2: Value-based list price reconstruction
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Figure 1: Pricing strategy by product group

Macro indicators Source Price change indications

Growth potential Data, experts

Competitive positioning Competitive data

Perceived vs. real position Survey, comp. data

Impact on TCO Survey, experts

International price  Company data

Demand elasticity Company data

Cost and profit situation Company data

… …

… …

… …

Group orientation Strategy workshop

Source: Simon-Kucher. Content adjusted to protect confidentiality     

Exhibit 1 – Pricing strategy by product group
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Project Example

 Each product group or aftersales category is rated across relevant macro indicators
 The lower the criticality index, the higher the likelihood prices can be increased (and inversely)

Aftermarket Challenges and Strategy 1

Source: Simon-Kucher. Content adjusted to protect confidentiality

Exhibit 2 – Value-based list price reconstruction
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Project Example

Additional perspectives can be considered, such as customer drivers (e.g. visible parts or not) 
or market drivers (e.g. demand trend, global competitive landscape, etc...)

Aftermarket Challenges and Strategy 2
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one that fits is the 
best. That said, a 
good discount sys-
tem comes from 
knowing what you 
as an OEM want to 
achieve and under-
standing how to get 
your dealers help 
you achieve it. 

Leading OEMs tend 
to break down dis-
cretionary discounts 
into discount ele-
ments that are clear-
ly linked to certain 
market indicators 
and dealer perfor-
mance. Depending 
on the parameters 
of the market indi-
cators (e.g. degree 
of competitive pres-
sure and dealer performance, realized 
sales volume), dealers will “earn” the 
discounts they deserve. In the meantime, 
they will have the incentive to work 
harder to earn greater discounts. See Fig-
ure 3 for an example.  
 
Customer discounts
Customer discounts form the last step 
of the price waterfall. In the majority 

of distribution networks, OEMs have 
no direct control over street prices. Fre-
quently, customers with similar user pro-
files in different regions end up paying 
very different prices for the same spare 
parts because the dealers do not always 
think alike ‒ one of the root causes for a 
grey market. This also often leads to un-
satisfied customers.

Although OEMs may not wish to med-

dle in their dealers’ business, best prac-
tice shows that OEMs can bring about 
positive changes to customer and dealer 
satisfaction, by recommending customer 
discounts that are, for example, based on 
explainable customer-specific discount 
drivers such as sales revenue, sales poten-
tial, industry type or historical payment 
behavior. See Figure 4 for example.

Spare parts pricing is a multi-faceted top-
ic requiring consider-
able time and effort 
to manage effective-
ly. But simply put, 
the main target is to 
increase prices with-
out harming custom-
er satisfaction, sales 
of goods overall, 
and market share. 
To do this it is im-
portant to be aware 
of where prices are 
sensitive and where 
they are not. This is 
much like pressing 
a fakir into a bed of 
nails without hurt-
ing him – some parts 
are more vulnerable, 
others can take more 
pressure. 

Product line A

Source: Simon-Kucher

Exhibit 3 – Market-driven dealer discounts
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Figure 3: Market-driven dealer discounts
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Source: Simon-Kucher

Exhibit 4 – Derivation of deserved customer discounts
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Figure 4: Derivation of deserved customer discounts
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