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In a non-tendered market brand premium will protect prices and brand owners. However, 
tendering opens the market to all parties, including the competitors with a low-cost posi-
tion and weak branding. The switching curve, as the author explains in this article, presents 
a method to assess the incumbents’ and the challenger’s position, quantify the impact of a 
challenge, and derive the appropriate pricing measure in response. Slobodan Farago is in 
the Pricing and Sales Excellence group, MDS Division at BD. He can be reached at Slobo-
dan.Farago@bd.com.by Slobodan 

Farago

Brand Premium in the Light of Tenders

I
n many mature markets, very often, one 
will find 2-4 established players rep-
resenting a significant majority of the 
market, each consolidating their own 
loyal customer base behind their brand. 

These incumbents are occasionally chal-
lenged on price. The switching curve, as 
explained here, presents a method to as-
sess the incumbents` and the challenger`s 
position, quantify the impact of a chal-
lenge, and derive the appropriate pricing 
measure in response. The article explains 
how branding protects the price, and 
how tendering disrupts branding and the 
switching curve rationale, how it remixes 
the market, and by this abolishes many of 
the “emotional” elements associated to a 
brand. The article discusses also risks and 
implications which result from tendering for 
both the customer and the supplier such 
as a change of focus away from innovation 
towards imitation.

Barriers to Switching Brands
Usually, a brand owner will enjoy a certain 
degree of protection with his own cus-
tomer base, and unless there is not a sig-
nificant advantage or benefit perceived in 
the offering of a challenger, a customer will 
stay loyal to his current supplier and brand. 
The customer`s reluctance to switching 
brands is known as the brand premium 
which defines how much lower on price a 
challenger has to go to convert a custom-
er to his own brand or product/offering. 
On the other hand, a price premium de-
fines how much more a brand owner can 
charge above his competitors without los-
ing his customers. By definition, this price 
premium equals the value of a brand. One 
can think of several factors which prevent 
a customer from switching brands:

• Branding/reputation
• Established practices 
• Familiarity with a product
• Portfolio compatibilities 
• Supply reliability
• Aligned commercial processes 
• Service/Support 
• Prospect of innovation
• Relationship of trust
• etc. 

Many of these elements carry an emotional 
component, but some are also indeed 
tangible. An established track record 
of supply chain reliability and support 
in solving issues are more than just 
a perceived experience that leads to 
established trust. The same is true for 
a track record of innovation where a 
customer enjoys being partner of a 
supplier who invests into product and 
solution improvements, into better linked 
commercial processes, etc., all of which 
can, in interaction, benefit the customer, 
provide him with a distinctive advantage in 
his own market, make his own processes, 
products and services more efficient and 
distinguished. 

In case of switching to a new brand and 
a supplier a customer`s workforce will of-
ten need to be re-trained on the use of 
the new brand, gain experience, before 
being able to employ the product prop-
erly. The customer would also need to 
re-align his commercial processes to the 
new supplier, deal with new people, differ-
ent documentations, systems, etc. In the 
beginning, after switching to a new sup-
plier, some disruptions are almost certain. 
Thus, to give up an established relationship 
of trust, and a positive track record and 

experience in exchange for a “somewhat” 
better price might be risky and even more 
costly than any benefit which results from 
a lower price. 

That said, there still are limits to brand 
loyalty, mostly defined by the individu-
al experience of each customer with his 
supplier/brand, the specific pressure on 
the customer`s budget, acute pressure 
and needs to reduce costs, etc. There 
is a (price) point where brand loyalty will 
end, and this price point is usually very 
individual.

Switching according  
to the S-Curve
In business economics, switching can ide-
ally be displayed by the S-curve or sigmoid 
curve. Here it is employed as a means to 
model switching behavior induced by pric-
ing. In this example, the x-axis is showing 
the delta (discount) to the price of the in-
cumbent starting at 0% and ending at 
100%. The y-axis represents the market, 
with the percentage of customers/rev-
enues being converted to another brand 
at each of the discounted price points – 
the relation of the two parameters draw-
ing the S-curve. 

Accordingly, the curve shows how many 
customers/revenues (in %) a price chal-
lenger can convert if he positions his prod-
uct at a discount towards the incumbent`s 
current sales price. On the lower left side, 
the most price sensitive customers will only 
start to switch if a “certain” price benefit is 
seen. This lag phase of the curve equals 
the level of brand protection and is often 
referred to as the “brand premium.” The 
upper end of the curve displays the maxi-

mailto:Slobodan.Farago%40bd.com?subject=
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mum conversion, where a total conversion 
will almost never be possible, and 100% 
hardly ever reached. Experience shows 
that some customers will never switch their 
favorite brand even if the competitive prod-
uct is offered for free. 

Deferred due to the brand premium, the 
curve will start flat showing that hardly any 
customers will be converted until a thresh-
old discount level to the incumbent`s price 
is reached. Having reached the level of 
the brand premium the curve will start to 
rise faster and faster, and up to the point 
where it reaches a maximum increase with 
an increasing number of customers/rev-
enues responding to lower price. There-
after, the curve will continue to climb but, 
eventually, it will fall back to an increas-
ingly smaller ascension until it flattens off 
completely again. 

Limitations of a price challenge
Following this pattern, it becomes evident 
that a new entrant has the highest incen-
tive to engage in a price game at the in-
flection point, the price difference with the 
maximum increase of the curve. Before this 
point, the price impact is more modest or 
at even much smaller price discounts in-
deed very modest or not even existent. 
After the inflection point the revenue im-
pact starts to get smaller while the higher 
discounts will have an increasingly nega-
tive impact on profits and revenues. For 
example, if a challenger has already gone 
35% below the incumbent`s price to reach 
20% of conversion, he may not stop go-
ing another 5% lower to achieve 50% of 
conversion, but he might be reluctant to go 
another 20% down to reach just 60% of 
conversion. Thus, the optimal price range 
is defined, between the brand premium 
and somewhere after the inflection point. 
Such can be called the “game zone” which 
offers the highest impact on conversion for 
the lowest price difference possible. This 
price range will usually be in the focus of 
a challenger in order to convert a part of 
the incumbent`s customer base. The game 
zone will be defined by the exact param-
eters and shape of the curve, and costs. 

That said, a reduction of a price which in-
duces customers (and revenues) to switch 
has always to be seen also in relation to 
revenues and profits. If a challenger is at-
tacking in a mature market which already 

sees low profits, his 
room to challenge be-
comes very limited. 
Offering even slightly 
lower prices might not 
yield sufficient profits 
in return. In fact, the 
challenger may be only 
destroying the market 
by decreasing prices. 
This is because the 
curve starts with a lag, 
and room for a price 
challenge is thereaf-
ter extremely limited in 
a low-margin market. 
That explains also why 
in a mature market the 
customer base is usu-
ally split between very 
few and sometimes 
only two established players with not much 
of brand switching seen at all. 

The situation might change, however, if 
a new entrant is joining from a low-cost 
country with a significantly lower cost po-
sition, and with an additional room to chal-
lenge on price. In such case, the incum-
bent is not forced to match the challenger̀ s 
(new entrant`s) price to maintain his posi-
tion, but only needs to decrease his price 
to that level where the curve is shifted to 
the right, again out of the so-called game 
zone, by this making the price of the chal-
lenger again unattractive to most of his 
own price sensitive customer base, and at 
the same time this may at some point dis-
courage the challenger who may not get 
enough in return. 

It is important that the incumbent does not 
match the challenger`s price as this would 
contribute to the destruction of his own 
market, set a lower reference price across, 
and it is even not needed to successfully 
fight off the challenge! 

See Figure 1 for schematic display of a 
switching curve, showing the relationship 
between customers switching brands in 
response to a lower price. The lag phase 
is associated with a brand premium, the 
game zone defines where a price chal-
lenge makes sense, and the inflection point 
shows the price point with the maximum 
increase in switching. 

What is true for a mature market applies 
also for a growing market with more at-
tractive margins with the only difference 
that the room for price challenges be-
comes bigger, and occasionally even es-
tablished players see here an opportunity 
to challenge each other on price. Here 
again, matching the challenger`s price is 
to be avoided. To protect his own cus-
tomer base, for the incumbent it is per-
fectly enough to lower the price only to 
the point to keep the challenger outside 
of the game zone.

To Know your Customers:  
the formula and the  
shape of the curve
In order to predict the outcomes of a price 
challenge, the knowledge of the exact for-
mula behind a switching curve is crucial. 
The one with a better picture of it, be it a 
new entrant, an established competitor or 
the incumbent, will have an advantage in 
the game. To identify the curve closest to 
the truth requires significant industry, busi-
ness and market experience. It requires 
also significant insights into the custom-
ers. Usually, there will be such experience 
with an incumbent who has a longer and 
more successful presence in his own mar-
ket. Remaining uncertainties can be dis-
persed by applying an S-curve dedicated 
market research aiming at identifying the 
exact relationship between brand loyalty 
and price. For a new entrant, market re-
search will often be inevitable. 

White Paper – Price Defense Strategies 
 

 

Schematic display of a switching curve, showing the relationship between customers switching brands 
in response to a lower price. The lag phase is associated with a brand premium, the game zone defines 
where a price challenge makes sense, and the inflection point shows the price point with the maximum 
increase in switching 
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The incumbents̀  price 
defense strategy should 
be based on its own 
profit maximization.

The switching curve shows that a new 
entrant is at significant disadvantage be-
cause he has to price lower in order to 
gain market share and volume. Also, there 
is substantial risk for the new entrant since 
he doesn`t know how the incumbent will 
react to the challenge. The price discount 
stays only valid if there is no reaction from 
the incumbent. If the incumbent, however, 
decreases his price in response to the at-
tack of the challenger, then the curve will 
shift to the right by exactly this price de-
crease. For example, if the incumbent fol-
lows with a price reduction of 10%, then 
the game zone and the inflection will also 
shift to the right asking for more price re-
duction for the same impact. Or, in a nu-
merical example, if the new entrant would 
reach the inflection point by being 50% 
cheaper compared with the incumbent, he 
would then have to be around 60% cheap-
er to have the same impact. That means 
also that his profits will decrease more. 
A challenge of such a magnitude might 
become uninteresting. Hence, the shape 
of the curve, a challenger`s cost position 
and his profit requirements as well as the 
incumbent`s response will define if and to 
what degree a price challenge will occur.

With lowering the price even more, and 
shifting the curve to the right, the incum-
bent may fight a new entrant completely off 
taking from him any incentive whatsoever 
to enter. This point is called the point of 
no entry. It equals the new entrant`s profit 
target break-even point, from which on the 
new entrant would only encounter losses 
or not gain any substantial profits to jus-
tify the challenge. Such a defense will not 
come cheap to the incumbent either, be-
cause with every price decrease, profits 
and revenues will erode for him as well, but 
potentially they will still be less expressive 
than letting many customers go and losing 
a leading market position.

Defensive Pricing
The incumbents` price defense strategy 
should be based on its own profit maxi-

mization. This means that the incumbent 
might be eager to keep the challenger out-
side of the game zone, but he may not go 
as far as to maintaining 0% of conversion. 
Is the lag phase in the beginning long? A 
modest response may suffice. Is the curve 
in the game range extremely steep? Then 
the response has to be strong. Is the lag 
phase short and the curve ascends slow-
ly to reach the game zone? Then letting 
some price sensitive customers go may 
make better sense.

Tendering and the  
switching curve 
The S-curve concept and its implications 
as shown here are exactly the reason 
for the occurrence of tenders, which 
is the case if the customer is several 
different entities, such as with the user 
and the payor being different parties on the 
customer side. This is often the situation 
in industries such as utilities, military 
defense systems, healthcare, etc., and 
where the public hand is involved. In fact, 
tendering aims at re-opening the market 
to competitors by abolishing (potentially 
costly) brand premiums.

 While the user would indeed prefer to fol-
low the S-curve rationale, value brand and 
the supplier relationship, avoid risks asso-
ciated with switching, etc., the payor aims 
to abolish any “emotional” components of a 
brand which may “inflate” the price. Qual-
ity and performance of a product will still 
matter in a tender environment, but once 
this is given and somewhat guaranteed 
(by specifications, evaluation, and test-
ing), and if competing products are per-
ceived as “similar” or even “interchange-
able,” the focus will be put solely on price. 
This can be achieved by the introduction 
of tenders or in extremis by the means of 
reverse auctions. 

As tendering is often applied at an ag-
gregated customer level, across an entire 
geographic area, a region or even at the 
national level, it consolidates the market 
across and can reduce the S-curve even to 
one single price point which becomes then 
valid for all customers of a market. Thus, 
the rationale of brand loyalty will be abol-
ished, and defensive pricing cannot be em-
ployed any longer. There is, however, also 
an upside for the incumbent who, before, 
might have represented only a portion of 

the customer base but with the introduc-
tion of tendering he gets now the chance 
to be awarded also the customer bases of 
the other established brand owners which 
he would not have been able to challenge 
in a non-tender situation. Hence, sacrifices 
on price on his own customer base may be 
somewhat rewarded by gains on volume 
from the competitors` customer bases. 

Implications of tendering  
for the customer
In tenders, the value of the emotional com-
ponents associated to branding is, how-
ever, often underestimated. Risks associ-
ated to the supply chain reliability may not 
be sufficiently reflected, especially with 
new entrants from low-cost markets which 
may still need to prove their manufactur-
ing, logistics and supply works. Further 
down, established processes may get dis-
rupted and the new supplier`s processes 
may need to be integrated first. They may 
malfunction, causing trouble for the users, 
and put the customer`s business at risk. 

Often, switching costs are also under-
estimated as well as service and training 
components which might not get enough 
consideration in the overall tender assess-
ment. Thus, tendering does not only abol-
ish “emotional” elements which may “in-
flate” a price but often also neglects some 
“true value” which would indeed justify a 
price premium. 

Although many tenders would include per-
formance criteria and apply specifications 
and testing to consider only comparable 
offerings, it is almost impossible that they 
account for all components and to proj-
ect all consequences related to switching 
brands. Much of it is only discovered after.

The value of innovation
One aspect which is often underestimated 
in tenders is the value of innovation which 
can significantly contribute to branding. 
A good example where branded suppli-
ers are often charging a significant brand 
premium comes from non-tendered tech-
nology and consumer market, the mobile 
phones. Here, a brand premium is not al-
ways justified by superior performance of 
an actual product but rather a significant 
portion of it is related to the track record 
of innovation a brand owner can present. 
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With mobile phones, price premiums are 
also paid because the consumer express-
es his trust in the innovation of a spe-
cific supplier. The consumer can expect 
updates, new applications, regularly im-
proved devices, compatibility, service/sup-
port, etc., all of it based on the strong track 
record of innovation of the manufacturer. 
Or, in other words, if everyone knew that a 
provider`s technology would be outdated 
soon, hardly anyone would be paying that 
premium, as it was seen with several sup-
pliers which first lost the edge, and then 
the market. 

For the consumer, loyalty to a system and 
supplier may pay off with always staying up 
to date along with the latest and most ad-
vanced brand. The price premium as such 
becomes a ticket to a journey of innovation. 
And indeed, leading mobile device brands 
are investing much of the profits from their 
brand premiums into fueling innovation. 
Thus, innovation becomes a major factor 
around building a strong branding.

On the other hand, switching to cheaper, 
non-branded devices may soon cut off a 
consumer from this flow of innovation. The 
investment in practice, knowledge and ex-
perience with a specific system might be 
disrupted, and new investments in gain-
ing knowledge with another system will 
be needed while the new supplier would 
still need to give proof of innovation, and a 
perspective for the future. This may make 
many consumers reluctant to switch from 
a branded to a non-branded technology 
even if the price might be tempting and a 
device performs at equal levels.

What is true for technology and the con-
sumer markets is also valid for many other 
industries and any market where innova-
tion is involved. While in tenders, the fo-
cus is often put at the actual product and 
the current pricing, the innovation track 

record of a supplier can be 
heavily disregarded. This 
albeit it is widely accepted 
that customers benefit and 
perform better if they en-
gage with innovative sup-
pliers. One reason for this 
omission is that innovation 
is something of a pros-
pect and as such some-
how speculative. Hence, it 
can be easily seen as “just 
emotional.” Indeed, the only 
proof which can be provid-
ed here are the supplier`s 
track record and his finan-
cial power to invest further 
into innovation.

For branded suppliers, 
even if tendering address-
es mostly established prod-
ucts, and not any highly in-
novative or even patent-protected ones, 
tendering can severely reduce profits on 
their core business pillars. For a brand 
owner, profits from such high-volume, 
mainstream products are often the main 
source to fuel innovation because other 
innovative and emerging products of the 
portfolio may not have the uptake yet, to 
contribute significantly to the business. If 
profits on the cash cows get reduced, in-
novation will suffer. Further, innovation oc-
curs often in a close partnership between 
the supplier and the customer. If this rela-
tionship gets disrupted or is seen at risk, 
as it is with tenders, the supplier may be 
reluctant to invest. Hence, innovation will 
be slowed down while at the same time the 
focus will shift towards imitation. In a ten-
der environment the attention will be put 
on the minimum requirement and on reduc-
ing any costs which may be associated to 
anything not being perceived as of value 
or being rewarded accordingly. For brand 
owners, tenders mean usually a big step 

back, and a complete change of the game. 

In summary, while in a non-tendered mar-
ket brand premium will protect prices and 
brand owners, tendering opens the mar-
ket to all parties, including the competi-
tors with a low-cost position and weak 
branding. By abolishing emotional price 
components related to an offering, ten-
ders reduce the market request to a very 
homogenic and basic one. This causes 
brand owners to decrease their engage-
ment, services, etc. in order to lower their 
costs and turn more price competitive. 
Hence, in a tendering environment, an in-
novative incumbent may be more forced to 
adapt to an imitating challenger than vice 
versa. Through tendering, the customer 
may indeed benefit from lower prices but 
at the cost of his supply of innovation, 
process improvements, and other advan-
tages, all of which a brand would usually 
bring along. v 

Leading mobile device brands 
are investing much of the profits 
from their brand premiums into 
fueling innovation. 
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Which price and price differences can Consumer Packaged Goods (CPG) companies actu-
ally control, and what does the report of higher prices really mean? In this article, the author 
will explore how much control CPG companies actually have over their prices, which prices 
they should attempt to manage, and best practices for successfully executing these strate-
gies. Author Tim J. Smith, PhD is the founder and CEO of Wiglaf Pricing, adjunct professor 
at DePaul University, and Academic Advisor for the Certified Pricing Professional designa-
tion. His most recent book is Pricing Done Right:  The Pricing Framework Proven Successful 
by the World’s Most Profitable Companies (Bloomberg Financial, 2016). He can be reached 
at tsmith@wiglafpricing.com.

Do CPG Companies Really Have Control Over Pricing?

by Tim J. Smith, 

Ph.D. 

R
ecent news about Church and 
Dwight indicates they are rais-
ing prices. But which pric-
es? The end customer price? 
The price to the retailer? The 

price to a wholesaler? And how? Are they 
raising the end customer price or reduc-
ing discounts and rebates thereby raising 
the final price?  Or worse, maybe they are 
raising customer prices but increasing dis-
counts and rebates to leave themselves 
poorer. Which price and price differences 
can Consumer Packaged Goods (CPG) 
companies actually control, and what does 
the report of higher prices really mean?

What can a CPG control and what must be 
taken as a “given” from the market?  Which 
price should a CPG use as its benchmark 
for comparing different channels and re-
tailers? Which price points should a CPG 
attempt to manage?

It’s been said that if you can’t measure it, 
you can’t manage it. For some CPG com-
panies, it is worse; we don’t even have a 
clear definition of what the “it” is that they 
are supposedly managing. Let’s fix that.

Fundamentally, there are three key pric-
es any CPG should attempt to manage, 
yet reports indicate they manage none of 
these directly.

Aspirational End-Customer  
List Prices
The first price point to manage, the one 
which should set the “true north” for end 
customers, retailers, wholesalers, and 
salespeople alike, is the aspirational end-

customer list price. In the U.S., this is often 
called this the MSRP, or Manufacturer’s 
Suggested Retail Price. In the EU, this is 
often called the RRP, or Recommended 
Retail Price.

We and others in pricing simply call it the 
aspirational end-customer list price be-
cause that is what it should represent: the 
aspirational (or best expected) price an 
end-customer will pay regardless of the 
channel. It is called the list price because 
this is the top-line list price for the product 
from which coupons, discounts, or compe-
tition between channel partners may lower 
the price paid by end-customers.

Any price above the aspirational end-
customer price would be due to some 
strange issue with 
the specific means 
of purchase. Gener-
ally, end-customers 
will pay less than the 
aspirational list price. 
At times, due to the 
exigencies of the tim-
ing, place, and situ-
ation of purchase, 
end-customers may 
pay more.

For an example of 
charging above aspi-
rational end-custom-
er list prices, hotels 
may charge $15 for a 
can of Pringles in the 
minibar, but the aspi-
rational price may be 

only $2.00. The wide variance is due to the 
exigencies of the hotel minibar business, 
and has nothing to do with Pringles nor 
Kellogg Company, current owner of the 
Pringles brand, nor the value of Pringles. 
It is a result of making Pringles available in 
hotel rooms through the minibar.

CPG companies should, unilaterally, set 
and communicate their aspirational end-
customer list prices. This serves as a com-
munication tool to channel partners and 
end customers of the value of the prod-
uct. It also sets the true-north for setting 
commercial policy across products and 
channels.

Setting and communicating aspirational 
end-customer list prices is not the same as 
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enforcing them. Minimum Advertised Pric-
ing (MAP) policies and other tools may be 
used with an aspirational end-customer list 
price, but they definitely don’t have to be. 
Generally, CPG companies don’t enforce 
end-customer pricing, and it isn’t in their 
interest to do so.

But even if they don’t enforce it, they 
should identify and communicate it, be-
cause the aspirational end-customer list 
price is a key tool in managing the expect-
ed value proposition to end-customers.

Invoice Price
The second price point to manage is the 
invoice price to channel partners. Invoice 
prices will typically vary between chan-
nel members, and even between circum-
stances related to individual transactions.

CPG firms vary prices between channel 
members for many strategic reasons.  One 
of the better-known reasons is related to 
volume, but this creates potential viola-
tions of the Robinson-Patman Act.  Other 
reasons might relate to purchase timing or 
position within the channel. For instance, 
one might expect the invoice price paid by 
a wholesaler to be less than that paid by a 
distributor, and the price paid by a distrib-
utor to be less than that paid by a retailer.  
Each different channel position may get a 

different invoice price precisely due to the 
different channel functions they provide.  
Similarly, one could imagine situations 
where the price paid by an online channel 
to be different from that paid by a distribu-
tor, and that offered to end-customers di-
rectly through the company website to be 
different than that to a retailer.

Alternatively, a CPG company might have 
different invoice prices to companies that 
order via a salesperson than those that or-
der electronically via Electronic Data Inter-
change (EDI).

These different invoice prices result from, 
or in, different discounts from the aspira-
tional end-customer list price.

Pocket Price
The third price point to manage is the 
pocket price. Pocket prices are the prices 
captured by the CPG after all other forms 
of discounts, rebates and promotions 
away from the aspirational end-customer 
list price are considered. In the U.S., we 
might call this the net price.  In the EU, they 
often call this the triple-net price. We and 
others in pricing simply call it the pocket 
price because, after taking into account 
all other sources of price variance, this is 
what the company is left with in its pocket.

Pocket prices vary greatly from invoice 
prices because they include rebates and 
promotions.  Rebates paid to retailers and 
distributors for business performance can 
be significant. Similarly, logistics rebates 
and payment terms will drive a wedge 
between the invoice prices and pocket 
prices. These rebates reflect the strategy 
of the CPG firm. They also reflect areas 
where the CPG firm can more efficiently 
shift distributional activities from itself to 
its channel partners.

Alternatively, end-customer coupons and 
rebates come at a cost. A full understand-
ing of the pocket price on a product would 
include the costs of these coupons and 
rebates in its calculation.

Aspirational End-Customer List, 
Invoice and Pocket Prices
These are the three key price points every 
CPG should manage: Aspirational End-
Customer List Prices, Invoice Prices, and 
Pocket Prices. Unfortunately, they tend to 
manage none of them directly. Instead, 
marketers at many CPG firms manage “Av-
erage Selling Prices.” But what is that? Is 
that the average pocket price or the aver-
age invoice price? (It is generally but not 
always the latter of the two.) And does it 
relate to the end-customer price?

Pricing research can measure, through 
consumer surveys and other techniques, 
the optimal aspirational end-customer list 
price. But going from the consumer sur-
vey data to “average selling price” at the 
invoice level requires a translation.

Other forms of pricing research can show, 
at times, the elasticity at the invoice level, 
and therefore a suspected invoice price 
optimum. But elasticity at the invoice level 
is by no means the same as elasticity at the 
end-customer level—and the two price op-
timums may be, at best, poorly correlated.

As for all discounts and rebates, at many 
CPG firms these are managed by sales. 
This leaves sales to tradeoff differences 
between discounts and rebates, promo-
tions and allowances, and all sorts of other 
channel management questions. Usually, 
they are given a “budget” for managing 
these allowances.

These channel management issues of dis-
counts and rebates can make any “price 
optimization using invoice data” a red 
herring. Moreover, the use of the “bud-
get” may not reflect the strategy behind 
a brand.  And, when most finance people 
look at the price variances, they will want 
to reduce them when, in fact, price vari-
ances were intended to be strategic tools 
to drive profitability.  

Unfortunately, since no-one outside of 
sales really understands the sources of 
these price variances, and the applica-
tion of the budgets, these allowances may 
simply look like profit leaks to the rest of 
the firm.

Worse, treating all allowances within a 
budget can short-change the important 
conversation regarding pull-advertising 

Figure 2
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budgets and push-distributional bud-
gets. Ugh.

So instead of really managing the overall 
price waterfall at the end-customer, in-
voice, and pocket price, many CPG firms 
manage “average selling prices” and “al-
lowance budgets.”  It works, sort of.  But 
sort of NOT.

When I talk to some CPG managers, they 
feel they have no control over allowances 

and cannot possibly reduce them, and they 
have no real control over average selling 
prices because they represent “what the 
market will bear.” Neither of these senti-
ments are true.  Rather, they are the re-
sults of managing pricing through the 
wrong lens.

When I talk with some manufactured-
goods managers selling through distribu-
tors to end customers that are using end-
customer list prices, invoice prices, and 

pocket prices, they feel they have some 
control over prices and pricing. Specifi-
cally, they have some management over 
how they interact with distributional chan-
nels. This is the result of managing pricing 
through the right lens.

CPG companies can have greater control 
over pricing if they use the right lens: the 
lens of aspirational end-customer list pric-
es, invoice prices, and pocket prices. v
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by Hermann Simon and Martin Fassnacht

This article is an excerpt and sneak preview from the new book by Dr. Her-
mann Simon and Professor Martin Fassnacht entitled Price Management 
– Strategy, Analysis, Decision, Implementation (New York: Springer Nature 
2019, 558 pages). Detailed author biographies are included at the end of 
the piece. Hermann Simon is the founder and honorary chairman of Simon-
Kucher & Partners, and can be reached at hermann.simon@simon-kucher.
com. Martin Fassnacht is the Otto Beisheim Professor of Marketing and 
Commerce at the WHU Otto Beisheim School of Management in Koblenz, 
Germany, and can be reached at martin.fassnacht@whu.edu. The book is 
available for purchase here: https://amzn.to/2XE5nYV. 
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Excerpt from ‘Price Management – Strategy, 
Analysis, Decision, Implementation’

Price as a Marketing Instrument 

I
f prices were pre-determined by the 
market, management would not need 
to devote much attention to them. We 
encounter this situation with pure com-
modities which are traded on exchang-

es. The only things that matter with such 
goods are cost efficiency and volume ad-
justments. 

However, even within commodity markets, 
there are still ways to use price move-
ments to one’s own advantage. With bet-
ter price forecasts, for example, one can 
improve the timing of price and delivery 
agreements.

In modern product and service markets, 
price is typically a parameter whose man-
agement, flexibility, and effects offer very 
interesting opportunities:

• Price has a strong influence on volume 
and market share. For consumer goods, 
the price elasticity is on average 10 to 
20 times as high as the advertising elas-
ticity and roughly eight times as high as 
the sales force elasticity. That means 
that the effect of a price change, on 
a percentage basis, is 10 to 20 times 
stronger than the effect of a similar 
percentage increase in the advertising 
budget, and eight times stronger than 

the effect of a comparable percentage 
change in the sales budget. Sethura-
man et al. have even determined that 
advertising budgets would need to in-
crease by 30 percent in order to match 
the effect of a price decrease of one 
percent. The level of price elasticity var-
ies by product category and product.

• Price is an instrument known for its fast 
applicability. In contrast to changes to 
a product (innovation), an advertising 
campaign, or a cost-cutting program, 

prices can be readily adjusted on short 
notice as new situations arise, apart 
from long-term contractual agreements 
or catalog periods. The internet has only 
increased the speed of these adjust-
ments. A company can change prices 
in a matter of seconds. The same ap-
plies to retailers whose scanner sys-
tems have electronic displays at the 
shelf. Such changes have also been a 
topic for gas stations. Germany has a 
price registration database in opera-
tion, which consumers can access via 
an app to find up-to-the-minute fuel 
prices at around 14,500 filling sta-
tions. On the one hand, this increases 
price transparency for consumers, but 
at the same time, it also reveals price 
differences for competitors. In order to 
reduce the number of price changes, 
the Australian government limits price 
changes to one per day. The concept 
of dynamic pricing takes advantage of 
the ability to change prices quickly by 
adjusting prices to the prevailing sup-
ply and demand situation.

• The effects of price manifest them-
selves quickly on the demand side. If 
a gas station changes its prices and 
the local competition does not follow, 
market shares can shift significantly in 
a matter of minutes. The same goes for 
the internet, which has created unprec-

Martin 

Fassnacht
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Figure 1: The three advantages of price management compared to cost 
reductions and marketing investments

edented price transparency. With one 
tap or keystroke, a consumer can call 
up the current prices for a vast number 
of suppliers and can make an immediate 
purchase decision. This has advanced 
to the point where a consumer can scan 
the barcode of a product in one store 
and find out instantly what the product 
costs online or in nearby stores. In the 
case of other marketing actions such as 
advertising campaigns or new product 
introductions, the response from the 
demand side often comes with a con-
siderable time lag.

• The flipside of quick price actions with 
rapid demand responses is that com-
petitors can act just as swiftly with 
their own prices. Such price reactions 
often happen quickly and can come 
with such an intensity that they may ig-
nite a price war. Because competitors 
can respond to price changes almost 
instantaneously, it is hard to achieve 
a sustainable competitive advantage 
purely through price measures. That 
would require a cost advantage which 
prevents competitors from maintaining 
low(er) prices for very long. A Big Data 
analysis by Feedvisor tracked ten million 
Amazon products over a period of ten 
months. It found that over 60,000 price 
wars occur every day. On average, 92 
percent of those price wars happened 
between two competitors, and 72 per-
cent lasted less than six hours. Usually 
the price wars follow predefined rules; 
however, the level of knowledge about 
competitive behavior is low.

• Price is the only marketing instrument 
which does not require upfront expen-
ditures or investments. This makes it 
possible even for cash-strapped com-
panies (start-ups or companies launch-
ing a new product) to implement the 
optimal price. In comparison, it is rarely 
possible to optimize instruments such 
as advertising, sales, or research and 
development – which require upfront 
investments before they earn a return 
– when a company has limited finan-
cial resources.

• Cost reductions and rationalization are 
vitally important goals for many compa-
nies. These efforts are always ongoing, 
but in many companies, the residual 

cost savings potential is limited, if not 
already exhausted. Furthermore, in ma-
ture markets it is difficult to capitalize on 
the third profit driver, which is volume. 
Mature markets are generally character-
ized by a zero-sum game, which means 
any volume increases must come at the 
expense of competitors, who will de-
fend their market shares. The improve-
ment potential in price management, 
however, is not even close to being ex-
hausted in many cases. Figure 1 shows 
the advantages which pricing offers 
as a marketing tool compared to cost 
reductions or to investments in other 
marketing instruments such as adver-
tising or sales. The investment advan-
tage means that price optimization re-
quires little upfront capital, unlike cost 
reductions or marketing investments. 
The time advantage implies that pric-
ing has a positive effect on profit sooner 
than the other measures. And the profit 
advantage expresses the fact that price 
measures often lead to higher profit in-
creases.

• Pricing plays a standout role as a mar-
keting instrument, but it also has an 
important meaning to customers. The 
price is the “sacrifice” which the cus-
tomers must accept when they acquire 
a product. The higher the price is, the 
greater this sacrifice. Figure 2 shows 
how consumers in different countries 
(130,000 respondents) reacted to an-
ticipated price increases.

• According to this study, German and 
Chinese consumers tend to react to 
a price increase by buying a less ex-
pensive product at the same store, or 
switching to a store which offers lower 
prices. American consumers respond 
less strongly to price increases.

• In light of the outstanding role of price 
as a profit driver and the notable ways 
it affects a business, one should expect 
that managers and even top executives 
would devote a lot of attention to pric-
ing. But in practice, this is often not the 
case. Instead, management continues 
to commit the greatest attention and 
energy to another profit driver, namely, 
to costs.

• “As a manager, it is easier to work on 
the cost side than on the revenue side,” 
said the CEO of an airline. Companies 
also tend to spend more time and en-
ergy on increasing volume (e.g. through 
investments in sales and advertising), 
than they do on price management. 
Many companies give pricing neither 
the professionalism nor the serious-
ness it warrants.

• Take, for example, the response of a 
large engineering group to a question 
about how the company arrives at its 
actual transaction prices: “Essentially 
we proceed like this: we apply a factor 
of 2.5 to the manufacturing costs, and 
leave the rest to the sales force.” Such 
a process makes no sense. A closer 

Profit

Investment
advantage

Profit advantage

Time

Price management

Cost reductions/
marketing investments

Time
advantage
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look at this company’s performance un-
covered that it was sacrificing a large 
amount of profits, or “leaving a lot of 
money on the table,” as the business cli-
ché goes. The following statement from 
a board member of one of the world’s 
100 largest banks is also eye opening in 
this context: “This bank is 125 years old. 
To my knowledge, this project marks the 
first time the bank looks at pricing in a 
professional manner.”

• In the recent past, especially since the 
Great Recession, however, we observe 
that top management shows increasing 
interest in price management. A large 
number of CEOs have spoken open-
ly about pricing in recent years. Their 
comments have come in interviews, 
road shows, at shareholder meetings, 
and during conferences with analysts. 
Our impression is that such comments 
come predominantly from companies 
with above-average profits. That leads 
to the conclusion that these companies, 
or more precisely their leaders, have un-
derstood – better and sooner than com-
panies with lower profits – the critical 
role that price plays as a driver of both 
profit and shareholder value.

Hermann Simon
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Figure 2: Reactions of consumers to anticipated price increases
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For change agents seeking profit nirvana, please note: effective pricing is your most powerful lever to get
to the top! At Pricing Solutions, we have helped many companies in many industries take the
exhilarating ride to the top; to take price increases, reduce needless discounting and grow their
businesses. If you agree that every penny counts and you want to drive pricing improvement, give us
a call or visit our web site.
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The Professional Pricing Society’s December 2018 survey of pricing professionals received nearly 919 re-
sponses from a cross section of industries across the globe.  PPS conducts surveys with the hope that this 
information provides a good synopsis of where pricing stands as a career option while also providing a good 
demonstration of pricing’s status in the business world.  For more information, please email contactus@pric-
ingsociety.com.

PPS December 2018 Survey of Today’s Pricing Professional 

T
he Professional Pricing Soci-
ety (PPS) has been surveying 
the pricing community since 
1998 as a service to PPS Mem-
bers and the pricing community 

worldwide. We use responses to analyze 
the growth of pricing as a profession, and 
to continue to develop resources to help 
pricers in the areas they identify as op-
portunities for professional development. 

In December, 2018 we again surveyed 
pricers and those in similar fields, receiv-
ing over 900 responses from the business 
community. Since PPS is the center of the 
pricing discipline worldwide, our survey re-
sults are widely used as a benchmark for a 
variety of pricing queries: salaries, report-
ing structures, career opportunities, pric-
ing software usage, and key components 
of job satisfaction from both positive and 
negative standpoints. Our organization 
acquires survey data as a free service to 
our members and those interested in de-
mographic trends for pricing and related 
functions. We hope that this information 
provides a good synopsis of where pric-
ing stands as a career option and a good 
demonstration of pricing and its impor-
tance within the business world.

Pricing Demographics
Most of our survey respondents work for 
medium-large or very large corporations: 
37.4% work for companies with annual 
revenues in excess of $5 billion (or equiv-
alent) and 39.2% report that their com-
pany annual revenues are between $500 
million and $5 billion. A significantly sized, 
but smaller group, 23.4% are from com-
panies with less than $500 million in an-
nual revenue. When compared to our last 
survey in 2017, the largest group (over $5 
billion revenue) was significantly smaller, 
but the middle group (between $500 mil-

lion and $5 billion) grew a great deal. The 
smaller group, under $500 million in an-
nual revenue, was slightly smaller than in 
the previous survey.

The number of employees in the respon-
dents’ companies devoted primarily to 
pricing shows a mixed trend measured 
in Full-Time Equivalent (FTE) employees: 
43.4% responded that their companies 
have fewer than 10 pricing people or FTEs 
– this is more than 6% higher than our last 
survey. 31.2% report having between 10 
and 49 pricers – a decrease of 3% ver-
sus 2017. 11.6% state that they have be-
tween 50 and 99 pricing FTEs, about 1% 
more than our last survey, and 13.8% say 
that their companies have more than 100 
employees dedicated to pricing – this is 
almost 4% less than our December, 2017 
survey.

Salaries
Salary trends are mixed in the United 
States, with decreases reported at the An-
alyst level, very slight increases reported 

for the Manager and Director levels, and 
significant increases reported for Vice 
Presidents. American Pricing Analysts 
reported an average salary of $83,256 
which is a decrease of 4.4% versus our 
last survey. 

In the United States, Managers reported 
an average salary of $116,626 (up 0.9%) 
and Directors earned $160,658 (up 1.9%). 
The news was much more positive for 
those higher up on the organization chart 
as Vice Presidents surveyed claimed an 
average of $214,261 – an increase of 
5.6% versus December 2017 salaries.

In the Euro Zone, most salaries were sig-
nificantly larger than last year’s survey, with 
the exception of a slight decrease for Vice 
Presidents. European Analysts earned € 
60,614 which was 5.8% more than our 
survey from a year ago. Managers reported 
€ 86,023 for a 5.2% decrease. 

Toward the top of the organization chart, 
Directors averaged € 118,431 (up 6.6%) 
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Intro:  The Professional Pricing Society’s December 2018 survey of pricing professionals received nearly 
919 responses from a cross section of industries across the globe.  PPS conducts surveys with the hope 
that this information provides a good synopsis of where pricing stands as a career option while also 
providing a good demonstration of pricing’s status in the business world.  For more information, please 
email contactus@pricingsociety.com. 

 

 

 

The Professional Pricing Society (PPS) has been surveying the pricing community since 1998 as a service 
to PPS Members and the pricing community worldwide.  We use responses to analyze the growth of 
pricing as a profession, and to continue to develop resources to help pricers in the areas they identify as 
opportunities for professional development.  

In December, 2018 we again surveyed pricers and those in similar fields, receiving over 900 responses 
from the business community.  Since PPS is the center of the pricing discipline worldwide, our survey 
results are widely used as a benchmark for a variety of pricing queries:  salaries, reporting structures, 
career opportunities, pricing software usage, and key components of job satisfaction from both positive 
and negative standpoints.  Our organization acquires survey data as a free service to our members and 
those interested in demographic trends for pricing and related functions.  We hope that this information 
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and Vice Presidents earned € 157,527 
(down 0.8%).

In Canada, Analysts averaged CAD 
75,024, while Managers earned CAD 
100,389 and Directors claimed CAD 
151,121.

Across all categories and regardless 
of title, the average pricer now earns 
$135,563 (up 1.8% over last year) in the 
USA and € 89,529 (up 4.5%) in the Euro 
Zone. In Canada, the average salary is 
CAD 106,175 (up 8.3%) and in the UK it 
is £ 87,714 (up 9.7%).

We also asked about salaries plus bonus-
es and benefits in this year’s survey. Vice 
Presidents reported average salary plus 
bonuses and benefits of $290,132. Di-
rectors claimed an average of $204,555. 
Managers earned $140,787 in total while 
Analysts reported $94,773. See Figure 2.

Salary Trends by Industry
There is a very wide range of reported sal-
aries by industry according to our survey 
respondents. Those in High Technology 
($180,164) and Consulting ($172,408) 
reported the highest average salaries, 
closely followed by Services ($168,455), 
Healthcare ($164,714), and Chemicals 
($162,261). Financial, Wholesale, Hos-

pitality, Manufacturing, B2B, and Retail 
all reported average salaries between 
$125,000 and $150,000. The low-
est reported salaries were in Logistics 
($117,453), Industrial ($112,611), Distri-
bution ($102,990), and Telecommunica-
tions ($91,875).

Job Title Mix
Senior Management (Presidents, Vice 
Presidents, and General Managers) ac-
counts for 13.5% of overall job titles. Man-

agers are the largest individual group, fol-
lowed by Directors and Analysts.

Reporting Structures and 
Experience in Pricing
More pricers report to Marketing (26.2%) 
than any other function, but this is close-
ly followed by a large group that reports 
directly to Senior Management (23.8%). 
The third most likely reporting structure 
is through Finance (18.1%). 10.3% report 
directly into Sales, while 10.5% report to 

a Product Group and 
7.1% report to a Busi-
ness Unit. About 4% 
reported a combina-
tion of the above, or 
a different reporting 
structure.

Our respondents re-
ported a range of ex-
perience within pric-
ing. 10.8% claimed 
that they had two years 
or less experience and 
17.3% stated three 
to five years of expe-
rience. The largest 
group was six to ten 
years at 32.3%, fol-
lowed by 11-20 years 
at 30.6%. 8.9% re-
ported more than 20 
years of experience in 
pricing.

We also asked about salaries plus bonuses and benefits in this year’s survey.  Vice Presidents reported 
average salary plus bonuses and benefits of $290,132.  Directors claimed an average of $204,555.  
Managers earned $140,787 in total while Analysts reported $94,773. 

 

Figure 1:  Salary Excluding Bonuses by Pricing Title 

 

Salary Trends by Industry 

There is a very wide range of reported salaries by industry according to our survey respondents.  Those 
in High Technology ($180,164) and Consulting ($172,408) reported the highest average salaries, closely 
followed by Services ($168,455), Healthcare ($164,714), and Chemicals ($162,261).  Financial, 
Wholesale, Hospitality, Manufacturing, B2B, and Retail all reported average salaries between $125,000 
and $150,000.  The lowest reported salaries were in Logistics ($117,453), Industrial ($112,611), 
Distribution ($102,990), and Telecommunications ($91,875). 
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Figure 2: Salary Excluding Bonuses by Pricing Title

 

Job Title Mix 

Senior Management (Presidents, Vice Presidents, and General Managers) accounts for 13.5% of overall 
job titles.  Managers are the largest individual group, followed by Directors and Analysts. 

Reporting Structures and Experience in Pricing 

More pricers report to Marketing (26.2%) than any other function, but this is closely followed by a large 
group that reports directly to Senior Management (23.8%).  The third most likely reporting structure is 
through Finance (18.1%). 10.3% report directly into Sales, while 10.5% report to a Product Group and 
7.1% report to a Business Unit.  About 4% reported a combination of the above, or a different reporting 
structure. 

Our respondents reported a range of experience within pricing. 10.8% claimed that they had two years 
or less experience and 17.3% stated three to five years of experience. The largest group was six to ten 
years at 32.3%, followed by 11-20 years at 30.6%. 8.9% reported more than 20 years of experience in 
pricing. 
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Overall Job Satisfaction
This is the 9th survey in which we have 
asked respondents about their level of job 
satisfaction and about unmet wants and 
needs. On a scale of 1 (very dissatisfied) 
to 10 (very satisfied), pricing profession-
als rated their jobs 7.19, which was 0.10 
points lower than our last survey. 

There were significant differences in over-
all satisfaction based on job title, with sat-
isfaction directly correlated with position 
on the organization chart, but all titles re-
ported lower scores than last year. Vice 
Presidents were the highest overall with 
an average score of 7.56, while Directors 
followed at 7.38 and Managers reported 
6.97. Analysts claimed the lowest overall 
job satisfaction at 6.78 points.

Other Elements  
within Job Satisfaction
We asked pricers to rate their feelings 
about certain elements within the profes-
sion. 82.8% reported satisfaction in know-
ing that pricing is strategically important for 
their companies (this is down from 88.2% 
in our last survey) and 62.1% find their 
careers challenging (down from 65.9%). 
About 3-in-5 (59.2%) claimed that their 
jobs were intellectually stimulating (down 
from 60.3%), but almost half (46.5%) felt 
that they were underappreciated by their 
firms (down from 51.1%)

Training Options only received an 
average score of 6.03 on a 10-point 
scale, which is almost exactly the same 
as our last survey (6.04). “Recognition 
and Acknowledgement Received from 
Employers” was rated 6.04; this was 
slightly lower than last year (6.18).

The highest–rated elements of job sat-
isfaction were “Communication within 

the Pricing Group” (7.88) and “Amount 
of Influence” (7.60). Communication with 
other Groups received 6.78 and Career 
Advancement Opportunities decreased 
slightly versus our last survey (6.37 vs. 
6.39 in 2017).

The most satisfying job aspect for pricers 
was Increasing Company Profitability 
(66.3% of survey respondents) and 
the least satisfying was dealing with 
Corporate Politics, mentioned on 57.9% 
of all responses, followed by Being 
Understaffed (40.6% of all responses).

When asked for qualitative answers to 
improve their situations, pricers most 
commonly reflected that they would like 
more clear roles and responsibilities, 
more hi r ing , h igher sa lar ies ,  less 
micromanagement, more visibility, and 
better resources.

Most survey respondents reported that 
their company sales force is involved in 
pricing to a limited degree with at least 
some authority over final pricing decisions 
and discounting.

We asked a question about gender on this 
year’s survey. Of those respondents who 
chose to answer, 23.6% were female and 
76.4% were male.

As the only professional association 
dedicated to supporting the development 
and expansion of the Pricing profession 
worldwide, we always encourage your 
feedback regarding your professional 
development needs, career satisfaction, 
obstacles you are facing and any other 
assistance we can provide to help you 
achieve your career and advancement 
goals. Please feel free to contact us at 
any time with questions, feedback, or any 
other inquiries. v

 

Overall Job Satisfaction 

This is the 9th survey in which we have asked respondents about their level of job satisfaction and about 
unmet wants and needs. On a scale of 1 (very dissatisfied) to 10 (very satisfied), pricing professionals 
rated their jobs 7.19, which was 0.10 points lower than our last survey.  There were significant 
differences in overall satisfaction based on job title, with satisfaction directly correlated with position on 
the organization chart, but all titles reported lower scores than last year.  Vice Presidents were the 
highest overall with an average score of 7.56, while Directors followed at 7.38 and Managers reported 
6.97. Analysts claimed the lowest overall job satisfaction at 6.78 points. 

Other Elements within Job Satisfaction 

We asked pricers to rate their feelings about certain elements within the profession. 82.8% reported 
satisfaction in knowing that pricing is strategically important for their companies (this is down from 
88.2% in our last survey) and 62.1% find their careers challenging (down from 65.9%). About 3-in-5 
(59.2%) claimed that their jobs were intellectually stimulating (down from 60.3%), but almost half 
(46.5%) felt that they were underappreciated by their firms (down from 51.1%) 

Training Options only received an average score of 6.03 on a 10-point scale, which is almost exactly the 
same as our last survey (6.04). “Recognition and Acknowledgement Received from Employers” was 
rated 6.04; this was slightly lower than last year (6.18). 

The highest–rated elements of job satisfaction were “Communication within the Pricing Group” (7.88) 
and “Amount of Influence” (7.60).  Communication with other Groups received 6.78 and Career 
Advancement Opportunities decreased slightly versus our last survey (6.37 vs. 6.39 in 2017). 
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