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“The single most important decision in evaluating a business is pric-
ing power. If you’ve got the power to raise prices without losing busi-
ness to a competitor, you’ve got a very good business. And if you have 
to have a prayer session before raising the price by 10 percent, then 
you’ve got a terrible business.” 

– Warren Buffett, CEO of Berkshire Hathaway, Inc.
(May 26, 2010 interview with the United States Financial Crisis Inquiry Commission)

M
ulti-Billionaire Warren Buffett’s quote illustrates 
how important pricing is to the investment com-
munity at large. Wall Street analysts increasingly 
query top corporate managers about their pricing 

performance and C-Level executives are being taken to task re-
garding their companies’ pricing plans, strategies, and tactics.

Since our founding in 1984, The Professional Pricing Society 
(PPS) has worked to connect its members with leading experts 
and practitioners within the pricing discipline. PPS Members 
have access to multiple, diverse tools that can be used to increase 
pricing power: monthly and quarterly publications featuring the 
latest topics, free webinars and white papers that include expert 
advice, and online training courses designed to help pricers and 
their companies succeed. PPS Members can even access our ar-
chives of hundreds of pricing articles for particular insights to 
the challenges they face.

Mark your calendars to join us at the 22nd Annual Spring Pricing 
Workshops & Conference Event to be held at The InterContinen-
tal Chicago O’Hare Airport Hotel from May 3-6, 2011. Certified 
Pricing Professional (CPP) workshops will be offered on Tuesday 
and Wednesday, May 3-4, with the main Conference event fol-
lowing on Thursday and Friday, May 5-6. We have a great lineup 
of workshops, keynote presentations, and speakers for you and 
your team. I look forward to meeting you in person in Chicago.

The following CPP Workshops will be available on May 3-4:

 – Tim Smith, Ph.D. 
DePaul University / Wiglaf Pricing. Tim will cover hidden eco-
nomic effects, customer perception challenges, prospect theory, 
and other important topics centering on how your customers 
view your prices (May 3).

 – Reed Holden, Founder and CEO, Holden Advisors. 
Reed will discuss the varied methods you can use to solve your 

company’s pricing problems on the path toward better results 
(2-day workshop, May 3-4).

– Dr. Kent Monroe, University of Illinois / 
University of Richmond. Kent will review Internal Aspects of 
Pricing, the Demand Side of Pricing, using Value in Pricing, 
and how to make Product and Service Pricing decisions (2-day 
workshop, May 3-4).

 – Avy Punwasee, Senior 
Consultant, Pricing Solutions. Avy will provide a foundation for 
you to elevate your organization’s performance in several critical 
areas within pricing by using analytical methods (May 4).

 – Alice Wachol and Oliver 
Griebl, Deloitte Consulting LLP. For our members in wholesal-
ing or distribution-based businesses, Alice & Oliver will demon-
strate to how plan, process, execute, and organize your company’s 
pricing (May 4).

-

 – Frank Luby, Simon-Kucher & Partners. 
Frank will demonstrate key frameworks, insights, techniques, 
and methods for pricing consumer products.

 – Reu-
ben Swartz, President , Mimiran LLC. Reuben will lead an in-
tensive day of creative thinking about value, pricing, and product 
positioning using case studies that you can apply to your business.

The Conference continues on May 5-6 with keynote addresses, 
breakout sessions, and networking opportunities all geared to-
ward delivering the knowledge necessary for you to improve your 
company’s pricing power. In total, there will be more than 30 
speakers along with several hundred of your peers, so please join 
us in connecting with the pricing community.

Please enjoy the latest quarterly issue of The Journal of Profes-
sional Pricing.

Warm regards,

Kevin Mitchell

President

Professional Pricing Society

From the Publisher
by Kevin M. Mitchell
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Implementing Value Selling: 5 Key Lessons

“A
ll the vendors’ solutions are roughly the same; it 
now comes down to price.” For suppliers, hearing 
this from customers is usually a sign of trouble. In 
B2B markets, it could simply be a negotiation ploy. 

Often it is a smart procurement manager who uses a phrase like 
this to try to set the stage for negotiations. Alternatively, it could 
be the legitimate perception of the customer, often caused by 
suppliers confusing customers by focusing on collateral and mes-
saging filled with features and very little value. In either case, for 
unprepared suppliers, it can result in eroding prices and margins.

In reality, rarely are all competitors’ solutions the same. There 
are usually meaningful differences in the way suppliers’ solutions 
impact a customer’s business. This is particularly true across seg-
ments of customers with varying needs, behaviors and operating 
characteristics. These differences in needs, behaviors and operat-
ing characteristics often drive a wide range of total cost of own-
ership (TCO) or value across various solutions. 

Value selling is certainly not a new idea. As early as the 1950s 
and 1960s, marketing academics wrote about and advocated for 
quantifying and communicating value.1 Yet, surprisingly few 
firms in business markets can quantify and communicate their 
value. A recent survey of 2800 companies showed that roughly 
60% need improvement in selling value. Not surprisingly, this is 
up considerably from before the recent recession.2 The recession, 
along with the growing importance of procurement in the buying 
process, has uncovered the shortcomings that many companies 
have in being able to quantify and communicate their value.

Why can’t companies consistently communicate value to their 
customers? Based on research as well as experience on both sides 
of the table, as a supplier and buyer, what follows are 5 key lessons 
for implementing value selling. If done correctly, implementing 
a sustainable value selling capability will not only help in differ-
entiating a supplier’s solution and capturing value, but equally 
important, will help give its sales team deep customer insights. 
Armed with these insights, the sales team has the potential to be 

viewed as a trusted advisor and grow their relationship and busi-
ness. It’s up to you to give them the opportunity.

Lesson #1: Get Clear on Your Value 
or Total Cost of Ownership
Total cost of ownership (TCO), as the term is used in purchas-
ing, means quantifying differences in the short and long term 
impact of not just the direct purchase price, but also all the costs 
and benefits associated with acquiring and using alternative of-
ferings.3 For B2B marketers and pricing professional, this should 
sound very similar to value or economic value. 

When comparing alternative offerings, there are many potential 
costs or benefits to consider. These could be in areas like delivery, 
set-up, maintenance, defect rates, rework, effectiveness, ongoing 
operating costs, and training. In fact, one cross industry survey 
of procurement managers identified 13 potential categories and 
237 individual cost drivers where there could be meaningful dif-
ferences.4 See figure 1 for a list of categories and examples.

For both procurement as well as B2B marketers, understanding 
value or total cost of ownership is becoming increasingly impor-
tant. Consider the story of Carglass, a leading vehicle glass repair 

The current recession, along with the growing importance of procure-
ment in the buying process, has uncovered the shortcomings that 
many companies have in being able to quantify and communicate 
their value. In this article, the author gives 5 key lessons for imple-
menting value selling, which will not only help in differentiating a 
supplier’s solution and capturing value, but equally important, will 
help give its sales team deep customer insights on which to build 
long standing relationships. Christopher D. Provines is Vice Presi-
dent of Global Strategic Pricing, Reimbursement & Government Af-
fairs for Siemens Healthcare Diagnostics and a member of the Pro-
fessional Pricing Society Board of Advisors. He can be reached at 
cprovines@mac.com. 

Figure 1: Categories of Potential Value of TCO Differences

Category Example(s) 

Operating cost Efficiency, capacity 
Quality Rework, inspection 
Logistics On-time delivery, availability 
Technology Flexibility, future use 
Supplier reliability & capability Partnering costs, R&D access 
Maintenance Preventative maintenance 
Inventory costs Safety stock, storage costs 
Transaction costs Ease of transaction 
Life cycle costs Life of product 
Initial price Unit cost 
Opportunity costs Cost of money 
Other Training costs, ease of use 
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from Both Sides of the Table

and replacement company operating in the after-sales market, 
with locations in a number of European countries. One of the 
biggest purchased items for Carglass is the window glass that is 
used in the replacement & repair process. Glass suppliers provide 
glass to one of Carglass’ seven distributions centers, which are 
used to service customers in a specific geographic area. Carglass 
traditionally had used lowest price as the basis for making pur-
chasing decisions. 

However, supplier quality and delivery performance issues 
prompted Carglass to review its supply chain and purchasing 
criteria. After regular analysis, the company learned that qual-
ity of the glass, delivery performance, and other key cost drivers 
drove a substantial increase in costs. For example, poor supplier 
delivery performance meant that Carglass had to rush deliver-
ies or source glass through OEM dealers at much higher costs. 
Using lowest price as the purchasing criteria actually resulted in 
higher costs. Carglass now uses a TCO model and the cost driver 
analysis not only to make purchasing decisions, but also to work 
with suppliers on cost reduction initiatives.5

In other situations, customers know total cost of ownership for 
solutions that they purchase and use these insights in the negotia-
tion process against suppliers. In their article on customer value, 
Anderson, Narus and Van Rossum tell the story of an integrated 
circuit (ICs) manufacturer that was competing with a competi-
tor for a customer’s business.6 During the course of negotiations, 
the manufacturer learned that his price was 10 cents higher per 
unit than his competitor. When asked by the customer why his 
price was higher, the supplier did not fully understand the unique 
value his solution provided and had a hard time defending his 
higher value and price.

Unbeknownst to the higher priced supplier, the customer’s engi-
neering team had done an analysis 
and determined that his ICs were 
worth almost 16 cents more per unit 
due to the value it brought com-
pared with the cheaper alternative. 
The customer’s engineering team 
had recommended buying the more 
expensive ICs even at the higher 
price. Yet, the higher priced sup-
plier, not knowing his own value, 
eventually lowered his price by 10 
cents per unit during negotiations to 
win the deal. This resulted in giving 
away substantial value.7

While the previous stories highlight 
savvy purchasers using total cost of 
ownership to make supplier deci-
sions and to support negotiations, 

the fact is that many customers do not know total cost of owner-
ship for their critical purchases. Studies show that even the best 
procurement organizations do not consistently use total cost of 
ownership analysis when making purchasing decisions.8 One 
study of purchasing managers showed that less than one third of 
respondents rated their company as good/excellent in even being 
able to identify cost drivers.9

If customers are struggling to identify their own cost drivers 
and understanding their own cost of ownership, then there is a 
significant opportunity for smart suppliers to use value or total 
cost of ownership in the selling process. Assuming the supplier’s 
solutions have some real advantages and they are not simply com-
peting on lowest price, then moving to a value selling orientation 
will help suppliers defend their value and prices.

There are many potential approaches a supplier can use to un-
derstand value or total cost of ownership. One simple approach 
to understanding value is doing in-depth interviews of custom-
ers along with studying how competitive alternatives impact the 
customers’ business. A first step in preparing for customer inter-
views, and prior to conducting any analysis of competitive solu-
tions, is to develop a list of value hypotheses. This is a simple list 
of areas where the supplier believes there could be meaningful 
differences in value.

For example, a manufacturer of air filters who has a superior filter 
that requires less frequent changing and is more efficient because 
it causes fan motors to work less and has a lower loss of air pres-
sure might interview building facilities management personnel 
and study how different air filters perform under various operat-
ing conditions. The filter manufacturer might look for differences 
between its offerings and competitive offerings in frequency of 
changing filters, energy usage differences, fan motor repair/re-

Feature

(facts/data

about product) 

Benefit 

(what does it do 

for customer?) 

Quantifiable

value

(What is the 

financial

impact?)

Other value 

(what is other 

value that has 

not been 

quantified?)

Source / Data 

Filter lasts 30% 
longer 

Labor savings 
from less 
frequent
changing 

Labor rate $ * 
annual time 
saved

Eliminate non-
value added 
work

Workflow study 

Use fewer filters Annual # of 
filters saved * 
cost per filter 

Less disposal / 
“green”
positioning 

Workflow study 

Fan motors work 
20% less 

Uses less energy Annual energy 
savings per filter 
* number of 
filters used * 
Energy $ rate 

“green”
positioning 

Air flow study 
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placement frequency and inventory and handling cost differences. 
Armed with these insights, the manufacturer can then quantify 
the differential financial impact to the customers’ business. A 
simplified example is presented in Figure 2. Completing this in 
advance not only helps to identify potential sources of value, but 
also helps to identify data that will need to be gathered.10 

Lesson #2: Design Simple, Honest 
and Accurate Selling Tools
“We’ve tried value selling tools and the sales organization wouldn’t 
use them.” This is not an unusual complaint. There are a number 
of important design criteria for creating usable and helpful value 
selling tools. Some of these are fairly obvious and some may seem 
counterintuitive. However, the ability to have the field sales or-
ganization adopt and readily use value-selling tools comes down 
to getting these design criteria right. 

Figure 3 provides a six-sigma view, called a critical-to-quality 
tree, of these design criteria. A critical-to-quality tree is a simple 
tool that helps translate customer language into quantified re-
quirements for product/service design. In this instance, both sales 
representatives and the end customers were viewed as the “cus-
tomer” in order to delineate the design criteria for selling tools. 

In the CTQ tree in Figure 3, each high level need is ultimately 
translated into very specific and measurable design criteria. For 

example, the need to have a selling tool that is believable is ulti-
mately translated into seven very specific and measurable crite-
ria. Whether the tool that is being used to communicate value 
is a web based value model or a spreadsheet based selling tool, it 
is important to try to follow these basic design principles. De-
pending on the industry characteristics and norms, there may be 
other CTQs to consider. However, this should be a reasonable 
list to start with.

Lesson #3: Develop Evidence to 
Support Value and an Evidence Process
Evidence and Guarantees
Having a simple value calculator or ROI tool is necessary, but 
not sufficient. While some customers may not challenge the as-
sumptions and calculations, many customers will. In this case, it 
is important to be prepared with evidence to support assumptions 
and claims of value. Obviously, the level of evidence required 
will vary depending on things like industry practices, the size 
of customer expenditure, the risk involved in the purchase deci-
sion, and how much of the value created is to be captured. For 
example, the level of evidence required for a major new medical 
device that could be used in millions of patients with cardio-
vascular disease may be very different than the evidence needed 
for a B2B software solution to improve sales force effectiveness.

Take the example of Genomics Health (GHDX). GHDX is a 
California based, innovative 
diagnostics company. Onco-
type DX Breast Cancer Assay 
is a multigene expression test, 
developed and marketed by 
GHDX, that physicians cur-
rently use to predict the likeli-
hood of chemotherapy benefit 
and recurrence risk for patients 
with early-stage, estrogen re-
ceptor positive breast cancer. 
Prior to this test being avail-
able, doctors relied on treat-
ment guidelines that took into 
account inputs like the size 
and type of cancer tumor, to 
decide who should receive che-
motherapy.11

In the traditional diagnostics 
testing industry, where a $50 
test is considered expensive, 
GHDX set the price of its new 
diagnostic test at approximate-
ly $3,500. The value proposi-
tion to payers (government and 
private insurers) was simple. 
Based on existing treatment 
guidelines, some percentage 
of patients were receiving ex-
pensive chemotherapy (ap-
proximately $15,000) that the 
GHDX test suggested was not 
necessary. In order to persuade 
payers that the test was good 

Figure 3: Value Selling Tool CTQ Tree

Need 

(high-level)

Drivers Critical-To-Quality (CTQs) 

(specific and measurable) 

Simple Easy to use Takes sales rep less than ½ hour to 
complete tool for a customer 

Average sales representative can use 
without issues 

Easy to learn Can use distance learning to teach tool to 
sales representative 

Training required is less than 1 hour 

Easy to understand Average sales representative can easily 
understand 

Output is clear and understandable for 90% 
or more customers 

Critical few value drivers that make up 
majority of value are identified (80/20) 

Believable Accurate Calculations are accurate 

80% or more of value difference is 
quantified

Tool reflects current competitive 
alternatives

Honest Show both positive and negative value 

Evidence based Assumptions and calculations supported by 
studies or data 

Sources of data clearly documented 

Transparent Benefit logic and formulas are clearly 
stated 

Customizable Customer specific Uses customer specific data to create 
customized value analysis 

Integrated Supports selling process Language in tool supports selling process 

Not seen as extra work by sales 
representatives 
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value for money, GHDX developed economic studies and value 
models to prove that if physicians used insights from the new 
test, the test would be a fair value at $3,500.12

However, for some payers, the evidence was not enough. A com-
mon challenge in the diagnostics industry is to prove not only 
that a test provides new clinical insights, but also that physi-
cians would use insights from the test to change clinical practice. 
From a payer perspective, the payer is worse off if it pays for an 
expensive diagnostic test and the women and doctors do not fol-
low the test results. So GHDX went a step further. They entered 
into risk sharing arrangements where they tracked, along with a 
payer, whether the test was having the intended impact on clini-
cal practice. If the number of patients receiving chemotherapy 
exceeded an agreed upon threshold, even if the test suggested 
that the patients would not benefit, the insurer received a pre-
negotiated lower price.13

Evidence Process
Beyond having evidence for a specific product or solution, it is 
important to have an evidence process. This simply means having 
a way of generating the right evidence early enough to substanti-
ate and support the value that is to be communicated. For many 
companies, this usually starts in the new product development 
(NPD) process. While the NPD processes are different across 
firms, at a high level, many companies have some kind of stage 
gate process like those first introduced by Dr. Robert Cooper. 
Cooper defines five stages: Preliminary Investigation, Detailed 
Business Case, Development, Testing & Validation, and Full 
Production & Market Launch.14

Figure 4 provides a generic new product development process 
as originally described by Dr. Cooper. At each stage of the new 
product development process, there are key questions that need 
to be asked to support evidence development. In some industries, 
such as the medical technology, where longer-term clinical trials 
are needed to prove value, making evidence mistakes early in the 
product development process can have a disastrous impact on a 

company’s ultimate ability to prove its value.

Lesson #4: Integrate With Overall Selling 
Process and Focus on Sales Force Buy-in
Change Management
Depending on the structure of your business and the industry 
selling practices, there may be a variety of groups involved in com-
municating value to customers. These groups can range from key 
account executives to sales representatives to field based market-
ing people to reimbursement managers in the healthcare indus-
try. In practice, within any of these groups, there are probably 
individuals that are doing an outstanding job of communicat-
ing value today. Often, these are the same individuals that may 
have already created their own “homebrew” value selling tools. 
An important part of the buy-in and change process will be to 
identify and involve these individuals in the efforts.

From experience, these talented sales professionals usually develop 
their own value selling tools for a couple of reasons:

Existing value selling tools are inadequate: The tools provided 
by the marketing groups are too complicated, not compelling or 
not working for some reason.

No tools are provided: Savvy sales personnel have given up the 
feature-laden brochures and have figured out the few critical value 
messages to communicate to customers.

Involving field thought leaders has a number of benefits. First, 
existing good work that has already been developed can be lever-
aged. This will speed up the efforts. Second, from a change man-
agement perspective, getting key thought leaders and respected 
people from the sales organization on-board will help gain broader 
buy-in from the sales organization. 

Sales Training
Another important point is to assess and identify the critical 
training required for the field at large to be able to use value-

selling tools successfully. 
In most organizations, 
there is a wide varia-
tion in skills, knowledge 
and strengths. Often, 
the field will need to be 
trained not just on what 
value is and how to use 
the tools, but they will 
also need to be edu-
cated on how to speak 
the financial language 
of customers. Finally, 
they should be armed 
with objection handling 
tools and critical mes-
sages to go along with 
the selling effort. With-
out a well-prepared and 
bought-in field sales or-
ganization, any effort to 
implement value selling 
will not likely see sig-

Figure 4: Integrating Value and Evidence into Product Development

Stage Preliminary 
Investigation 

Detailed 
Business Case 

Development Testing & 
Validation 

Market 
launch 

Key 
evidence 
questions 

What are 
customers’ 
key value 
drivers? 

Solving 
which 
unmet needs 
generate the 
greatest
value? 

Based on 
value and 
costs, which 
features 
should be 
priority for 
development

?

What is the 
potential 
value of the 
technology
(or service)? 

What
evidence will 
be needed to 
support 
value? 

What will be 
the cost to 
develop the 
evidence? 

Does the 
investment in 
evidence 
make sense? 

Will published 
data be 
required to 
support value? 

What are the 
best places to 
publish? 

What value 
selling tools are 
required to 
defend value? 

What case 
studies should 
be developed? 

What simple 
value messages 
should be 
developed? 

Does the 
evidence 
support the 
value 
messaging? 

How will 
value-
selling 
tools be 
deployed 
to defend 
value? 

Is
evidence 
clearly
aligned to 
value? 
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nificant benefits.

Sales Process 
One critical part of implementing value selling tools is being able 
to integrate these into the overall sales process. Unfortunately, 
many businesses lack a formal or well-defined sales process. A 
recent survey of businesses of all sizes indicated that only 43% 
have a well-defined sales process15. For businesses that have a 
well-defined process, integrating value-selling tools should be 
relatively easy. Integrating into the sales process will require get-
ting field sales input on how and when to use the tools as part of 
the normal process. Pilots should also be considered to test the 
new tools as part of the sales process.

For businesses that are in the majority, those without a formally 
defined sales process, implementing value-selling tools could 
prove very difficult. While a segment of sales representatives 
will naturally use the tools, getting the majority of the organiza-
tion on-board will be a challenge. For businesses that are in this 
situation, the right starting point may be to develop a basic sales 
process first and then move to value selling. It usually will prove 
difficult to gain wide spread usage and adoption without a clear 
selling process in place.

Lesson #5: Get Senior Executive Ownership 
& Commitment
Finally, and this may be the most important lesson, the senior 
leaders of the sales and marketing organization need to be the 
owners. While an effort to improve a company’s value selling 
capabilities may start in other parts of the organization, in the 
end, the owner must be the leaders of the business. In his book 
on transformational change, John Kotter outlines eight key ele-
ments of a successful transformational change effort.16 One of 
these is establishing a strong guiding coalition. A strong coalition 
of leaders from both sales and marketing will be necessary to help 
make the transition from selling on features to selling on value.

The reason that both sales and marketing need to be on-board is 
because often a company’s inability to communicate value has 
root-causes in both organizations. The marketing organization 
needs to move to a more outcomes and evidence based orienta-
tion away from a feature marketing orientation. This takes not 
only process changes, but also a clear mindset change. The sales 
leadership will need to ensure there is a well-defined sales process, 
an investment in training sales representatives and basic perfor-
mance management processes in place. Finally, the leadership of 
the business will need to make the investments required to make 
value selling a strategic capability of the organization. 

Conclusion
In business market relationships, moving the conversation to value 
from price is an increasingly important capability for suppliers. 
Many customers are rapidly improving their procurement practic-
es and skills. This means that sales teams will be dealing with sav-
vy buyers. These buyers will demand more, negotiate harder and 
pressure the sales and margins of their suppliers if the suppliers are 
not prepared. As the front line in defending value and prices, the 
sales team can be the difference between victory and defeat. As 
Cervantes, the famous Spanish novelist said, “…to be prepared 
is half the victory.” Help your sales team be prepared and give 
them a chance at victory and your sales and margins will benefit.
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D
espite its critical importance, its revenue-generating 
power and despite growing competitive intensity, 
practitioners and marketing scholars agree that pricing 
is a neglected area in industrial marketing (Noble & 

Gruca, 1999; Shipley & Jobber, 2001; Hinterhuber, 2004; Hin-
terhuber, 2008; Cressman, Jr., 2009). The pricing field is under-
researched and under-published compared to other elements of 
the marketing mix (Noble & Gruca, 1999). Empirical research 
from McKinsey & Company reported by Clancy and Shulman 
in 1993 shows that less than 15% of companies do any system-
atic research on pricing (Hinterhuber, 2004). Less than 2% of 
all articles published in major marketing journals cover the sub-
ject of pricing (Malhotra, 1996). Recent articles from renowned 
practitioners and researchers still report major failures in pricing 
strategies (Hinterhuber, 2008; Cressman, Jr., 2009). There are 
myths in the area of pricing that are common and do not seem to 
be formally addressed in the field of practice despite being com-
monly reported in pricing literature. Many industry managers 
consider pricing a headache and many firms have “thrown in the 
towel” on pricing. They complain that they have no control over 
prices since “the market sets the price and (they) have to figure 
out how to cope with it” (Dolan & Simon, 1996).

Of three main approaches to pricing in industrial markets – cost-
based, competition-based and value-based – the latter is consid-
ered superior by most marketing scholars (Anderson & Narus, 
1998; Cressman, Jr., 1999; Nagle & Holden, 2002; Ingenbleek et 
al., 2003; Hinterhuber, 2004) and pricing practitioners, (Forbis & 
Mehta, 1981; Dolan & Simon, 1996; Nagle & Holden, 2002; Fox 
& Gregory, 2004). Yet, paradoxically, few industrial firms adopt 
customer value-based pricing. A meta-analysis of pricing approach 
surveys between 1983 and 2006 reveals an average adoption rate 
of 17% (Hinterhuber, 2008). Cost-based and competition-based 
approaches still play a dominant role in industrial pricing practice 
(Coe, 1990; Shipley & Bourdon, 1990; Noble & Gruca, 1999; 
Ingenbleek & Debruyne, 2001).

So in essence, the pricing function in industrial firms has yet to 

become as widely established and as able to substantiate its added 
value as other functions such as new product development, qual-
ity control, etc. In order to investigate roles, responsibilities, and 
competencies of the pricing function in industrial companies, we 
designed a qualitative inquiry based on semi-structured interviews 
with managers in small and medium-sized U.S. industrial firms. 
By probing the “lived worlds” of these executives, our hope was 
to understand the place of pricing in the firm, discover the pric-
ing processes and how firms organize for pricing. 

Our results reflect similarities and differences in the experiences 
of managers in industrial firms using the three pricing orienta-
tions. They suggest strong contrasts among these firms and their 
leaders with respect to how they organize for pricing, manage the 
pricing process, manage the transition to more advanced pricing 
orientation and develop internal capabilities to face uncertain and 
ambiguous decisions. 

Research Design

Methodological Approach
We conducted a qualitative study using semi-structured inter-
views to develop a grounded theory (Corbin & Strauss, 2008) 
about how organizational factors affect the adoption of a pricing 
orientation in industrial firms. We aimed to get a better under-
standing of how managers in these firms make pricing decisions 
and what roles they play in the firm’s pricing process. 

Sample
Our sample consisted of 44 managers in 15 small and medium 
U.S. industrial firms. Relying on the principle researcher’s pro-
fessional network and advice by the Professional Pricing Society, 
we identified over 36 small and medium U.S. firms in three in-
dustries: building materials, transportation products and resins 
& plastics products. We contacted managers in each firm for 
initial qualification with respect to their pricing orientation. The 
intention was then to request participation in the research proj-
ect from small and medium firms using the three basic pricing 
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Markets

orientations. Fifteen of the qualified companies agreed to par-rr
ticipate in our study. 

Of these 15 companies, 7 were small (size between 50 and 380 
employees) and 8 were medium-sized with between 900 and
2200 employees. 

Six firms (providing 18 interviews) used cost-based pricing, five 
(resulting in 14 interviews) used competition-based pricing and 
four (yielding 12 interviews) used value-based pricing. Two to 
four interviews were conducted at each firm. Respondents in-
cluded fifteen CEOs or top executives, eighteen sales and market-tt
ing managers with full or partial responsibility for pricing, and 
eleven finance and accounting managers with decision-making 
authority. The firms were geographical diverse and interviews 
were conducted in ten U.S. states.

Data Collection
The primary method of data collection was semi-structured in-
terviews conducted over a three month period from April to June 
2010. Thirty-seven interviews were conducted in-person at the 
respondents’ place of employment and seven were conducted by 
telephone. The interviews, averaging 60+ minutes, were digitally 
recorded and subsequently transcribed. 

We focused on managers’ experiences in making pricing deci-
sions and in participating in the firm’s pricing process. We asked 
open-ended questions to elicit rich and specific narratives and used 
probes when needed to clarify and amplify responses. Informants 
were first invited to talk about themselves, their backgrounds, 
and their work. We then asked 
them to describe their specific 
experience with the most recent 
pricing decision made in their
firm or a very recent meeting 
during which pricing was dis-
cussed or a pricing decision was
made. Third, informants were 
asked to focus on the most sig-
nificant pricing decision made
in their firm over the past 12 to 24 months and to describe that 
experience in great detail. For both questions we used probes to 
provoke specific details about the pricing process. Finally, we 
asked the respondents about their experience with pricing inno-
vation. The overall goal was to elicit experience-based practitio-
ner perspectives on the organizational factors that influence the 
firm’s pricing orientation.

Data Analysis
Consistent with a grounded theory approach, data analysis com-
menced simultaneously with data collection. The audio recordings
of each interview were listened to several times and the transcripts 
of each interview read repeatedly. Three stages of rigorous coding 

then followed. First, all of the transcripts were “open-coded”, a 
process that requires the researcher to identify every fragment of 
data with potential interest (commonly called “codable moments” 
(Boyatzis, 1998)). These “codable moments” were sorted and as-
signed to pre-existing or new categories that included similar ex-xx
cerpts from other interviews. In a second phase of coding (“axial 
coding”) these categories were further refined as we compared 
and contrasted them, a process that resulted in the emergence 
of patterns and themes. Finally, in the third phase of the coding 
process (“selective coding”), we focused on key categories and 
themes that generated our findings. 

Findings

Finding 1: Pricing is an orphan in industrial firms using cost 
or competition pricing orientation.

No dedicated pricing function exists in the 11 firms in our sam-
ple using cost or competition pricing orientation. In these firms, 
pricing activities are highly fragmented, followed informal pric-
ing review processes, and focus only on margins versus prices (7 
out of 11 firms). By contrast all firms using value-based pricing 
have dedicated pricing functions (involving 3 to 15 members), 
track specific pricing KPI’s and conduct pricing reviews at regu-
lar intervals.

Finding 2: In the absence of a dedicated pricing function, 
prices are largely determined by the sales function.

In the 11 firms using cost-based and competition-based pric-
ing, the locus of both tacti-
cal and strategic pricing re-
sponsibility is situated in the 
sales function. In all firms 
using value-based pricing, 
the pricing function reports
into the marketing organiza-
tion. In these industrial firms, 
marketing is responsible for 
strategic pricing resulting in

greater integration of pricing programs in the overall marketing 
planning process.

Finding 3: Firms using value-based pricing designed for-rr
malized processes and established centralized or center-led 
pricing expertise

All firms using value-based pricing create specialized units com-
posed of highly skilled professionals supporting the pricing de-
cision-making process. These units include a dedicated pricing 
team, senior pricing managers or a specialized market research 
team, value assessment or value-in-use engineering teams. The 
role of these units is to provide project-related support to manag-

In the absence of a dedicated pricing 

function, prices are largely determined 

by the sales function.
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ers who make business unit-specific pricing decisions. This phe-
nomenon of specialized expertise is illustrated by the following 
interview excerpts:

“We have dedicated (functional) managers. They don’t do 
anything else, and then just (customer research), and this 
is observation of the customer. It’s videotaping of the cus-
tomer. It’s understanding what is the unarticulated needs
of the customer, and of course, also the articulated needs” 
(CEO of a Firm Using Value-based Pricing)

“In a development group...there’s three people like (name) 
who are development managers. We’ve got hundreds of 
development people in the world...That’s all they do. They 
don’t sell a thing......So they’re doing the advanced design, 
advanced development.” (Business Leader of a Firm Using 
Value-based Pricing)

In these firms, pricing responsibility is centralized and the depart-tt
ment provides pricing support to the entire organization. Our 

findings suggest a definition of centralization in which knowl-
edge and capabilities are concentrated to create the concept of a 
center of excellence for pricing. Five out of six sales and market-tt
ing respondents in firms using value-based pricing indicate that 
this central pricing function acts as a strong resource to improve 
managerial pricing management. None of the firms using cost-
based pricing (0 out of 6 firms) report the existence of a central-
ized pricing function. Expertise centralization is illustrated by 
the following quotes:

“...we have three full-time equivalents for voice of the cus-
tomer studies. We have that centrally. So whenever we de-
velop a product for this market, we get them here and they 
set the whole system because it’s a very formal thing” (CEO
of a Firm Using Value-based Pricing)

“We tap into our corporate sales and marketing (team) 
(and) say, “Hey, they’ve got professionals that know the 
terminology, the theory, and the strategy associated with
pricing in general.” And you do a little bit of negotiation 
role-playing and that sort of thing. So that’s probably once
a year or once every year and a half” (Marketing Manager 
in a Firm Using Value-based Pricing).

All firms using value-based pricing report greater formalization of 
their pricing process as well as other related activities as the first 
quote below demonstrates. Respondents declare using stage gate
processes for new product introduction, voice-of-the-customer 
management processes, and automated price deviation processes 
embedded in the firms’ ERP systems. Three out of four of these 
firms implement formal pricing review processes and underline 

the need for strong pricing discipline to improve the robustness 
of the pricing process.

“We have the prices structured in the system, the what we 
call the profit desk underneath the pricing team can look to
see whether or not the price points are too low, or are at least 
profitable and value-based enough to go, regardless of what 
business or trade it is. It’s all set up, up front in the system” 
(Pricing Manager in a Firm Using Value-based Pricing).

“More (of) the formality is around costing and the stage 
gates are you either proceed or don’t proceed based on cost-
ing (and) cost targets. We set a cost target based on the 
margin expectations...So we put more formality around
costing analysis, and there’s less formality around the pric-
ing...it’s funny how this works” (CEO of a Firm using Cost-
based Pricing).

“It’s not reviewed formally. I guess I would call it informal. 
It’s a process, but it’s not something we sit down and have a 
meeting to review all the quotes...I’d say that’s a little more 
informal” (CEO of a Firm Using Cost-based Pricing).

Finding 4: The level of focus on specific pricing training pro-
grams varies greatly by pricing orientation.

All firms using value-based pricing in our sample emphasize the 
mportance of training and designed specific formalized training 

programs for both existing and newly hired personnel. Only one 
of the six firms using cost-based pricing, however, has a formal-
ized training, despite recognizing its importance. The following 
excerpts illustrate the contrast by pricing orientation.

“train, train, train, train...we are just making a contract with
a training company in the U.S…. to really teach them value
selling, strategic selling and distribution management...
that’s a program for the next 18 months” (CEO of a Firm 
Using Value-based Pricing)

“You know I don’t think we’re going to do formal training 
on it” (CEO of a Firm Using Cost-based Pricing).

“No, we haven’t done (training) and honestly that’s prob-
ably something that you know we should be doing (CEO 
of a Firm Using Competition-based Pricing).

Firms using value-based pricing also focus on developing internal
capabilities in the areas of market research (4 out of 4 firms), pric-
ing research (3 out of 4 firms) and the development of proprietary 
tools (4 out of 4 firms) to capture and quantify customer value 
that are more sophisticated than those described by firms using 
cost-based and competition-based pricing. Top executives (4 out 
of 4) and sales and marketing respondents (4 out of 6) in these 
firms using value-based pricing are among the respondents who 
reinforce the importance of these proprietary tools to support the 
implementation of the total cost of ownership and value-in-use 
pricing methodologies.

Finding 5: Pricing is not perceived as field subject to inno-
vation.

training programs varies greatly by 

pricing orientation.
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When asked about a recent pricing innovation in their firms, re-
spondents are first surprised since they do not consider pricing 
to be a field subject to innovation. Managers in firms using cost-
or competition-based pricing do not design or implement any 
innovations in pricing at all: Managers in these companies refer 
to basic pricing activities such approvals of rebates or naming a 
full time cost analyst. Even within firms practicing value-based 
pricing, pricing innovations are rare: Some of these firms report 
the critical necessity to innovate because of the declared difficulty 
in the sustainable implementation of value-based pricing. Firms 
face greater complexity in their segmentation practices, in their 
distribution model or in the management of pricing data which 
triggers a need to make changes and innovate. 

In sum, this research shows that within industrial companies the 
pricing function is in most cases static with few instances where 
industrial companies self-report to engage in innovation of pric-
ing practices, tactics, or strategies. 

Discussion

Our research uncovers stark differences in key organizational 
characteristics among firms with different pricing orientations. 

Our discussion focuses on two areas: first we examine the cur-
rent state of the pricing dimension in the industrial marketing 
concept; next we discuss specific actions that might be required 
to increase the effectiveness of the pricing function. Following 
this discussion, we summarize our proposal for a road ahead for 
industrial pricing. 

The Position of the Pricing Dimension 
in Industrial Marketing
Previous research studies from marketing prac-
titioners and scholars reports that pricing is a 
neglected area in industrial marketing (Noble 
& Gruca, 1999; Shipley & Jobber, 2001; Hin-
terhuber, 2004; Hinterhuber, 2008; Cressman, 
Jr., 2009) as well as an under-researched and 
under-published field compared to other ele-
ments of the marketing mix (Malhotra, 1996; 
Noble & Gruca, 1999). Our findings confirm 
this phenomenon. In 11 out of the 15 com-
panies comprised in our sample, the pricing 
function does not exist. In these firms, pricing 
activities are highly fragmented and pricing 
strategies are not clearly defined. Even more 
paradoxical is the fact that managers in 13 out 
of 15 firms report a severe lack of pricing ca-
pabilities with their sales force. Yet 11 out 15 
firms completely delegate tactical and strategic 
pricing activities to the sales function.

These findings ring as a warning bell to mar-
keting academia and the pricing profession in 
general. We posit that there is a need for more 
professionalization and promotion of the pric-
ing function in industrial markets. The pricing 
profession should tackle the perception that 
pricing is a complex function that is too often 
associated with finance and accounting. 

The Road Ahead for Industrial Pricing
The transformation of the pricing profession in industrial firms 
requires the combined positive impact of the five elements which 
are described below.

More Academic Research – Our findings point to the need for more 
research on industrial pricing preferences and practices. First, 
the dimensions of the three pricing orientations (cost, competi-
tion and customer value) need to be articulated and empirically 
validated. Second, while the marketing literature documents the 
relationship between market orientation and firm performance, 
there are no empirical studies on the relationship between pric-
ing orientation and firm performance. Marketing scholars and 
practitioners claim the superiority of value-based pricing, but we 
so far lack of empirical studies substantiating this claim. Em-
pirically documenting the ROI of the pricing function leads to 
greater visibility of the pricing function with top executives and 
makes it easier to justify critical investments in pricing capabili-
ties, systems and methods. Recent academic research undertaken 
at Pennsylvania State University’s Institute for the Study of Busi-
ness Markets and at Georgia State University’s Center for Busi-
ness and Industrial Marketing (Ulaga, 2001) is critical for the 
pricing profession to create knowledge, to bring documented and 
tested evidence of their positive impact on firm performance and 
to educate practitioners. 

Systematic Academic Curriculum – Tomorrow’s marketing lead-
ers should be equipped with the most relevant and rigorous aca-
demic knowledge on pricing. Pricing should become an integral 
and systematic part of the marketing curriculum: Currently, only 
about 9% of business schools offer a course that has a significant 
emphasis on pricing (McCaskey & Brady, 2006). 

Figure 1: Conceptual Model
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Greater levels of Innovation in Pricing – Our results show that 
industrial managers generate hardly any innovation with re-
gards to pricing. Industrial pricing requires innovation, experi-
mentation and specific training programs. Experimentation is 
an important requirement for the internalization of new pricing 
concepts, frames of reference, language and forms of interaction. 
The transformation of pricing orientation requires that the orga-
nization learn through a process of experiential learning (Kolb, 
1984; Kolb et al., 2001) or through trial-and-error experiments 
(Pfeffer & Sutton, 2006). Experimentation matters because “it 
fuels the discovery and creation of knowledge and thereby leads 
to the development and improvement of products, processes, 
systems and organizations” (Thomke, 2003: 1).

Collaboration among Academia and Practice – We posit that the 
profession requires a coordinated and collaborative profession-
wide transformation process which involves academia, practitio-
ners, consultants and professional associations such as the Profes-
sional Pricing Society. This dialog and collaboration among these 
parties leads to the definition of a research agenda and common 
goals for the profession. 

Professionalizing the Pricing Function – Joe Podolny, former dean 
of the Yale School of Management states: “An occupation earns 
the right to be a profession only when some ideals, such as be-
ing an impartial counsel, doing no harm, or serving the greater 
good, are infused into the conduct of people in that occupation” 
(Podolny, 2009). The professionalization of the pricing function 
requires: the establishment of a code of ethics for the pricing 
community, the development of capability matrices and of formal 
entry requirements for pricing professionals, pricing governance 
mechanisms and dedicated career paths for pricing professionals 
in companies, and emphasis on continuous formal learning. Some 
of these activities are already underway; much, we feel, remains 
to be done for pricing to become a true profession.

References

Anderson, J. C., & Narus, J. A. 1998. Business marketing: Under-

stand what customers value. , 76(6): 

53-65.

Boyatzis, R. 1998. -

ic analysis and code development. Sage Publications, Inc.

Coe, B. 1990. Strategy in retreat; pricing drops out. Journal of 

, 5(1): 5-25.

Corbin, J., & Strauss, A. 2008. .

Sage Publications, Inc.

Cressman, Jr., G. 1999. Commentary on industrial pricing: Theory 

and managerial practice. : 455-457.

Cressman, Jr., G. 2009. Why pricing strategies fail. 

Professional Pricing, (Second Quarter 2009).

Dolan, R., & Simon, H. 1996. Power pricing: How managing 

price transforms the bottom line. Free Press.

Forbis, J., & Mehta, N. 1981. Value-based strategies for industrial 

products. Business Horizons, 24(3): 32-42.

Fox, J., & Gregory, R. 2004. 

.

John Wiley & Sons Inc.

Hinterhuber, A. 2004. Towards value-based pricing: An integra-

tive framework for decision making. 

Management, 33(8): 765-778.

Hinterhuber, A. 2008. Customer value-based pricing strategies: 

why companies resist. Journal of Business Strategy, 29(4): 41-

50.

Hinterhuber, A. 2008. Value delivery and value-based pricing in 

industrial markets. -

chasing, 14: 381-448.

Ingenbleek, P., & Debruyne, M. 2001. On cost-informed pric-

ing and customer value: a resource-advantage perspective on 

industrial innovation pricing practices. Research Memoran-

dum 2001: 38. Vrije Universiteit Amsterdam. http://hdl.handle.

net/1871/1633 

Ingenbleek, P., Debruyne, M., Frambach, R. T., & Verhallen, T. M. 

M. 2003. Successful new product pricing practices: A contin-

gency approach. , 14(4): 289-305.

Kolb, D. 1984. Experiential learning. Englewood Cliffs, NJ: Pren-

tice-Hall.

Kolb, D., Boyatzis, R., & Mainemelis, C. 2001. Experiential 

learning theory: Previous research and new directions. In R. 

J. Sternberg & L.-F. Zhang, (Eds.), 

learning, and cognitive styles: 227-247. Lawrence Earlbaum 

Associates, Inc.

Malhotra, N. K. 1996. The Impact of the Academy of Marketing 

Science on marketing scholarship: An analysis of the research 

published in JAMS. -

ence, 24(4): 291.

McCaskey, P., & Brady, D. 2006. The current status of course of-

ferings in pricing in the business curriculum. Journal of Prod-

uct and Brand Management, 16(5): 358-361. 

Nagle, T., & Holden, R. 2002. 

. New Jersey: Prentice 

Hall.

Noble, P., & Gruca, T. 1999. Industrial pricing: Theory and mana-

gerial practice. , 18(3): 435-454.

Pfeffer, J., & Sutton, R. 2006. Evidence-based management. Har-

, 84(1): 62.

Podolny, J. 2009. The buck starts (and stops) at business school. 

, 87(6): 62

Shipley, D., & Bourdon, E. 1990. Distributor pricing in very com-

petitive markets. , 19(4): 215-

224.

Shipley, D., & Jobber, D. 2001. Integrative pricing via the pricing 

wheel. , 30(3): 301-314.

Thomke, S. 2003. Experimentation matters. Boston: Harvard 

Business School Press.

Ulaga, W. 2001. Customer value in business markets an agenda for 

inquiry. , 30(4): 315-319.



Recognize this company?

There is a good chance that insights and

solutions from Simon-Kucher helped

create the pricing strategy for the:

raw materials to build its factory

machines running in that factory

 raw materials that go into those
        machines

ERP software

chips that enable that software

labels on the products

ink on those labels

courier that ships the products

trucks that the courier uses

fork lifts in the warehouse

tires on those fork lifts

Are you sure that you have the right prices for

your products and services?

www.simon-kucher.com





 

  

 

 

Pricing Software for Sales, Marketing and Finance 

Vistaar pricing software empowers business users with advanced 

analytics that provide complete visibility into price performance.   

Vistaar drives measurable price and margin improvements that 

deliver profitable growth and maximum shareholder value. 

We work with the best companies in the world to transform pricing operations 

into a strategic advantage. Our price management solution enables companies to 

achieve significant, sustainable results in: 

 Price Analytics   

 Price Optimization  

 Price List Management  

 Deal Management 

 Price Strategy  

 Segmentation 

 Price Setting 

 Price Execution 

 Competitive Analysis 

 Portfolio Planning 

 Sales Ops Support 

 Deal Execution 

Vistaar Techn -581- -vistaar@vistaar.com 



28 The Journal of Professional PricingFirst Quarter 2011

P
rice is a far more important profit driver than costs or sales 
— but it is also the most neglected. Most companies still 
try to boost their profits by cutting costs or selling more 
units instead of by smart pricing. But much has changed 

in the last three decades. Pricing has emerged from its niche and 
become a important discipline for many successful market play-
ers. And rightly so. Companies that take a professional pricing 
approach are on average more successful than those that rely on 
gut feeling to set their prices. So what has changed in that time 
to bring pricing to the forefront of global corporate strategy?

Until the mid-1980s: 
Pricing is an unknown quantity
Pricing was a minor concern at most companies until the mid-
1980s. Prices were usually set by adding a certain margin to the 
production cost. This “cost-plus” approach reflected the inward-
looking view of many companies that developed and sold products 
without giving much thought to their customers or competitors. 
Even major German corporations, especially in the technology 
sector, rarely paid much attention to what other companies around 
them were doing. As a result, they often wasted potential by set-
ting their prices too high or too low to gain the maximum profit.

Although pricing was a subject of academic research during this 
time, the universities’ findings on profit-optimal prices and price 
differentiation were hardly ever applied in practice. One of the 
few exceptions was the pharmaceutical industry. Given the vast 
costs of research and development, and the difficulty of raising 
prices during a product’s lifecycle, pharma companies attached 
great importance to setting the right prices for their drugs for 
the market launch.

The mid-1980s to the late 1990s: 
Pricing gains a foothold 
This was a period of dramatic market developments that made 
suppliers and consumers pay closer attention to price than before. 
Following German reunification in 1990, a whole new world of 
consumer opportunities suddenly opened up to the 16 million 

inhabitants of former East Germany — but they had little money 
to spend on them. The weak economic growth of the 1990s meant 
that many consumers in former West Germany now looked more 
closely at the price tags as well. As the markets become more in-
ternationalized, suppliers from low-price countries stepped up 
their competition with domestic manufacturers, and consumers 
began to learn that reasonable quality could be found at cheap 
prices. Discount retailers such as Aldi became socially acceptable, 
Ikea’s low-priced furniture gained popularity, and Toyota boosted 
its brand image and market share with its advertising slogan of 
“Nothing is impossible.”

With competition heating up in many markets, and consumers 
paying more attention to prices, companies unsurprisingly started 
to focus more closely on their customers and competitors. The 
automotive industry, for example, began researching customer 
preferences in market studies, and using the findings to set prof-
it-maximizing prices. Premium automakers found that optional 
extras were so popular with many customers that they could be 
priced well above the production cost, delivering much higher 
margins than were previously possible with the cost-plus pricing 
method. Price differentiation, for example by means of bundling, 
also gained ground. By creating special equipment packages, the 
automakers could bundle popular features with slower-selling op-
tions. As a result, car buyers could save around 20 percent com-
pared to the price of buying each feature separately — and many 
customers spent more than they originally planned to because 
they bought the less attractive options as well.

Bundling works in other industries, too. A McDonald’s meal deal 
(burger, fries and a soft drink) costs less than the total price of 
these three items bought separately. Customers who were plan-
ning to buy only a burger are therefore often likely to buy a meal 
deal instead. Banks and building societies use bundling to offer 
savings accounts to holders of checking accounts. And by in-
cluding its popular word-processing program Word in its Office 
suite, Microsoft achieved a breakthrough for Excel, PowerPoint 
and Access, which at that time were still relatively unknown.

Then and Now: 25 Years of Pricing History

Over the last three decades, pricing has evolved from a sub-

drivers in sales and marketing arsenals. Many economic fac-
tors, such as the emerging technologies that have connected 
consumers to the global market, have led to pricing’s increased 
importance in the business world. Although many companies 
still neglect pricing in their core strategic planning, these com-
panies will become less and less competitive in the coming 
years, as the author explains. Annette Ehrhardt is a Senior Di-
rector at Simon-Kucher & Partners in Zurich. She is co-leader of 
the company’s media business in the German speaking region. 
She can be reached at annette.ehrhardt@simon-kucher.com.
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Deregulation was another factor in the growing importance of 
pricing during the 1990s. Germany’s previously state-run rail-
ways, telecommunications and postal services were deregulated, 
which opened up the market to competing providers. Compe-
tition also heated up in the aviation sector, with new no-frills 
airlines vying for market share with the established players. In 
response to Ryanair’s rapid growth, Lufthansa launched its own 
low-cost carrier, Germanwings, so it could keep its own prices 
stable. Deutsche Telekom faced strong competition from cheaper
fixed-line providers such as Arcor and mobile network providers 
such as Vodafone, ePlus and ViagIntercom (now O2). Its response 
was to introduce a highly complex system of tariffs differentiated 
by the time of day, day of the week, distance and telephone net-
work. Pricing also became a buzzword at Deutsche Bahn in the 
1990s. The launch of its BahnCard represented a true pricing in-
novation: Customers bought a BahnCard for 220 DM, and then 
received a 50-percent discount on train tickets. This example of 
a two-part tariff (also known as non-linear pricing) boosted not 
only Deutsche Bahn’s profits, but also its customers’ satisfaction 
and loyalty — and its trains’ capacity was better utilized, too. A 
win-win situation for travelers and Deutsche Bahn alike.

Companies’ closer focus on their customers and competitors
in the 1990s led to the rise of value-based pricing. The correla-
tion between price, volume and profit also gained importance 
during this time. Business and economics constructs such as 
price-response functions and price elasticity influenced pricing 
decisions at a growing number of 
companies. What’s more, methods 
that were previously familiar only 
to academic researchers, such as
conjoint measurement (which mea-
sures customer preferences, assesses 
product attributes and identifies 
willingness to pay), began to be 
applied in practice as the necessary 
software was developed. Profes-
sional pricing enabled companies 
to raise their profits by answering a 
series of key questions: What is the
value of our products to our customers? Do we offer more or less 
value than our competitors? How much money can we charge 
for delivering this value? How many customers would buy our 
product at price X? How many at price Y? What is the right price 
to maximize our profits?

2000 and after: Pricing reaches maturity
The euphoria surrounding the rise of the internet came to an 
abrupt end when the dotcom bubble burst, confronting compa-
nies with hard figures once again. As the internet made inroads 
into all areas of everyday life, price transparency increased and 
global competition grew fiercer. The introduction of the euro as a 
shared currency in Europe made cross-border trading easier and

narrowed the price gaps between countries. Suddenly, shoppers 
were just a click away from suppliers around the world. Compar-rr
ing prices had never been easier — and professional pricing had 
never been more important in preventing price wars and collaps-
ing margins. Despite all this, most companies continued to use 
mainly market share or volume to guide their pricing. It was an 
open secret among many top executives that a margin drop of 
several percentage points could be tolerated, but that heads would
roll if sales fell even slightly. But if growth stagnates and margins
shrink, focusing on market share is of little use in the long term. 
And sooner or later, a company will run out of ways to cut costs. 
More and more market players therefore started turning to the 
most important profit driver of all: price.

Mobile communication providers have no choice but to become
pricing specialists if they want to stand their ground against mar-rr
ket saturation, falling margins and competition from low-price 
rivals. They have developed a wide array of price models to target 
as many users as possible and to compete on aspects other than 
prices per minute. The traditional combination of a monthly fee 
plus varying per minute tariffs has been supplemented by minute 
packages, flat rates, and simple standard minute prices with no 
monthly fee. In addition, packages are tailored for people who 
send large numbers of text messages, customers who mainly use 
their phones at weekends, users who often make international 
calls, and other groups. To design the right portfolio, the providers 
need to integrate customer segmentation and communication into

their pricing processes. Technical 
advances such as improved conjoint
measurement methods and online 
tudies to quantify customer prefer-rr

ences and willingness to pay make 
professional pricing increasingly 
imple to apply. 

Telecommunications is not the
only industry where pricing has 
become an integral part of the
elling process in the new millen-

nium. Setting the right price for a 
product or service is no longer the only consideration. Other key 
questions include: 

Price strategy: What is our target price position? Discounter 
or premium supplier? Volume or margins?

Price process and organization: How do we decide on the
right price? Who is responsible for doing what? When and 
how?

Price implementation: What can we do to ensure that our 
customers actually pay the prices we set?

Companies’ closer focus on 

their customers and competitors 

value-based pricing. 
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Price implementation is the point where pricing spills over from 
marketing to sales. The value of even the best price list can be 
wiped out by granting excessive discounts to customers, which is 
why B2B companies have started to examine their discount sys-
tems and sales incentives more closely. Unless the price strategy 
is consistent with discount components and incentive programs 
for sales staff, companies cannot pursue their targets or raise their 
profits as planned. And as purchasing has become professionalized 
in the B2B sector, many manufacturers have realized the impor-
tance of offering sales argumentation training and supporting 
sellers with price negotiations, particularly with large customers. 
Automotive suppliers offer a good example. They generate their 
revenue with a small number of buyers, which means their cus-
tomers have considerable negotiating power. But the importance 
of negotiations is rising in other industries as well, especially for 
complex, customized services for which no fixed price list applies. 
When prices are decided case by case, pricing tools help the seller 
to assess the situation and set a price that is appropriate for the 
customer in question.

Conclusion and outlook
Many companies have professionalized their pricing in the last 
three decades, spurred on by the need to compete with cheaper 
rivals from other countries and to focus more closely on customer 
value ratings of their own and their competitors’ products. At the 
same time, concepts such as value pricing and conjoint measure-
ment finally made the leap from academic theories to practical 
reality, offering valuable pricing support. Pricing has gone from 
strength to strength since emerging from its niche, and it is no 
longer considered only by product developers or marketing de-
partments. It is rooted in corporate strategy and extends all the 
way to remuneration and incentives for sellers. Pricing covers 
process and organizational aspects such as the establishment of 
pricing departments and pricing managers — and it is closely 
linked with other strategy and marketing issues from competi-
tive positioning to customer segmentation and communication.

More and more company executives have realized the importance 
of a holistic approach, putting pricing at the center of manage-
ment attention as a lever for long-term profits. A number of CEOs 
have made pricing a management priority, and many more will 
follow suit in the future. The clearer the positive effects of pro-
fessional pricing, and the more visible the disastrous effects of 
incorrect pricing, the more likely management mindsets are to 
change. This development will be accelerated by the more rapid 
availability of information and more efficient decision-making 

processes that simplify pricing management. Pricing activities 
can be conducted more quickly and more precisely to combat 
competitor attacks if the necessary sales, revenue and profit fig-
ures are accessible in real time. What’s more, the impact of price 
rises or cuts becomes visible more quickly.

Top executives already use key figures on costs, processes, produc-
tivity and customer satisfaction to guide their management, and 
this could also become the case for price positions, competitive 
positions and other price parameters in the future. In a brave new 
pricing world, launch prices for new products could be set based 
on expected volumes, revenue and profit contribution — and the 
effects of higher or lower prices could be directly quantified at 
the decision-making stage. Basing price decisions on hard figures 
could add a new aspect to tough management discussions, and 
provide a stronger foundation than a simple list of the pros and 
cons of a larger market share or a higher profit contribution. Such 
decision support systems are already in place at some companies, 
bringing together market and product knowledge of various de-
partments in a user-friendly tool. They translate the generally 
qualitative assessments of experts into numerical price-volume 
ratios, as well as delivering the expected sales, revenue and profit 
figures for various scenarios (high/medium/low unit contribution 
margin, strong or weak competitive pressure, improved product 
substance, etc.) that are needed to make effective decisions. The 
better companies’ experiences with professional pricing, the more 
attention top managers pay to it. During the crisis of 2009, the 
majority of companies instinctively grabbed at cost-cutting mea-
sures to save themselves — but next time, we are likely to see 
more programs to improve pricing and secure profits.
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