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Professor Herman Simon 
Interviewed by CEO Forum

This article is a partial transcript 
from Hermann Simon’s interview 
with CEO Forum, hosted by Mike 
Riddiford (http://www.ceoforum.
com.au/). In this interview, Simon 
discusses the importance of pricing 
for today’s businesses, strategies for 
implementing a strong pricing infra-
structure, and common mistakes that 
businesses make with their pricing 
tactics. Hermann Simon is Founder 
and Chairman of Simon-Kucher & 
Partners Strategy & Marketing Con-
sultants. Simon will be a keynote 
speaker at the PPS Annual European 
Pricing Conference in December. 
He can be reached via www.simon-
kucher.com. 
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MR: Why is pricing such an impor-
tant issue for companies to address?

HS: Fundamentally, there are only three 
profit drivers: volume, price and costs, 
as revenue is volume multiplied by unit 
price, less costs. Costs actually get the 
most management attention, typically 
taking around 70-75% of the attention 
of senior management. Volume, or, more 
generally, driving sales, gets about 20-
25% of the attention, while pricing only 
gets 5-10% of the attention.

Given the importance of pricing to 
overall profitability, I would argue 
that pricing is typically underman-
aged and underinvested in within 
most companies. 

MR: The importance of pricing, along 
with volume and costs, is an easy con-

cept to grasp. Why do you think pric-
ing is undermanaged in so many com-
panies?

HS: The perception with costs, for in-
stance, is that they are due to internal 
factors within the company, and thus 
you have a high degree of control over 
them. If you need to cut hundreds of 
jobs, for instance, while this might be 
difficult politically, you know that the 
adverse reactions will mainly be confined 
to the company itself.

When you change prices, on the other 
hand, it impacts directly on the customer, 
and you are uncertain how they will re-
act. Managers tend to dislike uncertainty, 
and prefer to concentrate on more ‘con-
trollable’ issues like costs, even though 
this may not produce optimal profits.
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Probably the most common mistake 
with pricing is to respond to a decline 
in demand with a price cut.

CONTINUED ON NEXT PAGE �

It’s not just managers who tend to avoid 
pricing issues. Even sales people, for 
whom pricing levels are fundamental, 
often prefer to talk about a product’s 
features, what it can do for the customer 
– anything, in fact, except the price! Yet
price is basic to any successful deal be-
tween the customer and the sales person.

MR: What common mistakes do you 
see companies making with pricing, 
other than this general tendency to 
undermanage pricing as an issue?

HS: Often companies do not invest 
enough time and resources in 
gathering the best information 
they can about pricing, the 
elasticity of demand, how cus-
tomers and competitors have 
responded to past price chang-
es and are likely to react to fu-
ture price moves, and so on.

Pricing new products is par-
ticularly challenging. Many 
companies use a cost plus ap-
proach, or base the pricing 
on competitors’ prices and/or 
longstanding industry prac-
tices. The danger with these 
approaches, of course, is that 
you leave money on the table 
by underpricing, or are uncom-
petitive by overpricing. You 
need to invest time and re-
sources to get the price right.

We often find in working within com-
panies, for instance, that it can take 
weeks to find out very basic information 
about their own product prices and their 
pricing processes, let alone information 
about competitor prices. This is a partic-
ular problem in B-to-B markets, where 
prices and price structures are not that 
transparent.

Probably the most common mistake 
with pricing is to respond to a decline 
in demand with a price cut. Companies 
often think they will increase their vol-
ume to compensate for the price cut, but 
this is often an illusion, as competitors 
typically cut their prices as well. The end 
result is a price war, with the only win-

ner being the customer.

MR: The strategy of price cutting as a 
reaction to declining demand seems a 
very logical thing to do, even from a 
fundamental economics point of view. 
What are the alternatives to doing 
this?

HS: It depends very much on the par-
ticular situation. Sometimes, as in the 
recent global financial crisis, demand 
was declining, not because the price was 
too high, but because the customers were 
uncertain about the future. Even if you 

reduce prices in that situation, the cus-
tomer will not necessarily buy more, as 
you have not addressed the fundamen-
tal factor inhibiting their buying, which 
was, or is, uncertainty and fear about the 
future.

In this situation you need to come up 
with more creative responses that address 
that fundamental uncertainty. A good 
example is how Hyundai responded to 
the very challenging market conditions 
for new cars that pertained in the US in 
2009 and 2010. Instead of slashing their 
prices, they gave a guarantee to custom-
ers that, should the customer lose their 
job within 12 months of buying or leas-
ing a new Hyundai, the customer could 
return the car with no further costs. This 

was highly successful. Hyundai was the 
only car company that increased their 
unit sales in 2009 when compared to 
2008. In fact, they grew their business 
by around 27% in that year. And this 
continued in 2010.

The point is that Hyundai offered the 
customer a solution that addressed the 
concerns the customer had that would 
otherwise have prevented them buy-
ing. Simply cutting prices, as many oth-
ers tried, would not have been as ef-
fective. The customer would still have 
been afraid to go into a commitment of 

monthly installments. 

MR: What is your view on 
pricing discretion/flexibility 
for sales people, as opposed 
to minimizing that discre-
tion?

HS: There is no general rule 
on pricing discretion, as a lot 
depends on the particular in-
dustry, the product, past prac-
tices and so on. However, 
what I would say about this is 
two things. In case of doubt, 
I rather advise to limit price 
discretion of sales people. Sec-
ondly and more importantly, 
you must always have the right 
incentive schemes in place to 
ensure price discretion does not 
become undisciplined pricing. 

At one of our clients, for instance, we 
put in a scheme whereby sales people 
receive a different commission based on 
the sales price. If the sales person sold 
the products at the list price, for in-
stance, they receive a commission of 9%. 
However, if they were to sell the product 
at the maximum discretionary discount 
of 20% off list price, they only receive 
a 3% commission. After we put the 
scheme in place, we found that the aver-
age discount being given to customers 
had reduced by two percentage points, 
which goes straight to the bottom line. 
The margin of this company went up 
from 4% to 6%. 
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Where there is a major new product, 
I believe the CEO should always be 
involved in pricing the product, as it 
may need considerable courage to 
set the right price.

MR: What is the CEO’s role in pricing 
within the company?

HS: The CEO needs to maintain what 
we call a ‘true profit culture’, which is 
making sure people are focused on prof-
itability, not (as is often the case) on 
market share or volume. The CEO must 
make sure that the appropriate pricing 
information is available. This is a tricky 
issue. CEOs often tend to rely on their 
gut feel and experience, which is insuf-
ficient. The CEO also needs to encour-
age price discipline within the company, 
especially with the sales force, and make 
sure the incentives are in place for de-
fending prices (as in the earlier example 
of differentiated commissions for sales 
people). There also needs to be a general 
understanding of how important price 
is as a profit driver, and the consequent 
need to have good pricing awareness. 

Where there is a major new product, I 
believe the CEO should always be in-
volved in pricing the product, as it may 
need considerable courage to set the 

right price. A good example from our 
own practice was when Porsche intro-
duced the Cayman coupe model a few 
years ago. This was based on the earlier 
Boxster convertible model, and indus-
try practice was for coupes to typically 
be priced at 10% less 
than the equivalent 
convertible model. We 
had some very good 
data, however, to sug-
gest that customers 
were prepared to pay 
more for the Cay-
man, and we urged 
the CEO to set the 
price accordingly. To 
his great credit, he 
had the courage to do 
this, and the model was highly success-
ful. That pricing decision, however, took 
great courage, as a failure would have left 
him exposed to ridicule for going against 
conventional wisdom.

MR: Are there any new developments 
that have changed the way companies 

view pricing in recent years?

HS: One very interesting area is the 
field of behavioral economics, which has 
questioned the traditional economic idea 
of the fully rational consumer. While 

this field has come up with some very 
interesting observations, just what they 
mean for a systematic pricing strategy is 
still unclear. As these findings are ex-
panded upon and developed, however, 
we may see some impact on how compa-
nies price their products in the future.
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The Logic Behind Amazon’s Prime Day 
Amazon held Prime Day on July 15th 

to celebrate its 20th anniversary. This 

was a one day event for Prime members 

offering more rock-bottom price deals 

than Black Friday, free expedited ship-

ping and complimentary 30-day trials 

of Prime membership. In this article, 

the author examines the strategies be-

hind Prime Day, as well as Amazon’s 

overall recent pricing strategies and 

Prime Membership program in rela-

tion to overall profits. Rafi Mohammed 

is the founder of Culture of Profit LLC, 

and author of the The 1% Windfall: 

How Successful Companies Use 

Price to Profit and Grow. This article 

originally appeared on the Harvard 

Business Review web site at HBR.org.

Amazon recently boldly anoint-
ed Wednesday, July 15 as 
Prime Day. Most holidays re-
volve around religion, histori-

cal events, or appreciation for someone 
special. So what’s Amazon Prime Day?

At root, it’s a self-interested homage to 
rock bottom prices and free expedited 
shipping. To celebrate its 20th anniver-
sary, Amazon pledged more deals than 
Black Friday, exclusively for Amazon 
Prime members, as well as complimenta-
ry 30-day trials of its Prime membership. 
Prime, which normally costs $99 annu-

ally, includes benefits such as free two-
day shipping, same-day delivery in some 
areas, streaming video, streaming music, 
Kindle library, photo storage, and early 
access to sales.

So why do we care? We’re interested 
because Amazon doesn’t seem particu-
larly concerned about earning profits. In 
FY14, for example, Amazon had an im-
pressive $89 billion in revenues. How-
ever, operating income was $178 million 
(thus, a measly 0.2% operating margin) 
which resulted in a $241 million net loss. 
Partly because of Amazon’s longstanding 
lack of concern over profitability, con-
sumers have faith that Amazon is going 
to roll out awesome deals on Wednesday.

Prime is the lynchpin of Amazon’s 
plan to rub out brick and mortar re-
tailers. With “free” expedited ship-
ping, the goal of Prime is unabashedly 
clear: make Amazon the first-choice 
retail product provider for consumers. 
One click assures home delivery in two 
days or less. 

The purchase loyalty en-
gendered by this program 
is reflected in the big dif-
ference between Prime vs. 
non-Prime customer spend-
ing. In the fourth quarter 
of 2014, Consumer Intel-
ligence Research Partners 
(CIRP) estimates Prime 
had 40 million members, 
with members spending on average 
$1,500 annually compared to an average 
of $625 spent by non-members. (Note: 
this 40 million member figure includes 
a significant number of consumers who 
took advantage of free holiday trials.)

The brilliance of Prime is in how the 
bundle of benefits is constructed. At its 
inception, Prime’s key benefit was un-
limited two-day shipping. This promo-
tional program was targeted at “Whale 
Buyers,” those who purchase a lot. For 
Whales, the calculation is straightfor-
ward: “Am I going to make enough 

purchases, and thus save on shipping 
costs, to justify the cost of Prime?” If the 
answer is “yes,” this cost savings jus-
tification makes Amazon top of mind 
for all purchases, including small items 
such as tweezers normally bought at 
CVS. And if Amazon loses money on 
shipping (i.e., cumulative shipping costs 
are greater than the $99 Prime price) for 
a particular member, the loss can be ra-
tionalized as a volume discount to a big-
spending customer.

So why add such seemingly unrelated 
perks such as streaming video and mu-
sic and photo storage to the Prime pro-
gram? And what does the company hope 
to achieve with Amazon Prime Day? 
Quite simply, Prime has saturated the 
Whale Buyer market and is now hunt-
ing for smaller volume customers to 
fuel growth. 

With an increasingly large stable of ben-
efits, potential members who can’t jus-
tify Prime on the grounds of shipping 

savings can now conclude, for instance, 
“Netflix costs $108 annually, so I’m al-
ready ahead of the game by purchasing 
Prime for streaming video before even 
considering the additional benefits.”

Indeed, the data confirms that Prime is 
moving beyond Whale Buyers and has 
begun to attract large numbers of lower 
volume customers. CIRP estimates that 
in the first quarter of 2015, Prime had 41 
million members with members spend-
ing on average $1,100 annually vs. non-
members’ spend of $700. Thus, more 

Indeed, the data confirms that 
Prime is moving beyond Whale 
Buyers and has begun to attract 
large numbers of lower volume 
customers.

http://www.pricingsociety.com
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people are signing up for Prime, but the 
average member spend dropped by 27% 
compared to the previous quarter.

The downside of Prime — to Amazon’s 
stockholders, that is — lies in its pledge 
of unlimited shipping. The challenge of 
“unlimited” is that it attracts over-users. 

Consider Red Lobster’s 2003 Endless 
Crab promotion. Offering all-you-can-
eat crab leg dinners for $20 — $25 (de-
pending on market), determined diners 
ate and ate, and unfortunately for the 
seafood restaurant chain’s bottom line, 
they ate some more. 

After announcing disappointing finan-
cial results, drained by endless crab serv-
ings, the market value of Red Lobster’s 
then parent company, Darden Restau-
rants, dropped by $405 million in one 
day — one of the biggest stock routs in 
the company’s history.

Amazon could think creatively about 
minimizing the risks of its “unlimited” 
shipping offer. For instance, the cur-
rent $99 program could allot, say, 15 

free shipments a year, with any overages 
charged at a trivial $1 per shipment. 

If Amazon put a ceiling on the num-
ber of free shipments on its $99 Prime 
membership, it could then offer a $149 
unlimited shipping option. These two 
options would allow Amazon to serve 
different volume customers, and the 
beauty is customers self-select which op-
tion works best for them based on their 
shipping needs. 

Forrester Research estimates Amazon 
loses $1 billion to $2 billion annually on 
Prime shipping costs. Given that this 
loss is up to 11 times as much as Ama-
zon’s $178 million operating profit, small 
changes to Prime’s pricing can signifi-
cantly improve Amazon’s financial well-
being.

Remember the vicious discounting wars 
that occurred during the Internet bubble 
era? Amazon emerged a clear victor in 
that virtual retail grab. It’s time for brick 
and mortar retailers to be on the look-
out. With an enhanced Prime program, 
focus on same day delivery, and now its 
own holiday, Amazon is clearly setting 
its sights on fully invading land-based 
retail territories.

If Amazon put a ceiling 
on the number of free 
shipments on its $99 
Prime membership, it 
could then offer a $149 
unlimited shipping option.

http://www.pricingsociety.com
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The rising wages in China and 
cheapening euro are driving 
changes in what were once 
considered stable sources of 
competitive advantage.

Given the current currency fluctuations 

and country specific economic situa-

tions, what problems do they create for 

firms operating in multiple markets 

around the world? And how are pric-

ers to successfully manage prices across 

borders today? Tim J. Smith is the 

managing principal at Wiglaf Pric-

ing, adjunct professor at DePaul Uni-

versity, and the Academic Advisor for 

the Certified Pricing Professional des-

ignation. He will be leading a work-

shop entitled “Pricing & Corporate 

Strategy” at the PPS 26th Annual 

Fall Pricing Workshops & Conference 

in Dallas, October 20-23, 2015. His 

most recent book is Pricing Strategy:  

Setting Price Levels, Managing Price 

Discounts, & Establishing Price 

Structures (South-Western Cengage 

Learning, 2012). He can be reached at 

tsmith@wiglafpricing.com.

International Pricing Among  
Current Currency Fluctuations 

CONTINUED ON NEXT PAGE �

Growth in North America and 
Europe is low to non-existent. 
The euro is down against the 
dollar.  China has wage in-

flation.  Half of the BRIC (Brazil, Rus-
sia, India and China) countries are now 
investment pariahs.  And the N-11 coun-
tries (Bangladesh, Egypt, Indonesia, 
Iran, Mexico, Nigeria, Pakistan, the 
Philippines, Turkey, South Korea and 

Vietnam) still offer high uncertainty 
against a backdrop of high potential 
growth.

Given the current currency fluctuations 
and country specific economic situations, 
what problems do they create for firms 
and how are prices supposed to be man-
aged across borders today?  These are the 
pertinent questions facing many of to-
day’s executives.

From looking at case studies from 
H&M, Unilever, Procter & Gamble, 
Colgate-Palmolive, Johnson & Johnson, 
Harley Davidson, Yamaha, and Honda, 
we find two challenges to pricing have 
increased their importance in today’s 
environment.  These are (1) competitive 
price position changes and (2) product 
diversion.

Competitive Price  
Position Challenges
The rising wages in China and cheap-
ening euro are driving changes in what 
were once considered stable sources of 
competitive advantage.

For example, H&M was count-
ing on low-cost production in 
China to compete in Europe 
but is suddenly finding their 
variable costs rising in com-
parison to Zara and some other 
European clothing manufac-
turers.  What should H&M do 
about this?

Or, Proctor and Gamble and Colgate-
Palmolive are finding European Unilever 
and Henkel competitors are able to lower 
their prices through favorable exchange 
rates which tend to point towards a con-
tinued decrease in euro to dollar conver-
sions.  How should American household 
product producers react?

In both cases, firms are asking how 
they should they should manage prices 

in the face of new competitive threats: 
absorb the cost increase or pass it on 
to consumers, lower prices to remain 
competitive or maintain them under 
the threat of losing sales and market 
share.

To answer both of these questions and 
others, executives are encouraged to re-
evaluate their position against the Stra-
tegic Price Reaction Matrix. This calls 
executives to consider if their source of 
competitive advantage has been deval-
ued, if their pricing power has eroded, 
and how this fairs on a country by coun-
try basis.  Given the answers to these 
underlying questions, they can deter-
mine if they can (1) ignore the rising 
competitive threat or use the situation 
as an opportunity to attack, (2) miti-
gate increased price competition through 
sales and marketing communication, (3) 
defend their market share through man-
aged price reductions, or (4) accommo-
date competitors with unavoidable share 
losses.

Granted, not all outcomes are desirable, 
but it is generally better to survive a bat-
tle to fight another day than to lose the 
war in bankruptcy.

Product Diversion 
Challenges
Product diversion, also known as par-
allel importing or price arbitrage, can 

http://www.pricingsociety.com
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Figure 1arise when products 
are sold in one coun-
try at a low price and 
in another country at 
a higher price.  In this 
situation, third parties 
may buy the product 
in the low priced coun-
tries and resell them 
in the higher priced 
countries.  The result is 
that third parties profit 
from the price dispari-
ties between the coun-
tries and the producing 
firm finds its own prod-
ucts competing against 
it in the higher-priced 
counties.  This drives 
the producer’s margins 
to shrink.

Product diversion is a 
constant challenge in 
many industries.  In a 
time of high currency 
fluctuations, many executives are find-
ing new patterns or increased quantities 
of product diversions.  This is especially 
true of high-value and highly-fungible 
products like contact lenses, tobacco, 
and consumer electronics.

To address product diversions, execu-
tives are being driven to re-evaluate their 
country specific segmentation hedges.  
Can they be increased?  Do prices need 
to be harmonized between countries to 
reduce the price arbitrage incentives? 
How much product diversion is accept-
able?  What would be the anticipated 
profit impact if prices increased in the 
low-priced country? What would be 

the anticipated profit impact if prices 
decreased in the high-priced country?  
Where is the new tradeoff between price 
segmentation hedges, price harmoniza-
tion, and anticipated product diversion?

Granted, these are not easy questions, 
but it is better to proactively make trad-
eoffs than to either be a waif in the wind 
or a stick in the mud.

Rethinking Strategy
The rapid changes in currency valuations 
and shifting outlooks between econo-
mies do present real challenges in pric-
ing, especially for multi-national cor-
porations.  Yet they can be addressed 
strategically.

While no blanket solution exists because 
the prescription for one company will 
not be the same as that found for an-
other, the route to finding the right so-
lution for individual companies can be 
mapped.  In all cases, the solution isn’t 
simply a mathematical exercise of price 
adjustment based upon costs.  It is a 
strategic solution based upon the firm’s 
unique competitive position, resources, 
and customer base.

Pricing isn’t just about plots and spread-
sheets nor is it just a job for managers 
and analysts. It spans to include firm 
specific strategy and executive engage-
ment.  Are you ready to address the pric-
ing in your strategy?

http://www.pricingsociety.com
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Three Simple Tips To Win Higher Prices 
In this article, the author examines 

three very specific actions that salespeo-

ple need to take in order to win higher 

prices. Per Sjöfors is the Founder and 

CEO of Atenga, a global pricing and 

customer intelligence consulting firm. 

Prior to Atenga, Per had more than 25 

years of executive management expe-

rience, and has founded and built a 

number of successful, and very profit-

able, sales and marketing companies 

in Europe and in the US. Per also 

co-founded the industry association 

G-SAM, and has published a num-

ber of articles in industry press. He is a 

sought-after speaker at conferences. He 

can be reached at per@atenga.com.

A n organization sold temporary 
labor services to manufacturers. 
Their salespeople were compen-
sated on number of hours sold, 

and their branch managers were compen-
sated on revenues and profits in a method 
so complicated that none of them ever both-
ered to figure it out. The salespeople were 
trained to focus on the customer and his 
needs, but very little attention was paid to 
pricing. Several of the salespeople had ex-
emplary sales skills (and several did not). 
But they were trained and managed to “get 
the deal” at any price. The results were pre-
dictable...

Salesperson compensation, training 
and management often lead to lower 
profits and lower prices. This sad truth 
probably costs American business bil-

lions of dollars in foregone profits. It’s 
sad because it is not necessary.

Nearly all buyers, even (especially) pur-
chasing agents for large companies, will 
tell you that they rarely buy the cheapest 
solution. They buy the one that generates 
the most differential value (value to their 
company minus the price). It’s up to the 
company to create and deliver a higher 
value than its competitors, and therefore 
justify charging higher prices. It’s up to 
the salesperson to understand the ele-
ments of value from the buyer’s unique 
point of view, and then to build the per-
ception of the value he or she is offering. 

This drives three very 
specific actions that 
salespeople need to take 
in order to win higher 
prices:

During the presales con-
versation, position your 
company as a source of 
high value, not a source of 
low price. In a few rare in-
stances, this will terminate 
the sales process, but that’s 
usually a good thing, as 
this buyer is signaling that 
he or she will buy only on 
price and the business will 
probably not be profit-
able. Salespeople can make 
statements like “we’re not 
the cheapest solution you 
can find, but our custom-
ers know that we provide the best value 
and I’d like to show you why they are 
willing to pay the difference.”

During presales conversations, ask ques-
tions that elicit from the buyers their 
elements of value. For some it might be 
a strong warranty, references from ac-
counts they know, timely delivery, good 
technical support, etc. But the key ob-
jective of the fact-finding process is to 
understand how to express and convince 
the buyer of the value of the offering.

During final negotiations, resist de-
mands for lower prices. Sometimes this 
just requires fortitude, but sometimes it 
requires unbundling structures that let 
the salesperson remove features, services 
or guarantees to lower the value com-
mensurate with lowering the price. This 
forms the basis for productive negotia-
tions. Note: Most companies leave it to 
the salesperson to figure out which fea-
tures or services to remove in the nego-
tiation, but this is a mistake. Salespeople 
are motivated “get the deal” regardless of 
the profitability and they usually don’t 
have the data or the visibility to do a 
good job at structuring unbundles. These 

structures should be created by those re-
sponsible for product management, and 
taught to the salespeople as part of their 
training.

So how does your company address these 
issues? Are the sales people trained to 
position the company for higher prices? 
Can they really find out and sell value? 
Are your product strategies such that the 
salesperson can unbundle if nothing else 
works?

During presales conversations, 
ask questions that elicit from the 
buyers their elements of value. 
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