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Premier League TicketsFor the English Premier League, 

price increases make good business 

sense, but for how long? Premier 

league football clubs are in a strong 

position to maintain price increases, 

but is the League about to reach a 

tipping point? Author Tony Hodgson, 

Managing Director of Pricing Solu-

tions UK, applies the principals of the 

5Cs of Pricing to assess if ticket prices 

and costs associated with the game 

are justified. He also analyzes why 

clubs may still need to rethink pricing 

strategy to be successful in the long-

run. He can be reached at thodgson@

pricingsolutions.com.
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Every October the BBC produces 
a report looking into the “Price 
of Football” covering everything 
from season ticket prices to the 

cost of a halftime pie. This year’s report 
continued the recent trend of outraging 
fans, with a number of headline findings 
highlighting the discrepancies not only 
against inflation, but also other high-
profile European football leagues.

The report has been widely analysed and 
well reported elsewhere. For example, 
findings like fifth-tier Alfreton Town 
fans paying the same for a match day 
ticket as some of their Spanish coun-
terparts do to watch former European 
Champions Barcelona, are understand-
ably generating buzz. As pricing consul-

tants, and football fans ourselves, we’d 
like to try and shed some light on why 
Premier League clubs have been able to 
maintain these seemingly ever increas-
ing prices, as well as how they may look 
to restructure this if they remain unsus-
tainable.

Whilst the “Price of Football” report 
looks into football teams across the 
league pyramid, for the purposes this re-
port we will mainly be referring to Pre-
mier League clubs.

When advising customers on how to 
price their products or services we often 
consider the five Cs of pricing: customer, 
conditions, cost, capacity and competi-
tion. We’ve used the same approach here 
to try and explore how football clubs are 
sustaining their pricing (see Figure 1):

These pricing principals allude to the 
fact that Premier league football clubs 
are in a strong position to maintain price 
increases. In fact, were they in anoth-
er industry and offering a less emotive 
product, increases would likely even go 
unchallenged!

“The average price of the cheap-
est season tickets across English 
football has risen at almost twice 
the rate of the cost of living since 
2011.”

– BBC Price of Football  
2014 report
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Customer

For customers purchasing tickets, whether they are match day or sea-
son tickets, typical pricing methods used by football clubs tend to be 
the same as we’d advocate in other industries.

Segmentation is the basic building block of good pricing as it recog-
nizes that customers value products and their attributes differently, and 
what drives willingness to pay. Football clubs currently use customer 
segmentation by offering various levels of seat quality and add on 
features and facilities, such as corporate boxes, to determine differing 
price brackets. 

Conditions

 
As the quote earlier highlighted, football ticket prices haven’t been af-
fected by economic conditions and have been able to sustain a num-
ber of increases in recent years.

However, other outside factors may start to impact how football clubs 
look at pricing. Surveys such the BBC’s “Price of Football” are making 
the issue increasingly visible and scrutiny from fan groups and politi-
cians has never been higher. A task force has even been set up by 
Sports Minister Helen Grant to address the issue, whilst the Labour 
party have talked about helping fans have a voice on club boards!

Conversely, financial fair-play rules have meant that clubs are only al-
lowed to make certain losses each year, placing more importance on 
ticket prices as revenues are increasingly being affected by the next 
‘C’... 

Cost

 
With such a strong correlation between wages and league position, 
and the promised land of championships or more lucrative television 
revenue and sponsorships constantly beckoning, clubs look to recruit 
ever more expensive players.

In addition to this, as with ticket prices, wages and agent fees have 
undergone rampant inflation in recent years, eating into revenues and 
causing ticket prices to become the focus of increases. 

Capacity
When challenged on raising prices, many Premier League clubs state 
that their full stadia mean they must have got it right. Many are running 
at over 95% capacity. In any industry where capacity is scarce, suppli-
ers are in a good position to raise prices.

Competition

 
The old adage is that you can change your job, your partner or even 
your religion, but you can’t change your football team. Therefore it’s 
commonly thought that fans are not price sensitive and will forego 
other luxuries rather than miss attending a game. This gives clubs a 
sense of security that allows them to increase prices with confidence. 

Figure 1

CONTINUED ON NEXT PAGE �

But when it comes to football — to this 
industry — is the League about to reach 
a tipping point? Premier League football 
clubs are in a strong position to maintain 
price increases. They have a loyal cus-
tomer who is unlikely to move to an-
other brand. They’re generally running at 
full capacity and their own costs contin-
ue to rise. Lastly, historic price increases 
have successfully been made without any 
impact on volume, regardless of the out-
side economic conditions.

However, still there is a sense that a tip-
ping point may about to be reached. 
Whilst clubs have been able to sustain 
ticket price increases based on solid 
pricing fundamentals so far, the near 
future might well bring the need for a 
rethink.

Downward pricing pressure from other 
factors is building.

Technology is playing its part, with the 
rise of online streaming sites allowing 
fans to watch any match from a number 
of devices. Whilst the experience is not 
the same as being in the grounds, there 
is no longer the dilemma of not being 
able to watch the game if you can’t afford 
a ticket.

Other fans are starting to forgo Pre-
mier League grounds and get their fix of 
live football elsewhere on the continent; 
for example, saving up an equivalent 
amount of money and traveling to watch 
Bundesliga matches in Germany for a 
new experience.

There’s also the possibility of other sports 
becoming credible competition. Rugby 
Union attendances have been growing 
consistently over the past 10 years and 
the NFL is looking at establishing a Lon-
don franchise after repeatedly attract-
ing 80,000 people to its annual games at 
Wembley.

Further down the road lies the issue of 
age. Match day fans in the mid-1970s 
were mostly aged between 15-25 years. 
These days the age profile is more likely 
to be over 40, i.e. those who can afford 
tickets or have been going their entire 

http://www.pricingsociety.com
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lives. Currently, ticket prices are 
squeezing out families and young-
er people – the fans of the future.

In Germany, where attendance 
levels are catching up with those 
of the English Premier League, 
but tickets are a fraction of the 
price, they take a longer-term 
view of pricing. Carsten Cramer, 
Dortmund’s commercial director 
told BBC Sport:

“If we were to ask for prices like 
this [in the Premier League], we’d 
lose the people — one of the most 
important assets for our club. We 
have to care for them.”

English clubs may soon have to 
adopt a similar approach and look 
to the longer-term value of their 
customers as their core fan base 
dwindles due to age and new fans 
become accustomed to watching 
matches away from the stands.

So how can clubs rethink their ticket 
prices and still keep revenues high?

We’ve already suggested that segmenta-
tion is a key to good pricing strategy, and 
although clubs have had some success 
here, we believe they could take it a step 
further. For example:

• Season tickets are discounted in re-
turn for buying up front for the year, 
with an assumption that the main 
appeal is to save money. Yet when we 
complete pricing research we tease 
out what product attributes custom-
ers value most. In this case it may 
be that customers value the ability 
to sit next to friends, access to cup 
game tickets, club shop discounts or 

the kudos of being seen as a loyal 
fan. Understanding these under-
lying value drivers might lead to 
designing alternative season tick-
et packages, such as cheaper op-
tions for younger fans (say, with 
no guarantee of a specific seat), or 
more expensive prices for those 
who value and can afford extra 
benefits.

• Experiment with processes to 
help identify, look after and seg-
ment the regular match day tick-
et buyer. Then, use membership 
schemes more widely for these 
fans. These would ensure that lo-
cal fans, especially younger ones, 
have access to games at reason-
able prices, rather than paying 
the higher tariffs typically aimed 
at football tourists.

Ultimately, in the short term we 
believe ticket prices could feasi-

bly continue to rise, due to the 5 Cs of 
Pricing. However, in the long term these 
increasing prices in football may not be 
sustainable, brought to an end by chang-
ing market forces. This means clubs need 
to start planning for this eventuality and 
focus on how to maximise the lifetime 
value of their fans.

In Germany, where attendance 
levels are catching up with those 
of the English Premier League, 
but tickets are a fraction of the 
price, they take a longer-term view 
of pricing.

http://www.pricingsociety.com
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In this article, the author examines the 

four response modes, which describe 

the goal activation state of a prospect, 

and examines how these modes affect 

price performance. Tim J. Smith is the 

managing principal at Wiglaf Pricing, 

adjunct professor at DePaul University, 

a frequent PPS speaker, instructor and 

presenter, and the Academic Advisor for 

the Certified Pricing Professional desig-

nation.  His most recent book is Pricing 

Strategy:  Setting Price Levels, Man-

aging Price Discounts, & Establish-

ing Price Structures (South-Western 

Cengage Learning, 2012). He can be 

reached at tsmith@wiglafpricing.com.

Business Markets, Response Modes, 
and Price Performance

Figure 1: Trouble Mode

CONTINUED ON NEXT PAGE �Having a long list of prospec-
tive buyers may be comfort-
ing for a salesperson, but a 
highly applied sales meth-

odology for business markets suggests 
salespeople should only pursue prospects 
that fall within two out of four response 
modes. What are these response modes?  
How do they affect price performance?  
And why should salespeople only pursue 
two of them?

Response Modes
Response modes describe a prospective 
customer’s—simply known as a prospect 

in the American sales vernacular — re-
action to a value proposition. From a 
consumer behavior viewpoint, response 
modes describe the goal activation state 
of a prospect.

The four response modes can be de-
fined as Trouble Mode, Growth Mode, 
Even Keel, and Oblivious.

Trouble Mode (see Figure 1) refers to 
a prospect who acknowledges he has a 
problem and is actively seeking a solu-
tion, in the form of a product or service, 
to his problem. The acknowledgment 
of a problem represents a negative event 
horizon. Before that event, their histor-
ic state matched their goal state. After 
the negative event, their current state is 
below their goal state. These prospects 

are actively engaged in a purchase deci-
sion which will return them to their goal 
state.

Growth Mode (see Figure 2) refers to 
a prospect who acknowledges that her 
state could be improved, and that the 
improvement would require the purchase 
of a product or service. The acknowledg-
ment of an opportunity to improve their 
state implies that, in their mind, they 
are performing below potential capa-
bility and that to reach their potential, 
they must take action.  Like prospects 
in Trouble Mode, prospects in Growth 
Mode are actively engaged in a purchase 
decision.

Even Keel (see Figure 3) refers to pros-

Title: Business Markets, Response Modes, and Price Performance 
Author: Tim J. Smith, PhD 
Word Count: 900 
Intro: In this article, the author examines the four response modes, which describe the goal activation 
state of a prospect, and examines how these modes affect price performance. Tim J. Smith is the 
managing principal at Wiglaf Pricing, adjunct professor at DePaul University, a frequent PPS speaker, 
instructor and presenter, and the Academic Advisor for the Certified Pricing Professional designation.  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. 

Having a long list of prospective buyers may be comforting for a salesperson, but a highly applied sales 
methodology for business markets suggests salespeople should only pursue prospects that fall within 
two out of four response modes.  What are these response modes?  How do they affect price 
performance?  And why should salespeople only pursue two of them? 

Response Modes 

Response modes describe a prospective customer’s—simply known as a prospect in the American sales 
vernacular— reaction to a value proposition.  From a consumer behavior viewpoint, response modes 
describe the goal activation state of a prospect. 

The four response modes can be defined as Trouble Mode, Growth Mode, Even Keel, and Oblivious. 

Trouble Mode refers to a prospect who acknowledges he has a problem and is actively seeking a 
solution, in the form of a product or service, to his problem.  The acknowledgment of a problem 
represents a negative event horizon.  Before that event, their historic state matched their goal 
state.  After the negative event, their current state is below their goal state.  These prospects are 
actively engaged in a purchase decision which will return them to their goal state. 

 

Growth Mode refers to a prospect who acknowledges that her state could be improved, and that the 
improvement would require the purchase of a product or service.  The acknowledgment of an 
opportunity to improve their state implies that, in their mind, they are performing below potential 
capability and that to reach their potential, they must take action.  Like prospects in Trouble Mode, 
prospects in Growth Mode are actively engaged in a purchase decision. 

 

Even Keel refers to prospects who are satisfied with their current state, at least satisfied as it relates to 
the product or service being sold by the salesperson.  It may not be that their current state is good, nor 
that it can’t be improved, but simply that improving on the current state in the area affected by that 
salesperson’s offerings isn’t a priority currently.  These prospects are unengaged in the market currently, 
and are therefore unlikely to currently purchase.  The emphasis is on “currently.” They may not 
purchase today, but at some point in the future they are likely to re-engage the market.  For a 
salesperson, these Even Keel prospects should not be a high priority.  Even Keel prospects are best 
managed by marketing communications until their response mode changes. 

 

The fourth response mode is Oblivious.  Oblivious prospects may be unaware of the trouble they are 
experiencing, or the growth opportunity before them.  They need an education before they will enter 
the market.  Like with Even Keel prospects, salespeople should not treat Oblivious prospects as a 
priority.  Let marketing communications manage them until their response mode changes. 

Figure 2: Growth Mode

http://www.pricingsociety.com
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Figure 3: Even Keel

Figure 4: Oblivious

pects who are satisfied with their cur-
rent state, at least satisfied as it relates 
to the product or service being sold by 
the salesperson. It may not be that their 
current state is good, nor that it can’t be 
improved, but simply that improving on 
the current state in the area affected by 
that salesperson’s offerings isn’t a priority 
currently. These prospects are unengaged 
in the market currently, and are there-
fore unlikely to currently purchase. The 
emphasis is on “currently.” They may not 
purchase today, but at some point in the 
future they are likely to re-engage the 
market. For a salesperson, these Even 
Keel prospects should not be a high pri-
ority. Even Keel prospects are best man-
aged by marketing communications un-
til their response mode changes.

The fourth response mode is Oblivious 
(see Figure 4).  Oblivious prospects may 
be unaware of the trouble they are ex-
periencing, or the growth opportunity 
before them.  They need an education 
before they will enter the market.  Like 
with Even Keel prospects, salespeople 
should not treat Oblivious prospects as a 
priority. Let marketing communications 
manage them until their response mode 
changes.

Pricing and Response Modes
Of these four response modes, only 

prospects in Trouble or Growth Mode 
are likely to purchase. Even Keel or 
Oblivious prospects are not in the mar-
ket, at least not today.  But what does 
this have to do with pricing?

Consider a salesperson with the unfor-
tunate situation of having many pros-
pects in Even Keel or Oblivious mode.  
These salespeople are evaluated based 
on their ability to close sales, but their 
prospect pool is not in the market. How 
might they pull those prospects into the 
market?  A common response is to offer 
them a discount to stimulate demand.  
Result:  price performance weakens.

This is a horrible result, one not desired 
by sales nor pricing leaders. So what is 
the alternative?

Consider Trouble or Growth Mode pros-

pects. They are actively engaged in the 
market. These are the customers that 
acknowledge the opportunity for im-
provement and who are willing to pay to 
capture that opportunity.  As such, they 
don’t need a discount to stimulate their 
demand. They may still demand a dis-
count, but that discount request comes 
from a prospect that has compared the 
alternatives, made judgments regard-
ing their relative value, and is currently 
engaged in bargaining behavior. Dis-
counts granted to prospects bargaining 
need not be deep to close the deal, only 
deep enough to meet the customer at 
the point which leaves them better off in 
light of the alternatives.

Price performance will be stronger when 
salespeople engage prospects in Trouble 
or Growth Mode than when they en-
gage prospects in Even Keel or Oblivious 
Mode.  Moreover, by definition, pros-
pects in Trouble or Growth Mode are 
more likely to purchase. Therefore, sales-
people should focus their pursuits on 
prospects in only these two of the four 
potential modes.

As for our unfortunate salesperson with 
a prospect pool filled by Even Keel and 
Oblivious, they should be directed to 
improve their prospect pool by identify-
ing and pursuing Trouble and Growth 
Mode prospects rather than try to close 
sales with customers that lack a willing-
ness to pay. They may miss quota this 
month, but making a bad pool good 
costs too much.  Instead, build a better 
pool.

 

Even Keel refers to prospects who are satisfied with their current state, at least satisfied as it relates to 
the product or service being sold by the salesperson.  It may not be that their current state is good, nor 
that it can’t be improved, but simply that improving on the current state in the area affected by that 
salesperson’s offerings isn’t a priority currently.  These prospects are unengaged in the market currently, 
and are therefore unlikely to currently purchase.  The emphasis is on “currently.” They may not 
purchase today, but at some point in the future they are likely to re-engage the market.  For a 
salesperson, these Even Keel prospects should not be a high priority.  Even Keel prospects are best 
managed by marketing communications until their response mode changes. 

 

The fourth response mode is Oblivious.  Oblivious prospects may be unaware of the trouble they are 
experiencing, or the growth opportunity before them.  They need an education before they will enter 
the market.  Like with Even Keel prospects, salespeople should not treat Oblivious prospects as a 
priority.  Let marketing communications manage them until their response mode changes. 

 

Pricing and Response Modes 

Of these four response modes, only prospects in Trouble or Growth Mode are likely to purchase.  Even 
Keel or Oblivious prospects are not in the market, at least not today.  But what does this have to do with 
pricing? 

Consider a salesperson with the unfortunate situation of having many prospects in Even Keel or 
Oblivious mode.  These salespeople are evaluated based on their ability to close sales, but their prospect 
pool is not in the market.  How might they pull those prospects into the market?  A common response is 
to offer them a discount to stimulate demand.  Result:  price performance weakens. 

This is a horrible result, one not desired by sales nor pricing leaders.  So what is the alternative? 

Consider Trouble or Growth Mode prospects.  They are actively engaged in the market.  These are the 
customers that acknowledge the opportunity for improvement and who are willing to pay to capture 
that opportunity.  As such, they don’t need a discount to stimulate their demand.  They may still 
demand a discount, but that discount request comes from a prospect that has compared the 
alternatives, made judgments regarding their relative value, and is currently engaged in bargaining 
behavior.  Discounts granted to prospects bargaining need not be deep to close the deal, only deep 
enough to meet the customer at the point which leaves them better off in light of the alternatives. 

Price performance will be stronger when salespeople engage prospects in Trouble or Growth Mode than 
when they engage prospects in Even Keel or Oblivious Mode.  Moreover, by definition, prospects in 
Trouble or Growth Mode are more likely to purchase.  Therefore, salespeople should focus their pursuits 
on prospects in only these two of the four potential modes. 

As for our unfortunate salesperson with a prospect pool filled by Even Keel and Oblivious, they should 
be directed to improve their prospect pool by identifying and pursuing Trouble and Growth Mode 
prospects rather than try to close sales with customers that lack a willingness to pay. They may miss 
quota this month, but making a bad pool good costs too much.  Instead, build a better pool. 
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Translating High Fashion  
into Higher Profits 

Online luxury fashion retailers can 
boost their bottom line and turn high 
fashion into high profits with the right 
prices. In this article, the author ex-
amines the three pricing mistakes that 
premium online fashion retailers no-
toriously make, and gives suggestions 
for avoiding these pitfalls to increase 
online revenue, even with high priced 
luxury items. Author Nina Scharwen-
ka, Director at the global strategy con-
sultancy Simon-Kucher & Partners. 
She can be reached at Nina.Scharwen-
ka@Simon-Kucher.com.

Price is the most important profit 
lever. If a price is set smartly, it 
has the potential to achieve much 
higher profits than other factors, 

such as variable costs or purchased vol-
umes. Taking this into consideration, 
it’s surprising that online retailers often 
neglect to utilize prices effectively; low-
er margins frequently are a reflection of 
this. Instead, online retailers focus on 
optimizing their home page, automatiz-
ing cross and up-selling, streamlining 
newsletters, and many other typical ac-
tivities important to online retail. 

Interestingly enough, it’s the premium 
price segment of online fashion retail 
that is making the biggest mistakes in 
pricing. Is it because retailers in this seg-
ment see prices as less important than 
those in low-price segments, where low 
prices are THE most important purchase 
criteria? Maybe. In reality, though, prices 
play a critical role in the premium seg-
ment. Premium online fashion retailers 
are notorious for making the following 
three mistakes in pricing:

1. Where is the consumer 
orientation?
Consumers are, generally speaking, pre-
pared to pay more for higher value prod-
ucts. The emotional value of a brand 

or product-brand combination has a 
particularly strong impact on the will-
ingness to pay in the luxury goods in-
dustry. At the same time, this value is 
also quite constant internationally. That 
means that a certain price premium for 
a product-brand combination has equal 
chances of being accepted across all 
countries and cultures. This level of in-
ternationality is actually quite common 
in online retail for luxury fashion. It’s 
not unusual for a website to have 50+ 
country and/or language versions, each 
with its own currency. It’s interesting to 
note that each currency price is often 
converted using a simple currency fac-
tor on the main page. This often leads to 
prices that are not only sub-optimal for 
earnings, but also are totally inappropri-
ate for the price segment. For example, 
prices above €1,000 may end up being 
listed as €1,000.34. That’s why it’s cru-
cial to heed the following two rules: 

• Concentrate on setting the optimal tar-
get price; don’t simply make a mechani-
cal conversion

• Tap the willingness to pay; don’t use a 
cost-plus approach to set prices

2. Where are your price 
points?
Price points are sub-optimal when the 
prices that are chosen do not fully ex-
ploit the profit potential because impor-
tant price thresholds either are just barely 
or not at all exceeded. Case in point: 
It would be folly to offer a product for 
€1,010, as the critical price-psychological 
threshold of €1,000 is crossed. As a con-
sequence, it doesn’t actually matter for 
the buyer whether he could afford the 
extra €10 or not. Consumers in the high-
price segment want to see “fair” prices as 
much as any other consumer.

On the other hand, it’s important to har-
ness the total profit potential up to the 
next threshold. In other words, retailers 

should more often be asking for €990 
than for €970. The following rules can 
help luxury goods retailers to set their 
price points profitably:

• Identify the important price thresholds 

• Make it your goal to harness the total 
price potential up to the next threshold

• Prices slightly above a threshold lead to 
significant revenue losses 

3. Where’s the price 
consistency?
The prices of product lines need to be 
set up in a logical way. To put it another 
way: Products with additional benefits 
that are relevant to the price should be 
more expensive than products with attri-
butes that are less relevant to the price. 
Luxury fashion retailers often neglect 
to clearly communicate product attri-
butes that affect the price. They also fail 
to differentiate these price-relevant at-
tributes from similar products. For in-
stance, if you see two seemingly identical 
variants of a product (e.g. color variants) 
for different prices, you may not under-
stand that the price difference is based 
on the color. That’s why the following 
rules are so critical:

• Product attributes have to be shown to 
customers in a clear and distinguishable 
manner (e.g. trend colors, material) 

• Check if your customers really are will-
ing to pay more for these attributes 

Conclusion
In the premium segment of online fash-
ion retail, price is a critical factor that 
should be given more attention. It has an 
immense impact on contribution mar-
gins and, consequently, on the achiev-
able profits. If premium online retailers 
pay attention to the rules presented here, 
they will be able to turn high fashion 
into higher profits. 
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Innovative industries with relatively 
short product lifecycles – for example 
medical equipment manufacturers, 
telecoms suppliers or high-tech 
companies – consistently struggle 
with price erosion.

CONTINUED ON NEXT PAGE �

Is Price Erosion a Natural Law?
In this article, the author examines 

the causes of price erosion, defined as a 

negative price realization in the mar-

ket, and explores why this phenome-

non doesn’t affect single companies, but 

rather entire industries. Reno Koepp 

serves as strategic consultant concen-

trating on pre-sales at PROS Germany 

GmbH and has been with the com-

pany since May 2012. He earned a 

degree from The Chemnitz University 

of Technology in electrical engineer-

ing with a focus on information and 

communications. He can be reached at 

RKoepp@pros.com.

Today many companies struggle 
with creating and maintaining 
a consistent pricing strategy 
for their products’ lifecycles. 

Unfortunately an undisciplined price-
setting approach can lead to price ero-
sion. But price erosion doesn’t happen to 
individual companies; it typically affects 
entire industries. What is price erosion 
and how is it caused?

In general, price erosion is a negative 
price realization in the market. For ex-
ample, price erosion can be measured on 
similar products or services in two com-
parable periods of time where the price is 
continually lowered.

This typically happens with products or 
services that are similarly equal, with-
out much differentiation. Customers are 
only willing to pay a premium if their 

perceived value of the product or service 
is higher, which occurs when companies 
haven’t clearly differentiated their prod-
ucts.

Additionally, other “me too” products 
lead to more and more competitors in 
the same market, with price wars as the 
common reaction to increase market 
share and revenue – at the expense of 
good pricing strategy. Offering discounts 
and lowering prices is the easiest solu-
tion, and continually improving prod-
ucts and driving innovation is consider-
ably more difficult. This is the only way 
to counteract price erosion and exploit 
the competitive advantage, at least until 
cheaper “me too” products are pushed 
into the marketplace.

Innovative industries with relatively 
short product lifecycles — for example 
medical equipment manufacturers, tele-
coms suppliers or high-tech companies 
— consistently struggle with price ero-
sion. Beyond value, it’s indispensable for 
companies to implement price erosion 
management capa-
bilities with tools to 
help them to identify 
the causes and to take 
action.

But how can you 
measure price ero-
sion? It depends on 
the market and prod-
ucts. Medical equip-
ment manufactur-
ers make their price 
realization numbers 
public. They use complicated formulas to 
calculate price erosion that can be con-
figured in a pricing tool. The tool is able 
to track trends down to business line, 
product family and even a single prod-
uct. A further requirement is that the 
products are generally the same for all 
customers over a certain period of time.

It’s more difficult in other markets where 
price erosion is not publicly communi-
cated. Additional complexity is added 

through configurable and customized 
products. For those companies, it’s hard 
to monitor or even recognize price ero-
sion.

All too frequently, the data analysis is so 
complicated and manual that companies 
only realize months later that they’ve 
earned less money — per CPU, per user, 
per kilobyte throughput, per storage unit 
or per license — even though they have 
possibly increased sales. Again, a solution 
can be found in software that analyzes 
historical data. Here are different ways:

1. Choose a key component — which 
is included in both products — and 
get an indication.

2. Normalize two projects, offers or 
products and thus make them com-
parable.

3. Standardize configurable products, 
which is a popular method. For ex-
ample, create default configurations 
for a given product range.

The third method above can be imple-
mented with pricing software, which 
enables companies to recognize price 
erosion. Since complex deals frequently 
consist of hundreds of products, sales-
people are often able to obscure actual 
price erosion. So, how can price erosion 
be monitored in these situations?

• Standard configurations are defined 
by product management and stored 
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in the pricing tool.

• The tool collects the historical 
prices for the default configura-
tions.

• For a given customer, the tool 
compares the previous price 
with the current price. You can 
then calculate pricing based on 
individual components or the 
standard configurations for an 
entire deal.

• An analysis shows cost erosion 
and price erosion on the time 
axis and generates simple trend 
charts.

• The pricing manager has the 
ability to compare this custom-
er with other peers in the same 
market to determine whether 
there is an unjustified discount 
or market price erosion.

• For a concrete customer offer, 
the pricing manager can automati-
cally copy prices and/or discounts 

to a template with the standard con-
figurations, so that price erosion for 
specific products or for the entire 

deal can be determined.

• This solution also helps avoid 
unintentional discounts for special, 
high-value items.

A different example of price erosion 
is the contractually guaranteed price 
reduction for products, which are 
often executed in long-term frame-
work contracts without even know-
ing the costs in one, two or three 
years. These contractually agreed-
upon price erosions are entirely dif-
ferent and have nothing to do with 
market-driven price erosion. Pricing 
best practices tell us that such con-
tracts should be an absolute no-go.

The bad news is that with continu-
ally shorter product cycles and more 
and more “me too” products enter-
ing the market, price erosion is seen 
in many industries. The good news, 
however, is that there are already 
solutions on the market that help 
companies monitor and manage 

price erosion.  

For a concrete customer 
offer, the pricing manager can 
automatically copy prices and/
or discounts to a template with 
the standard configurations, 
so that price erosion for 
specific products or for the 
entire deal can be determined.

http://www.pricingsociety.com

