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Who Sets The Price?  
Successful Pricing Needs an 
Organizational Backbone

Even through pricing has the most sig-
nificant, direct and immediate impact 
on a company’s overall profitability, 
many organizations still do not give 
pricing the tools and priority needed for 
optimal outcomes. Experienced pric-
ing experts know that if pricing is not 
well integrated into the company struc-
ture and the pricing process is neglect-
ed, there can be detrimental results. 
To achieve pricing success, companies 
must establish the right structures and 
decision-making processes and provide 
sufficient resources, as the authors ex-
plain. Authors Hermann Simon, chair-
man of Simon-Kucher & Partners 
Strategy & Marketing Consultants, 
Thade Dudzik, consultant, and Philipp 
Schradi, consultant, can be reached at 
www.simon-kucher.com. 

Of all marketing instruments, 
the price has the most signif-
icant, direct, and immediate 
impact on profitability. Who 

has the authority to set a company’s pric-
es? This person, or group, is one of the 
most fundamental facets of price setting. 
Given the importance of this authority, 
it is surprising how seldom the organi-
zation of pricing is discussed in compa-
nies. In many firms, pricing responsibili-
ties are not clearly defined which causes 
confusion in the price decision-making 

process. Is this really necessary? A pro-
fessional review of all phases of the price 
management process can create impor-
tant competitive advantages. 

The main function of structural and pro-
cedural regulations within an organization 
is to ensure that all tasks within the price 
management process are dealt with effi-
ciently, systematically and regularly. Price 
decisions must be made by designated 
executives or managers. The two objec-
tives of the structural organization are to 
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bundle pricing know-how and to grant the 
price setting latitude to employees and de-
partments with direct customer contact. 

Experienced pricing experts know that 
if pricing is not well integrated into the 
company structure and the pricing pro-
cess is neglected, there can be detrimen-
tal results, such as:

• Lack of awareness of pricing as a profit 
lever;

• Insufficient alignment of pricing with 
the company’s objectives;

• Price inconsistencies / increasing price 
pressure from customers;

• Cost-based rather than market- and 
value-based new product pricing;

• Proliferation of rebates and discounts. 

Tasks within the  
pricing process
The main goal of a company’s price 
management organization is to opti-

mally support all tasks within the pric-
ing process to fulfill strategic goals such 
as profit maximization, revenue growth 
or market share control. To fulfill this 
goal, a company must establish the right 
structures and decision-making process-
es and provide sufficient resources. 

The main phases and content of the pric-
ing process are:

• Price strategy: Price-performance posi-
tioning in target markets

• Price setting: Establishing a value-based 
pricing system

• Price implementation: Improving the 
price quality

• Price controlling: Monitoring and con-
trolling prices

Multiple tasks can be attributed to the dif-
ferent process phases (see Figure 1). The ex-
act design of the price management process 
differs from industry to industry and also 
between businesses. Even though the gen-

eral tasks are similar, the importance and 
role of activities as well as the frequency of 
their execution can differ significantly.

Who should have the price decision power?

Pricing-related process 
organization within a  
given structure
The complex task of pricing requires 
great expertise. In general, many people 
and areas of a company are involved in 
the pricing process. Consequently, price 
management is often implemented as an 
activity-based approach in which activi-
ties are dispersed cross-functionally. In-
ternal and external factors influence the 
specific organizational structure of the 
pricing process. Such factors involve, for 
example, the organizational implementa-
tion of closely related marketing and sales 
functions, the strategic orientation of the 
firm as well as the market uncertainty 
and customer concentration of the busi-
ness. Finding an optimal organizational 
form is an immense corporate challenge.

The organization of pricing in a compa-
Tasks within the generic pricing process 

 Provision of value 
argumentation

 Setting standards for 
terms and conditions 

 Ensure apllication of  
price systematic in all 
target markets 

 Trigger price quality 
through e. g. incentive 
schemes

 Internal pricing 
trainings 

 Price setting of new 
products

 Price setting of existing 
products / price lists 

 Customer and order 
differentiation

 Developing new pricing 
models

 Pricing related market 
research

 Setting up and 
maintaining target 
pricing tools 

 Price monitoring 
including terms and 
conditions 

 Lost-order analysis 

 Observance of price 
escalation schemes 

2 3 4

Price setting Price
implementation 

Price
controlling 

1

Price strategy 

 Alignment of pricing 
goals with company 
goals 

 Positioning of products / 
offering 

 Monitoring of market 
trends and competition 

 International
coordination

Figure 1: Tasks within the generic pricing process
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ny is strongly influenced by the answers 
to the following questions:

• Which functions should have price deci-
sion power?

• At which hierarchical level within the 
organization should this power be al-
located?

• To what degree should pricing be cen-
tralized?

• How formalized should the pricing 
process be?

Price decision power can be found in the 
classical market-oriented areas of market-
ing and sales or in corporate management. 
Alternatively, it can also be allocated in 
more internally oriented areas such as fi-
nance, accounting or controlling (see Fig-
ure 2). Very rarely is it found in produc-
tion or research and development. For an 
efficient organization, it is important to 
define who should have 
the final decision-mak-
ing power and who is 
involved in the price-set-
ting process. 

The cooperation be-
tween different func-
tional entities is a cru-
cial success factor in 
pricing. The quality of 
price management is 
highly influenced by the 
degree of collaboration 
between the market-ori-
ented and the internally, 
more finance-oriented 
sides. While the mar-
ket-oriented side focuses 
more on aspects like in-
creasing customer value, 
the feasibility of market 
prices and the competi-
tions’ reaction to prices, 
the finance side incorpo-
rates a perspective that 
focuses more on costs 
and margin. Typically, 
the finance side tends to 
target higher prices than 
the market side. These 

differences, instead of being perceived as 
a hindrance, should deliberately be used 
constructively to set prices. In line with 
this, the finance department of many 
companies has the right to veto price de-
cisions.

In general, the hierarchical level with 
price decision power is rather or even very 
high in most companies – this also re-
flects the importance of pricing as a ma-
jor profit driver. In many cases, the board 
– as the highest company body – has the 
final decision-making authority. Still, the 
price decision power is delegated based on 
the pricing task, employee qualification, 
resources, systems and corporate culture. 

As a guideline, the price decision power 
should be in higher company ranks if:

• A certain product is critical for the 
company;

• The top managers are better informed 

regarding the products and markets;

• The markets are more homogenous and 
less dynamic;

• The coordination of prices within dif-
ferent segments is crucial;

• The culture and the conduct of lower 
hierarchical levels is less oriented on the 
overall corporate goals;

• Clear and consistent signals are critical 
to customers and competitors.

The organization of pricing in an inter-
national context is a typical challenge 
in the effort to centralize pricing. Since 
headquarters and foreign subsidiaries 
make price decisions differently, price de-
cision authority is a constant point of con-
tention. While headquarters is interested 
in controlling and coordinating pricing 
conduct, the subsidiary demands greater 
leeway based on their profit responsibility 

Parties typically involved in the pricing process 

Production Marketing & Sales 

market-oriented internally oriented 

Involvement

Top management 

Decision competence 

Finance &  
Controlling 

Sales / Marketing 
 Management 

Figure 2: Parties typically involved in the pricing process
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and the different market requirements of 
their country or region. There is no clear-
cut solution to this conflict. One thing is 
for sure: a certain degree of flexibility is 
necessary since companies must constant-
ly take into account short-term develop-
ments such as volatile exchange rates. Fig-
ure 3 summarizes the conflicting options.

Most companies have yet to give their 
pricing organizations and pricing pro-
cesses a clear structure. But if tasks and 
responsibilities are superficially or un-
clearly defined, a company will suffer 
from it later when prices hit the markets. 
It is critical that those who are given pric-
ing responsibility also possess the neces-
sary decision-making power; or, there 
should be a clear escalation scheme in 
place in which the pricing authority is 
spread across various hierarchical levels. A 
certain amount of flexibility and speed is 
a must – especially in innovative and fast-
changing markets. Under these circum-
stances, a formal structure should not pre-
vent ad-hoc pricing decisions if required.

Price-related structure and 
process organization
With price management becoming in-
creasingly important, alternatives to the 
solely activity-based cross-functional 
implementation of pricing have begun to 
emerge. New organizational units deal 
specifically with pricing: specialized pric-
ing experts (“pricing managers”) and 
pricing departments with highly sophis-
ticated pricing know-how. The pricing 
manager is an innovative answer to the 
coordination requirements described 
above and has a significant influence on 
the success of the pricing process. Pricing 
managers are already quite prevalent in 
US companies, whereas in Europe they 
are still rare. Pricing managers are mainly 
responsible for coordinating all parties 
involved in the pricing process. The final 
pricing decision is still made in a cross-
functional process.

In companies with a broad product as-
sortment and many pricing decisions, one 
pricing manager is often not enough. In 
this case, entire pricing departments are 

set up which bundle the pricing know-
how and master complex methods within 
the pricing process. Such departments 
can be divided into two sections: one that 
only prepares and coordinates pricing 
decisions and another, stronger, pricing 
department that actually has the author-
ity to set and adapt prices. 

There are various places for a pricing 
manager or department to be situated 
within an organizational structure. For 
example, the pricing manager can be 
directly integrated into the management 
staff unit and placed in business seg-
ments. While the former increases the 
awareness within the company, the later 
means a closer proximity to the markets. 
As depicted in Figure 4, further alterna-
tives exist.

Typically, a lack of market knowledge 
forms the bottleneck when setting up 
pricing departments. It is fairly difficult 
to find employees who have a profound 
knowledge of the different markets and 
at the same time are willing to work in 

Figure 3: Advantages and disadvantages of organizational options in pricing 
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an internal service function rather than 
directly in sales & marketing. The task 
becomes even harder if this person is also 
supposed to master the complete range of 
necessary pricing methods. On the other 
hand, an employee does not necessarily 
have to possess all of these competences. 
Larger pricing organizations prefer to 
have several specialists for individual tasks 
and topics. 

Leadership and culture
Employees often only stick to rules and 
regulations if their leaders set a good 
example. It is absolutely necessary that 
management consistently upholds re-
alized price levels and encourages this 
type of culture. The pricing team should 
not receive contradictory signals from 
management. This sounds easier than 
it is, since managers often participate 
in negotiations and make price conces-
sions. Furthermore, the conflict between 
maximizing profits or market share is 
especially intense on the executive level. 
Many executives want to kill two birds 

with one stone. Yet, optimizing prices 
cannot be achieved without adjusting 
market share targets. Pricing managers 
also strongly influence the company’s 
pricing culture, i.e. its values, goals and 
priorities. A premium price positioning, 
for example, is based on different values 
and competences than a low price posi-
tioning.

Another aspect of leadership and cul-
ture that cannot be ignored is the pric-
ing intelligence within an organization. 
The knowledge of all employees involved 
in the price management process with 
regard to pricing relations and master-
ing pricing methods is often only mod-
erate. This is primarily due to the fact 
that pricing training often does not go 
beyond a buzzword level. Extensive pric-
ing training should be offered in order 
to teach methodological content as well 
as to sharpen the awareness of the topic 
of pricing within the organization. The 
goals and tasks of the pricing organiza-
tion and its interfaces in different depart-

ments could also be an important part of 
the training.

Conclusion
The integration of the pricing function 
into an organization is a crucial success 
factor. The central role of pricing as a 
major profit driver makes it an impor-
tant issue for various parties involved in 
the price management process. Conse-
quently, the pricing decision-making au-
thority is often spread over various areas 
at the same time and often without clear 
assignment. Moreover, multinational 
companies have the additional challenge 
of aligning the demands of the central 
and local pricing organizations. As the 
awareness of pricing steadily increases, 
new organizational units such as pric-
ing managers or departments are emerg-
ing who are taking over the coordination 
function between all parties involved. 
The organizational set-up combined with 
consistent pricing leadership form the 
backbone for a true pricing culture and 
sustainable pricing success.

Options to implement price-related structures 

Company X 

"Pricing" … Sales Marketing Business  
Segment 1 

Business  
Segment 2 

"Pricing" "Pricing" "Pricing" "Pricing" 

"Pricing" 

Option 1:
Pricing as management 
staff unit 

Option 2:
Pricing as a separate 
functional group 

Option 3:
Pricing as sub-group of 

either Sales or Marketing 

Option 4:
Local pricing competence in 

Business segments 

Figure 4: Options to implement price-related structures
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As most business managers 
know, pricing has a more sig-
nificant impact on the bot-
tom-line than any other item 

on a company’s income statement. For 
the average company, a 1% drop in price 
can slash operating profits by up to 12% 
- 15%. This creates a strong motivation 
to avoid price wars. A price war is every 
manager’s worst nightmare. War is an 
appropriate word since, like conventional 
warfare, it leaves lots of casualties and 
rarely does anybody really win. There are 
many ways in which a price war can get 
started, but often managers from differ-
ent companies will have different ver-
sions of what precipitated the price war. 
None of them started it, yet they’re all 
in it.

The following guidelines can help your 
company successfully avoid price wars 
and maintain profitability: 

1. Be careful about 
misreading your 
competitors’ actions
Often price wars are started due to mis-
reading competitors’ actions or inten-
tions. The results can be a downward 
spiral in prices that ruins profitability.

In the packaged goods industry, a com-
pany recently discovered the cost of not 
having accurate information. It misread 
a 10% price cut by a competitor by as-
suming that it was a long-term strategic 
repositioning of its product, but that was 
not the case. In fact, the competitor was 
responding to an FDA requirement that 
all nutritional information about pack-
aged foods be reset to 6 oz. Hence, the 
competitor was only trying to get rid 
of its obsolete 6 ½ oz package before 
launching the 6 oz product.

By misreading the intent of the price cut, 
the company responded with its own 
deep price cut. If it had not done so, 
prices would have returned to normal in 
a month or so; instead, the result was a 
price war that destroyed industry profits 
for the year.

2. Selectively communicate 
your strategy
By no means should an organization 
participate in collusive or predatory 
pricing. But there are situations where 
companies should selectively commu-
nicate their strategies to minimize the 
chances of a price war.

When Chrysler, for instance, was un-
der the threat of a deluge of new mini-
van competitors entering the market, 
the president made a speech to its deal-

ers covered by the business press. In the 
speech he indicated that Chrysler would 
be building a new very low-priced mini-
van but he also explained that it was 
something in the desk drawer in case 
it was needed. To make himself abun-
dantly clear he finished by saying “If it 
comes to a price war in minivans, I’m 
convinced we can win it.” By making 
Chrysler’s intentions to defend its mar-
ket share clear, Chrysler indicated to the 
competition that they would lose a lot of 
money by trying to build market share 
through low pricing.

The value of communicating your strat-
egy at times is that it forces competi-
tors to take off the rose-colored glasses 
when preparing their forecasts, and 
hence dampens their enthusiasm for 
aggressive price competition.

3. Have good information 
about your customer’s level 
of price sensitivity
Understanding customer price sensitiv-
ity is essential to any effective pricing 
strategy, but it becomes critical during 
times when new competitors enter the 
market place.

A company in the packaged goods in-
dustry found this out when it suddenly 
faced a new private label product that 
was positioned directly against one of 
its flagship brands. The company was 
unsure how to react in the face of this 
new threat. The horror stories of com-
panies which did not effectively respond 
to private labels are industry legends, 
yet dropping prices substantially based 
on this fear would cost millions. To re-
spond strategically, the company knew it 

How to Avoid a Price War
Price wars are detrimental to all in-

volved. They destroy industry profits 

and rarely lead to long-term advan-

tage for anyone. In this article, the au-

thor explains common causes of pric-

ing wars and gives guidelines that will 

help your company successfully avoid 

price wars and maintain profitability. 

Paul Hunt is the president of Pricing 

Solutions, a global pricing consultancy, 

and a regular presenter at PPS events 

and workshops. He can be reached at 

phunt@pricingsolutions.com. 

In the packaged goods industry, a company recently 
discovered the cost of not having accurate information. 
It misread a 10% price cut by a competitor by assuming 
that it was a long-term strategic repositioning of its 
product, but that was not the case.
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had to better understand the price trad-
eoffs customers would make with this 
new private label brand in the market. 
By undertaking pricing research, the 
company was able to forecast the short-
term and long-term impact of alterna-
tive pricing strategies. What the com-
pany learned was that its brand was very 
strongly positioned and that it could 
afford to charge a substantial premium 
and still retain its customers. The strate-
gy chosen was to maintain the premium 
price, and to “add value” to the brand 
which would further insulate it from 
price wars.

4. Be consistent in your 
response and move quickly
If competitors perceive that they will 
benefit from making aggressive price 
moves then they will do so.

A manufacturer of lighting products re-
cently faced aggressive price competition 
and was slow to respond. By the time it 
did respond its competitor had benefited 
substantially, and decided to make an-
other aggressive price move. This pattern 
continued until the company which was 
slow to respond almost went out of busi-
ness.

The lesson is that if you want to mini-
mize price competition, then you must 
be willing to respond to aggressive pric-
ing moves consistently and quickly. This 
will minimize the benefits which an ag-
gressive competitor can accrue, and this 
sets the stage for the understanding that 
deep discounting will not be to anyone’s 
advantage.

5. Manage your company’s 
capacity carefully
The single biggest cause of price wars 
is industry over-capacity. Price wars 
are almost unavoidable once there is 
significant over-capacity, since every-
one is fighting to maintain critical 
mass.

Numerous industries have suffered 
chronic capacity problems – airlines, 
printed circuit boards (PCB’s), and 
newsprint (until recently) are a few ex-

amples. Managing capacity correctly 
is a tricky issue that has many differ-
ent strategic implications. However, 
companies often fail to account for the 
possibility of over-capacity. The result 
is that they end up in a costly price 
war.

Some questions to consider when assess-
ing the ramifications of adding capacity 
are as follows:

• Are our forecasts realistic?

• Are our competitors’ forecasts realis-
tic?

• How much industry capacity is being 
added?

• Can we diversify the use of our capac-
ity to minimize risk when demand is 
down?

• How significant a cost advantage will 
we have over our competitors?

• Are there market niches that will 
support our requirements for profit-
ability?

By asking these questions you can avoid 
some of the painful lessons learned by 
companies which have not done so.

Price wars are detrimental to all in-
volved. They destroy industry profits 
and rarely lead to long-term advantage 
for anyone. Even if a company does go 
bankrupt due to a price war, its capac-
ity rarely disappears, which is evident 

from the U.S. airline industry. Instead, 
the best approach is to apply these tips 
and minimize your chances of a price 
war.

Numerous industries have suffered chronic capacity 
problems – airlines, printed circuit boards (PCB’s), and 
newsprint (until recently) are a few examples. Managing 
capacity correctly is a tricky issue that has many 
different strategic implications. 
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Customers who involve procure-
ment in their purchases are 
in a stronger position to gain 
price concessions from their 

supplier. Why? Because procurement or-
ganizations see supplier pricing mistakes 
every day and use these mistakes to their 
advantage in price negotiations. Under-
standing common mistakes will help you 
better understand what you need to do 
to maintain price when procurement is 
involved in the purchase decision. 

Mistake 1: Not understanding the cul-
ture, needs, and incentives of the pro-
curement organization. Price is impor-
tant, but the procurement organization 
is measured on other factors as well. For 
example in this tough economic environ-
ment, procurement may be pushed hard 
to implement and obtain immediate cost 
reductions or cash flow improvement. 
For example: As an incumbent supplier 
you may have an opportunity to lock 
in business with better payment terms. 
These terms may be implemented imme-
diately vs. a competitor that may require 
lengthy qualifications. Procurement will 
tell you their objectives if you ask. They 
want to know how you will help them 
meet these objectives.  

Mistake 2: Sales representatives dis-
cusses only price not the value of their 
offering. Contrary to popular opin-
ion many procurement organizations 
are open to a “value” sell. Get to know 

what your customer values and create a 
clear value sell proposal and use it.

Mistake 3: Assuming that procure-
ment knows your value proposition. 
For example: Procurement is consider-
ing two machine tools. One is priced at 
$400 and the other is priced at $800. 
The $400 tool wins, right? If the two 
tools are measured on cycles before re-
placement, the $800 tool is the clear 
winner. If procurement doesn’t under-
stand this, the $400 tool wins.

Mistake 4: Not recognizing customer 
cost of change from the incumbent to 
a new supplier. This cost of change can 
be significant, easily exceeding 10% of 
the purchase price. Suppliers often don’t 
recognize this as an opportunity to justi-
fy a price premium of five to ten percent 
or more vs. a new supplier.  

Mistake 5: Thinking Reverse Auction 
award decisions are based only on 
price. In most Reverse Auction events 
price is not the only factor that custom-
ers consider. If the customer doesn’t pub-
lish in the event that the “Lowest Bidder 
Wins,” then in most cases factors other 
than price are used in the award deci-
sion. Suppliers are often intimidated by 
the process, not thinking of the risks 
that customers face when changing sup-
pliers. Suppliers that only sell on price 
are bound to lose.

Mistake 6: Not acting quickly to pass 
on commodity driven cost increases.  
If you are selling a product that has a 
cost structure that is significantly im-
pacted by the cost of commodities then 
you need to act quickly on pursuing 
price in the rising market. Procurement 
professionals will be more receptive to 
you passing on the commodity increase 
while the markets are still high - espe-
cially if they can pass it onto their cus-
tomer. Once the markets fall, price in-
creases will be resisted. 

Mistake 7: Not capturing price by us-
ing your ability to help manage your 

customer’s risk. You might be able 
to help the customer manage his risk 
through material hedging, managing in-
ventory, exchange currency, etc. For ex-
ample: The supplier sells copper fittings. 
The customer is concerned about future 
price increases due to the volatility of 
copper prices. You can get a premium 
price if you can help mitigate the risk by 
providing a fixed price that relies on your 
ability to hedge your copper purchases.

Mistake 8: A misguided view of stra-
tegic partnerships. Be assured that pro-
curement won’t view your partnership 
as an entitlement for higher prices. The 
greatest benefit to the supplier is a stron-
ger position to retain and keep the busi-
ness by “locking in” customers over time. 
You have worked hard to be named as 
a strategic partner and that partnership 
provides you an opening to create strong 
relationships with procurement, opera-
tions, engineering and quality. Creating 
those relationships will pay big benefits 
when your competition tries to unseat 
you. Having these open doors will enable 
you to identify opportunities to create a 
value position that is difficult to counter. 

Mistake 9: Expressing a weak finan-
cial (supplier) position in attempt to 
gain price. Procurement will view this 
as a desperate move. The result may be 
that the customer qualifies and moves to 
a new supplier in the background be-
cause of risk mitigation. 

Mistake 10: Not getting involved in 
the customer’s New Product Develop-
ment. You as the supplier often better 
understand how to design a component 
for manufacturability and align it with 
your manufacturing process. By helping 
the customer design in standard prod-
ucts or designs with characteristics that 
align with your manufacturing capabili-
ties you can create a win-win relation-
ship. Aligning your manufacturing capa-
bility with customer needs gives you the 
ability to be more responsive to the cus-
tomer while creating a strong environ-
ment to retain price. 

10 Pricing Mistakes Suppliers Make with Procurement

In this article, the authors highlight ten 
common mistakes that suppliers make 
in price negotiations with customers 
who involve procurement in their pric-
ing decisions. This article was originally 
printed in the December 2009 edition 
of CONTROL magazine. Jerold Bern-
stein (jb@valuepg.com) is the president 
of Value Pricing Group and The Price 
Improvement Team LLC and a mem-
ber of the PPS Board of Advisors. Don-
ald Stock (Don.Stock.MBA@gmail.
com) is a supply chain executive.


