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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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