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Securing Sustainable Profits in the 
Machinery Industry

This article explains how advanced 

pricing strategies can help companies re-

tain profits even in a challenging global 

economy. The authors use case studies 

and examples from the machinery in-

dustry which pricers in multiple sectors 

can apply to their own internal pric-

ing strategies. Stefan Herr is a Partner 

at Simon-Kucher & Partners in Bonn. 

Dr. Peter Colman is a Director and 

Michael Fechner is a Senior Consul-

tant in the London office. They can be 

reached at http://simon-kucher.com. 

The machinery industry as a 
whole received a heavy blow 
during the recent crisis, with 
many high profile suppliers 

seeing their revenues dropping sharply. 
However closer inspection revealed that 
some companies were far more adept at 
protecting themselves than others. Ad-
vanced pricing strategies in particular of-
fered machinery companies great oppor-
tunities to retain their profits. 

This article will explain some of the 
strategies that were used to accomplish 
this and give some outlook regarding fu-

ture pricing developments.

1. Segmentation: Choosing 
appropriate regions, 
applications and customers
Deciding how to handle and differenti-
ate regions is fundamental. Different 
regions have varying price levels that 
should be upheld or even raised. One of 
the biggest challenges in this context is 
to maintain price fences between low 
and high price regions (e.g. Asian and 
Western markets). One smart strategy 
employed is to use refurbished machines 
to enter developing countries instead 
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of discounting new machines and risk-
ing a price level collapse. This benefits 
manufacturers as buyers are introduced 
to their brand and will purchase new 
machines as soon as the market develops 
further. Another technique is to stream-
line worldwide prices for global accounts 
to secure profits.

Choosing the right application or seg-
ment for your machines can have mas-
sive implications on 
profitability. Machin-
ery for some industries 
(e.g. pharmaceuticals) 
has margins that go 
far beyond others (e.g. 
packaging). Handling 
too many applications 
can increase cost, thus 
one should only opt for 
the most profitable. 

An increasing number 
of manufacturers are 
solving this problem 
by producing multi-
application platforms 
and selling different 
licenses for these that 
only unlock certain 
modules. Pricing in-
novation has evolved 
the business model 
from individual ma-
chine pricing to license 
schemes.

Customers do have very different buying 
preferences (price, risk, quality, service). 
You should invest time into analyzing 
what your customers value since this de-
termines their willingness-to-pay. Offer-
ing identical products to different cus-
tomers at significantly different prices 
is risky. 

One solution is using dual product 
brands. Customers that want high per-
formance but no “extras” are offered 
basic machines. Customers who value 
advanced features are offered premium 
machines with a corresponding price. 
Based on this strategy it is possible to ca-
ter for “value buyers” and “price buyers” 
without destroying margins.

2. Balancing the offering: 
Core and complementary 
businesses
Most companies have a portfolio of of-
ferings to compliment their core ma-
chine business that are called ‘After Sales 
and Service’. This can include spare 
parts, maintenance, refurbishment, leas-
ing, etc. Not only do these generate 
higher margins than the core business, 
but they are also a steady source of cash 

flow during economic downtimes. 

Although most companies have identified 
these offerings as a cash cow, they usually 
lack the understanding of the complex 
and fundamental interactions between 
the core and complimentary businesses.

For example, increasing the prices on im-
portant spare parts will generally have a 
significant profit effect for the parts busi-
ness, but it could have a detrimental effect 
on the core business. Total cost of owner-
ship is an important decision criterion for 
professional purchasers. If ‘high ticket’ 
parts are increased too much (e.g. turbine 
blades) this will increase the total cost of 
ownership and decrease the chance of you 
selling the product (e.g. turbine).

Another example is the relationship be-
tween refurbished, rental and new sale 
within the core business. Renting / leas-
ing machines has been gaining in popu-
larity in developed markets. Manufactur-
ers have to be sure about their internal 
costs to serve. Rental agreements are of-
ten undercharged since the internal costs 
are underestimated due to lack of trans-
parency. In addition, the usually profit-
able spare part and repair business is lost 

since it is bundled into 
the rental price. In 
2009 many custom-
ers terminated rental 
contracts so the ma-
chines were returned 
to the manufacturer 
for refurbishment. In 
the aftermath compa-
nies cannibalized their 
new machine sales by 
releasing too many 
low-priced refurbished 
machines from their 
rental fleets back into 
the market. This low-
ered the overall price 
level and the profit 
from the core busi-
ness. Many companies 
had no clear strategy 
to balance core, rental 
and refurbished busi-
ness.

It is therefore essen-
tial to have an overall pricing strategy 
that balances the different businesses ac-
cording to the market dynamics without 
damaging the longer term health of the 
company. It is dangerous to optimize one 
business individually as it can endanger 
another. Creating a Pricing Officer func-
tion on a corporate level can ensure con-
sistency on strategy, priorities and overall 
price levels.

3. Price setting: Creating 
a price logic for the core 
business
There is a fundamental need to set up a 
portfolio pricing strategy. This concerns 
pricing your products according to a 
sound price performance ratio (e.g. high, 
medium and low) for different customer 

Machinery for some industries (e.g. pharmaceuti-
cals) has margins that go far beyond others (e.g. 
packaging).
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segments. Experience shows that compa-
nies seldom have a no-frills version and 
tend to offer over-engineered premium 
machines. As a result, high discounts 
are offered which end up ruining price 
levels.

The price / performance of a machine 
must be evaluated against competitor’s 
machines based on the most important 
buying criteria. Some of these are not 
directly linked to the product: Brand 
strength, references and your own fi-
nancial stability can be very important 
for customers and should not be left out 
of the analysis.

For individual machines, modular pric-
ing is often used to set the price accord-
ing to the configuration. This means 
giving the customer options to choose 
different features (100 hp vs. 200 hp 
pump) with their associated price pre-
miums. This has three main advantag-
es; firstly the danger of loosing tenders 
through high initial prices is lowered by 
tiering down to a lower value configu-
ration. You may even be able to up-sell 
later. 

Secondly, if the customer wants a dis-
count you can lower the value of the 
product as well, instead of offering the 
same product at a lower price. Finally, it 
is possible to guide the buyer towards the 
most profitable configuration by smart 
option design.

4. Skillfully optimize ‘After 
Sales and Service’
The challenge here lies in establish-
ing profitable long-term relationships 
with customers without alienating them 
through exaggerated and unstructured 
skimming. This is best dealt with by 
introducing a smart pricing logic to dif-
ferentiate elements based on customer’s 
willingness to pay.

This is especially true for spare parts 
pricing, which has a huge profit potential 
and is best dealt with by creating a dif-
ferentiated margin logic. This should be 
based on the part’s characteristics such as 

uniqueness, substitutability, comparabil-
ity and importance. Self-produced and 
genuine parts (e.g. pumps) should have 
a higher margin than unbranded trade 
parts (e.g. screws). Consumables (e.g. 
cutting knifes in paper machines, oil for 
compressors and paper for printing ap-
plications) should not be priced too ex-
cessively, due to high visibility and con-
sumption rates. 

It is possible to adapt prices to phase out 
product lines by increasing prices or, for 
example, to induce new machine sales in 
the event of a major break-down by in-
creasing the price of critical large spare 
parts (e.g. printing roller).

New kinds of services can also benefit 
both corporate profit and the client. In-
creasingly, companies are initiating re-
mote services initiatives such as monitor-
ing or maintenance for their machines 
(e.g. maintenance of oil pumps by re-
mote access). This has the advantage of 
locking the customer into a profitable 
long-term contract but also increases the 
customer’s productivity. Take into ac-
count the customer’s savings (e.g. less 
staff needed) when pricing the service.

5. Discount behavior, 
incentive systems and 
value-based argumentation 
to steer sales force
Whilst analyzing discounts patterns, 
room for improvement if often identified. 
In many cases discounts are exactly at the 
maximum approval levels, in other cases 
they are given in large increments (e.g. 
5%-points). The result in both cases is 
wasted profit. The sales force should fight 
for each fraction of percent discount. Val-
ue-based argumentation and optimized 
incentive schemes will support sales in 
accomplishing a better price quality.

If sales people are required to follow 
a specific behavior pattern then they 
should be rewarded for this. This may 
sound easy, but most companies fail to 
implement a smart incentive system. 

Experience has shown that most incen-

tive systems tend to be revenue based 
without due consideration of price/
profit.

Providing sales people with tools and 
resources to make full use of value-
based argumentation is essential to sup-
port any implementation of advanced 
pricing levers. This will enable the com-
munication of the maximum value to 
customers resulting in extraction of the 
highest price possible. 

In future sales must base its argumenta-
tion on those criteria in which your prod-
ucts excel and you must also be aware of 
your weaknesses and the corresponding 
counter-argumentation. Generally sales 
material should be carefully tailored to 
suit different types of roles involved in 
buying decisions. Whereas a ‘financial 
buyer’ (e.g. CFO) is interested in license 
options, the ‘technical buyer’ (Director of 
Operations) will be more concerned with 
down-times.

Conclusion
There are various ways to improve ma-
chinery pricing and different levers will 
have different impact depending on the 
overall corporate situation. However it 
is vital to understand the interdepen-
dencies of pricing between core and af-
ter sales businesses. Expect a steady mi-
gration towards to price models based on 
renting and leasing machines. Premium 
services such as remote maintenance and 
consulting will also gain in popularity. 

The danger of low-cost Asian competi-
tors is increasing as these not only gain 
large market shares in their home coun-
tries but set first steps into second world 
countries such as eastern Europe with in-
credibly low prices and acceptable quali-
ty. It is important to be bold and creative 
regarding product and pricing strategies. 
Support implementation and combat 
unprofitable discount behavior by suffi-
ciently preparing (value-based argumen-
tation) and steering (advanced incentive 
system) the sales team.


