
Third Quarter 2015 The Journal of Professional Pricing26

CONTINUED ON NEXT PAGE �

International markets bear enormous growth opportunities for consumer 
goods manufacturers. However, operating in multiple countries also involves 
several challenges for marketing, especially for the pricing organization. This 
article outlines a three-step approach to help manufacturers find the appropri-
ate strategy in international B2B pricing. Tobias Kuntner is a Senior Consultant 
at Simon-Kucher & Partners and can be reached at tobias.kuntner@simon-
kucher.com. Nina Scharwenka is a Partner at Simon-Kucher & Partners and 
can be reached at nina.scharwenka@simon-kucher.com. Johannes Voester 
is a Senior Consultant at Simon-Kucher & Partners and can be reached at 
johannes.voester@simon-kucher.com. 

Successful International B2B Pricing  
for Manufacturers of Consumer Goods

Abstract
International markets bear enormous growth opportunities for 
consumer goods manufacturers. However, operating in multiple 
countries also involves several challenges for marketing, espe-
cially for the pricing organization. For example, large international 
price differences may induce multinational retailers to compare 
cross-border prices and source products where they are cheap-
est. Many manufacturers are either not aware of or do not have 
the knowledge to adequately address this threat. This article 
outlines a three-step approach to help manufacturers find the 
appropriate strategy in international B2B pricing.

Introduction
Since the 1970s, an increasing number of consumer goods 
manufacturers expanded into international markets. Operating 
in multiple countries offers great growth opportunities but also 
evokes a variety of challenges for all functional areas. Designing 
and implementing a multinational pricing strategy for B2B cus-
tomers (i.e., retailers and wholesalers) is a particularly difficult 
task for a pricing organization. 

A common approach is to price products differently in every 
country. The underlying rationale is based on economic theory 
which suggests that price differentiation, in other words, by ex-
ploiting international differences in willingness to pay, is an effec-
tive instrument to maximize both revenues and profits. However, 
as straightforward as price differentiation may seem, this pricing 
strategy, in its pure form, may create a serious threat which can 
push international manufacturers to the brink of unprofitability. 
This article calls this threat the “price differentiation risk.” To il-
lustrate our point, picture yourself in the shoes of an international 
retailer, say a department store. When comparing the quarterly 
sales reports of your major European stores, you notice that 
margins for razors in France are much lower than those in Ger-
many; even though you are certain that sales prices are almost 
the same. Hence, you compare net prices (the price you actually 
paid for the product) and find out that your major razor supplier 
charges a considerably higher price for the same product in 
France compared to Germany. Your next action will certainly be 

to call your supplier and demand the lower German price also for 
your French stores. The razor’s manufacturer now faces serious 
difficulties in explaining those price differences to its business 
partner. In the end, the manufacturer loses credibility and will 
have to grant the lower German price also to the French stores. 
A massive margin drop in the manufacturer’s French business is 
the result. If the retailer keeps spinning this wheel, it will certainly 
find other European countries where net prices are even lower 
than in Germany. Imagine the enormous adverse consequences 
for the manufacturer’s profits. This example illustrates the concept 
of the price differentiation risk which basically embodies the dan-
ger of triggering a negative price spiral when international price 
differences for comparable products are present and significant.

Does the general presence of the price differentiation risk mean 
that manufacturers should refrain from differentiating prices and 
harmonize them internationally? The answer is, it depends. Ex-
ploiting differences in willingness to pay remains a powerful profit 
driver which should only be weakened if circumstances require 
it. The general rule is to differentiate as much as possible and 
harmonize only as much as necessary. That is, starting with pure 
price differentiation as a default strategy, manufacturers should 
identify the need for price alignment depending on the price 
differentiation risk. Many firms are not aware of this trade-off or 
struggle when seeking to balance these opposite forces. There-
fore, this article outlines a three-step international B2B pricing 
approach that enables manufacturers to find their optimal path 
between international price differentiation and harmonization. The 
first part of every section outlines each step’s basic principles, 
while the second part illustrates the principles’ application with 
a case study based on an anonymized project example.

Step 1: Define action areas

Principle: In the first step, the manufacturer needs to address 
what needs to be optimized on a global level. In theory, man-
agement would have to evaluate the price differentiation risk be-
tween all countries in which the firm operates to determine the 
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need for price harmonization. Assuming that this manufacturer 
is present in 50 countries, managers would have to evaluate the 
price differentiation risk of every one of the 1,225 country com-
binations. Apparently, this approach would be extremely costly 
and impracticable. Therefore, grouping countries into internally 
homogeneous and externally heterogeneous clusters facilitates 
this task. Clustering in this context does not require sophisticat-
ed statistical techniques but can rely on a thorough qualitative 
evaluation driven by expert judgement. Important international 
risk indicators which serve as clustering criteria are:

Geographical proximity. The greater the geographic distance 
between country clusters, the lower the price differentiation risk. 
Shipping goods over long distances is costly which mitigates the 
risk of customers sourcing products in cheaper foreign markets.

Legal barriers (e.g. tariffs, regulations). The higher the legal bar-
riers, the lower the price differentiation risk. In countries where 
imports are heavily restricted (e.g., through high tariffs or strict 
regulations), the danger of customers importing products from 
lower priced countries is negligible.

Similarity in culture and local needs. Diversity in culture and local 
preferences lessen the price differentiation risk. If products need 
to be adapted to a larger extent to match differences in country-
specific needs or local culture, those products will, most likely, 
not be subject to international trade.

Same currency. Different currencies decrease the price differen-
tiation risk. Volatile exchange rates complicate a customer’s price 
comparison efforts while offering a good argument for manufac-
turers to defend potential cross-country price differences.

Eventually, the clustering process should result in only a few 
country groups which can be considered independent from each 

other with regard to pricing. That is, the price differentiation risk 
may be present within the cluster but virtually does not exist be-
tween the clusters. Hence, in addition to reducing complexity, 
this first step solves the harmonization trade-off on a global level. 
The remainder of this article refers to country clusters as “action 
areas” because steps two and three are performed separately 
for each group of countries.

Case study: A multinational manufacturer of electronic consumer 
goods aims to define its global action areas to address the inter-
national pricing task. Although the firm is present in almost every 
country, the example focuses on three action areas which cover 
a wide spectrum of potential solutions for the differentiation vs. 
harmonization trade-off (see Figure 1).

The first action area is the European Union (EU). The EU mem-
ber countries are geographically close; the European free trade 
agreement removes practically all legal barriers and the currency 
for most EU members is the same. Furthermore, cultures and 
local needs are relatively similar, meaning that products do not 
differ much between countries. On the other hand, access to the 
European market is quite restricted and borders are protected. 
Therefore, the EU is considered an internally homogeneous and 
externally heterogeneous action area.

The second action area is the Asia-Pacific region (APAC). Al-
though similarities are not as apparent as in the EU, various free 
trade agreements, such the ASEAN free trade agreement (AFTA), 
the Asia-Pacific Trade Agreement (APTA) and the Free Trade 
Area of the Asia-Pacific (FTAAP), strongly suggest that APAC 
should be defined as an action area.

The third action area is Africa. Differences across African coun-
tries regarding currency, culture and local preferences are large 
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compared to differences within the EU or APAC. However, Afri-
can countries are located close to each other and legal barriers 
are starting to be removed by free trade agreements, such as 
the African Free Trade Zone Agreement (AFTZ). In addition, the 
high cost of further segmenting Africa into sub-regions would 
not justify its relatively small benefit due to the small size of the 
African market.

In summary, the first step identifies action areas which can be 
considered independent from each other with regard to the price 
differentiation risk. As a result, the manufacturer can now opti-
mize the differentiation vs. harmonization trade-off within each 
action area separately.

Step 2: Determine optimal degree of harmonization

Principle: After defining the relevant action area, the degree of 
harmonization which optimizes the international pricing trade-
off within each action area needs to be determined in a second 
step. As previously argued, the default strategy is to differenti-
ate prices to fully tap the willingness to pay in each country. The 
magnitude of the price differentiation risk then determines how 
much price harmonization is necessary. The following criteria are 
of major importance when assessing the price differentiation risk 
within an action area:

Level of price transparency between countries. The higher the 
price transparency the higher the need for price alignment. When 
international customers can easily observe large cross-country 
price differences, they may question the fairness of a supplier’s 
price setting practice and will ultimately demand to receive the 

lowest price in every country.

Variation in end consumers’ willingness to pay. Small differences 
in end consumers’ willingness to pay require higher price harmo-
nization. From a customer’s perspective, a similar willingness to 
pay across countries should result in similar B2B prices to keep 
margins constant. Consequently, manufacturers will have a hard 
time justifying country-specific prices if consumers’ willingness 
to pay is comparable. If variation in the willingness to pay is large 
though, price differences are easier to defend. 

Presence of many multinational customers. A large number of 
international customers calls for greater price alignment because 
multinational customers can compare the manufacturer’s prices in 
various markets. A local customer with no affiliates abroad cannot.

Similarity in expected trade margins. Supplying customers who 
expect the same trade margin in every country requires a higher 
degree of price harmonization. Conversely, if margin expecta-
tions vary across countries, the need for price alignment is lower.

Degree of free trade across country borders. The more liberal-
ized the trade is within an action area, the higher the need for 
price harmonization. If shipping goods across borders is asso-
ciated with very little costs, international customers are likely to 
buy where they get the lowest price.

Existence of legal pricing restrictions. The more pricing restric-
tions there are, the more harmonization is required. International 
law may restrict price setting flexibility when manufacturers hold a 
dominant market position. Typically, when such laws are present, 
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manufacturers’ are not allowed to engage in price differentiation.

The above list is not exhaustive but presents major evaluation cri-
teria. Depending on the values of each criterion, manufacturers 
can derive the optimal degree of harmonization for every action 
area. The general rule: the higher the price differentiation risk, 
the higher the necessary degree of harmonization. The lower the 
risk, the more a firm should aim for differentiated pricing.

Case study: Figure 2 illustrates that the price differentiation risk 
varies considerably across action areas. In the EU, cross-border 
trade is not restricted, consumers’ willingness to pay generally 
doesn’t differ too much and products are distributed by a large 
number of multinational customers who can easily compare the 
highly transparent prices. Therefore, the need for harmonization 
is very high. 

Africa is located at the other side of the spectrum. Cross-border 
trade is strongly limited by law (i.e., companies face multiple tariff 
and non-tariff barriers), products are distributed by mostly local 
retailers and, due to large income gaps, consumers in different 
countries show a very diverse willingness to pay. Consequently, 
price differentiation should be the strategy of choice. 

In most cases, however, the optimal degree of harmonization will 
lie somewhere in between these extreme scenarios. Such hybrid 
approaches are suitable for action areas such as the APAC re-
gion in this article’s example. 

Step 3: Design pricing framework

Principle: Having identified the need for price harmonization in 

every action area, the final task is to design and implement an 
applicable international pricing framework. This means putting 
the envisioned degree of harmonization into practice and custom-
izing it to the company’s individual needs. The major dimensions 
to consider in this process are:

Price elements. A company aiming for a high degree of harmoni-
zation should closely align recommended retail prices (RRP), list 
prices (LP), trade terms (TT) and net prices (NP) across countries. 
RRPs are the manufacturer’s instrument to communicate its es-
timation of end consumers’ willingness to pay to customers. LPs 
represent the non-discounted price that manufacturers charge 
their business partners. TTs include all commercial conditions 
(e.g., discounts, rebates, co-marketing) a manufacturer grants to 
its customers. Subtracting the monetary value of all TTs from the 
LP yields the NP which is the final price the B2B customer pays.

Scope of harmonization. The higher the targeted degree of har-
monization, the more products and customer groups should be 
subject to harmonization. By aligning price elements only for a 
selection of products and/or customer types, the manufacturer 
can fine-tune the extent of harmonization. In a hybrid scenario, 
for example, a manufacturer may choose to define a floor price 
(minimum NP) for the top 100 products which is applicable to all 
customers. Alternatively, a firm may opt to align list prices for all 
international retailers but still differentiate prices for other cus-
tomer types. In most hybrid scenarios, a combination of product 
and customer group harmonization is applicable.

Organizational functions. The higher the need for harmoniza-
tion, the more centralized the sales and marketing (i.e., pricing) 
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functions should be organized. The harmonization task is chal-
lenging if local sales organizations are primarily responsible for 
the price-setting and customer-management process. That’s 
why a company aiming at a high degree of harmonization should 
centralize the mentioned functions by, for example, assigning in-
ternational key account managers to international customers or 
defining floor prices at headquarters. 

Case study: Figure 3 illustrates 
how international pricing frame-
works reflecting different needs 
for harmonization can be imple-
mented in the sample action ar-
eas. To achieve the envisioned 
high degree of harmonization in 
the EU, the manufacturer should 
start by aligning LPs and TTs 
across countries. That is, the 
LP for a given product and the 
(performance-based) criteria for 
receiving additional price reductions (i.e., TT) for a given customer 
type should be the same in every country. In addition, defining 
a floor price is highly recommended to prevent the company’s 
own local affiliates from undermining the harmonization effort. To 
support this endeavor, manufacturers are advised to limit trade 
spending to a maximum investment level. These binding rules 
should ideally apply to all customer types and the full product 
range to mitigate the high price differentiation risk. If not already 
present, international key account managers should be employed 
to facilitate the harmonization effort on a customer level. Central 
sales functions should supervise adherence to the rules.

Accounting for a less severe price differentiation risk in the 
APAC region, the manufacturer should start by defining a list 
price corridor. This bandwidth mitigates a large part of the price 
differentiation risk while simultaneously allowing for a certain 
degree of variation in country-specific LPs to benefit from local 
differences in the willingness to pay. Furthermore, harmonizing 
(performance-based) TTs increases the return on investment and 
enhances credibility in the eyes of international B2B customers. 
Although list price variation can be allowed to a certain degree, 
floor prices should be harmonized to stabilize margins. As cus-
tomers and product portfolios differ across the APAC countries, 
only international customers and products sold in the majority of 
countries need to be subject to harmonization. The sales func-
tions can remain under local control, but a regional pricing office 

should be established to manage coordination and cooperation 
between countries. 

In the African market, strict legal restrictions prevent cross-border 
shipment to a large extent, reducing much of the price differen-
tiation risk. In addition, end consumers’ willingness to pay varies 
considerably across countries, which provides great opportu-
nities to charge country-specific prices. These characteristics 

pave the optimal way for a pure 
differentiation strategy. In other 
words, RRPs and LPs of all 
products can be defined on a 
country-specific level; TTs can 
vary across local customers 
and the sales function can re-
main a primary local responsi-
bility. Still, manufacturers may 
benefit from installing a central 
marketing function because it 
collects knowledge from the 

markets and provides assistance, guidance and best practices 
in price setting.

The examples illustrate that, by modifying the proposed set of 
parameters, a well-designed international pricing framework can 
be effectively adapted to reflect realities in very different coun-
try clusters. 

Conclusion
This article presented a three-step approach to derive and de-
sign an international pricing framework that effectively address-
es the threat of a price differentiation risk while simultaneously 
exploiting the benefits of a differentiated pricing strategy. The 
steps described and the examples used convey the major ideas 
of the approach. The article does not, however, provide all of the 
approach’s details and extensions to fit a company’s individual 
situation into an international pricing framework. Facing different 
market and/or company realities, an optimal international pricing 
strategy may require an extended or adjusted set of evaluation 
criteria and individualized parameters that need to be defined 
in a project dedicated to this purpose. This article’s goal was 
to emphasize the importance of a sophisticated international 
pricing framework and to outline the most important steps and 
considerations to develop a successful global pricing strategy 
in B2B markets.

In the African market, strict legal 
restrictions prevent cross-border 
shipment to a large extent, reducing 
much of the price differentiation risk.


