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People simply refuse to buy because 
they are uncertain about the future or 
afraid of losing their jobs. 

The Price Is Right

The whole game of pricing has 
been dramatically affected by 
the financial crisis. In good 
times, it used to be that if you 

discounted prices by ten percent, your 
sales and volumes went up. But in times 
of crisis, you have to slash prices by 20 
or 30 percent, which, of course, destroys 
your margins. 

There are only three profit drivers: vol-
ume, price and cost. Yet typically 80 per-
cent of managerial attention is on costs, 
in processes and manufacturing, and 
what’s left goes to sales (mostly advertis-
ing). Pricing is largely neglected, espe-
cially by top management. But I would 
argue that price is a company’s most ef-
fective profit driver.

Of course, when we talk about price, we 
must never view it in isolation. The most 
important aspect of pricing is not actu-
ally the price itself. As I mentioned be-
fore, simply discounting or cutting prices 

is not effective, especially as price elastic-
ity has been greatly eroded by the crisis. 
Price, rather, is a reflection of the value 
perceived by the customer, and this val-
ue determines his or her willingness to 
pay. Understanding this distinction and 
creating value from the beginning are 
the keys to good pricing. So, managers’ 
real focus ought to be: How can we offer 
safe, reliable value to our customers? 

Once we have created value – in terms 
of quality, brand and service – then we 
can set a price that reflects this value. 
Pricing is ultimately a question of value 
delivery and value extraction. I call this 
“power pricing.” Many companies do 
not think this way. They remain market 
share- or volume-oriented. I think this is 
disadvantageous, because profit must be 
the goal – not necessarily short-term but 
rather long-term profit, which translates 
into value for shareholders, consumers 
and other stakeholders.

Restoring Consumer 
Confidence
Having recently returned from Asia, one 
major pricing development that I see is 
the emergence of an ultra low-price seg-
ment. This means previously unknown 
price levels. The most famous example 
is the Tata Nano car in India, which 
sells for $2,500. In China, the cheapest 
car costs around 
$4,000, so this In-
dian car is about 
half the price of the 
cheapest Chinese 
car. Within emerg-
ing economies, this 
ultra low-price seg-
ment is exploding. 
The high annual 
growth rates in India, China and Brazil 
enable hundreds of millions of consum-
ers to buy an industrial product, like a 
small car or a moped, for the first time.

Another major aspect in restoring con-
sumer confidence is shifting risk from 
buyer to seller. Let me give you an ex-

ample that has been extremely success-
ful in the United States. Since 2009, the 
Korean car manufacturer, Hyundai, has 
guaranteed to take your car back if you 
lose your job within a year. Essentially, 
they took the risk away from the con-
sumer and assumed the risk themselves. 
Clearly, this strikes a chord with the con-
sumer, as Hyundai’s volumes have shot 
up and its market share increased during 
2009-2010. Granted, this strategy might 
not work quite so well everywhere, such 
as in Spain, where the level of unem-
ployment is much higher. Still, given the 
fact that the more unemployment there 
is, the more afraid people are to buy, I 
think that this idea of companies sharing 
risks with their customers can be an ef-
fective strategy. 

In general, the crisis is causing a reallo-
cation of risk. This has nothing directly 
to do with price, but strongly affects the 
value that the customer perceives, which, 
of course, has everything to do with 
price.

Whatever pricing strategy managers 
choose to follow, it’s important not to get 
sidetracked into thinking that cost cut-
ting is the best and only way to deal with 
the crisis. As I see it, the main problem 
of the crisis is not costs, but sales. People 
simply refuse to buy because they are un-

certain about the future or afraid of los-
ing their jobs. Therefore, any measures to 
address the crisis need to take this into 
account. “Power pricing” expresses this 
crucial conception of price as creating 
value, which is what ensures company 
survival.

The global financial crisis of the past few 
years has dramatically affected pricing. 
Many companies have focused more on 
costs and maintaining margins than on 
maintaining strong pricing strategies. 
However, as the author explains, pric-
ing is a company’s most effective profit 
driver, even in times of crisis. Hermann 
Simon is the chairman of Simon-Kuch-
er & Partners Strategy & Marketing 
Consultants, former professor of busi-
ness administration and marketing at 
the Universities of Mainz and Biele-
feld, and author of the books Hidden 
Champions, Power Pricing and Beat 
the Crisis (www.hermannsimon.com). 
This article was originally published in 
IESE Insight Issue 8/2011: http://in-
sight.iese.edu/.




