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P
rice is a far more important profit driver than costs or sales 
— but it is also the most neglected. Most companies still 
try to boost their profits by cutting costs or selling more 
units instead of by smart pricing. But much has changed 

in the last three decades. Pricing has emerged from its niche and 
become a important discipline for many successful market play-
ers. And rightly so. Companies that take a professional pricing 
approach are on average more successful than those that rely on 
gut feeling to set their prices. So what has changed in that time 
to bring pricing to the forefront of global corporate strategy?

Until the mid-1980s: 
Pricing is an unknown quantity
Pricing was a minor concern at most companies until the mid-
1980s. Prices were usually set by adding a certain margin to the 
production cost. This “cost-plus” approach reflected the inward-
looking view of many companies that developed and sold products 
without giving much thought to their customers or competitors. 
Even major German corporations, especially in the technology 
sector, rarely paid much attention to what other companies around 
them were doing. As a result, they often wasted potential by set-
ting their prices too high or too low to gain the maximum profit.

Although pricing was a subject of academic research during this 
time, the universities’ findings on profit-optimal prices and price 
differentiation were hardly ever applied in practice. One of the 
few exceptions was the pharmaceutical industry. Given the vast 
costs of research and development, and the difficulty of raising 
prices during a product’s lifecycle, pharma companies attached 
great importance to setting the right prices for their drugs for 
the market launch.

The mid-1980s to the late 1990s: 
Pricing gains a foothold 
This was a period of dramatic market developments that made 
suppliers and consumers pay closer attention to price than before. 
Following German reunification in 1990, a whole new world of 
consumer opportunities suddenly opened up to the 16 million 

inhabitants of former East Germany — but they had little money 
to spend on them. The weak economic growth of the 1990s meant 
that many consumers in former West Germany now looked more 
closely at the price tags as well. As the markets become more in-
ternationalized, suppliers from low-price countries stepped up 
their competition with domestic manufacturers, and consumers 
began to learn that reasonable quality could be found at cheap 
prices. Discount retailers such as Aldi became socially acceptable, 
Ikea’s low-priced furniture gained popularity, and Toyota boosted 
its brand image and market share with its advertising slogan of 
“Nothing is impossible.”

With competition heating up in many markets, and consumers 
paying more attention to prices, companies unsurprisingly started 
to focus more closely on their customers and competitors. The 
automotive industry, for example, began researching customer 
preferences in market studies, and using the findings to set prof-
it-maximizing prices. Premium automakers found that optional 
extras were so popular with many customers that they could be 
priced well above the production cost, delivering much higher 
margins than were previously possible with the cost-plus pricing 
method. Price differentiation, for example by means of bundling, 
also gained ground. By creating special equipment packages, the 
automakers could bundle popular features with slower-selling op-
tions. As a result, car buyers could save around 20 percent com-
pared to the price of buying each feature separately — and many 
customers spent more than they originally planned to because 
they bought the less attractive options as well.

Bundling works in other industries, too. A McDonald’s meal deal 
(burger, fries and a soft drink) costs less than the total price of 
these three items bought separately. Customers who were plan-
ning to buy only a burger are therefore often likely to buy a meal 
deal instead. Banks and building societies use bundling to offer 
savings accounts to holders of checking accounts. And by in-
cluding its popular word-processing program Word in its Office 
suite, Microsoft achieved a breakthrough for Excel, PowerPoint 
and Access, which at that time were still relatively unknown.

Then and Now: 25 Years of Pricing History

Over the last three decades, pricing has evolved from a sub-

drivers in sales and marketing arsenals. Many economic fac-
tors, such as the emerging technologies that have connected 
consumers to the global market, have led to pricing’s increased 
importance in the business world. Although many companies 
still neglect pricing in their core strategic planning, these com-
panies will become less and less competitive in the coming 
years, as the author explains. Annette Ehrhardt is a Senior Di-
rector at Simon-Kucher & Partners in Zurich. She is co-leader of 
the company’s media business in the German speaking region. 
She can be reached at annette.ehrhardt@simon-kucher.com.
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Deregulation was another factor in the growing importance of 
pricing during the 1990s. Germany’s previously state-run rail-
ways, telecommunications and postal services were deregulated, 
which opened up the market to competing providers. Compe-
tition also heated up in the aviation sector, with new no-frills 
airlines vying for market share with the established players. In 
response to Ryanair’s rapid growth, Lufthansa launched its own 
low-cost carrier, Germanwings, so it could keep its own prices 
stable. Deutsche Telekom faced strong competition from cheaper
fixed-line providers such as Arcor and mobile network providers 
such as Vodafone, ePlus and ViagIntercom (now O2). Its response 
was to introduce a highly complex system of tariffs differentiated 
by the time of day, day of the week, distance and telephone net-
work. Pricing also became a buzzword at Deutsche Bahn in the 
1990s. The launch of its BahnCard represented a true pricing in-
novation: Customers bought a BahnCard for 220 DM, and then 
received a 50-percent discount on train tickets. This example of 
a two-part tariff (also known as non-linear pricing) boosted not 
only Deutsche Bahn’s profits, but also its customers’ satisfaction 
and loyalty — and its trains’ capacity was better utilized, too. A 
win-win situation for travelers and Deutsche Bahn alike.

Companies’ closer focus on their customers and competitors
in the 1990s led to the rise of value-based pricing. The correla-
tion between price, volume and profit also gained importance 
during this time. Business and economics constructs such as 
price-response functions and price elasticity influenced pricing 
decisions at a growing number of 
companies. What’s more, methods 
that were previously familiar only 
to academic researchers, such as
conjoint measurement (which mea-
sures customer preferences, assesses 
product attributes and identifies 
willingness to pay), began to be 
applied in practice as the necessary 
software was developed. Profes-
sional pricing enabled companies 
to raise their profits by answering a 
series of key questions: What is the
value of our products to our customers? Do we offer more or less 
value than our competitors? How much money can we charge 
for delivering this value? How many customers would buy our 
product at price X? How many at price Y? What is the right price 
to maximize our profits?

2000 and after: Pricing reaches maturity
The euphoria surrounding the rise of the internet came to an 
abrupt end when the dotcom bubble burst, confronting compa-
nies with hard figures once again. As the internet made inroads 
into all areas of everyday life, price transparency increased and 
global competition grew fiercer. The introduction of the euro as a 
shared currency in Europe made cross-border trading easier and

narrowed the price gaps between countries. Suddenly, shoppers 
were just a click away from suppliers around the world. Compar-rr
ing prices had never been easier — and professional pricing had 
never been more important in preventing price wars and collaps-
ing margins. Despite all this, most companies continued to use 
mainly market share or volume to guide their pricing. It was an 
open secret among many top executives that a margin drop of 
several percentage points could be tolerated, but that heads would
roll if sales fell even slightly. But if growth stagnates and margins
shrink, focusing on market share is of little use in the long term. 
And sooner or later, a company will run out of ways to cut costs. 
More and more market players therefore started turning to the 
most important profit driver of all: price.

Mobile communication providers have no choice but to become
pricing specialists if they want to stand their ground against mar-rr
ket saturation, falling margins and competition from low-price 
rivals. They have developed a wide array of price models to target 
as many users as possible and to compete on aspects other than 
prices per minute. The traditional combination of a monthly fee 
plus varying per minute tariffs has been supplemented by minute 
packages, flat rates, and simple standard minute prices with no 
monthly fee. In addition, packages are tailored for people who 
send large numbers of text messages, customers who mainly use 
their phones at weekends, users who often make international 
calls, and other groups. To design the right portfolio, the providers 
need to integrate customer segmentation and communication into

their pricing processes. Technical 
advances such as improved conjoint
measurement methods and online 
tudies to quantify customer prefer-rr

ences and willingness to pay make 
professional pricing increasingly 
imple to apply. 

Telecommunications is not the
only industry where pricing has 
become an integral part of the
elling process in the new millen-

nium. Setting the right price for a 
product or service is no longer the only consideration. Other key 
questions include: 

Price strategy: What is our target price position? Discounter 
or premium supplier? Volume or margins?

Price process and organization: How do we decide on the
right price? Who is responsible for doing what? When and 
how?

Price implementation: What can we do to ensure that our 
customers actually pay the prices we set?

Companies’ closer focus on 

their customers and competitors 

value-based pricing. 
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Price implementation is the point where pricing spills over from 
marketing to sales. The value of even the best price list can be 
wiped out by granting excessive discounts to customers, which is 
why B2B companies have started to examine their discount sys-
tems and sales incentives more closely. Unless the price strategy 
is consistent with discount components and incentive programs 
for sales staff, companies cannot pursue their targets or raise their 
profits as planned. And as purchasing has become professionalized 
in the B2B sector, many manufacturers have realized the impor-
tance of offering sales argumentation training and supporting 
sellers with price negotiations, particularly with large customers. 
Automotive suppliers offer a good example. They generate their 
revenue with a small number of buyers, which means their cus-
tomers have considerable negotiating power. But the importance 
of negotiations is rising in other industries as well, especially for 
complex, customized services for which no fixed price list applies. 
When prices are decided case by case, pricing tools help the seller 
to assess the situation and set a price that is appropriate for the 
customer in question.

Conclusion and outlook
Many companies have professionalized their pricing in the last 
three decades, spurred on by the need to compete with cheaper 
rivals from other countries and to focus more closely on customer 
value ratings of their own and their competitors’ products. At the 
same time, concepts such as value pricing and conjoint measure-
ment finally made the leap from academic theories to practical 
reality, offering valuable pricing support. Pricing has gone from 
strength to strength since emerging from its niche, and it is no 
longer considered only by product developers or marketing de-
partments. It is rooted in corporate strategy and extends all the 
way to remuneration and incentives for sellers. Pricing covers 
process and organizational aspects such as the establishment of 
pricing departments and pricing managers — and it is closely 
linked with other strategy and marketing issues from competi-
tive positioning to customer segmentation and communication.

More and more company executives have realized the importance 
of a holistic approach, putting pricing at the center of manage-
ment attention as a lever for long-term profits. A number of CEOs 
have made pricing a management priority, and many more will 
follow suit in the future. The clearer the positive effects of pro-
fessional pricing, and the more visible the disastrous effects of 
incorrect pricing, the more likely management mindsets are to 
change. This development will be accelerated by the more rapid 
availability of information and more efficient decision-making 

processes that simplify pricing management. Pricing activities 
can be conducted more quickly and more precisely to combat 
competitor attacks if the necessary sales, revenue and profit fig-
ures are accessible in real time. What’s more, the impact of price 
rises or cuts becomes visible more quickly.

Top executives already use key figures on costs, processes, produc-
tivity and customer satisfaction to guide their management, and 
this could also become the case for price positions, competitive 
positions and other price parameters in the future. In a brave new 
pricing world, launch prices for new products could be set based 
on expected volumes, revenue and profit contribution — and the 
effects of higher or lower prices could be directly quantified at 
the decision-making stage. Basing price decisions on hard figures 
could add a new aspect to tough management discussions, and 
provide a stronger foundation than a simple list of the pros and 
cons of a larger market share or a higher profit contribution. Such 
decision support systems are already in place at some companies, 
bringing together market and product knowledge of various de-
partments in a user-friendly tool. They translate the generally 
qualitative assessments of experts into numerical price-volume 
ratios, as well as delivering the expected sales, revenue and profit 
figures for various scenarios (high/medium/low unit contribution 
margin, strong or weak competitive pressure, improved product 
substance, etc.) that are needed to make effective decisions. The 
better companies’ experiences with professional pricing, the more 
attention top managers pay to it. During the crisis of 2009, the 
majority of companies instinctively grabbed at cost-cutting mea-
sures to save themselves — but next time, we are likely to see 
more programs to improve pricing and secure profits.




