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The European automotive industry is in flux. Asian 
competitors are gaining market share and excelling in 
innovation and product quality. Over-capacity, contin-
uous price pressure and increasing raw material prices 

are reducing the industry’s profitability. To make matters worse, 
the competition and consolidation process is only expected to 
intensify more in the coming years.

The industry in general–which includes automotive suppliers 
(original equipment suppliers, OES) and manufacturers (original 
equipment manufacturers, OEM)–is plagued by low profitability. 
According to an analysis from the Merrill Lynch Global Research 
iQdatabase (2005), the automotive industry reports an EBIT mar-
gin of 4.5 percent and ranks number 21 among 25 industries. A 
profit increase is thus the main challenge for the sector.

In theory this means keeping all elements of the profit equa-
tion under control: volumes, costs, and prices. But in practice 
we see that in the last decade, automotive suppliers have mainly 
focused their efforts on the “volume” and the “cost” sides. The 

established strategy for improving profits in the European mar-
ket is characterized by the CEO of a leading German supplier: 
“If we think about profit increase we think about cost-cutting; 
we manage the cost side actively and hope for the volume side. 
On the price side we are simply reacting on OEM pressure or 
competitive actions.” 

This is the leading opinion of the majority of managers questioned 
in recent years. Reality, however, rewards brave and innovative 
players far more in this tight market segment. In a 2004 study, 
two groups were identified who responded differently to demands 
for price reductions. One group managed to lower the demands 
from 5.1% to 3.8%. The second group achieved price decreases 
of only 1.4%. The difference between these successful and less-
successful suppliers is 2.4%-points—for some firms more than 
their total return-on-sales.

But what do successful companies do better than the less-suc-
cessful ones? Keeping costs under control is important. But, more 
and more suppliers realize that they can no longer substantially 
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Top Automotive Suppliers Move to Value-Based Pricing

improve their profits just by reducing costs; they must see im-
proved price realization.

And these companies are right. If firms manage to increase prices 
by 1% only, without losing any volume, then most can raise their 
profits by more than 20% or 30%.

Value Management and Pricing:  
A European Benchmarking Study
Industry-wide focus on cost management and volume has to be 
replaced by an all-encompassing value management approach. 
This requires companies to optimize not only the cost and vol-
ume aspects of the profit equation, but also to manage the value 

side of their business more professionally. Unquestionably, the 
price lever has the strongest effect on a company’s profitability 
and has to be viewed as a high priority. 

In 2005, Simon Kucher & Partners joined with the European 
Automotive Supplier Association, CLEPA, to conduct a study 
assessing the “pricing professionalism of automotive suppliers in 
Europe,” the “best practices in pricing” and the nature of coop-
eration with OEM customers.

In total, the survey covered 65 automotive suppliers and reflected 
the experience of 90 decision-makers in 10 European countries. 
The main customers of the participating suppliers were: car 

manufacturers (78% 
of revenue) and truck 
manufacturers (13% of 
revenue). 

Our analysis uses the 
pricing process as a 
conceptual framework 
and consists of five is-
sues:

• What is a firm’s basic 
pricing approach (pric-
ing strategy)?

• What information 
is used to determine 
prices (pricing infor-
mation)? 
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• What are the price levels and structures, and how should they 
be realized (price decisions)? 

• How are prices enforced in a company’s daily processes (price 
implementation)?

• What measures are used to monitor price-related issues (price 
controls)? 

Successful suppliers manage their business processes from a val-
ue management perspective; they optimize all profit drivers and 
do not restrict their efforts to costs and volume. In other words, 
pricing is just as important to them as cost-cutting or volume 
generation. This mindset translates into the four areas discussed 
below. 

Improving Suppliers’ Pricing Professionalism
In the study automotive suppliers evaluated their own pricing 
professionalism. They judged their performance in terms of value 
delivery (e.g. through product quality and number of defects) and 
value extraction (e.g. realizing the counter-value for the benefits 
created). The results can be seen in chart 5. 
The suppliers considered their own “value delivery” performance 
as “excellent” (a mean of 5.8 on a scale from 1 to 7). But they 
were skeptical regarding their performance in value extraction (a 
mean of 4.6). Interestingly, the companies that evaluated their 
value extraction performance better than 5.8 also had a return 
on sales that was more than one percentage point higher than 
that of their more self-critical counterparts. The results do sug-
gest higher performance in value extraction plays a critical role 
in generating increased profits.
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Another important issue in the survey involved suppliers’ knowl-
edge of different profit drivers. The majority of the respondents 
(across all supplier segments and company sizes) felt well-in-
formed about the cost aspects of their business. On the other 
hand, they identified significant information deficits regarding 
pricing-related issues. Only one-quarter of all respondents felt 
well-informed about customer reactions to different prices; only 
15% had sound information about their value to the OEM; and 
just 8% had a precise idea about their value to the end consumer. 
These results highlight the effect of a cost and volume orienta-
tion on the industry. 

Due to dozens of cost-cutting projects in every company, knowl-
edge of cost and volume issues is much more extensive than that 

of price/value-related issues. The 
conclusion is obvious: Suppliers 
need to improve their knowledge 
of pricing and the value they de-
liver to customers and end us-
ers. This is the first step towards 
higher profits.

Examining the Best Pricing 
Methods. Three approaches for 
determining prices have been 
discussed in theory and prac-
tice.1 The cost-oriented pricing 
approach takes internal cost in-
formation as the main basis for 
determining the price and adds 
a target margin onto it (price = 
cost + target margin). The com-
petitor-oriented pricing approach 
takes rivals’ prices and adds or 

deducts a company’s brand premium for determining the product 
price (price = competitor prices +/- company brand premium). 

The value-oriented pricing approach relies on the value-to-cus-
tomer of products and services (price = value to customer of prod-
ucts and services). The demanded price reflects the delivered value 
and is not linked to a supplier’s internal cost. If applicable, this 
approach offers the best results to a company and is widely used 
in profitable industries, such as pharmaceuticals, software, and 
telecommunications; and can be used especially for innovations 
in the automotive sector.

The suppliers were also asked to quantify how often they applied 
“cost-plus,” “competitor,” or “value” approaches to pricing deci-
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sions. The results showed that they based 48% of all decisions on 
the competitor-oriented approach, 39% used the cost-oriented ap-
proach, and only 13% relied on the value-to-customer approach. 
If further analyzed, competitor-oriented pricing is often, in fact, 
based on cost-plus calculations.

In fact, the cost-plus pricing logic is dangerous for European 
suppliers, since more and more competitors from Asia and East-
ern Europe will win contracts due to their favorable cost-perfor-
mance ratio. With this new competition at their doorsteps, Eu-
ropean firms have to identify the value they are delivering to the 
OEM much more accurately than previously. This also means 
that they have to quantify the value as much as possible using 
value measurements or a detailed process analysis with precisely 
quantified economic advantages. They have to identify the value 
they are delivering beyond the best competitor’s offer and do so 
as early as possible. Only then are they are able to (a) determine 
an adequate price or (b) stop projects that do not deliver enough 
value from the customer’s perspective.

Successful suppliers use the value-based approach to make 21% 
of all price decisions; less successful ones use this approach in 
only 12% of the cases. Often the difference lies in the compa-
ny’s mindset. While successful firms typically think about the 
value they are producing and how to extract the corresponding 
counter-value, others take a “reactive” approach. (“Prices are 
dictated by the market.”). This mind-set prevents active value 
management. 

A detailed analysis of the information and methods used for 
determining prices gives further insight into the pricing status 
quo. The two rated most relevant were: experience with a giv-
en customer/OEM and results from technical benchmarking. 
Ranked next were more sophisticated tools such as an analysis 
of an OEM’s willingness-to-pay, price-performance relations, 
competitive advantages and a detailed SWOT analysis. The last 
third of the relevant pricing methods included: an analysis of 
price-response functions, internal case studies and end users’ 
willingness-to-pay.

These results lead to two conclusions: First, it is not surprising 
that suppliers place great importance on experience in the con-
text of long-term business relationships. But the exclusive reli-
ance on experience bears significant risks as OEMs intensify their 
global sourcing initiatives and do not feel bound to established 
suppliers. 

Under these dynamic circumstances, experience has to be com-
plemented by solid analysis. Firms have to understand fully the 
OEM’s current situation, the relevant alternatives and the deci-
sion metrics to improve their value extraction. And this leads to 
the second conclusion: The suppliers’ judgment of the relevance 
of more sophisticated pricing methods/information contrasts 
sharply with reality. 

Experience has shown that a solid analysis of the delivered eco-
nomic value leads to significant profit improvements. This judg-
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ment is supported by the study’s results as well: Contrasting the 
pricing patterns of profitable suppliers with their less profitable 
counterparts revealed that the former rely less on experience. 
They support their pricing decisions more often through careful 
analysis and have a better understanding of their competitive 
advantages and the customers’ willingness-to-pay.

Increased Profits Require  
Precisely Defined Processes
Business relationships between an OEM and OES often last more 
than a decade per product. Ideally, they start with the concept 
development for a new car model three to four years before the 
start of production; continue on for around five to eight years 
during serial production; and then another 15 years with the parts 
business after production ends. Suppliers often determine prices 
in this time span (e.g. innovation pricing, life cycle pricing and 
after-sales pricing). To ensure a project’s profitability, defined 
pricing processes with designated responsibilities and escalation 
mechanisms are needed. 

Sometimes suppliers do not have the opportunity to focus ef-
forts on preparing and enforcing pricing strategy, so opportuni-
ties for profit improvement are left untapped. Typical examples 
of this can be found in design and volume changes, which re-
flect alterations from the initial contract between the OEM and 
OES. These produce opportunities for price adjustments. The 
European pricing benchmarking study analyzed how suppliers 
handled these situations.

Design changes are alterations of the solution that have been 
contractually accepted by the OEM and OES. They occur in 
about 70% of all contracts. If demanded by the OEM, the OES 
should track these changes very carefully to avoid profit reduc-
tions. Suppliers might also use this situation to improve their 
profits. But this opportunity is limited, because they cannot ex-
ploit their temporary strength without endangering future busi-
ness. The survey revealed significant process deficits on the OES 
side, resulting in their often being unable to turn design changes 
into a profit improvement. Only 80% of all changes are actively 

monitored/document-
ed and only 70% are 
used in OEM negotia-
tions. As a result, the 
conversion rate from 
design modifications 
into price adjustments 
is only 60%.

Volume changes are de-
viations from quantities 
defined in the OEM-
OES contract. They 
occur in two-thirds of 
all agreements. In the 
generally stagnating 
European automotive 
market, these changes 
were frequently neces-
sary over the last de-

Chart 9: Handling Design Changes
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cade. Typically, OEMs had to reduce the expected volume per 
car model. For suppliers, reductions often led to severe profit cuts. 
In their (often cost-plus-based) calculation, suppliers usually as-
sumed an experience curve effect for the pre-defined volume and 
gave a binding offer with a time-based price reduction clause. 
Volume cuts would then directly decrease profits. 

The key question is whether suppliers are able to re-negotiate 
contracts if the agreed upon volumes are not realized. The results 
from the European study revealed that: only 30% of all volume 
changes led to price adjustments. But this small ratio is not only 
due to OEM market power. The differentiated analysis shows 
that 19% of all volume changes were not actively monitored: 
a further 9% were not actively documented; and another 13% 
were not used in OEM negotia-
tions. In other words, out of 100 
contracts with volume changes, 
only 60% were used in OEM ne-
gotiations for price adjustments. 
Out of these 100 contracts with 
a volume change, around 30% 
finally resulted in a price adjust-
ment that usually improved the 
suppliers’ profit situation. 

On the one hand, these results reflect the market structure in the 
automotive industry. Of course, OEMs with their strong bargain-
ing power may often avoid adjusting contracts to their disadvan-
tage. On the other hand, the results also highlight the suppliers’ 
potential for active price management. As long as they do not 
actively monitor and document design and volume changes, and 
do not use these insights in their OEM negotiations, they are 
leaving profit potential untapped. Successful suppliers transform 
design changes into price adjustments in an additional 3% of all 
cases, and volume changes in an additional 5% of all cases. 

Creating the Right Organizational Structure
Successful pricing needs clear guidelines, designated responsibili-
ties and incentives. Very often, we observe a huge gap between 
management’s official speeches stressing the importance of profit 
improvement, and the pricing organization’s emphasis on volume/
market share. (“We have to get this contract–it doesn’t matter 
how.”) The designation of responsibilities for prices and profit-

ability within the company are unclear, and the incentive system 
wrongly values revenue over profit growth). 

In the automotive supplier industry we often find fragmented 
pricing organizations. The strategy is typically set by the top 
management team or the business unit head. The marketing and 
sales teams are responsible for gathering pricing information. Price 
decisions are made by sales (supported by the controlling depart-
ment), which then joins the engineering/production and quality 
departments in implementation. Price monitoring is technically 
done by the controlling department and chaired by the business 
unit head. This multi-dimensional allocation means the interface 
between the different pricing tasks is not sufficiently managed. 
Decisions are made without their long-term effects being taken 

into account. This leads to 
the acceptance of technical 
changes without having nego-
tiated the financial dimension 
of this iteration. 

One option to help cope with 
these critical interdependen-
cies is to create a pricing de-
partment. This department 
may be allocated close to sales 

or to the controlling heads. The decision depends on what key 
perspective a company wants to integrate into the decision-mak-
ing process. But, overall, the department would be responsible 
for the complete pricing process–across all customers, products 
and regions. It should pool knowledge and ensure cross-customer, 
cross-product and cross-regional learning–aspects that are under-
represented in many automotive supplier companies that rely on 
decentralized pricing structures. 

Tellingly, 59% of successful suppliers have a defined pricing de-
partment, while only 44% of their less successful counterparts 
have the same. 

The study also looked at the way suppliers gave incentives to 
their employees to realize high prices (e.g. margin-oriented bonus 
payments, profit-based promotions). Strikingly, the majority of 
successful suppliers linked the variable component of employees’ 
remuneration to business results and price performance. (Sixty 
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percent of the successful suppliers have price/profit-oriented in-
centives). 

Of special importance, successful suppliers often had their multi-
year price development targets and compared realized prices to 
these targets. Key account managers who slowed down price 
decreases received a defined bonus. In contrast, less successful 
suppliers did not systematically motivate their employees to im-
prove prices and profits, relying on them exclusively to determine 
“sufficient profitability.” Or even worse, poorer performing sup-
pliers often gave volume goals that were counter-productive to 
price performance.

Strong OEM-OES Partnerships  
Enhance Business Results
In the study, suppliers evaluated their OEM partnerships. Toyota, 
BMW and Volvo received positive marks for their cooperative 
exchange of information, their reliability and their tradition of 
respecting agreements. 

Ford and GM in Europe received less positive comments. Their 
lack of investment in improving the joint business relationship 
and their (un)fair participation in R&D costs were especially criti-
cized. These results are in line with other surveys in the European 
sector (e.g. Meinig, W.: Supplier Satisfaction Index 2005). 
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satisfied.
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How satisfied are suppliers with the different OEMs overall? 
Again, Toyota, BMW and Volvo received the best marks, followed 
by PSA, Renault, DaimlerChrysler and VW. Suppliers were less 
satisfied by their collaboration with Fiat, Ford and GM. 

Suppliers value OEMs that actively share information, invest in 
improving the joint business relationship, respect agreements 
and are reliable. 

One top manager of a leading European automotive supplier 
noted: “At Toyota they are really keen on improving our co-
operation. They invest in the relationship in terms of time and 
thought. If there is a problem, they try to solve it and help. They 
are down-to-earth and really involved.” 

This is in sharp contrast with the statements about other partners: 
“Some other OEMs only talk about cooperation; every quar-
ter, they find a new name for a cooperation concept. The name 
changes, but the nature of the collaboration stays: It’s all about 
pressure and very short-term advantages.”

Clearly, close collaboration has positive effects on the business 
results. All OES managers interviewed emphasized that: “Unfair 
behavior, lack of reliability and extreme price pressure are only 
advantageous in the short run. OEMs need strong suppliers to 
handle the challenges of permanent innovation and increasing 
product variances.”

Conclusion: It’s Time for Value Management 
in the Automotive Supplier Industry
Strong pressure from customers, increasing costs for energy and 
materials, overcapacity, lagging innovation, and higher competi-

tion represent the main challenges facing the European automo-
tive suppliers at the moment. This situation has led to internal 
cost cutting waves, accelerated consolidation and a further fall 
in prices. 

Clearly, an exclusive focus on volume increases and cost-cutting 
initiatives will not secure a company’s long-term survival. Given 
new competitors from low cost/high quality countries, suppli-
ers have to invest heavily in understanding and quantifying the 
value they are delivering. 

The market structure has often been blamed for unfavorable re-
sults. The study showed the path to higher profitability lies in: 

1. Creating a pricing mindset: automotive suppliers excel in 
“value delivery,” but are merely average in “value extraction” 
(which should ensure a minimum of one percentage point higher 
return-on-sales);

2. Using pricing methods rather than your gut feelings. These 
include:

• Utilizing value-based pricing whenever possible;

• Supporting pricing decisions through solid analysis;

• Having a good understanding of competitive advantages and 
the willingness-to-pay;

• Transforming design and volume changes into price adjust-
ments;
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- More comprehensive and reliable competitive intelligence

1.0

- Change of price logic (end consumer-based)
Tire Manufacturer >  1 B

- European price corridor, discount system
1.5

- Integration of value-to-end user/OEM in the product development processAutomotive Com-
ponent Supplier

 600 M
- Segment-specific product and price strategy

0.8

- IT system-supported parts pricing tool for more than 200,000 part codesParts Wholesaler/

Retailer
 200 M

- Redesign of bonus and discount system
2.8

- Definition of clear pricing rules and responsibilities
Tire Manufacturer >  1 B

- Elimination of discount inconsistencies
1.1

- Optimal price strategy for product innovation based on OEM and endAutomotive Com-

ponent Supplier
 100 M

user value analysis
2.0
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Chart 14: Project Examples for Profit Improvements



The Journal of Professional Pricing 3�First Quarter 2008

3. Managing prices as professionally as other processes. This in-
cludes:

• Monitoring systematically price developments and actively 
taking measures if the defined targets are not fulfilled;

• Having a specific pricing department; 

• Integrating pricing issues in an incentive scheme.

4. Ensuring both OEM and OES profit by close and fair coop-
eration.

To sum it up: It’s time for a different, more value-based manage-
ment in the European automotive industry. Experience shows 
that companies can improve their return on sales by one to two 
percentage points if they engage in active price management and 
professional pricing processes.
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