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Sammanfattning 
Företag som arbetar med att sälja stora komplexa lösningar finner ofta att det tar mycket lång tid 

att sätta samman och prissätta sina lösningar. På grund av den stora konkurrens som råder för 

företag inom telekomindustrin, där de företag som erbjuder den mest attraktiva lösningen till det 

bästa priset vinner affären, är det essentiellt att de företag som konkurrerar om en affär är 

responsiva och har möjlighet att ändra sina priser till kunden snabbt vid behov. Skillnaden 

mellan att snabbt kunna ge ett nytt pris, som fortfarande ger lönsamhet till företaget, mot att inte 

vara tillräckligt snabb kan vara att företaget vinner eller förlorar affären. I en sådan miljö är det 

av största vikt att avgöra hur en prisförändring påverkar respektive produkt i lösningen för att 

säkerställa att företaget har tillräckligt stor vinstmarginal i förhållande till de mål organisationen 

har satt upp. I dagsläget arbetar Ericsson med att fördela ut den typen av prisförändringar 

manuellt efter att de har vunnit en affär vilket leder till långa interna diskussioner om hur priset 

bör fördelas för att tillgodose de olika interna intressenterna. För de som arbetar med 

prissättningen av lösningar innebär detta bland annat att man måste säkerställa med de olika 

affärsområden som ansvarar för produkterna om det finns möjlighet att justera priserna och 

behov av att veta hur mycket de går att justera. I det här arbetet jämför vi den litteratur som finns 

kring prisstrategier och prissättning av stora komplexa lösningar. Vi använder Ericsson som 

fallstudie för att etablera hur ett ramverk kan skapas för att distribuera priset på en lösning på de 

olika produkter som ingår i lösningen. Detta gör vi genom att skapa en intern produktprioritering 

och följaktligen hur detta bör påverka en prisfördelning över en hel lösning genom att vikta de 

prisstyrande faktorer som en produkt bedöms ha mot hela lösningen. 
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Abstract 
Companies selling large and complex solutions often find that the process of configuring and 

pricing the solutions is a very time-consuming process. Due to the high degree of competition 

within the telecom industry, where the company offering the best solution to the most 

competitive price wins the deal, it is essential for companies to be responsive and able to rework 

the price of their proposal. The difference between being able to offer a new solution price, that 

is still profitable for the company, and not being able to could be that the company wins or loses 

the deal. In such a business environment it is of high importance to be able to determine how the 

change of a solution price affects the products in the proposal in order to ensure that the margin 

of the proposal aligns with the organizational target margin. At Ericsson, the distribution of a 

solution price is determined manually after a deal has been won leading to internal discussions of 

how the price should be distributed between the stakeholders of the proposal. For those in charge 

of pricing the proposal this means that there is a need to discuss with the respective business unit 

at the company whether or not there is a possibility to adjust the prices of the proposal and in 

such a case how much they can be adjusted. In this thesis we compare the existing literature on 

pricing strategies and pricing large complex solutions. We perform a case study at Ericsson to 

establish how a top-down pricing framework could be designed to distribute the price of a 

proposal to the various products in the proposal. We achieve this by creating an internal 

prioritization of products and thereby we are able to determine how this should affect a price 

distribution over the entire proposal by calculating the weight of the price steering factors 

compared to the other products in the proposal. 
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1 Introduction 

In the first chapter, we describe the background of the problem, clarifying both the generic problem that many solution 

providers are faced with and the specific one of our case company. We also specify and elaborate on the purpose of the study, 

which we follow up by determining the research questions that fulfill the purpose. Thereafter, we present the delimitations of 

the study, leaving the rest of the study in a more specific context. Lastly, we describe the structure of the thesis in order to give 

the reader guidance on specific parts. 

1.1 Background 

Declining profitability, slower growth and increased commoditization of products has resulted in 

companies operating in diverse industries differentiating their offerings through sales of solutions 

(Mathyssens & Vandenbempt, 2008). The sales of solutions mean that companies are moving away from 

product-centric marketing in order to integrate services and products and thus are moving towards a 

customer-centric marketing approach (Sawhney, 2006). Suppliers of products ranging from aircraft 

engines to telecommunications systems, have increased competitiveness and profitability by providing 

value-intensive combinations of products and services according to customers’ needs (Davies, et al., 2006). 

The imperative for designing and delivering solutions, is tailoring the offering for customer needs more 

intently and thereby raising revenues, margins and improving relations with the customer. Even though 

more companies are moving towards offering their customers solutions instead of products (Sawhney, 

2006), there is little evidence as to whether they succeed in reimbursing the additional costs of 

customization, integration and organizational changes that are the foundation of providing solutions 

profitably (Sawhney, 2006) (Johansson, et al., 2003). Except for recovering the costs of providing the 

solution, setting the right price is essential in order for customers not deciding to meet their own needs 

(Roegner, et al., 2001). Sharma and Iyer (2011) argue that from the customer perspective a high-priced 

solution offers more value than component products or services and the price should be adjusted 

accordingly. Consequently, the setting of adequate prices seems to be a factor of criticality both from the 

customer perspective and the solution provider perspective in order to succeed in solution selling (Sharma 

& Iyer, 2011). Furthermore, the one-off nature of solutions makes the calculation of profit margins for 

certain price levels more difficult (Baker, et al., 2010). 

Solutions are more time-consuming to sell than products, the larger the deal the more people need to be 

convinced (Johansson, et al., 2003). Moreover, manufacturing companies are constantly challenged by 

numerous requests of price and delivery quotations which they must respond to quickly and accurately 

while also tailoring the quotations to specific customers’ needs (Carbone, 1999). Solutions are generally 

purchased on a request-for-proposal basis that includes several suppliers and with inherently intense 

competition. These solution deals are also often high-priced deals which results in extreme customer 

scrutiny (Baker, et al., 2010). The time-consuming proposal process (i.e. from the creation of an initial 



Royal Institute of Technology  Michaela Engman 
Master of Science Thesis  Oscar Rosander 

2 
 

proposal based on a qualified business lead to the final proposal to the customer) of tailored solution 

offerings leads to high internal process costs and a non-responsive customer proposal process, which may 

lead to a loss of clients. In order to gain advantages, quick decisions in internal processes can position the 

company in the marketplace, in terms of responsiveness and potential sales in the long run (Carbone, 

1999). Being responsive in particularly the order process to ensure that customer demand is met while also 

designing the process to keep abreast of the competition is further stressed by Welker and de Vries (2005).  

Earlier research suggests that solution providers should price the overall solution, according to the value 

brought to the customer in the form of for example cost savings achieved through the purchase of a 

solution (Davies, et al., 2006) (Roegner, et al., 2001). However, there are few studies conducted on how 

solution providers can compare their margin objectives of the solution on a component-by-component 

basis against the overall solution price. This is important since each solution component has unique 

characteristics, which the solution provider must understand. For large complex organizations which are 

divided into several different business units, it is necessary to charge different margins for different 

products, in order to achieve margin objectives on a unit level and ultimately the overall company level 

(Andersson, 2016). It is not feasible to conduct market research for every product in a large product 

portfolio, but it is possible to turn the product characteristics into practical guidance for how products 

should be increased or decreased in price (Baker, et al., 2010). Steering price levels on a unitary basis will 

also indicate which products a company should emphasize in their proposals, which products should not 

be prioritized when setting the price for a proposal. This will give an indication which products should be 

the main focus for the company (Andersson, 2016).  

This thesis focuses on Ericsson, a global Swedish company that provides communication technology and 

services. The company offers complete solutions besides products and services such as network 

equipment and software as well as services for network and business operations. Ericsson is the world’s 

largest provider of mobile networks and has 116 000 employees worldwide with the global headquarters in 

Stockholm (Ericsson, 2016). Operating in a highly competitive industry, Ericsson responds to customer 

quotations by submitting offers and reworking them in order to meet competitive prices and win deals. 

Due to the high frequency of reworked customer orders, the wide variations of the solution offerings and 

the corresponding final prices there is a need to find a standardized way of pricing components in the 

solution offerings. The prices of the components should be based on the initial overall price for the 

solution offering given to the customer early on in the proposal process, thus enabling Ericsson to be 

responsive (Grenninger & Jormelius, 2015). 

Moreover, there is a need for Ericsson to establish how a change in the pricing of the solutions offerings 

can rationalize the proposal process. In the department of IT Sales Marketing at Ericsson, several 

employees have identified a possibility of rationalizing the proposal process by applying a top-down 

perspective on pricing. Instead of doing a build-up of individual component prices into a total net price 

for a complete solution, a top-down perspective on pricing entails distributing a pre-determined price on 
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the complete solution to individual components according to a specific framework. The benefit of 

applying such a framework to pricing is primarily the reduction of time spent in internal discussions on 

how to cut prices in order to meet competitive offers and win orders. Thus, a top-down perspective on 

pricing enables Ericsson to be more responsive to customer orders by reduction of proposal process time 

(Grenninger & Jormelius, 2015). 

We address two main areas in this thesis, which are closely intertwined. The first area is internal 

prioritization amongst different products and services in a complete solution in terms of margin 

objectives. At Ericsson, internal discussions of how to distribute the overall solution price between the 

different solution components are repetitive, time-consuming and lacks standardization. The first area will 

provide us with different factors that will be essential when deciding on a prioritization of the solution 

components for a certain deal. The second area is how the prioritization amongst the solution 

components can be translated into an actual distribution of an overall solution price. This area will 

showcase how different solution components can carry more or less of the overall price based on their 

prioritization. 

1.2 Purpose 

The purpose of our study is to investigate how a solution provider can, in a standardized way, support the 

decision making process of pricing complete proposals on a solution component basis in order to become 

more responsive towards customers. The pricing on a solution component basis is explored in terms of a 

top-down framework, where the prices of the solution components are based on the overall solution 

price. The intention of the framework is to give recommendations to pricing managers on whether to 

accept a deal or not, given a certain price on the solution. Thereby, companies can reduce time spent in 

internal discussions on how to distribute the overall price between different solution components.  

1.3 Research Questions 

We fulfill the purpose by answering the following two research questions: 

1. How are the prices of the solution components as well as the overall prices of the solutions 

determined today? 

2. How can a top-down pricing framework be designed in order to distribute an overall price on a 

solution with respect to the most important company price steering factors? 

The aim of the first question is to determine how Ericsson is working with pricing of solutions in practice 

today and what central directives there are on generic factors for consideration, when pricing a solution. 

The second research question relates to finding a framework for deciding on how to distribute the price of 

the overall solution to the solution components. The aim of the framework is to mitigate pricing decisions 

and consequently reduce time spent on internal discussions on how to price a certain solution, not for 

complete automatization of the decision making.   
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1.4 Delimitations 

Our thesis is delimited to solution providers within the telecommunications infrastructure industry, any 

applications for other industries need further investigation. Due to the immense complexity and size of 

Ericsson’s businesses which are involved in the pricing of solutions, we were limited to the group 

functions Commercial Operations and IT Sales and Marketing at Ericsson as well as the four business 

units: Radio, Cloud and IP, Global Services and Support Solutions. This means that the ten sales regions 

at Ericsson were not interviewed and thus we can only draw conclusions from a central perspective.  

While it is important to put the proposal process in perspective to the complete sales process at Ericsson 

we mainly focus on the former. The proposal process at Ericsson stretches from Ericsson creating a first 

proposal for a qualified business lead to the point where Ericsson signs a contract with the customer. In 

this thesis, we mainly target the sub process of pricing the solution intended for a certain customer. This 

includes the entire proposal process but we focus on pricing issues. 

When Ericsson reworks proposals in order to meet competitor’s prices and win deals the proposed 

solution is sometimes also reconfigured if, for example, the existing solution with the associated products 

and services turns out to be too expensive in order to win the deal (Grenninger & Jormelius, 2015). When 

giving our recommendations on a top-down pricing framework to Ericsson, we assume that the list of 

contents is known, meaning that the intent of the framework is to distribute the overall price of the initial 

proposed solution to the solution components. Thus, the recommended framework does not deal with 

finding a product configuration to a specific price. 

1.5 Outline 

This study consists of seven chapters which are shortly described below. 

Chapter 1: Introduction 

In the first chapter, we describe the background of the problem, clarifying both the generic problem that 

many solution providers are faced with and the company-specific one. We also specify and elaborate on 

the purpose of the study, which we follow up by determining the research questions that fulfill the 

purpose. Thereafter, we present the delimitations of the study, leaving the rest of the study in a more 

specific context. Lastly, we describe the structure of the thesis in order to give the reader guidance on 

specific parts. 

Chapter 2: Method 

In the second chapter, we describe the research method we applied to conduct our study. A case study at 

Ericsson has been conducted as the main research method of the thesis, supplemented with external 

interviews on pricing with experienced pricing professionals. Firstly, the general traits of the 

methodological approach are presented. Secondly, each method for data collection is defined, described 
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and justified. Thirdly, the data analysis is elaborated and finally a critical review of the method is 

presented. 

Chapter 3: Literature Review 

The literature review consists of two main parts described in earlier research: the saliency of pricing 

solutions and the different pricing strategies companies have at hand. In the former part, we provide a 

definition of solutions and establish general solution characteristics which then fall into implications for 

pricing solutions. In the latter part, we distinguish among cost-plus, market- and value-based pricing. The 

chapter is ended with a section of how the different areas are linked together and how they relate to our 

research questions. 

Chapter 4: Current Pricing Strategy and Process at Ericsson 

In the fourth chapter, we more thoroughly examine the sales and proposal process at Ericsson from a 

central perspective using mostly the data from interviews with Ericsson employees at the two group 

functions Commercial Operations and IT Sales and Marketing. Thereafter, we go into the part of the 

proposal process in terms of pricing that involves the four different business units. We investigate factors 

such as price escalation levels, pricing strategies and general process directives. 

Chapter 5: Analysis of Current Pricing Strategy and Process 

In this chapter, we conclude on the main findings in the company case that will be used as a foundation of 

the top-down pricing framework. We draw on the theoretical body of knowledge and link our case 

findings to previous work in the field of solution pricing and pricing strategies. First we briefly cover the 

issue of dividing price between solution components and then we analyze the main pricing elements at 

Ericsson: pricing according to market, incentives, unitary discounts, price protection classes and escalation 

levels. The analysis in this chapter will ultimately help us in answering our first research question. 

Chapter 6: Suggested Solution 

We present the suggested future state at Ericsson, element-by-element, ultimately presenting and 

discussing our proposed framework as a whole. The elements consist of a deal segmentation, product and 

price steering factors as well as how these elements are translated into a price distribution. After 

introducing the framework and giving an actual example of its usage, we discuss its applicability and 

limitations. This chapter aims at answering our second research question. 

Chapter 7: Conclusions 

In this chapter, we conclude on our findings from our case study at Ericsson and give company-specific 

recommendations. We then follow the company-specific problem with conclusions on our scientific 

contribution made. Finally, we give suggestions for future work. 
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2 Method 

In this chapter, we describe the research method we applied to conduct our study. A case study at Ericsson has been conducted 

as the main research method of the thesis, supplemented with external interviews on pricing with experienced pricing 

professionals. Firstly, the general traits of the methodological approach are presented. Secondly, each method for data collection 

is defined, described and justified. Thirdly, the data analysis is elaborated and a critical review of the method is presented. 

2.1 Methodological Approach 

We address the two research questions with a qualitative approach, in the form of a case study at Ericsson. 

A case study can apply multiple levels of analysis (Yin, 1984), e.g. both function and firm level and a case 

study can be used to provide description, test theory and generate theory (Eisenhardt, 1989). Thus, the 

features of a case study seem to consort with the purpose and objectives of this thesis and we therefore 

deem a case study to be suitable (Collis & Hussey, 2013). Even though the dynamics in this single setting 

get a considerable amount of attention (Eisenhardt, 1989) we are limited to studying only a few aspects of 

our case company (Collis & Hussey, 2013). However, considering the potential originality of our results in 

terms of these few aspects (Collis & Hussey, 2013) we have found the case study approach to be eligible. 

The first step in case study research is selecting the appropriate case (Collis & Hussey, 2013). The reason 

for choosing Ericsson as our case company is that Ericsson operates in a highly competitive industry 

where customers purchase large high-technology solutions on a request-for-proposal basis. Thus, the 

winner-takes-it-all competitive dynamics makes the pricing decisions all the more consequential.  The case 

study at Ericsson was initiated at the department of IT Sales and Marketing where our primary contact 

persons and supervisor had observed some potential for improvement in the proposal process. In this 

sense, the study can be seen as an opportunist case study since we discovered the issue due to our access 

to particular business (Collis & Hussey, 2013). Moreover, Ericsson was especially suitable due to being an 

established solutions provider with market-leader capabilities. After examining literature in the area of 

solutions pricing we have found that the area contains many theoretical gaps. Sharma and Iyer (2011) 

specifically pinpoint the applicability of pricing approaches in different solution selling contexts and 

environments as an area for further research. 

2.2 Data Collection 

The primary data we have collected include interviews and observations, and secondary data include 

existing literature in suitable fields and internal documentation which were retrieved from internal 

websites and different employees at Ericsson. The study consisted of a few different data collection 

processes which were mostly done in parallel, apart from the pre-study. The processes include a pre-study, 

a literature review, interviews and gathering of internal documentation. We further explicate the different 

data sources and data collection processes used in our study in the following sections. 
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2.2.1 Pre-study 

As a second step after selecting the case study, a pre-study was conducted in order to gain a better holistic 

understanding of the case company and the context and content of the study, which is an appropriate next 

step in order to get familiar with the case company (Collis & Hussey, 2013). The pre-study consisted of 

meetings under which we took notes and unstructured interviews with three different employees at 

Ericsson, either together or alone but at the most two at the same time. The interviews were unstructured 

in order to give the employees room to provide answers in their own words and to detect potential 

possibilities of improvement within the predefined area of solutions pricing, which is a suitable interview 

method when aiming at understanding and formulate a problem (Collis & Hussey, 2013). This helped us 

to define a preliminary problem formulation and research questions.  

2.2.2 Literature Review 

Parallel to collecting data within Ericsson we have collected and reviewed articles, books and conference 

proceedings in order to learn from existing research and thereby build a theoretical foundation, from 

which we have conducted our empirical study at Ericsson. The review of existing literature has also helped 

us gaining an understanding of what the contemporary research focuses on and where there are theoretical 

gaps in the literature. According to Collis and Hussey (2013) one of the benefits from reviewing literature 

is that you can gain insights about the research design of other studies within the fields of interest, which 

gave us assistance when defining our own design. 

The published works that we have used were mostly retrieved from scholarly databases such as KTHB 

Primo and Google Scholar.  We retrieved hard copies from local libraries from either the municipality of 

Stockholm or KTH. Initially, we performed broad searches to get an overview of the research areas and 

how they have progressed with time. After the broad searches we identified different search words and 

some journals of particular interest within the relevant research fields. Common search words that we 

have used either individually or combined include “pricing”, “solutions”, “value-based”, “cost-plus”, 

“bundling”, “business service”, “quotation”, “quotation” and “price strategy”. The published works that 

we found we evaluated based on relevance to the research questions, publishing date, recognition of 

journal and number of citations. Published works that scored high on these parameters were investigated 

for cross-references of interest. 

After having collected a large number of published works, we categorized and sorted our literary data 

sources with the help of a spreadsheet. We sorted the sources based on factors such as key words, 

publishing date, publisher, author and so on. Every source was also divided into groups and subgroups in 

order to easily find and retrieve any data from sources in the spreadsheet and to obtain an overview of 

sources in relevant research fields. This way, we also marked different sources depending on importance 

for our study, which we altered a few times during our study depending on which theoretical direction we 

believed our study was going for the moment. In the literature review, we mainly draw on the bodies of 

pricing and solutions research, two research areas which occasionally coincide in the literature. 
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2.2.3 Interviews 

Our main source of empirical data at Ericsson are interviews. All non-pre-study interviews were semi 

structured and ranged between 30 to 90 minutes. The interviews contributed to our study by providing us 

with an understanding of how our interviewees think, do or feel (Collis & Hussey, 2013). They were both 

broad and fundamental in nature and in-depth, depending on our state of knowledge at the time of the 

interview. Primarily, they helped us in obtaining an understanding of aspects such as how the pricing 

process works and what main areas of improvement there are, but they also gave us internal 

documentation or at least hints of where to look for internal documentation. Our collection of internal 

documentation is further elaborated in the next section. 

In total, 12 interviews were conducted from January to April 2016, with both single and multiple 

interviewees at the same time. The times when there were multiple interviewees we had walkthroughs on 

different support systems in the pricing process and the interviewees possessed different but 

supplementary skills and therefore were needed at the same occasion. Of all the interviews, three were 

mainly focused on support systems walkthroughs. These interviews were needed in order for us to 

understand what gaps there were in providing sufficient support for the pricing process and what gap 

Ericsson wants to fill with the help of our study. Since there are several different systems and applications 

used to support the pricing process we were unable to go through them all, but we interviewed those 

employees with knowledge of the systems of most relevance to our research questions. 

Out of the total number of interviews, 11 were conducted at Ericsson. All but one interview was 

performed in Sweden in person with the interviewee, while one interview was a video call with an 

interviewee from Ericsson’s operations in India. The interviewees mostly belonged to the operational unit 

of IT Sales & Marketing since this study emerged from that unit. Other units that were involved in our 

interviews were Global Function Sales, Commercial Operations and the four different business units 

BUCI, BUGS, BURA and BUSS. The titles and the operational units of our interviewees from Ericsson 

are presented in Table 1. 

Operational Unit Title 

IT Sales & Marketing Head of Subsolution Area Sales and Marketing 

IT Sales & Marketing Business Relationship Manager 

IT Sales & Marketing Technical Product Manager 

IT Sales & Marketing Project Leader 

IT Sales & Marketing System Analyst 

IT Sales & Marketing Designer of Systems/Architect 

IT Sales & Marketing Commercial Operations Manager 

Commercial Operations Director 

Global Function Sales Business Analyst 
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BUCI – Cloud & IP Head of BUCI Strategic Pricing 

BUGS – Global Services Commercial Manager Services 

BURA – Radio Team Leader Portfolio Strategy 

BUSS – Support Solutions Commercial Manager 

Commercial Operations Sales Manager 

Table 1. Titles and operational units of all our interviewees from Ericsson. 

Initially, only interviews with employees at IT Sales & Marketing were performed. This was because of the 

fact that our study emerged from that unit and so the employees at that unit helped us in further defining 

our preliminary problem formulation and research questions. Those interviews were also helpful in getting 

to know the support systems in the pricing process, as mentioned above. Interviews with IT Sales & 

Marketing were also conducted further on in the process in order for us to feedback our knowledge from 

interviews held at other units and with external professionals. 

Interviews with the central unit Commercial Operations were held for the purpose of understanding what 

central objectives there are at Ericsson, in terms of pricing and approving or rejecting deals. Besides the 

central unit Commercial Operations, we also interviewed employees at the more decentralized subunits, 

also called Commercial Operations, which were spread out over the four different business units BUCI, 

BUGS, BURA and BUSS. The purpose of those interviews was to get to know the different pricing 

strategies used in the business units and how the pricing of Ericsson’s solutions is built from a bottom-up 

perspective. We also held one interview with GF Sales in India, which supported us in understanding the 

decision making at different sales decision points in the sales process. 

Besides the interviews we held at Ericsson with Ericsson employees, we conducted one interview with an 

experienced consultant in client profitability and pricing management at a global consulting firm. This 

interview was useful for our understanding of value-based pricing, cost-plus pricing and market-based 

pricing, from another perspective than the often highly theoretical one described in published works. In 

other words, we learned how different companies were applying these three different pricing strategies in 

practice and what the benefits and drawbacks are for each pricing strategy. 

We recorded and transcribed every interview conducted after the pre-study. Apart from the recordings we 

also took notes on key information that were brought up during the interviews. Even though the fact that 

we were recording interviews might have made the interviewees feeling prohibited from speaking freely, 

we believe that it was necessary due to factors such as language skills and the large amount of information 

that surfaced. With the recordings we also had the possibility to go back and check quotes.  

2.2.4 Internal Documentation 

We were able to find a relatively large amount of internal documentation, although this was not the most 

frequently used data source used in this study. Even though the documentation did not help us in defining 

the content and arrangement of a future solution for a top-down pricing approach but it was very helpful 
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in mapping the current state of the company. This also gave us ideas on where the company is headed in 

terms of the sales and pricing processes. We retrieved most of the documentation from internal web pages 

but we were also sent documentation from a few interviewees, including a substantial project report on 

the pricing methods at Ericsson from an external consulting company. Moreover, we were offered a 

quotation with scrambled data in order to test our suggested solution and provide our thesis stakeholders 

with a proof of concept. 

2.3 Data Analysis 

We started the data analysis by reading transcribed interviews and notes from interviews, internal 

documentation and literature included in the literature review independently. This way, we gained a 

holistic understanding of the current state at Ericsson, problems and possibilities and what was already 

existing in terms of theory from literature and ideas within Ericsson. In the next paragraphs we elaborate 

on our steps in the data analysis process including reduction of data, display of data and finally our 

conclusions and verification of those (Collis & Hussey, 2013). 

The reduction of data contains reducing the data, restructuring the data and detextualizing the data (Collis 

& Hussey, 2013). In order to sort and categorize data we used spreadsheets for literature, interviews and 

internal documentation. With the use of existing research streams, we categorized the literature 

accordingly and as mentioned above, literature was marked according to perceived relevance for that point 

in time with regard to our study. When we altered the direction of our study in any way, the markings of 

the literature were altered accordingly. The interviews, however, are focused on the pricing process and 

rules and regulations within that process and so it was natural for us to sort them according to steps in the 

pricing process. Furthermore, we sorted the internal documentation based on Ericsson themes, such as 

organizational structure, business incentives, etc. In order to detextualize the data, which refers to drawing 

together data into visuals (Collis & Hussey, 2013), we created tables, decision trees, figures and process 

maps which helped us with summarizing the data in a comprehensible and transparent way. 

The display of data refers to visualizing qualitative data in a systematic way. The visualization is meant for 

drawing adequate conclusions and responding to the problem in practice (Collis & Hussey, 2013). We 

primarily used matrixes in the analysis in order to draw together our findings and analysis thoughts. 

Moreover, we have used an excel sheet of a medium-scaled quotation from Ericsson with scrambled data 

which have helped us in displaying the data as it could have looked if applying the top-down framework in 

practice. We applied graphs and other graphic tools in order to display the price distribution of the 

quotation incurred by the top-down pricing framework, which gave us implications of the expected effects 

of using it under current circumstances at Ericsson. When we had become familiar with our data and 

constructed the displays we were able to verify those by comparing sources and finally draw our 

conclusions. 
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2.4 Critical Review of Method 

When assessing scientific work, the terms validity and reliability are used to determine its quality 

(Blomkvist & Hallin, 2015). Validity refers to the degree a test measures what is intended by the researcher 

and the phenomena under study.  The degree of reliability reflects the degree of accuracy and precision as 

well as the repeatability of the study (Collis & Hussey, 2013). We critically review our method in terms of 

these two aspects, but we also add the aspect of generalizability which refers to the extent the research 

results are applicable to other contexts. Lastly, we elaborate on the ethical aspects of our thesis. 

2.4.1 Validity 

Qualitative studies, such as this, often have high validity but low reliability (Collis & Hussey, 2013). The 

high validity stems from our in-depth study that clearly reflects the phenomenon we aim at investigating. 

Apart from choosing to conduct a single in-depth study, we have taken further actions in order to enhance 

the validity of our study. One such action is our selection of interviewees at Ericsson, since the choice of 

interviewees have a large effect on the ending result. As earlier mentioned, we have mainly interviewed 

employees at Ericsson from the group functions Commercial Operations and IT Sales and Marketing as 

well as from the four business units. Interviewees were chosen with consideration to previous experience 

at Ericsson where broadness and number of years were relevant and their current roles, which all were 

related to the pricing of Ericsson’s offerings and internal pricing discussions, as mentioned in the 

background. The external interviewee was chosen due to his extensive experience in pricing in terms of 

common industries on a global scale. 

Considering the immense complexity and amount of information we were faced with during the time of 

the interviews, we draw together information from the interviews into visuals. In some cases, we double-

checked these visuals with the individual interviewees and we always double-checked the accuracy with 

our supervisor at Ericsson. Furthermore, we held follow-up interviews with several interviewees when 

necessary or we asked follow-up questions to ensure the validity of the analysis. The same procedure was 

conducted with internal documentation, where we in particular checked that the documentation was up to 

date. This was especially important since there is at least one major pricing transformation occurring at 

Ericsson today, meaning that documentation could be either about the state of Ericsson before the 

transformation or the future state, meaning after the transformation. 

During the entire study, we continuously upheld validity by making sure that the literature review and the 

data gathering methods reflected our problematization, purpose and research questions. Additionally, we 

kept the selection of literature and data gathering methods relevant to any changes made in any of the 

former mentioned sections. This approach was possible since we summarized and categorized the 

information we obtained from the different data gathering methods, where interviews were the key 

method, in different manners. We categorized internal documentation depending on the organizational 

theme, interviews on the stage in the pricing process and literature on existing research streams which we 

also marked according to relevance. 
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2.4.2 Reliability 

Since this is a qualitative study mainly based on interviews, the reliability is rather low. This is due to the 

fact that there is a high chance of obtaining other findings when looking at another case company. 

Additionally, the semi structured interviews we conducted included many open-ended questions which 

may make the study difficult to replicate. Open-ended questions did however have the function of 

reducing the interviewees bias by not making the interviewees feeling obliged to give us an answer that 

seems “right” for the company or for us as investigators (Collis & Hussey, 2013). However, we 

transcribed and took notes on every interview and thus made it possible to analyze the data more 

thoroughly. 

Another factor that reduces the reliability of our study is the fact that any interviewee can be replaced, 

perhaps with the effect that our results would have been different (Collis & Hussey, 2013). Ericsson, as 

any other company, is also undergoing changes which may reduce the repeatability and thus the reliability 

of the case study. We have mitigated this problem through drawing parallels with literature on general 

aspects which can be found in any company which provides solutions. 

2.4.3 Generalizability 

Based on the notion that it is possible to generalize only on a few cases or even a single case if the study 

accurately captures the phenomena under study (Gummesson, 2000), there could be substantial benefits 

for other companies of pricing based on a top-down framework. However, other settings must be 

thoroughly investigated before a top-down pricing framework can be applied since our study is based only 

on one case. Since our case company is a large multinational company with many years of experience in 

the telecommunication industry, we see it fit to apply this framework mainly in the same industry, since 

the variances of other industries may be too large.  It is also important to note that the primary intent of 

the top-down pricing framework is to reduce time spent internally on discussions that affect pricing 

decisions, where a prerequisite is that the solution is negotiated on a bid-basis, component-by-component. 

Naturally, this rules out many industries when discussing the generalizability of the framework. 

Furthermore, we state that since there exists a wide spread of products at Ericsson, both in regards to type 

of product but also in regards to whether or not they are internally or externally developed products, there 

could be a limitation for companies working with a smaller product portfolio. 

2.4.4 Ethical Aspects 

As our thesis involves sensitive information from within Ericsson, we signed Non-Disclosure Agreements 

with the company. An NDA is a legal document with the aim of preventing people from spreading 

sensitive information to third parties. This was especially important since pricing overall is a very sensitive 

area to research and may have severe consequences if the information was made public, as such any 

numbers from proposals have been scrambled in the thesis. Our external interview was not as sensitive in 

its nature and consequently the interviewee settled for anonymity without any legal documents.  
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3 Literature Review 

The literature review consists of two main parts described in earlier research: the saliency of pricing solutions and the different 

pricing strategies companies have at hand. In the former part, we provide a definition of solutions and establish general 

solution characteristics which then fall into implications for pricing solutions. In the latter part, we distinguish between cost-

plus, market- and value-based pricing. The chapter is ended with a section of how the different areas are linked together and 

how they relate to our research questions. 

3.1 Solution Pricing 

Many large companies are acknowledging that the traditional structures and capabilities have to be 

changed and adjusted on an ongoing basis when entering the markets of solutions. This includes changing 

the entire company mindset towards customers (Davies, et al., 2006). Studies under the topics of solutions 

can be thought of as small and emerging research streams (Tapio Salminen, et al., 2014), which 

occasionally lack coherence (Nordin & Kowalkowski, 2016). Despite this scarceness, we describe some 

common ground in many of the studies relating to solutions and the subarea of solution pricing.  

3.1.1 From components to true solutions 

There are several different definitions and types of solutions described in literature, which are not 

exclusively termed “solutions” (Nordin & Kowalkowski, 2016). We have confined ourselves to the 

definition of Evanschitzky, Wangenheim and Woisetschläger (2011) which is recurring in literature but 

with minor alterations. They state that solutions are customized offers for complex problems designed 

with an internal dynamic, which as a whole offer more value than the sum of the components included. 

This definition accounts for three important aspects of solutions from literature, as brought together by 

Sharma and Iyer (2011): solutions demand a high degree of integration of the components and services 

included, the solution offering is customized and solutions need to be of more value than the sum of the 

components and services included. 
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The importance of being able to define a solution has to do with the fact that the supplier needs to know 

what type of offering it is supplying (Roegner, et al., 2001). The supplier should be aware of the degree of 

customization and technical integration in order to move from a bundle of products to an integrated 

package.  These two elements do not just hold a package together, but determine the additional value for 

the customer (Johansson, et al., 2003). In a broader sense, a supplier can range from component specialist 

to true solution provider. A true solution is defined for a specific customer need, as explicated above, as 

oppose to finding another application for an old product. This means that a solution is not the same as a 

mere bundle of products, which offers no added value to the customer (Roegner, et al., 2001). The 

solution pricing imperatives for different types of packages are summarized in Figure 1. 

The solution provider needs to have coverage for the costs of integration but also the costs of 

understanding the customers’ specific needs, the development of solutions and the organizational 

adaption in order to solve customer specific issues (Johansson, et al., 2003). Several authors emphasize 

that the value of a solution is the greatest when the customer is unable to unravel the solution and thus 

being able to break it down into components. If the customer actually is able to break down the solution 

into components, then there is a risk that the customer perceives the solution as bundle of products which 

is difficult to charge a premium for (Johansson, et al., 2003) (Roegner, et al., 2001).  

Stremersch and Tellis (2002) argue that bundling can be divided into price bundling, product bundling or a 

mix between these two. Price bundling refers to when the integration of products does not create any 

additional value for the customer and consequently the customer expects a price discount on the bundle 

for buying several products or services from the same supplier. In other words, when the degree of 

Figure 1. Solution pricing imperatives depending on 
type of offering.  

 

Source: Reworked from Sharma and Iyer (2011) 
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technical integration is low but there is a high a degree of commercial integration the customer is not likely 

to pay the premium charged by the provider (Stremersch & Tellis, 2002). When the degree of technical 

integration is high and the degree of commercial integration is low the customer will likely perceive it as a 

mere product bundle (Johansson, et al., 2003) (Sawhney, 2006). Roegner and Gobbi (2001) state that the 

complexity of solution pricing is evident when the degrees of both technical and commercial integration 

are high. They further argue that it is therefore essential to understand the customer’s value perception of 

the solution when pricing it. 

The economics of a solution is vastly different compared to those of a single product since there are 

higher degrees of both technical and commercial integration involved. Higher levels of technical and 

commercial integration will increase both costs and risks for the provider. Higher costs mean that solution 

providers need to know whether offering solutions will enable them to charge a premium, generate 

business and make larger deals. Longer sales cycles result in a need to change sales teams and selling styles 

since larger deals involves more stakeholders that must be persuaded. The initial activities of configuring 

the solution may be substantial and if there are several business units involved in packaging that solution, 

the need of cooperation will increase interaction costs (Johansson, et al., 2003). In contrast, components 

specialists are only obliged to offer products at competitive prices while solution providers need to 

combine the solution products and services in a way that is more efficient than competitors’ offerings. 

One example of that is involving third party products or services in order to raise the value of the solution 

(Johansson, et al., 2003). 

3.1.2 Sources of Value 

The explanation for the trend of customized solutions can be found by studying the value for both 

customer and provider (Sawhney, 2006). Sharma and Iyer (2011) conclude that there are four main 

reasons for this trend. The first reason is that a provider faces tough competition and decreasing profits 

(Sharma & Iyer, 2011), while solutions can capture higher value and thereby higher margins (Mathyssens 

& Vandenbempt, 2008). The second reason is that customizing offerings in terms of solution costs much 

less than designing and providing custom products individually and enable each of the solution offerings 

to be designed into a unique configuration for each customer. The third reason is that these customized 

configurations are less easily imitated since they include specific applications of the seller’s capabilities 

(Davies, et al., 2006). The fourth reason is that solution providers can offer a wider range of customized 

solutions to not only a larger number of markets, but also providing for other applications within the same 

customer firm (Sharma & Iyer, 2011). Johansson, Krishnamurthy and Schlissberg (2011) state that the 

stakes for a solution provider is higher than for a component specialist, since they are not only responsible 

for product performance but also business outcomes. However, the benefit of managing higher risks is 

that customers prefer to have a single supplier held responsible rather than several in case of a fault. 

Solutions are valuable since they are intended for achieving results and are of value for a rather broad base 

of customers. Generally, providers offer solutions when they are able to solve a problem using their 
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expertise and occasionally a proprietary method. This implies that the providers need deep insights into 

the customers’ industry and business in order to create integrated and customized solutions, which is 

perceived more valuable than the second best alternatives. The focus on results in the solution business 

creates opportunities for pricing according to business value provided to the customer (Johansson, et al., 

2003). 

3.1.3 Pricing Implications 

As mentioned above, solution providers can earn greater margins than companies supplying components 

or mere bundles, since the value of the solution exceeds the value of its individual components. This 

implies by definition that the margins of the individual components are not transparent. However, the 

complex nature of solutions makes the value to the supplier and customer difficult to quantify which 

includes deciding on a price and a price structure, i.e. a one-time lump-sum or a series of payments. 

Consequently, many suppliers employ a simple adding up of component prices which can both result in a 

discount on the solution rather than premium, or in some other cases, it becomes clear after the solution 

has been offered that it has a higher asking price than what the customers find reasonable (Roegner, et al., 

2001).  

Roegner and Gobbi (2001) suggest five steps for extracting the highest premium for solutions which 

preferably are dealt with long before a solution has come to market: market assessment, identifying the 

solution, calculating the premium, deciding on a suitable price structure and communicating the value of 

the solution to the customers. The first four steps are further explicated below while we deem that the 

fifth step is out of scope for this study and therefore excluded: 

1. Market assessment deals with market segmentation based on what market segments that have a 

need for a solution and that will enable extraction of a premium price. This is needed since not all 

market segments will need a true solution, but some will prefer a supplier that provides a range of 

components, while others want a mix of both solutions and components. The challenge then 

turns into deciding what type of supplier role that is needed in order to meet market needs 

(Roegner & Gobbi, 2001). 

2. The identification of the solution refers to designing a solution that customers will value. The 

solutions provider must decide on a trade-off between customizing packages to individual 

customers and the repeatability of the solution in order to meet the needs of a sufficiently broad 

base of customers. In other words, the solutions provider needs to balance its capability with 

customer need. The resulting targeted market segment will then value the solution enough to 

enable the solutions provider to charge a premium (Roegner & Gobbi, 2001). 

3. The calculation of the premium that the customers are prepared to pay for the solution are based 

on the factors mentioned in the Sources of Value section. Solutions providers must estimate the 

amount of value than can be generated and extracted from the solution, the amount of customers 
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in the targeted segment which will buy the solution, the development costs and supplier-specific 

risks (Roegner & Gobbi, 2001). 

4. Deciding on a suitable price structure involves developing a model which will capture the entire 

value of the solution over the life of an account. An important building block of any pricing 

model is the customer’s method for paying for the solution and the way in which the value is 

delivered by the solution provider to the customer (Roegner & Gobbi, 2001). 

Even though research points to more customer-centric ways of pricing solutions than the traditional 

pricing strategies, new pricing strategies have a very low penetration. This is because the pricing strategies 

are enforced by customers, which makes it difficult for the supplier to change the pricing setting. One 

study has shown that suppliers were unable to change their pricing strategies since their competitors 

undermined the change by providing the customers with the pricing format they wanted. In the same 

study, no solution was found that had such a high technical integration so that it could not be unbundled 

and thereby negotiated component by component by the customer (Sharma & Iyer, 2011). This finding is 

underpinned by the fact that rather few solution providers are able to recapture their cost of capital and 

even fewer are able to charge an adequate premium for the solution (Roegner & Gobbi, 2001). 

3.1.4 Summary of Solution Pricing 

There are three important aspects of solutions from literature: solutions demand a high degree of 

integration, the offerings are customized and solutions need to be of more value than the sum of the 

solution components. In order for the solution provider to be able to charge a proper premium, they need 

to know what type of offering they are providing. The largest premium can be achieved when both the 

levels of technical and commercial integration are high. When such high levels are achieved, a simple add-

up of component prices does not reflect the value of the solution. Solution providers should instead focus 

on the value incurred in the customer firm when pricing a solution. However, this state of high levels of 

integration is rarely achieved in practice. 

3.2 Pricing Strategies 

Setting prices can be one of the most profit-sensitive decisions that companies can make (Baker, et al., 

2010) and by pricing correctly the profitability can be greatly enhanced (Kohli & Suri, 2011). Despite the 

advantages that can be gained through pricing a lot of companies resort to cost-based pricing strategies 

even though basing the prices towards customers on costs may be highly erroneous (Andersson, 2016) 

(Baker, et al., 2010) (Jensen, 2013). There is also the risk that it may not reflect what the customer is 

prepared to pay for the products based on how they are valued from the customer’s point of view (Baker, 

2006). In general, pricing literature distinguishes between three different pricing strategies: cost-plus based 

pricing, market-based pricing and value-based pricing (Dorward, 1987). Rapaccini (2015) provide evidence 

from multi-case based research that the three pricing strategies can coexist in servitised companies. These 

three pricing strategies are further described below. 
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3.2.1 Cost-Plus 

Cost-plus pricing is a fundamental pricing strategy that is based on calculating the total cost of a product 

or service by determining all the costs related to said product or service. In addition to the associated costs 

there is an additional amount added either as a standard mark-up for each product or service or there is a 

percentage based amount related to the desired return on investment by the company (Andersson, 2016) 

(Baker, et al., 2010) (Corsi & Dulieu, 2008) (Dolgui & Proth, 2010) (Schneider, 1985) resulting in a 

variable amount dependent on the total cost for each product or service. 

Due to its simplicity there have been several studies that have indicated a widespread usage of cost-plus 

based models throughout a number of industries over a large time span (Hanson, 1992). The logic that in 

order to stay profitable a company should cover its costs is one of the strengths in using a cost-plus based 

pricing strategy, letting a price exceed the costs for a specific product or service should rationally result in 

positive net revenue (Andersson, 2016) (Indounas, 2006) (Morris & Calantone, 1990). Despite meeting 

some criticism that costs cannot determine a product’s or service’s price (Baker, 2006) (Kohli & Suri, 

2011) (Nagle, et al., 2014) (Morris & Calantone, 1990) it has been shown that cost-plus can work in 

practice and be profitable if a company is producing something of value for their customers even though 

cost-plus is not a profit maximizing pricing strategy (Baker, 2006). 

The basic principle of cost-plus is as stated to calculate all the costs that are related to the product or 

service towards the consumer. The total cost build-up for a product is split into flexible costs which are 

costs related to how much a resource is used and common costs that are unaffected by how much a 

company uses the resource (typically overhead costs and other indirect costs (Kaplan & Atkinson, 2014). 

In order to arrive at a price there is also a margin added to the cost build-up that can be split into gross 

margin and net margin. The gross margin of the specific product or service incorporates various 

percentage based costs such as a risk factor that is applied in order to cover the eventuality that the true 

costs exceeds the calculated costs as well as overhead costs split up over products or services (Andersson, 

2016). When the costs and the gross margin have been summed up the company reaches a price that can 

be somewhat adjusted in order to meet the customers’ needs (Andersson, 2016) (Baker, 2006).  

Calculating cost build-up 

In order to calculate the break-even levels, for which the profit margin of the company would be zero, all 

costs must be known (Corsi & Dulieu, 2008). The costs associated with the different products or services 

can however be of varying character and can be split up into committed costs and flexible costs where 

typical flexible costs are related to the manufacturing or procurement of the product or service such as 

cost of raw material and cost of labor.  

To achieve a correct cost build-up, companies tend to use an average standard cost for the product. Using 

the average cost can be highly erroneous as it may not reflect the cost of the product when it is produced 

or delivered but is rather based on previous data that may be out-of-date. Further complicating the cost 
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build-up is the necessity of performing cost analysis that showcases what the initial cost estimates of the 

performed product or service was and comparing them to what costs where actually reached at the closure 

of delivery towards the customer (Andersson, 2016) (Baker, et al., 2010). Not only would this affect what 

the average standard cost would be considered to be but it would also affect the resulting net margin. 

Consider a case where an allocated risk of seven percentages does not fall out and where the costs as a 

result would decrease; this would generate an additional income instead of adding to the cost build-up 

(Andersson, 2016). 

Depending on the type of product category the usage of cost-plus as a pricing method can be more or less 

appropriate to use in practice. To illustrate how the applicability of cost-plus can differ between product 

groups two concrete examples will be shown in Figure 2 one for a manufacturing company and one for a 

software company. For a software company the flexible costs for the products are almost entirely 

dependent on the fixed cost for the software, that in turn consists of the development cost for the 

software. The flexible cost related to distribution and manufacturing of additional volume of the product 

is negligible (Clough & Kittlaus, 2009). In the case of manufacturing a physical product there would be 

additional flexible costs associated with the production such as raw material being used, labor costs in 

production and electrical power to enable production that a company can vary in order to meet the 

demand of its customers (Kaplan & Atkinson, 2014). 

In order to take into account any unseen cost that may incur in conjunction with delivering the expected 

product or service towards the customer it is necessary to consider the risk of costs exceeding the total 

cost build-up (Baker, et al., 2010). Reflecting the risk in the cost build-up of the product or service can be 

achieved by adding a risk premium that is percentage based. When using percentage based risk factors the 

risk percentage number can be decided by establishing the corresponding project risk for example low, 

moderate or high represented by an increasing risk premium (Baker, et al., 2010).  

Figure 2. Example of flexible costs for a software and 
manufactured product 
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If the company in question performs a cost rationalization of performing the project, this would lead to a 

decrease in flexible costs but applying the same risk factor to the cost build-up would result in the total 

risk cost declining even though the risk of performing the project could actually be equally high. As such 

there is a need to highlight what the actual project risk and add that amount to the project.  

Margin add  

One of the standard methods of reaching an end consumer price is to routinely add a standard 

organizational margin that generates a predetermined return on investment (Andersson, 2016) (Baker, et 

al., 2010) (Corsi & Dulieu, 2008), for example if a company wants 25 percentages return on investment 

this would result in percentage based multiplication of 1.25 times the total cost.  The other being to add a 

standard item based mark-up on the full cost of the product (Hanson, 1992). 

Establishing the full cost for a product may be difficult as there can be unknown risks associated with the 

product or service that is to be delivered as mentioned earlier which may cause costs to be greater than 

previously considered. In the case where additional costs have been added, for example, through indirect 

costs or risk premiums, the overall price towards the end consumer is increased as well as a result through 

the application of the same standard margin (Andersson, 2016) (Baker, et al., 2010). 

To fully take advantage of cost-plus, companies can work with differentiating their margins based on a 

wide variety of characteristics such as the size of the product or service, the intensity of the competition or 

customer satisfaction with previous products and services. Deliberately working with differentiating the 

margins can enable the company to charge a price premium (Baker, et al., 2010) compared to their 

competitors based on how they choose to spread out the margin over the product groups in the product 

or service (Andersson, 2016). One of the factors that should be taken into account to achieve more 

accurate pricing is also what the value is for the specific customer that is being offered as well as other key 

deal characteristics that may incur (Baker, et al., 2010).  

As can be seen in Figure 3 the entire cost build-up has been expanded with a target margin based on the 

wanted net margin of a company. Linking to the previous example in where the project risk has been 

added to the cost build-up and where we explored the concept that project risk does not alter based on 

cost, if that would be the case that the overall price exceeds what the customer is willing to pay then there 

Figure 3. The complete build-up of product or service price. 
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would still be potential to sell to that price if the project risk is based on costs alone. The result would be 

that for this specific case, in which the project risk is applied to a larger cost build up, the risk in absolute 

numbers exceeds the actual project risk and should instead be considered part of the net margin. 

Basing Prices on Costs 

Due to the complexity of estimating costs for custom configured offerings spanning a wide range of 

product categories and services there is a high risk that the price estimates that are given towards the end-

consumer are flawed (Andersson, 2016) (Baker, 2006). Consider the following example: a company bases 

its costs on the world market price for a given raw material. If the company uses cost-plus the target 

margin of the company will be added to the cost build-up reflected by the world market price as part of 

the direct material costs of the product. Then some indirect costs will be added to the standard cost of the 

product based on a percentage and category of indirect costs, for example overhead costs and material 

handling costs. Should the world market price start to fluctuate, the cost-build-up will reflect this turn of 

world market price leading to an absolute higher, or lower, price even though the process in handling the 

materials and the overhead may very well still be the same (Andersson, 2016). 

This showcases one of the flawed rationales of using percentage based cost-plus reasoning. Should the 

company overestimate its costs, like in the example used, there will be an effect towards the end consumer 

that results in a higher end price, which may ultimately lead to the loss of sales volume as the market is not 

prepared to pay premium for the unexpected price increase (Andersson, 2016) (Baker, et al., 2010). The 

same logic can be used in the reverse case, should the world market price decrease it would be reflected in 

the price as it would be lowered even though the costs are actually the same which would ultimately lead 

to unprofitable sales of products, services and offerings that are related to the perceived cost decrease 

(Andersson, 2016) (Baker, et al., 2010). 

Furthermore, there are shortcomings of cost-plus that depend greatly on the type of product or service 

offered towards the end consumer. Using the example showcased throughout the section with the 

software company it follows: as previously the development cost of the software consists of 1 million 

USD and now we will have three scenarios in which the estimated sales volume consists of 100, 10 000 

and 100 000 licenses sold. The equations shown below will illustrate how the sales price will vary with the 

number of units sold and using an arbitrary gross margin of 20 percentages. 

𝑆𝑐𝑒𝑛𝑎𝑟𝑖𝑜 1: 𝑃𝑟𝑖𝑐𝑒 =
𝑇𝑜𝑡𝑎𝑙 𝐶𝑜𝑠𝑡

𝑇𝑜𝑡𝑎𝑙 𝑉𝑜𝑙𝑢𝑚𝑒
∗ 𝐺𝑟𝑜𝑠𝑠 𝑀𝑎𝑟𝑔𝑖𝑛 =

1 𝑀 𝑈𝑆𝐷

100 𝑈𝑛𝑖𝑡𝑠 𝑆𝑜𝑙𝑑
∗ 1.2 = 12 000 𝑈𝑆𝐷 

𝑆𝑐𝑒𝑛𝑎𝑟𝑖𝑜 2: 𝑃𝑟𝑖𝑐𝑒 =
1 𝑀 𝑈𝑆𝐷

10 000 𝑈𝑛𝑖𝑡𝑠 𝑆𝑜𝑙𝑑
∗ 1.2 = 120 𝑈𝑆𝐷 

𝑆𝑐𝑒𝑛𝑎𝑟𝑖𝑜 3: 𝑃𝑟𝑖𝑐𝑒 =
1 𝑀 𝑈𝑆𝐷

100 000 𝑈𝑛𝑖𝑡𝑠 𝑆𝑜𝑙𝑑
∗ 1.2 = 12 𝑈𝑆𝐷 
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It can clearly be seen that in such a case there is going to be a wide fluctuation in the price set for the 

software dependent on what the estimated sales volume is going to be in order to arrive at a target gross 

margin of 20 percentages. For product groups that have a small unitary cost and large shared development 

cost it is as such not appropriate to use cost-plus when setting price levels. 

3.2.2 Value-based pricing 

Many companies are starting to recognize the down-falls of the traditional pricing strategies, such as cost-

plus pricing. The problem with most of the traditional pricing strategies is that they do not reflect market 

conditions in a good way (Nagle, et al., 2014). Liozu and Hinterhuber (2012) confirm this difference 

between pricing strategies through a minor case study where companies operating on value-based 

principles rely on formal market research, scientific pricing and expert recommendations. The experience 

from companies using other pricing orientations in the case study was that they rather relied on experience 

and intuition. Consequently, a pricing responsibility shift is occurring from the financial managers to the 

product managers. This shift is in line with value-based pricing, which is based on the notion of perceived 

customer value and that sales and marketing surely lies closer to the customer. Unfortunately, this shift 

may in practice increase the focus on short-time profits and sales objectives rather than the perceived 

customer value (Nagle, et al., 2014). 

Key Elements for Pricing Decisions 

Hinterhuber (2004) states that the pricing decisions are best made based on the strategic triangle by 

Ohmae (1982). The strategic triangle is composed of three components; customers, company and 

competition. Thus, the pricing decisions should be analyzed on the basis of each of those three 

components, in order to make informed pricing decisions. The first component, i.e. customers, takes into 

account the different sources of economic value of a product. The second component, i.e. company, is a 

means of capturing the internal perspective of the company in regards to the price structure.  The third 

and last component, i.e. competition, is about knowing the trends of competition concerning pricing, 

product offerings and strategies and the resulting effect on profits. 

Economic Value to the Customer 

Though there are numerous definitions on the concept of economic value to the customer, there are 

mainly two streams of interpretations. One stream in the research is that customer value equals the 

difference between perceived benefits and sacrifices. In practice, this is the same as “consumer surplus”, 

which occurs when the customer’s willingness to pay exceeds the market price. The other research stream 

defines customer value as the maximum price a customer is willing to pay for a certain product, which is 

the same as the price that makes the customer indifferent between buying and not buying the product. 

This definition coincides with the microeconomic concepts of “reservation price” and “use value”. The 

main difficulty in applying the second definition is that the market price is bundled into the concept, 

which means that the economic value is dependent on the market price and not solely on customer 

perceptions of the product and consequently changes as the strategy does. To examine different pricing 
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strategies there is a need to define the economic value, which should be independent of the price.  

However, relying solely on customer perceptions when estimating economic value to the customer is likely 

to be dead-end (Hinterhuber, 2004). 

Nagle, Hogan and Zale (2014) suggest another approach to economic value to the customer which 

incorporates the best product alternative.  Based on this line of thought economic value to the customer is 

defined as the reference value, i.e. the customer’s best alternative, added to the value of what differentiates 

the offering compared to the best alternative, the last part being the differentiation value. This definition 

focuses on the “received value” of the product which is the experience given to the customer by the 

product in comparison to the “desired value” of a product which is what the customer wants from the 

product (Flint & Woodruff, 2001). Forbis and Mehta (1981) highlights the importance of choosing an 

adequate “reference product” for reflecting the best or second best choice for the customer. When 

competition takes the form of a single aggressive competitor the choice of a reference product should be 

obvious. However, if the competition is rather stable, then it might be necessary to calculate the economic 

value to the customer against each of the competitive offerings. Forbis and Mehta (1981) suggests 

determining the economic value to the customer by subtracting the start-up costs and the post-purchase 

costs from the lifecycle costs of the reference product and lastly adding the incremental value: 

𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑐 𝑉𝑎𝑙𝑢𝑒 = 𝐿𝑖𝑓𝑒𝑐𝑦𝑐𝑙𝑒 𝐶𝑜𝑠𝑡𝑠 − 𝑆𝑡𝑎𝑟𝑡𝑢𝑝 𝐶𝑜𝑠𝑡𝑠 − 𝑃𝑜𝑠𝑡𝑝𝑢𝑟𝑐ℎ𝑎𝑠𝑒 𝐶𝑜𝑠𝑡𝑠 + 𝐼𝑛𝑐𝑟𝑒𝑚𝑒𝑛𝑡𝑎𝑙 𝑉𝑎𝑙𝑢𝑒. 

The lifecycle costs of the reference product comprise of the products purchase price, start-up costs and 

post-purchase costs. The start-up costs equal the initial costs not included in the purchase price which can 

be costs for altering the provider’s current system on behalf of the product. The post-purchase costs are 

costs attached to the product once it is use, such as maintenance and repair. The incremental value 

corresponds to the difference between the money value of the product to the customer and the money 

value of the reference product.  

A rational purchase decision does not solely rely on the economic value to the customer – there is also a 

factor of perceived fairness which influences the purchase decision. The perceived fairness is basically 

determined by the difference between the purchase price and the internal reference prices. The internal 

reference price is the price level determined by the customer that reflects what the customer perceives to 

be fair for a certain product or service category. This means that even though the customer might be fully 

aware of the economic value the customer may still label the deal as unfair because the supplier is 

perceived to try in capture the near totality of the benefits of the offering by charging high prices 

(Hinterhuber, 2004). 

Forbis (1981) argues that analyzing the economic value to the customer is helpful in determining why 

some customers value a product more than others as well as quantifying why. Nagle, Hogan and Zale 

(2014) divide the economic value to the customer into “monetary value” and “psychological value”, which 

are determined separately since they require different quantifying methods. Monetary value corresponds to 
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the sum of cost savings and profits a customer gets from purchasing the product, while psychological 

value refers to the satisfaction the product creates for the customer. Nagle, Hogan and Zale (2014) further 

suggests that in order to quantify both the monetary and psychological value the next step after finding 

suitable reference prices is gaining an understanding of customer value drivers and turning those into 

quantified estimates for grounding pricing decisions. Monetary value drivers are already quantitative, 

therefore, qualitative research methods can allow for a rich understanding of the customer’s business 

model. Psychological value drivers are not quantitative and require sophisticated qualitative methods, such 

as conjoint analysis (Nagle, et al., 2014). However, the intangibles covered in the psychological value 

drivers are not normally as important in business-to-business contexts as in consumer products although 

not to be underestimated. Intangibles such as brand name and financing terms may still play an important 

role when determining the value to the customer (Forbis & Mehta, 1981). 

Several researchers suggest that even though the reference product and the application of the offering is 

the same, the economic value to the customer is likely to be different for different customers (Forbis & 

Mehta, 1981) (Hinterhuber, 2004). Customers will derive value differently from their reference products 

which concludes to differences in post-purchase costs and/or incremental value. Ultimately, this results in 

characteristics of the customer or the application of the offering (Forbis & Mehta, 1981). Certainly these 

characteristics can vary immensely depending on the situation, but Forbis and Mehta (1981) account for 

four variables which they deem to have been repeatedly important: “intensity of product usage”, 

“geographical scope of usage”, “growth in the customer’s business” and “the nature of the application”.  

Price Structure 

After understanding the value creation for different customer segments, the following step in deciding on 

a pricing strategy is creating a price structure. The simplest price structure is a price per unit, which is 

suitable for commodity products and services (Nagle, et al., 2014). Hinterhuber (2004) describes the “cost-

volume profit analysis” as a simple, yet effective, tool for determining whether a price change can have 

any positive effect on the company profitability. For low-margin products a price requires rather large 

volume increases in order to affect the profitability positively. High-margin products, however, are 

sometimes more likely to affect the profitability positively in case of a price increase.  That is, if the 

resulting volume decrease is limited to a certain amount.  

Nagle, Hogan and Zale (2014) refer price structure to determining how to most profitably capture margin 

as well as volume. The simple price structure mentioned above is almost never suitable in practice. It is 

instead argued that managers must realize that the profit potential lies in the differentiation of the product 

and creating a structure of prices that corresponds to the customer segments in terms of difference in 

economic value and cost to serve. The purpose of the price structure is to decide on the trade-off between 

high volumes and low prices and low volumes and high prices. The authors describe different mechanisms 

for driving profitability in a segmented price structure where different prices are charged for different 

types of customers. One mechanism is about determining the units which depict “the terms of exchange” 
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or in other words what the customer will receive per unit price paid. Another is fixed criteria that a certain 

type of customer must fulfill in order to qualify for some specific price. These criteria enable a company to 

have different price levels for customers in different segments using the same terms of exchange. 

Competitive Reference 

Hinterhuber (2004) describes several dimensions of competitive analysis which should be taken into 

consideration when building the pricing strategy: entry barriers, price trends in the market, competitive 

strategies, information about distribution channels, reference values for customer groups and perceptions 

of what the likely reaction of a price change will be. Reference values for customer groups refer to the 

criticality of obtaining information about reference values among different customer groups. The 

importance of having reliable information about reference values is based on the definition of economic 

value described above. Forbis and Mehta (1981) state that if a product is marketed to several different 

types of customers and/or has different applications there is a high probability that the product has 

different economic values.  

Prerequisites for Pricing Based on Value 

Companies using value-based pricing generally focuses on developing internal capabilities in market 

research, pricing research and proprietary tools in order to quantify customer value. The internal 

capabilities of these companies are often much more sophisticated than those of companies working with 

either cost-plus pricing or market-based pricing. The main quality of developing these capabilities is that 

they help remove elements of intuition in the price setting process which are recurring in companies that 

rely on cost-plus or market-based pricing (Hinterhuber, 2004). Baker, Marn and Zawada (2010) state that 

while it is not feasible to conduct market research for every product or service in a large product or service 

portfolio there are companies which successfully focuses on the top products or services. The rest of the 

product or service portfolio is then managed using simple rules. Products or services which are more 

profitable on the market are evened out in terms of price increases which together reflects a significant 

opportunity. 

3.2.3 Market-based pricing 

One of the shortcomings of cost-based pricing strategies are that they are unable to take into account the 

market which may lead to under- as well as over-pricing of specific products (Indounas, 2006). Kijewski 

and Yoon (1990) suggest that in order to price correctly there has to be a market-based performance-price 

analysis conducted to take into account how the product is perceived in the market place in terms of price 

versus performance as well as analyzing the competition in the market. When calculating different price 

points of a product there has to be attention given to how the market is going to react to those price 

levels. This includes how the customer is going to react as well as how any competitor might react to the 

new price points (Indounas, 2006). It is clear from the theoretical body of knowledge that despite what 

price levels are calculated there has to be considerations as to how competitors as well as customers are 

going to react to those price levels.  
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Despite the shortcomings of cost-based pricing strategies Baker et al. (2010) has highlighted the need to 

determine varying target margins (based on costs) depending on a number of different factors in the 

pricing strategy where the target market is one of them. In practice, this results in steering the price to a 

varying level dependent on, amongst others, what the target-market is considered to be. This allows for 

adjusting price levels for different kinds of markets and customers. Furthermore, Baker et al. (2010) and 

Jensen (2013) stress the need to be highly alert as to what the competition is pricing in the market-place 

and highlight caution in changing the price points as being responsive and taking pricing decisions that 

lower the price points can result in unnecessary price war and decreasing levels of profit for the entire 

market. It is necessary to understand how the customers perceive the value of the company’s offerings 

versus its competitors in order to price correctly, understanding what differs between the company and its 

competitors may generate insights as to how to design the offering and generate increased profits (Jensen, 

2013). As we can see from the body of literature other pricing strategies take into account market-based 

reasoning when deciding the price points for their products and offerings as mentioned above. However, 

as there exists risk for deteriorating price levels for an entire market, if solely basing prices on the current 

market levels (Jensen, 2013), there has to be considerations to other dimensions when using market based 

pricing. 

3.2.4 Summary Pricing Strategies 

Despite being used widely throughout industry due to the simplicity of the strategy, following the 

reasoning that covering costs with an organizational target margin should result in positive net revenue, 

criticism towards cost-plus pricing based on not taking into account what customers are prepared to pay 

remain widespread in the theoretical body of knowledge. Even though the usage may not always be 

optimal there have been cases where it has been used successfully by companies. In the literature there has 

been evidence that cost-plus can be used more efficiently by allowing for different margin steering 

dependent on what the value is for the customer as well as other key deal characteristics resulting on 

varying end prices for the customers. We have found that cost build up can vary heavily dependent on 

what type of product group cost-plus is being used on as well as the risk that it may not be completely 

accurate to use cost-plus in all circumstances. This should be reflected by taking into account how the cost 

of the product or service is created as well as allowing for the cost risk to be represented in the buildup. 

The shift towards value-based pricing in pricing literature relies heavily on the ability of value-based 

pricing to reflect market conditions. Pricing decisions are made on formal market research, scientific 

pricing and expert recommendations. The elements of pricing value-based can be divided into the 

economic value to the customer, the price structure and the competitive reference. The economic value to 

the customer includes estimating the value brought to the customer based on customer characteristics or 

the application of the offering. Determining a profitable price structure entails analyzing the price-volume 

trade-off in terms of profitability and gaining market share. Competitive reference is about analyzing 
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reliable information from the market and the competition in order to undertake an adequate pricing 

strategy. 

Basing prices solely on what the market levels for the product or service offered by the company might 

be, is usually an unsuccessful way of pricing as it may result in lower price points for the entire market. In 

order to achieve adequate pricing there has to exist some steering of the price levels based on the value for 

the customer, what the company’s product or service may add as a premium to the market price as well as 

reflecting that the price for customers may vary. This can be achieved by analyzing the product or service 

offering from a price/performance point of view which should reflect the value for the customers.  
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4 Current Pricing Strategy and Process at Ericsson 

In the fourth chapter, we more thoroughly examine the sales and proposal process at Ericsson from a central perspective using 

mostly the data from interviews with Ericsson employees at the two group functions Commercial Operations and IT Sales and 

Marketing. Thereafter, we go into the part of the proposal process in terms of pricing that involves the four different business 

units. We investigate factors such as price escalation levels, pricing strategies and general process directives. 

4.1 The Sales Process 

To fully grasp how the application of a top-down pricing strategy can be used within Ericsson and what 

the benefits might be from applying top-down pricing, it is important to understand the connection 

between the proposal process of the company, the sales process and what separates them. This is 

especially important as one of the aims of changing towards a top-down pricing approach would be to 

increase the reworking rate of a proposal in the sales process thereby increasing the responsiveness to the 

customers.  

The sales process aims to define what the existing business opportunities are for Ericsson by registering 

them into the existing Customer Relation Management (CRM) system that is used at Ericsson today. The 

system is used to classify what potential deals there are as well as altering them depending on what phase 

of the sales process they are currently in. In practice this means that a business lead is registered, altered 

and defined from the early stages of discussion with the customer until the needs of the customer has 

been specified, a proposal supporting the needs of the customers has been created, priced and delivered to 

the customer. 

The sales process is divided into three major phases for Ericsson; Lead, Engagement and Deal which are 

further broken down into sub-phases that describe at what stage the company is with their customers in 

the process, which is highlighted in Figure 4. Depending on which phase the deal has progressed to, 

different characteristics can be added to the deal in order to create an accurate deal material, for example 

in Nurture Lead the requirement would be to add a customer as well as an initial deal estimated value 

while in Create Proposal it would be required to add several inputs such as phases of the proposal, 

geographical regions, bill of material and so on, increasing the complexity the further the deal progresses 

through the sales process.  

Figure 4. The sales process divided into six stages. 
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The Lead phase consists of Qualify Lead and Nurture Lead. The first of these sub-phases is used primarily 

to register what potential sales opportunities the company has and specifying what type of customer as 

well as the potential estimated sales value might be in an early stage of committing with a customer. In the 

second phase further details are specified regarding at what point in time the deal initially should be 

delivered and what type of product area the deal is going to cover, for example which communication 

technology that should be delivered.  

Engagement can be divided into the sub-phases; Qualify Opportunity, Create Proposal and Negotiate & 

Close. Qualify opportunity aims to decide what kind of opportunity it is. This is done by dividing them 

into small track, fast track or full track depending on what type of customer, the deal size and how great 

the risk of the suggested deal is. The classification of the deal directly influences how much steering is 

needed for the deal; a full track requires greater attention from decision makers than what a small track 

does. The latter two will be covered in more detail in the next paragraph as it is directly tied to the overall 

aim of this thesis. The final phase of the sales process is Deal which consists of one sub-phase called 

Execute Deal in which the physical delivery of the project is being carried out. In terms of managing the 

deal in the CRM-system there is going to be relatively small activity in this phase as the initial lead will stay 

in this phase until it has been delivered, which can vary between months or several years.  

4.2 The Proposal Process 

Closely related and dependent on the sales process, the proposal process takes place in two of the 

previously mentioned sub-phases; Create Proposal and Negotiate and Close which are affected by one 

Sales Decision Point (SDP) respectively in order to advance in the sales process. The SDP determine if 

the sales process should progress and in that case how. They are illustrated as numbered squares in Figure 

4. The first sub-phase of the proposal process aims to create a proposal consisting of various types of 

products, services, software and support all dependent on the customer’s needs. Based on what the 

customer requires an initial bill of material is created encompassing all the previously mentioned 

components (Arbabi, et al., 2016). In the second sub-phase the proposal is negotiated and any eventual 

discounts are added to the proposal resulting in an agreed upon configuration and price for which the 

proposal is being sold. The resulting proposal will reach an initial overall price towards the customer based 

on what has been entered in the bill of material, what the price level of each individual item is as set by the 

business unit as well as any initial discounts offered towards the customer.  

At Ericsson there are several systems used in conjunction to ease the configuration of a proposal which 

are described in the following section. There are four different catalogues containing the various offerings 

of Ericsson. There is the product catalogue, Ericsson Configuration Portfolio (ECP), which includes all 

different physical products and product packages that can be chosen and configured in a proposal. There 

is the equivalent for ECP but for services, Costing and Scoping Tool (CAST), which allows for choosing 

and estimating prices for the services offered on a global as well as regional level when configuring the 

proposal. The prices of CAST are based on the estimated costs for the services and then a margin or 
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mark-up is added to arrive at the final price of the service. In addition to Ericsson’s products there are 

also a number of third party products that can be chosen when creating the proposal. These are listed in 

the third party products database. The final catalogue that is used in the proposal process the Customer 

Price List which encompasses deal specific products, software, services and product packages that are 

tailored to specific customers based on ongoing contracts and agreements. These customer specific prices 

are then reflected as lower price levels for products when compared to their global price levels. 

The catalogues are used in order to import the items needed to start creating the proposal corresponding 

to the wanted functionality of the customer. The items are then entered into the proposal-creating system 

Verdi in which the price for the overall proposal can be determined based on the price levels which can be 

found on the Global Price List (GPL) for each product in the proposal. Part of the functionality of Verdi 

is the proposal design which enables the proposal to be divided into different nodes and phases depending 

on the size of the agreed upon deal. In practice this enables Ericsson to see at what point in time a certain 

product, service, software etc. should be delivered and to which physical site it should be delivered 

(Arbabi, et al., 2016).  

When the overall price exceeds the customer’s expectation there is a need to be able to discount the 

overall price for the proposal (Grenninger & Jormelius, 2015). This can be performed in a number of 

ways for Ericsson today; through adjustment factors, through Incentives or through Unitary Discounts. 

The adjustment factors that determine the price levels for Ericsson’s offerings based on the chance of 

upselling, recurring sales, geographical location, deal size and risk. These factors are used for each specific 

proposal due to the fact that almost every proposal is unique. The adjustments made based on these 

factors will then determine acceptable price levels for each proposal. For the internal products in the GPL 

there is also a unique product ranking called price protection class (PPC) that varies on a four graded scale 

and that determines the level of strategic importance to Ericsson for that specific product. The central 

directive of the PPC is to protect the price levels of products considered to give Ericsson a competitive 

advantage over their competitors in the market. The scale is set on lettered scale between AA, A, B and C 

where AA denotes the most important products. 

Incentives are discounts that can be used for each specific contract and consists of a variety of lump-sum 

discounts, free-of-charge content and vouchers that can be used for future sales. The incentive discounts 

can be used on different nodes and levels within the proposal structure in Verdi making it possible to 

choose which parts of the proposals should be affected by the price decrease (Arbabi, et al., 2016). One of 

the benefits according to Singh (2016) when using incentives is that the discount is shown on a top level 

of the proposal which enables Ericsson to maintain the price levels on a unitary level apart from the 

discounts explicitly entered for specific products. This leads to a decreased expectation of low prices from 

the customers in regards to future sales as they do not see the discount as a continuous benefit but rather 

as a one-time discount for this specific proposal. 
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When working with pricing the proposals there exists levels of escalation depending on the price levels of 

the proposal. For the various PPC there exists a deviation for each product category and for the 

organizational unit, the higher the PPC ranking the lower the allowed deviation. The price managers have 

an allowed level of deviation for each PPC and product group and should they need to lower the price 

below that level they need to be approved by the senior staff at the business unit responsible for the 

product (Ludvigson, 2016). The usage of the PPC as well as the allowed deviation through the application 

of escalation levels enable the pricing managers to prioritize the products in a proposal and when a need 

arises to lower the prices the methods provides guidance as to which products should be adjusted. 

4.3 Business Units 

Ericsson is divided into four different business units that have responsibility for a varying range of 

products as well as product areas. The four different business units are responsible for managing the 

different product areas, how they are priced and what different levels of pricing may be accepted in a 

discounted proposal. The prices for the different products are set and reviewed in a six months’ interval 

and then stored in the GPL which can then be used for creating proposals towards the customers, as part 

of the GPL there are also prioritizations made for each product that is called a PPC that is supposed to 

reflect which products are commercially important to the Ericsson organization (Arbabi, et al., 2016). 

The four different business units are named Business Unit Support Solutions (BUSS), Business Unit 

Cloud and IP (BUCI), Business Unit Radio (BURA) and Business Unit Global Services (BUGS). The 

business units are the product owners in the company with an overarching responsibility for the various 

offerings of the company, as such the responsibility of creating the initial price for products, that is later 

used in the pricing of proposals. 

4.3.1 Business Unit Support Solutions 

BUSS is mainly focused on delivering software that is developed internally at Ericsson as well as software 

that is developed by third party providers. The software provided by BUSS is offered in both larger 

proposals as part of a solution including other business units at Ericsson as well as minor recurring 

proposals by established customers that only involve BUSS. Depending on whether or not the software is 

developed internally or externally there are different ways of pricing; price steering or cost-plus based 

pricing. Price steering, by which the price points are set in order to reflect competition, is used for the 

internal software and cost-plus for the external (Norlin, 2016). 

Pricing the offerings of BUSS is done using several different methodologies. In large solutions with 

multiple business units involved it is done using percentage based pricing of the entire solution offering. 

For example, if the entire deal estimate would be 100 then the pricing for BUSS could be 30 percent of 

the total deal value resulting in 30. The way in which the percentage is decided is dependent on several 

different factors such as which customer is being quoted, what market is being quoted, what the volume 

offered in the deal is as well as what part of the product lifecycle has been reached for this specific 
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software. These factors are part of determining the levels for the various software offerings that are also 

entered into the GPL used globally and adjusted every six months.   

One of the major components in determining price levels is the value for the customer. This is normally 

measured in terms of additional profit that can be made by the customers in using this specific software in 

comparison to what existing software is used, both by Ericsson internally as well as any competitors’ 

offerings that are prevalent on the market. The market factors are also taken into account by comparing 

what existing price levels are for similar offerings by competitors (Norlin, 2016). The pricing is decided by 

the product owners of respective software and it is in their best interest that the pricing levels are as 

accurate as possible in order to achieve as high profitability as possible for the respective products. As the 

software is evaluated once every six months there are possibilities to adjust the price levels if the price is 

found to be too high or low, this can generally be found in the market comparison as too high levels tend 

to indicate low throughput of sales numbers for the respective software (Norlin, 2016). 

In the proposal process there is one major method used in order to renegotiate price if there is a need to 

lower the price of the solution: lowering the price to a decided price level reached by applying a 

percentage based discount. This is done generically for all of the offerings at BUSS and is mostly decided 

by what price level is deemed as realistic in order to win the deal with the customer. When working with 

large solutions the discounts are applied equally to all product groups and there does not exist any 

prioritization between different product groups, the rule used is equal discounting for the components in 

the proposal. There are however special cases that require a lower price than usual and this is most often 

utilized when there exists a possibility to remove a competitor from a certain customer that is deemed as 

generating additional revenue or reputation in the marketplace. These cases however require thorough 

analysis of the business cases (Norlin, 2016). 

4.3.2 Business Unit Cloud and IP 

Working with Cloud and IP, BUCI is focused on managing and offering diverse sales within the fields of 

networking functions, networking analytics and control, IP Routing among others. Within these fields 

there are multiple product groups that are offered, hardware, software as well as support covering a widely 

diverse portfolio. Depending on the type of product category there are various pricing strategies used 

today, for hardware it is more margin-centric while for software it is more based on what the value 

towards the customer is and how Ericsson can quantify this value (Svanström, 2016) . 

Pricing towards the consumers encompasses a wide range of factors that enables BUCI to price their 

offerings correctly. The main factors used today for the product groups, that are priced on the basis of 

value for the customer are: the quantifiable value for the customer (this varies but often it is measured in 

terms of cost savings for the customer) as well as what level of commercial importance the product has 

according to the PPC. The pricing strategy for the hardware is based on cost-plus where a margin is added 

on top of the cost-base in order to make sure that a positive result is reached for the products. These 
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prices are however adjusted as part of the GPL updates in order to thoroughly reflect any market 

conditions that are prevalent for respective market segment so that the prices reflect the competition 

(Svanström, 2016). 

The prices that are entered into the GPL are based on the pricing strategies mentioned however as there 

exists escalation criteria, there has to be an analysis conducted of the respective business case in order to 

arrive at a correct price when an escalation is required. In such cases there are also adjustment factors 

dependent on which customer the proposal is designed for, the amount of recurring sales that will be 

available as well as the potential upselling etc. The final prices arrived at can then be used in order to 

create relevant data for that specific product in that specific region, allowing for adjustments based on 

how well the product is received (Svanström, 2016).  

4.3.3 Business Unit Radio 

BURA offers Ericsson’s customers the functionality of enabling different types of telecommunications 

technologies. The technologies offered are among others GSM, WCDMA, LTE and working with 

establishing fifth generation (5G) telecommunications. This is done by offering both the hardware and 

software required for physically enabling as well as managing the telecommunications network. Apart 

from outdoors telecommunications technology various indoor solutions are offered as well as controller 

nodes that support GSM and WCDMA (Williamson, 2016).  

The prices that are established by BURA are mainly based on the value offered towards the customers. 

For each product there is a separate value-analysis conducted in order to analyze what the actual value for 

customers are in terms of cost savings and rationalization for the carrier. In the cases where there already 

exists a product on the market that is supposed to be replaced or augmented a comparison is made to 

what the difference in incremental value is for the customer, which is then added to the current pricing 

levels. As part of the initial value analysis there are considerations taken that involve analyzing the market 

for the product whether or not there is a need from the customers that the particular product might fill 

and in such a case what the value for that product would be. Additional care is taken to acknowledge for 

how long it is believed that the product will exist in the marketplace as it will affect the price level of the 

product. These three different factors are analyzed as part of the product lifecycle management process at 

BURA that indicates what the starting price level of the product will be (Williamson, 2016). 

It is however not clear how a prioritization of the various PPC is taken into account at the business unit. 

One of the main contributing factors is how well the product is considered to be in terms of appreciating 

whether or not the product is easing the possibilities to achieve a price premium compared to Ericsson’s 

competitors. Such products are to be considered high priority products resulting in a AA classification at 

BURA (Williamson, 2016). 
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4.3.4 Business Unit Global Services 

BUGS provides Ericsson’s customers with services in the areas of Consulting and Systems Integration, 

Managed Services and Product Related Services such as Network Roll-out, Customer Support and 

Broadcast Services (Ericsson, 2016).  BUGS service portfolio can be divided into Customer Support, 

Network Roll-Out (NRO), NDO (Network Design and Optimization), MS (Managed Services), CSI 

(Consulting and Systems Integration) and I&S (Industry & Society). Customer Support refers to ongoing 

contracts that are negotiated with the customer every or every third year and represent a large part of 

Ericsson’s total income (Blomquist, 2016). NRO includes the whole process from selection of resources 

to quality follow-up, while NDO relates to ensuring that the network has the proper functionality in order 

to handle high-levels of data traffic. MS is a way for the customer to take less responsibility of operating 

the network and thereby reduce its total cost of ownership. CSI includes for example helping the 

customer to manage a solution during its lifecycle or planning required changes to the customer’s 

operations. I&S refers to intelligent systems in markets such as utilities, transport and public safety  

(Ericsson, 2016). 

BUGS applies market-based pricing to many of the standardized service offers, for example for Customer 

Support services. Customer Support services are priced based on market due to the high level of 

repetitiveness which allows comparison between Ericsson’s different selling regions and competitors. The 

market-based pricing includes benchmarking of earlier contracts from the ten regions in order to decide 

on an initial price of the service. The initial price of Customer Support services is adjusted to every deal 

through volume discounts and market factors in order to arrive at an approximate market price. In the 

future, BUGS intends to use the same approach on NRO services which is less easy to benchmark 

because of the lack of reference points. However, even though the service as a whole cannot be 

completely fitted into a standardized scope, there are still key parts which are independent of for example 

the geographic location and therefore allows for comparison of other deals and markets (Blomquist, 

2016). 

The unit also handles spare parts as a part of certain services, such services are Customer Support, NRO 

and NDO which always includes sales of spare parts. These spare parts are either sold separately to the 

customer or they are integrated into the contract guaranteeing the customer availability of spare parts. 

Currently, BUGS intends to submit all 6 000 spare parts into GPL. Previously, the spare parts have been 

priced once during the entire product lifecycle. In connection to the submitting of spare parts in GPL, the 

spare parts have been categorized and priced depending on where a certain spare part is in the product 

lifecycle. Even so, when a proposal is discounted, BUGS rather gives away spare parts than for example a 

one-year contract of a certain service which is likely to be worth more. This way, only the cost of the spare 

part hits Ericsson internally. To the large extent, Ericsson tries to have the same price on equal products, 

but depending on the deal the price may vary. For example, the price of spare parts and the same product 

in a one-time off expansion should have the same price to not create any internal competition, but if there 
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is a deal which will help in taking market share the margin of the products should not be the same. Instead 

the price should vary with the lifecycle of the customer (Blomquist, 2016). 

MS and CSI are both very local and customer-specific and are consequently priced using one-time off 

business cases. Another difficulty in fitting services into a standardized scope is when there is a large 

portion of the costs that are incurred due to third party providers. Occasionally, Ericsson takes over 

people from third party providers in order to deliver a certain service, which adds to the difficulty of 

pricing according to a list price. Within CSI, Ericsson is trying to work with so called reference net 

structures where the company tries to replicate solutions so that the solutions are not too customized. 

One advantage of replicating solutions is that the project is turned to account even in a global company 

context (Blomquist, 2016). 

Even though BUGS is currently working with different types of pricing strategies when pricing the service 

and product portfolio, there is a high portion of the portfolio that is based on cost-plus pricing. Generally, 

one commercial manager at Ericsson believes that every pricing decision is ultimately made based on cost-

plus pricing. Using cost-plus may for example result in Ericsson charging more where e.g. delivery is most 

expensive and the costs are larger and the least in large markets where the synergies of delivery is the 

largest and the costs are less. Besides comparison of other deals in Ericsson’s ten regions, competitive 

services and products are also accounted for through local directives. Since Ericsson has a global portfolio 

but with great local differences there is first and foremost a need to fit Ericsson’s own services into a 

standardized scope before complete comparison of competitive services and products (Blomquist, 2016).  

4.4 Case Summary 

Within each business unit there are various strategies used, which in turn depends on what type of product 

is being offered. Cost-plus strategies have been found to be used in services, third party products as well 

as hardware. In the cases where cost-plus strategies are used it is normally applied with a generic mark-up 

although it may vary between different business units as well as by whether or not the overall solution or 

service is being discounted. However, there has not been found any direct steering for varying the target 

margin but rather the purchase history between Ericsson and the customer aid in determining the margin 

and overall price. This indicates that there are elements of market-based pricing as well as taking into 

account unique price levels for customers. 

Value-based pricing has been shown to be prevalent in the company. Every business unit works with 

value-based pricing either directly or indirectly to different extents. In the cases where it is done indirectly 

price points may have been established using cost-based strategies but they have been adjusted for any 

incremental value that is expected from updating or replacing the product. Determining the value for 

customers is most often done using incremental value add for the customer in comparison to either what 

the competitor is offering or what the customer is going to experience from the value added.  
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Market-based pricing is also used widely within the company. If the price points are not well received in 

the market they are adjusted so that they better reflect what the customers are willing to pay for the offer. 

Adjustments based on competitors’ offerings are also used, if a market reference exists the price points 

will be placed in near vicinity of the market reference and only in very special cases does Ericsson deviate 

from these. The deviation is mostly based on whether or not there exists a premium for the Ericsson 

product in the case of a price increase as compared to the market reference, decided using incremental 

value as stated previously or by taking into account if there are up-selling opportunities or market 

reputation increases from committing to the specific customer being quoted. 

Strategic importance of products is determined using PPC and this grading is used by all the business units 

for internal products. Though there exists some doubt whether or not the PPC completely reflects the 

strategic importance there are efforts to decide which products need to be prioritized by the organization. 

Due to lack of central guidelines in how the PPC should be set there is a variation between the business 

units as well as within each business unit in how they are set in practice. Apart from the PPC Ericsson’s 

main pricing elements are pricing according to market, incentives, unitary discounts and lastly escalation 

levels which are highly connected to the PPC. 
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5 Analysis of the Current Pricing Process and Strategy 

In this chapter, we conclude on the main findings in the company case that will be used as a foundation of the top-down 

pricing framework. We draw on the theoretical body of knowledge and link our case findings to previous work in the field of 

solution pricing and pricing strategies. First we briefly cover the issue of dividing price between solution components and then 

we analyze the main pricing elements at Ericsson: pricing according to market, incentives, unitary discounts, price protection 

classes and escalation levels. The analysis in this chapter will ultimately help us in answering our first research question. 

5.1 Dividing Price Between Solution Components 

Ericsson operates in an industry where supplier offerings are purchased on a bid basis where one 

customer can compare solution component prices of competitors against each other. Thus, the current 

competitive dynamics makes it difficult for a single competitor to change the pricing format chosen by the 

customer. This type of competitive setting is also found in literature and it is inherently difficult for 

suppliers such as Ericsson to discourage conversations on price on a solution component level and 

consequently difficult to charge price premium for delivering a solution. However, customers are still 

choosing to turn to solution providers when setting up telecommunications technology which should 

indicate that the customers are in fact realizing the benefit of purchasing an overall solution as oppose to 

turning to multiple providers. One interviewee stated that customers were choosing to buy solutions from 

Ericsson based on risk, brand name and the convenience of keeping everything under the same roof. This 

denotes that while it might be difficult to charge customers for the complete functionality of an overall 

solution when unbundling it, it might still be possible to charge a premium for certain soft factors, as the 

ones mentioned above.  

Considering that Ericsson offers their customer everything from spare parts to complete 

telecommunication infrastructure solutions one can argue that their offerings ranges from product bundles 

to solutions. While the technical and commercial integration is high in the latter, even though divided into 

solution components complying under the current pricing format, the technical integration is rather low in 

the former. The research suggests that when technical and commercial integration is high companies have 

an opportunity to charge a price premium based on the expected results of the solution, which is not 

possible if both levels of integration are low. Since the solution providers in the telecommunication 

infrastructure industry are unable to provide the customer with an overall solution price, we deem that a 

low technical integration in large parts of the solution offerings is the cause of the current pricing format. 

However, the primary benefits of applying a top-down approach to pricing are internal as they can help 

reduce time spent in internal discussions. 

5.2 Market and Deal Characteristics 

At Ericsson there are four recurring factors that qualify a customer to a certain price: upselling, recurring 

sales, geographical location, deal size and risk. Upselling refers to the chance that an executed deal leads to 

upgrades or ad-ons of the current solution bought by the customer from Ericsson. Recurring sales 
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includes sales that are ongoing for a certain period of time which is usually more profitable than a one-

time upfront payment. Both upselling and recurring sales can be connected to the lifecycle of the 

customer or the growth in the customer’s business, which is confirmed by literature as a recurrent factor 

in customer segmentation. The third factor, geographic location, is also corroborated by literature as a 

segment factor. This factor has many reasons for being important when dealing with price adjustments, 

such as costs, customer preferences, risks, etc. These reasons are usually also reflected in how well a 

product, service or solution is received by the customers within a certain geographical location which is 

ultimately reflected in the price. The fourth factor, deal size, refers to the volume and value of the deal. 

This means that large scale customers are more likely to gain product volume discounts than a small scale 

customer, which is based on a price-volume tradeoff. 

Only one out of five factors that qualify the customer for a certain price has to do with the value incurred 

in customer’s business. Without any thorough market research, it cannot be said whether this 

segmentation actually reflects the economic value of the larger part of Ericsson’s target customers. One 

important dimensions of segmentation when pricing, according to value-based pricing research, is that the 

segmentation reflects the difference in customer preferences which may vary largely. Most segmentation 

factors are used under the assumption that price should vary dependent on the deal or geographical 

market conditions rather than the customer self. This postulates a potential problem when trying to 

capture the economic value to the customer in the different market or customer segments.  

5.3 Incentives, Unitary Discounts and Customer Prices 

The case study has shown that Ericsson works extensively with unitary discounts, discounting of the 

entire proposal as well as discounted prices for specific customers depending on the sales volume and 

level of recurring sales. Working with unitary discounts allows differentiating various products in the 

proposal resulting in a variation of the resulting net margin. This effect is increased by working with 

customer pricing as well. In contrast to unitary discounting and customer pricing there is also the 

possibility to work with discounting the entire proposal through incentives. 

These three methods of lowering a price results in a spread of how the price can be steered over the entire 

proposal. In similarity with the literature on cost-plus, stating that there is a need to improve the 

traditional cost-based pricing strategies through the differentiation of price margins for customers, 

Ericsson does in practice work with differentiating their offerings for each specific deal and customer. 

When using incentives, the distribution of the discount is spread over the entire proposal resulting in an 

even distribution of the discount. The purpose of the incentive is to avoid increased unitary discounts as 

stated earlier, it does however have an effect on the individual items even though this is not explicitly 

shown. Today there are no explicit guidelines that are used in order to arrive at these differentiated price 

margins and there is no steering that allows differentiation of the price based on specific key deal 

characteristics and customer value. Even though the application of the discounts, customer prices and 
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incentives does result in a differentiated price it is relying heavily on the pricing managers that are working 

with the pricing of each specific proposal.  

As can be seen in Figure 5, there are some drawbacks with applying a discount on an aggregated top level 

and not distributing the discount for each specific product. In the case below we assume that two 

products have an identical cost buildup of ten units of currency listed as the unit cost and that an incentive 

of five percentages is applied to the overall proposal. Product A has a target margin of ten percentages 

and therefore a price of 11 units and Product B has a target margin of three percentages resulting in a 

price of 10.3 units. This would result in a scenario in which Product A receives a price of 10.45 and a 

positive net margin and Product B receives a price of 9.785 and therefore a negative margin as the cost 

exceeds the price. For the sake of the argument we will now consider Product B to be a commercially 

important product that is expected to sell a lot more in the future while Product A is in the end of its 

lifecycle and will be put out of production in the following year. In such a case it is important to steer the 

price so that the expected future revenue is not compromised due to an expectation of low prices from 

the customer and market perspective. When basing the margin on cost there is also a need to determine 

the true cost for the related products. As was the case for some offerings at the case company, prices 

varied heavily depending on cost build-up for specific customers and markets for the offering. Research 

suggests that generic applications of margins result in variations in the price levels through the spread of 

costs for different products and projects, the value however may be the same for the customer. In such a 

case the margin needs to be adjusted to encompass the additional revenue that may be gained from 

steering through margins based on customer value and key deal characteristics. Care has to be taken when 

distributing the top-down price as it can create an expectation from the customers that they will receive 

Figure 5. Comparison of Product A and Product B 

Product B 
before discount 

Product B 
after discount 

Product A 
after discount 

Product A 
before discount 
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the unitary prices for future proposals as well. As such there has to be a discussion covering whether or 

not the customer should have full visibility in the pricing of a proposal when using the framework 

presented in the next chapter. 

 

5.4 Price Protection Classes and Escalation Levels 

From the example seen in the previous paragraph it is concluded that there is a need to ensure that 

products that can be considered more important in a proposal need to have their unitary prices protected. 

Ensuring that additional income in the future is not discounted in advance of the upselling opportunity is 

essential as the customer will expect the lower price levels for the products. From the case study we have 

identified that Ericsson is working extensively with PPC that are intended to ensure that the products that 

are considered to be of high strategic importance maintain their price levels which is especially important 

for products at the beginning of their lifecycle.  

The PPC are as mentioned set by the individual business units at Ericsson responsible for the profit and 

loss of their respective products. There has to be considerations for the target margin of each specific deal 

and the customer value present in the proposals that are offered must be made rigorously. The nature of 

complex solutions mean that every proposal created will have a high level of uniqueness and by applying 

PPC, the solution will be differentiated for each specific deal based on the organizational priority of their 

products. It should however be considered that the people that have the ultimate responsibility for the 

result of their sales are the same as those that set the PPC.  

The escalation levels of the case company aim to create control in how large the deviation of a price for a 

specific product is allowed to be. As this is not done by those with the responsibility of the products 

themselves but by commercial management it is an effective way to steer how large the deviation of the 

price levels is going to be and what products are allowed to deviate from an organizational viewpoint. The 

price protection as such have an allowable deviation that alters depending on which PPC is given for the 

specific products.  

When the PPC and escalation levels are applied to the products in a proposal the result is that those 

working with pricing are enabled to see what parts of the proposal that is possible to discount and more 

specifically how much it is possible to discount them. One of the drawbacks is that when the initial pricing 

levels are too high or when the PPC in combination with price level set by the business unit does not 

correspond to the value that is perceived by the marketplace, there will be increased escalations for the 

specific product in every proposal. This can be adjusted once every six months as part of the GPL update 

resulting in an inertia for the pricing managers where the perceived level of escalation is 90 percentages of 

every proposal they work with.  
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6 Suggested Solution 

We present the suggested future state at Ericsson, element-by-element, ultimately presenting and discussing our proposed 

framework as a whole. The elements consist of a deal segmentation, product and price steering factors as well as how these 

elements are translated into a price distribution. After introducing the framework and giving an actual example of its usage, 

we discuss its applicability and limitations. This chapter aims at answering our second research question. 

6.1 Identification of Target Deal 

Research on value-based pricing suggests that customer value for a particular product or service varies 

with different customer characteristics. In order to capture the entire customer value when pricing or 

discounting a solution the target markets or customers need to be accounted for. Apart from identifying 

the different customer segments that value the product or service differently there are certain factors 

which are currently used at Ericsson today which have an impact on what type of customer that qualifies 

for a certain price or rather a certain discount. The ones mentioned in the above chapter are upselling, 

recurring sales, geographical location and deal size where all but recurring sales should vary heavily 

dependent on customer characteristics. Recurring sales targets products and services which are time 

dependent and appeals to certain products and services with the exception when a different setup is 

contracted with the customer. Based on the interviews, the product lifecycle also has substantial impact on 

price. A product lifecycle based price is for example a raised price when a spare part has gotten phased out 

and put out of production. The PPC used at Ericsson aim to protect certain products and services from 

price decreases based on their strategic relevance to the company. Lastly, there is the risk factor which is 

highly deal specific, yet essential for high-value tailored infrastructure solutions. This is especially true in 

the cases where generic risk margins are added that may not fully reflect the actual risk of a project 

resulting in variable actual costs for a project. 

Out of the factors mentioned above, the following are deemed mainly product-specific: 

 Strategic relevance 

 Recurring sales 

 Customer value 

 Product lifecycle 

We have identified these factors based on their influence on price setting, all but the strategic relevance are 

mentioned in the literature as important factors that should reflect the price levels of a product or service. 

However, these factors alone cannot determine the price of the solution components. Target deals are 

typically price adjusted by also using the following market-specific factors: 

 Geographical location 

 Deal size 
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 Upselling 

 Recurring Sales 

 Risk 

Even though easily separated on paper, the product factors are highly dependent on the market-specific 

factors. Currently at Ericsson, the market-specific factors are adjusted prior to pricing the solution 

components much like an overall discount. Nevertheless, this does not account for the variation in 

preferences among the targeted customer segments. For example, while the customer value for a product 

or service is high in a certain segment it may be substantially lower in another. Being able to differentiate 

the product factors on a segment level also opens up the possibility of distinguishing between for example 

local price differences which may account for the overall solution price and price differences on product 

level due to customer segment preferences. Such customer segment preferences may also be derived from 

the application or intensity of usage. In the case of Ericsson, the application may be dependent on 

different carriers and the intensity of usage on customer business growth. In the next section, we elaborate 

on the product factors. 

6.2 Product Factors 

The product factors that we have identified based on interviews at Ericsson reflects the price of the 

products and services on a product-specific level. While no market adjustments are made, they indicate the 

price of the components if all else equal. Furthermore, they all have in common that their relative 

importance amongst each other is dependent on market conditions. Even though the product factors have 

been identified from our interviews at Ericsson, the scope of the different factors is influenced by 

previous literature within pricing. 

6.2.1 Strategic Relevance 

The strategic relevance of products and services at Ericsson are currently accounted for by using PPC. 

Each PPC corresponds to a percentage range of margin which indicates how much the price of a product 

or service can be adjusted. While there are no – as previously stated – general guidelines for their usage, 

they are intended for protecting products or services which are of high strategic importance to the 

company. For example, a low PPC is set if trying to lower prices in order to gain market share. Since the 

strategic relevance factor is applicable for every product and service and mitigates the work of charging a 

premium on commercially important components or charging less for less important ones. Currently, the 

PPC are the only tool to protect the margins of products and services but considering the introduction of 

several other product factors the definition of the PPC will need to be altered. It is noteworthy that the 

strategic relevance only refers to soft factors such as brand name, lowering or raising prices in order to 

strengthen the competitive position and distinguishing between products or services which are either 

produced internally or as 3PP. These soft factors go hand in hand with the customer value, but it is 

noteworthy that the value incurred in the customer’s business in monetary terms is excluded in this factor. 
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6.2.2 Recurring Sales 

Products or services indicating recurring sales have a stronger positive effect on profitability than products 

or services sold at a one-time instance. Obviously, the increase in profitability induced by products or 

services with recurring sales need to be taken into account when pricing the solution components as well 

as discounting them. It is always preferable to charge less or discount a product or service more heavily if 

it incurs no recurring sales than a product or service which does.  

6.2.3 Customer Value 

The customer value factor refers mainly to the value incurred in the customer’s business. Although soft 

factors such as brand name affects the customer value, this factor only targets the benefits of the product 

or service in monetary terms. In the literature, the economic value to the customer targets the overall costs 

and benefits induced by the product or service over its lifetime in comparison to the next best alternative. 

Such costs are start-up costs, post-purchase costs and lifecycle costs and the benefits are manifested in the 

incremental value to the customer. The customer value factor requires great knowledge of the customer 

and the competition which is usually gained through sophisticated market research and close relationships 

with customers in companies trying to estimate the economic value to the customer in order to apply 

value-based pricing. It is also important to note that the customer value should not be set too high or 

close to the total benefits incurred in the customer’s business as it is vital that the price is perceived to be 

fair as mentioned in the literature review. 

6.2.4 Product Lifecycle 

The product lifecycle factor is not to be mistaken for the lifecycle costs incurred in the customer’s 

business, which is targeted in the customer value factor. The first-mentioned factor motivates price 

alterations depending on where the product or service is in its lifecycle. For example, products or services 

that are newly introduced to the market should be price protected in order to set the expectations of the 

price level in the market. Products or services which have been on the market for the longer part of their 

lifecycles are instead decreased in price with the exception of products and services that have been put out 

of production. Products and services that have been put out of production are instead increased in price. 

6.3 Price Steering Factors 

In the initial section of this chapter we mentioned four market-specific factors which are used at Ericsson 

today in order to reflect the market conditions in the price. Today, the overall price is adjusted based on 

these factors with no regard to the effect on the relative importance these factors have on the product-

specific ones. Following this train of thought, the product factors should differ depending on the relative 

market importance which allows a segmented price structure. This relationship is portrayed in Table 2 

where Component 1-3 (C1-C3), referring to either a product or a service in the solution offering, has a 

unique product score for every product factor. The product score is altered according to the market 

factors. Each product-specific score is then aggregated into one weighted price steering factor (PSF) for 
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each component and market. We now introduce these weighted PSF that can ultimately be used to weigh 

the components against each other in order to distribute discounts or prices of the components based on 

a given overall solution price. 

Product Factor 
Component (C) Market A 

Factor 

Market B 

Factor C1 C2 C3 

Strategic Relevance 3 7 4 0.1 0.4 

Recurring Sales 1 2 1 0.2 0.3 

Customer Value 6 5 3 0.5 0.1 

Product Lifecycle 9 7 2 0.2 0.2 

Product Score 19 21 10  

Price Steering Factor A 5.3 5.0 2.5  

Price Steering Factor B 3.9 5.3 2.6  

Table 2. Product-specific scores based on market conditions. 

The market factors are determined based on the target market segment and they give a percentage 

relevance of the product factors. The market factors can be determined with the help of sophisticated 

market research and sensitivity analysis. The product factors are here ranked on a scale from one to ten 

but in practice any scale can be applicable, though this is related to explicitly determining the numerical 

metric. This should be done by each company respectively according to their value offering. Examples of 

how the product factors can be determined is shown in Table 3, which may not be explicitly applicable to 

Ericsson but clearly indicates how the product-specific scales can be used in practice. 

Product Factor Product Score 

1 5 10 

Strategic Relevance Not important Average Highly important 

Recurring Sales 0 

[net present value/price] 

5 

[net present value/price] 

10 

[net present value/price] 

Customer Value 1 

[economic value to the 

customer/price] 

2 

[economic value to the 

customer/price] 

10 

[economic value to the 

customer/price] 

Product Lifecycle - 

[f´(sales)] 

0 

[f´(sales)] 

+ 

[f´(sales)] 

Table 3. Product factors on example scales from one to ten. 

For strategic relevance, one corresponds to not important and ten highly important, making components 

with a lower ranking carry a higher percentage of the overall discount. For recurring sales, the scale is 

based on the net present value of the component divided by the list price. The customer value rank is 

about the cost savings and/or increase in profits incurred by the component in comparison to a reference 

product which for most products should be estimated in monetary terms. However, it may not always be 
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possible to estimate the customer profit for every product the relative customer value can be estimated 

only with regards to a reference product on the market in terms of functionality. The product lifecycle 

rank is determined by calculating the derivative of historic sales. In practice, this means that newly 

introduced components with increasing sales carry less discount than components with none or negative 

change in sales which carries more. 

6.4 Distributing an Overall Solution Price 

Based on the PSF and the market importance described in the previous paragraph we can now decide how 

an overall price for a proposal should be distributed among its products.  

6.4.1 Formalizing the Framework 

As highlighted in the previous chapter there is a need to distribute prices fairly with regards to the price 

steering factors in order to make sure that the products in a proposal are receiving the most rational 

distribution of an overall price for the solution offering. As could be seen in chapter 6.3 when a product 

received a linear incentive, corresponding to a linear distribution of an overall price for the solution, there 

could be a case where the wrong product received the highest margin. 

Based on the price steering factors it is possible to create a relative weight of how important the product is 

considered to be in relation to the other products in the proposal. This can be achieved by establishing the 

unique product steering factor according to the following formula: 

 𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝐹𝑎𝑐𝑡𝑜𝑟 =  ∑(𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐹𝑎𝑐𝑡𝑜𝑟 × 𝑀𝑎𝑟𝑘𝑒𝑡 𝐹𝑎𝑐𝑡𝑜𝑟)                (1) 

This factor can now be used to establish how large the percentage relative importance of Product A is in 

regards to the other products in the proposal: 

𝑅𝑒𝑙𝑎𝑡𝑖𝑣𝑒 𝐼𝑚𝑝𝑜𝑟𝑡𝑎𝑛𝑐𝑒 𝑜𝑓 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 =  
𝑃𝑟𝑖𝑐𝑒 𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝐹𝑎𝑐𝑡𝑜𝑟

∑ 𝑃𝑟𝑖𝑐𝑒 𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝐹𝑎𝑐𝑡𝑜𝑟 𝑓𝑜𝑟 𝑃𝑟𝑜𝑑𝑢𝑐𝑡𝑠 𝐴, 𝐵, 𝐶 … 𝑛 𝑛
𝑖=0

       (2)  

According to how a target margin should be differentiated, depending on customer value and key deal 

characteristics, in the literature the relative importance of Product A can now be used as either a markup 

based on the cost for the product in the cases where it is applicable, or it can also be used by applying the 

percentage calculated to a minimum value for which the product is determined to be sold. The 

characteristic of the product needs to be taken into consideration at this point, for products with highly 

accurate and determinable costs the former can be used. For products such as software, whose pricing 

cannot be determined based on cost but rather should be decided on the value for the customer, the latter 

needs to be used in order to arrive at a steering price.  

In order to get a visual demonstration of how this can be achieved in practice, we will apply the 

framework to an existing proposal with scrambled data. The following calculations will be performed on 

Product A that can be found in the original solution offering under the item number 2.1.1.5 seen in 
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Appendix 1. It is important to acknowledge that the calculations demonstrated below are applied to all the 

products in the solution offering in order to create the overall distribution of price for the entire proposal. 

The very first part of determining the overall price for the solution is as mentioned to decide the price 

steering factor for the product. The reason for doing this is that you will be able to differentiate the 

products in the proposal and reach a steering price ensuring higher prices for suitable products. For 

Product A we use the numbers presented in paragraph 6.3 for component C and receive the following 

product specific factor: 

𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐴 𝑃𝑆𝐹 = (3 × 0.3) + (1 × 0.2) + (6 × 0.5) + (9 × 0.2) = 5.3 

Now that the PSF has been established, with the corresponding market factor, the rest of the products in 

the proposal have to receive the same calculations in order to be able to calculate the percentage which 

will be added to either the cost buildup of the product or the least accepted price determined by the value 

for the customer, depending on which is chosen will affect the applicability of the framework which will 

be discussed in the next chapter. Here we will refer to the proposal in Appendix 1 in order to see the PSF 

for every product in the solution offering. 

When the PSF for all products have been calculated the next step is to calculate the percentage of Product 

A in relation to the other PSF in the proposal. Using equation (2) we can now summarize the PSF into 

one aggregated number of total PSF in the proposal. The summarized value is found by summarizing the 

column named ‘Price Steering Factor’ in Appendix 1 and the value then equals 60.75. For Product A this 

means that we can find the percentage based PSF by dividing it with the sum of PSF in the proposal: 

𝑃𝑒𝑟𝑐𝑒𝑛𝑡𝑎𝑔𝑒 𝑏𝑎𝑠𝑒𝑑 𝑃𝑆𝐹 𝑓𝑜𝑟 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐴 =  
5.3

60.75
= 9% 

Now that the steering percentage has been calculated it should be added to the price of the product. Note 

that this can vary depending on what type of pricing strategy is used by the company and should vary 

depending on the type of product category. In this specific proposal we have identified two main product 

categories; services and hardware. As stated previously this means that you can add the PSF as a 

percentage markup either to the cost base or the price based on the value of the product. For this 

proposal we have chosen to add it to the cost base as the purpose is to illustrate the concept of the 

framework though it should be noted that various bases for the framework can be used. For Product A 

this will result in the following steering price: 

𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝑃𝑟𝑖𝑐𝑒 𝑓𝑜𝑟 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐴 = 𝐶𝑜𝑠𝑡 𝑏𝑢𝑖𝑙𝑑𝑢𝑝 × 𝑃𝑟𝑖𝑐𝑒 𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝐹𝑎𝑐𝑡𝑜𝑟 (%) = 4 724 334 × 1.09

= 5 149 524 

However, in this specific proposal there is a conflict with the price for the product after the customer 

specific discount has been added to the list price of the product. We refer the reader to column ‘Discount’ 

in Appendix 1 where it can be seen that for this specific proposal there is a unitary discount of 4.97% 
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applied to all products in the proposal. This discount is used for a specific customer which can be due to 

several reasons such as customer prices according to a contract, the possibility to swap competition from 

the customer or the possibility of upselling. Due to the customer specific discount the steering price must 

not be allowed to exceed the unit price of the product and as such it is lowered to equal the customer unit 

price for the specific product. 

𝐶𝑢𝑠𝑡𝑜𝑚𝑒𝑟 𝑈𝑛𝑖𝑡 𝑃𝑟𝑖𝑐𝑒 𝑓𝑜𝑟 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐴 = 4 988 372 

When the previous calculations have been performed for the entire proposal it is possible to find how 

much of a top-down price should be distributed for each and every product in the proposal. How this is 

achieved is by firstly summarizing the highest possible price for the entire proposal according to the 

following formula: 

𝑀𝑎𝑥𝑖𝑚𝑢𝑚 𝑃𝑟𝑜𝑝𝑜𝑠𝑎𝑙 𝑃𝑟𝑖𝑐𝑒 = ∑ 𝑈𝑛𝑖𝑡𝑎𝑟𝑦 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝑃𝑟𝑖𝑐𝑒 𝑎𝑓𝑡𝑒𝑟 𝐷𝑖𝑠𝑐𝑜𝑢𝑛𝑡(

𝑛

𝑖=0

𝐴, 𝐵, 𝐶 … 𝑛) 

We arrive at an overall price after customer specific discount of 64 025 634 for the proposal in Appendix 

1. Since we have calculated the steering price for every Product A, B, C…n we can now compare the 

difference between the overall price after customer specific discount and the overall price that is 

dependent on the steering price for the proposal. The difference between these will give us the highest 

possible discount for the entire proposal: 

𝑂𝑣𝑒𝑟𝑎𝑙𝑙 𝑃𝑟𝑖𝑐𝑒 𝑎𝑓𝑡𝑒𝑟 𝐶𝑢𝑠𝑡𝑜𝑚𝑒𝑟 𝑆𝑝𝑒𝑐𝑖𝑓𝑖𝑐 𝐷𝑖𝑠𝑐𝑜𝑢𝑛𝑡 − 𝑂𝑣𝑒𝑟𝑎𝑙𝑙 𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝑃𝑟𝑖𝑐𝑒 = 𝑀𝐴𝑋 𝐷𝑖𝑠𝑐𝑜𝑢𝑛𝑡 

Using the proposal in Appendix 1 and the price steering calculations we arrive at an overall steering price 

of 47 545 060 and get a max discount of 16 480 575 which corresponds to a discount level of 25.44%. In 

order to finalize the framework, we will now have to determine the total allowed deviation between the 

steering unitary price of every Product A, B, C…n and their price after customer specific discount. For 

Product A we will receive a special case as we have already established that the customer specific unitary 

price after discount is lower than the steering price, for the specific cases where this happens the price will 

be adjusted downwards to the customer specific unitary price. However, for products in which the 

difference will be positive you achieve the allowed deviation according to the following formula: 

𝐶𝑢𝑠𝑡𝑜𝑚𝑒𝑟 𝑆𝑝𝑒𝑐𝑖𝑓𝑖𝑐 𝑈𝑛𝑖𝑡𝑎𝑟𝑦 𝑃𝑟𝑖𝑐𝑒 − 𝑆𝑡𝑒𝑒𝑟𝑖𝑛𝑔 𝑃𝑟𝑖𝑐𝑒 = 𝐴𝑙𝑙𝑜𝑤𝑒𝑑 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐷𝑒𝑣𝑖𝑎𝑡𝑖𝑜𝑛 

The framework is now designed to calculate the total percentage of how much of a discount, resulting in a 

new price for the proposal, each and every Product A, B, C…n should receive. In order to calculate the 

percentage bearing of a discount we divide Allowed Product Deviation with Total Allowed Deviation that 

was calculated for the entire proposal: 

𝑆𝑝𝑒𝑐𝑖𝑓𝑖𝑐 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐷𝑖𝑠𝑐𝑜𝑢𝑛𝑡 𝐵𝑒𝑎𝑟𝑒𝑟 =  
𝐴𝑙𝑙𝑜𝑤𝑒𝑑 𝑃𝑟𝑜𝑑𝑢𝑐𝑡 𝐷𝑒𝑣𝑖𝑎𝑡𝑖𝑜𝑛

𝑇𝑜𝑡𝑎𝑙 𝐴𝑙𝑙𝑜𝑤𝑒𝑑 𝐷𝑒𝑣𝑖𝑎𝑡𝑖𝑜𝑛
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6.4.2 Distribution Effects on Products 

Now that we have presented the logic behind the framework we can see what the effects will be if we 

apply it to the proposal seen in Appendix 1. Showcasing Product A and how the distribution of the price 

will differ depending on what the new top-down price will be. To demonstrate how the price will be 

distributed based on the overall solution price we have showcased four scenarios in which we alter the 

overall price by lowering it with 5%, 10%, 15% and the maximum of 25.44% which we were able to 

determine in the previous paragraph.  

In Figure 6 the various prices and gross margins for Product A have been showcased and where we can 

see that using the linearly applied model of top-down pricing results in negative gross margins for the 

product in all cases but one. It is important to acknowledge that the negative gross margin is a result of 

the model being based on costs, should the case be that the PSF was instead added to a value based price 

it would not be possible to reach a negative gross margin for any product without exceeding the base 

price. 

In order to further highlight the difference between the price distributed with our framework and the 

linearly distributed price we will compare how the prices are set for a chosen set of products from the 

proposal. The products showcased are chosen due to the varying characteristics in terms of margin, PSF 

and cost base. These details are further shown in Appendix 1.  

4 240 
1164 988 

372    

Product A with a 15% price decrease

Product A gross
margin -10,25%
linear incentive

Product A gross
margin 5,59%
distributed
incentive

4 489 
5354 988 

372    

Product A with a 10% price decrease

Product A gross
margin -4,97%
linear incentive

Product A gross
margin 5,59%
distributed
incentive

3 719 
330

4 988 
372    

Product A with a 25,44% price 
decrease

Product A gross
margin -21%
linear incentive

Product A gross
margin 5,59%
distributed
incentive

4 738 
9534 988 

372    

Product A with a 5% price decrease

Product A gross
margin 0,31%
linear incentive

Product A gross
margin 5,59%
distributed
incentive

Figure 6. Product A price distribution and gross margin for top-down pricing linearly and 
distributed. 
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In Error! Reference source not found. we can see the price distribution for products 1, 8, 9, 10, 11 and 

12 for the first case where we have a top-down price lowered by 5 percentages from the aggregated 

customer price for the entire proposal. Note that for product number 12 we have already reached the 

steering price with our distribution while the linearly distributed price results in the product price reaching 

below the steering price. Comparing these two price points with the unitary cost for the product, which 

can be seen in Appendix 1 for product 12, we see that in the linearly distributed case a negative gross 

margin has been reached for the product. With the price distributed based on the framework a positive 

margin, based on the steering price of the product, has been reached. 

 

Figure 7. Change in price distribution by 5% for products in the proposal 

Further decreasing the top-down price by 10 percentages as seen in Figure 8 we arrive at a price 

distribution that further increases the negative margin for product number 12 while we can clearly see that 

the price differs between the linearly distributed and the price distributed with our framework. The overall 

effect on the proposal is that we reach a deviation in gross margin that is higher in the linearly distributed 

price compared to the price distributed with the use of PSF. Highlighting product number 1 we can also 

see that this product is reaching the steering price quickly with the linearly distributed price while the price 

level is higher for the price distributed with the framework.   
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Figure 8. Change in price distribution by 10% for products in the proposal 

For the final scenario we will choose to look at the minimum top-down price in which the products have 

reached their lowest possible price in the proposal, that is the steering price of the products. For this 

particular configuration the deviation from the maximum price will be 25,44 percentages. Now as we can 

see in Figure 9 we have reached the minimum top-down price and for the distributed price we have 

reached the steering price for every product resulting in positive margins for every product in the 

proposal. Compared to the linearly distributed price, in which no regard is taken to the individual margin 

levels, we as such manage to achieve a lower deviation of margin for the entire proposal. It should once 

again be noted that this effect is based on the specific PSF configuration for this specific proposal. If the 

PSF are changed prior to the application of the framework it will affect the allowed minimum level of 

price for the entire proposal. It does not alter the overall margin for the entire proposal but rather ensures 

that the products in the proposal manages to reach a positive margin for every individual product. 
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Figure 9. Change in price distribution by 25,44% for products in the proposal 

6.5 Discussion of Suggested Solution 

The application of the suggested solution at Ericsson in comparison to the application in a more general 

context may affect the price distribution heavily. It is also vital where and how this top-down framework 

is applied in the sales process. Additionally, there are some limitations with regard to the framework that 

need to be taken into account. Below, we discuss the application and limitations of the top-down 

framework. 

6.5.1 Application 

Now that we have presented the framework incorporating both the PSFs as well as the market importance 

there are a couple of aspects that need to be considered when deciding on how it can be used in practice. 

In this framework we have decided to base the PSF on cost. The reason for using cost as the base for the 

steering price for each respective product, and thereby the entire proposal, is because it is intuitive to see 

the resulting margins for each specific product group in relation to the PSFs. However, it is possible to 

use various other bases that enables price steering. At Ericsson we found escalation levels that require the 

approval of more senior employees in order to advance the proposal. These escalation levels result in a 

price for each specific product which can be considered to be the lowest possible price for an employee to 

enter for a product before they need approval. If the PSF were applied to the escalation levels of the 

company, it would be possible to see which products should be prioritized while still managing to lower 

the price without requiring approval for the proposal thus lowering the throughput time of the proposal. 

Another application is to use the least accepted price for a specific product based on the value towards the 

customer. If such a logic is applied, it should be noted that it requires a separate analysis showcasing the 

cost and margin of the product in order to ensure that positive revenue is generated for the proposal. 
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In order to ensure that the PSF are prioritized correctly there is a need to revise and make certain that the 

PSFs are entered correctly for the respective products. It is fundamental from a commercial point of view 

that these are accurate as the framework is based on prioritizing more commercially important products. If 

the PSFs are entered incorrectly or do not reflect the organizational view on what is important for the 

company in the current marketplace, then the resulting steering price will not reflect internal and external 

value of the products or services in any good way. As the framework shows the difference between the 

highest possible price for a product and the steering price based on the PSF that needs to be met from a 

commercial viewpoint, any differences from that price point will result in either a too high or too low 

price for the specific product. If the PSF is too high the consequence would be that the entire proposal is 

priced too high as well as the result that more commercially important products will be subject to 

increased discounts when distributing a top-down price. The reverse can be said when the entered PSF is 

too low, the proposal will receive a lower overall price while the product itself receives a too large 

discount when distributing a top-down price, resulting in higher price points for less important products. 

Due to the importance of setting the PSFs there should be a central function with an overview of their 

prioritization that can set the PSFs according to central directives.  

Due to how the framework is designed there is the possibility to alter the application of it based on what 

is deemed important for specific proposals. If we use the component example in section 6.3 Table 2 there 

is a variation between components C1, C2 and C3 both when compared to each other but also with 

varying scores based on the various PSFs. If in a specific proposal, there would be a need to only look at 

the customer value and not take into account any of the other parameters. It would simply be a matter of 

changing the logic of the framework and summarizing the strategic parameter of the proposal instead of 

summarizing all the parameters. For component C1 this would result in a PSF of 3 instead of 19 and 0.3 

when used in conjunction with the market weighting for Market A. The difference in the PSF would also 

be reflected in the steering price as it is based on the relative importance of the product in relation to the 

other product in the proposal. 

The framework is designed based on the characteristics of a proposal in the proposal process due to the 

necessity of having a fully configured proposal before the framework is applied. The proposal process 

takes place between SDP 1 and 3 but if the proposal configuration would be more precise earlier in the 

sales process this would mean that there is a possibility to apply the framework in the earlier SDP as well. 

One of the benefits predicted by creating and applying a top-down perspective was the reduction of time 

spent on internal discussion and approval of proposals, if this could be performed in an earlier stage of the 

sales process it would be highly beneficial as well. The complexity and accuracy of the proposal is as such 

the main limiting factor when applying the framework though it tends to be more complex and accurate at 

the later stages of the process. 

For companies with large product and service portfolios it may not be possible, or well worth the time, to 

determine PSFs for each and every product and service. In the case of Ericsson, a company which has 
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over 120 000 products and services in total, determining the PSFs for each product and service will take 

huge amounts of resources and may not even pay off in the end. Instead, companies dealing with large 

product and service portfolios should select the products and services which are of more importance. For 

Ericsson, such products and services may typically be services and software where the PSFs can be easily 

added to the GPL. Thus, by selecting a few thousand or hundred products as oppose to 120 000 to 

classify according to the PSFs would significantly decrease the effort of applying the top-down framework 

without diluting it which is also supported by the literature. 

6.5.2 Limitations 

The framework is designed in a way that ensures the strategic prioritization of all products in the proposal 

which implies certain conditions and limitations as to how it can be applied. In our introduction of the 

framework we have based the model on cost which has a couple of drawbacks. Firstly, we can 

acknowledge the need for every product in the proposal to receive a PSF rating. If no PSF is present for a 

product and the base to which the PSF is applied is cost based the result will be that the product receives a 

zero margin price that only covers the cost build-up of the product. Secondly, we can see that the usage of 

cost based models does not work for every product group within the case company. If any software is 

added to the proposal and is part of the top-down price distribution its price will be zero as any margin 

added to a cost build-up of zero is effectively zero as well. Due to this we can see that basing the 

framework on a cost perspective may not be the most effective way of applying the framework. Even 

though, we have seen the benefits of reworking traditional cost based methods to incorporate 

differentiation of a generic mark up to include customer value and specific key deal characteristics. 

The framework is greatly dependent on the data entered for the products and are part of establishing the 

PSF. If the entered factors in the PSF-part of the framework are faulty so will the price distribution be. In 

order to achieve correct data there has to be an objective function that helps in determining the various 

factors and PSF’s for the products. If someone who is responsible for the products profit and loss is part 

of the process in establishing its strategic importance there may be some subjectivity in setting the data for 

the product thus undermining the credibility and reliance of the framework. 
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7 Conclusions 

In this chapter, we conclude on our findings from our case study at Ericsson and give company-specific recommendations. We 

then follow the company-specific problem with conclusions on our scientific contribution made. Finally, we give suggestions for 

future work. 

7.1 Concluding Remarks 

The purpose of our thesis was to establish how a solution provider could find a standardized way to 

support the decision making process of pricing offerings. The body of literature states that there are three 

main pricing strategies that are used; cost-plus based pricing, value-based pricing and market-based 

pricing. These three pricing strategies have been found to have both benefits and drawbacks when 

applying them to various product groups. Cost-plus requires accurate cost build-up data and differentiated 

margins to thoroughly reflect what the customer is willing to pay for the offerings of the company. Value-

based pricing accounts for the value incurred in the customer’s business through the usage of the 

supplier’s offerings. Market-based pricing takes into account how the market responds to the products, 

what the competitors are offering as well as how the products perform in regards to the competition. 

Market-based characteristics are prevalent in the other pricing strategies as well. 

By analyzing and determining the proposal process at Ericsson and how the company assess the value of 

its products in regards to their customers and competitors, we have been able to establish what factors are 

important in order to design a framework that allows prioritization of commercially important products. 

Today the distribution of price, when a new top price is required for the proposal, is applied on the entire 

proposal making it unclear how the individual products should carry the new top-down price distribution. 

This necessitates time consuming internal discussions in regards to what products and business units 

should receive the largest distribution of the top-down price. However, measures are taken to protect the 

price levels of products that are considered to be commercially important when working with discounting 

individual products in the proposal. The level of technical integration in the solutions offered are not high 

enough to promote an overall solution price towards the customers, but it is still possible to charge a 

premium based on customer value. Consequently, we have introduced different Product Factors that 

incorporates the internal company value and the external customer value on a component-by-component 

basis. 

Through the literature and the case study we introduced four main Product Factors for products that 

could establish the relative importance of a product in a proposal: Strategic Relevance, Recurring Sales, 

Customer Value and Product Lifecycle. In order to differentiate products according to different markets 

there has to be a Relative Market Importance measurement made that determines how varying markets 

may benefit from certain aspects of the Price Steering Framework creating a market weight for the 

Product Factors which results in product-specific Price Steering Factors. By calculating the difference 

between the Steering Price of a product and the price after customer specific discounts we were able to 
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determine how a price should be distributed in a proposal based on the Aggregated Price Steering Factor. 

We found that even though there are limitations to our framework the effects of applying it to a proposal 

allows for a more accurate steering of the resulting gross margins of the products. In order to ensure the 

models applicability there has to be considerations as to what product groups exist in the company’s 

offering. If there is software as part of the proposal, cost bases for the framework cannot be used.  

7.2 Future Work 

For large organizations within the telecom infrastructure industry with complex solution offerings the 

framework could be used to quickly determine the price levels for a proposal. However, whether this 

framework is applicable to all industries and companies working with complex solutions needs to be 

thoroughly investigated before the framework can be applied. The prerequisites of using the framework 

generically need to be investigated, since the framework is designed for distributing a top-down price at 

Ericsson other company specific environments need to be thoroughly investigated before applying the 

framework. Research indicating which environments are suitable would benefit the understanding of the 

framework. To develop the framework further we see that it needs to be established how correct value 

metrics can be determined at companies with wide spread of their offerings, covering several product 

groups both internally and externally. In order to evaluate a practical implementation of the framework we 

would like to see a company apply the framework and compare how the profit and loss of proposals differ 

before the framework was applied and after. We believe that there is a need to establish what 

organizational function should be responsible for the framework and the setting of PSF, it should be 

investigated which entity in an organization is most suitable to handle the framework and develop it 

internally. Further studies are required to ensure that the PSF fully reflect an organization’s order winning 

criteria in their offering.  
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