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AMPLIFA PROCUREMENT GLOSSARY

Purchase price increase rate: measuring and
steering price development in procurement
The purchase price increase rate describes the percentage change in the prices paid by a

company for materials, parts and services over a given period. It shows whether procurement had

to absorb price increases compared with the previous year or quarter, or whether it was able to

counteract them through negotiations, contract management and supplier changes. As a KPI, it is a

central steering metric for heads of procurement, CFOs and supply chain managers, because price

increases directly affect the material cost ratio, margin and competitiveness. In the context of a

glossary, it belongs alongside the price index and total cost of ownership among the classic

value-oriented procurement KPIs.

Key facts
• The purchase price increase rate measures the percentage price change in the purchase volume

between two periods, typically a year or a quarter.

• It is usually calculated adjusted for volume and currency, in order to separate genuine price changes

from volume and exchange rate effects.

• Typical drivers are raw material and energy prices, exchange rates, supplier labour costs,

bottlenecks and contract terms.

• Countermeasures include long-term contracts, index clauses, supplier selection, value analysis and

consistent contract management.

• In practice, an accepted price increase rate is often close to general inflation or to the respective

price index of the sourcing markets.

• The KPI should not be assessed in isolation, but interpreted together with lead time, service level

targets and reputational risk in procurement.

Definition: purchase price increase rate
The purchase price increase rate is a procurement controlling KPI and indicates by how many percent a

company's average procurement prices have risen or fallen compared with a comparison period. It is

usually determined as the relative change in the weighted average price per item, commodity group or

source of supply. The term is frequently used synonymously with purchase price development or price

increase in procurement.

Distinction from the price index

The price index maps the price development of a basket of goods or a commodity group relative to a

base year and thereby provides a rolling time series. The purchase price increase rate, by contrast, is

the period-related change metric, i.e. in effect the growth rate of such an index or of a purchase value.

Both KPIs draw on the same data basis but answer different questions: the index shows the level, the

rate the dynamics.
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Gross and net view

In practice, a distinction is made between a gross and a net view. The gross rate reflects how market

prices have actually developed, for example following supplier price increases. The net rate deducts

procurement effects such as negotiation improvements, volume discounts, substitutions or supplier

changes and thus shows pure procurement performance. Only the net view is suitable for procurement

targets and bonus agreements, because it describes the influence that procurement itself can control.

Methods and approach to calculation
The basis of any statement about the price increase rate is a clean data foundation of order and invoice

data. A four-step approach is typical: define the periods, reconcile item quantities, compare prices

adjusted for currency, and calculate the rate as a weighted average over the volume. Without volume

adjustment, even assortment and volume shifts distort the result.

Formula and calculation steps

The elementary formula is: increase rate = (price of the following period minus price of the base period)

divided by the price of the base period, times 100. Where multiple items are involved, each individual

rate is weighted by the purchase volume of the base period and aggregated. Currency adjustment is

important for foreign currency purchases, because exchange rate effects can overlay or mask the real

price development in practice.

Volume adjustment and assortment effects

A clean result compares only identical item identities in both periods. Changes in the quantity per

packaging unit, conversions between Incoterms FCA and delivered basis, and differing delivery shares

per plant must be stripped out. Technical changes arising from product lifecycle management also

create apparent price changes that in fact represent added value. This requires clear data ownership,

frequently held by a data steward in master data management.

Reporting frequency and granularity

Depending on sector dynamics, reporting is monthly, quarterly or annually. Raw material-intensive

sectors with short-term market movements often calculate monthly, capital goods-oriented companies

quarterly. For management, the rate is typically broken down by commodity group, supplier and plant, so

that steering measures can be applied in a targeted manner.

Key KPIs and drivers of price inflation
The purchase price increase rate interacts with other KPIs. It only becomes meaningful when combined

with driver analyses and contextual metrics. The most important drivers include market prices, exchange

rates, logistics costs and the company's negotiating position.

Typical drivers

In practice, five driver clusters can be identified: raw material and energy price development, exchange

rate effects, supplier labour and inflation costs, capacity bottlenecks and lead times, as well as

market-related toll and freight costs. Carrier performance and increased freight rates, for example, are

reflected in delivery costs, which are borne by the buyer under Incoterms FCA. A longer lead time also

often increases the booked price, because suppliers price in capacity premiums or safety stock.
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Related KPIs in procurement

Meaningful steering arises from combination: total cost of ownership puts pure price rates into

perspective by adding logistics, quality and inventory costs. The parts per million (PPM) rate shows

whether apparently favourable prices were bought at the cost of quality risks. The cash-to-cash cycle

clarifies whether price terms also burden liquidity. A too-high share of maverick buying outside

framework agreements signals that the officially reported rate does not capture part of the real purchase

volume at all.

Assessment framework and benchmarks

There is no absolute limit for the increase rate; it must always be assessed in the context of the

respective price index of the sourcing markets. In practice, the rule is: if the net rate is consistently below

the gross rate and below general inflation, procurement is acting in a value-adding way. If the rate rises

above the commodity group average without market prices explaining this, it points to negotiation or

specification problems, for example in the make-or-buy balance or a lack of market research.

Measures for steering the price increase rate
Procurement can actively steer the rate, provided it acts early and has suitable instruments at its

disposal. The most effective measures start before contract award and combine market situation

analysis, negotiation preparation and consistent follow-up.

Contracts, index clauses and award strategy

Long-term framework agreements with price security or index clauses shift price risks into transparent,

plannable mechanisms instead of acute supplier requests for price adjustments. A structured award

schedule with timely tenders before contracts expire prevents urgent awards at market prices. Where

requirements permit, buying consortia or pooled volumes via a supplier network can achieve economies

of scale. Price and catalogue maintenance are part of continuous market coverage, not a one-off effort.

Value analysis and specification management

The most effective group of levers lies not in the market price but in demand. Value analysis and

design-to-cost workshops with engineering reduce specification over-engineering and lower the

supplier's material or production effort. In the make-or-buy decision, procurement regularly reviews

whether in-house production or external sourcing is cheaper in terms of price and total cost. Shifting

components into material requirements planning (MRP) with better planning certainty also reduces

supplier risk premia.

Process and compliance measures

Consistent order placement via framework agreements, a clear delegation of authority for price

adjustments and automated invoice verification prevent price increases from passing through without

comment. Maverick buying is reduced through good catalogue and procurement processes, because

parts bought outside agreed prices distort the rate. In the case of acute supplier demands, structured

supplier escalation applies before unchecked price increases are accepted.

Risks and controls in KPI determination
The purchase price increase rate is prone to misinterpretation when data quality and context are

lacking. Control therefore starts with data maintenance, consistency and the inclusion of side effects.
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Data and consistency risks

Frequent sources of error are changing Incoterms basis, changed currencies, unconsidered units of

quantity and incomplete item master data. Confidentiality aspects must be observed: individual supplier

price rates must not be distributed widely, as they reveal negotiating positions. A data steward with clear

responsibility for item master data and price histories is in practice the most important organisational

safeguard.

Interpretation and behavioural risks

Those who set the rate as the sole steering target encourage unhealthy behaviour in practice: supplier

changes at the expense of lead time, quality degradation with rising PPM values, or volume shifts that

optimise one metric but worsen total cost of ownership. Reputational risk in procurement also rises

when aggressive price targets permanently strain supplier relationships. The rate therefore belongs in a

KPI system with service level targets, lead time, PPM and the cash-to-cash cycle.

External risks and regulation

Price increases can be regulatorily driven, for example by EUDR in procurement for timber and raw

material products, or by CO2 levies that suppliers pass on to buyers. Such effects are visible in the rate

but cannot be influenced through negotiation and must therefore be reported as market effects, so as

not to artificially worsen negotiation progress.

Current developments and digitalisation
The KPI is gaining in importance because volatility on sourcing markets has increased in recent years

and procurement leadership is increasingly steered on a value-oriented basis. Digitalisation is changing

both the data basis and the speed of response.

Automated reporting and AI support

Modern ERP and procurement systems calculate price rates continuously from order and invoice data

instead of manually maintained reports. AI-supported enquiry processes, such as creating an enquiry

with AI, shorten reaction times to market movements and reduce the risk of emergency awards at

market prices. Data quality and rollout management for new systems and categories determine whether

the KPI is actually robust.

Faster market coverage via platforms

B2B marketplaces increase market transparency, because buyers can compare alternative suppliers

more quickly and therefore react faster to price increases. This strengthens the negotiating position and

in the medium term affects the purchase price increase rate. At the same time, documentation

requirements increase, because lead times and carrier performance also enter the assessment.

Typical metrics
Purchase price increase rate (net): typically between -1 % and +3 % p. a.
common benchmark as a target metric; to be interpreted depending on the market

Gross/net spread: typically 1–3 percentage points
distance between market price movement and procurement effect as a measure of negotiation success
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Share of contractually committed volume: > 85 %
a high share under framework agreements stabilises the rate

Practical example
A medium-sized mechanical engineering company with a material cost ratio of around 60 % recorded a

gross purchase price increase rate of over 7 % in one year, driven by steel prices, freight costs and

exchange rate effects on Asian purchased parts. The analysis showed that a considerable share of the

volume was procured outside framework agreements and that individual suppliers had imposed price

adjustments without documented justification.

• Establishing a commodity group report with volume- and currency-adjusted price rates per supplier

and plant, supported by the data steward.

• Re-awarding the largest commodity groups via a structured award schedule with index clauses and

long terms.

• Value analysis with engineering for the 20 most expensive purchased parts, in order to eliminate

specification over-engineering and thus price increase potential.

• Introducing rigorous invoice verification and an escalation rule for unchecked supplier price

adjustments.

Conclusion
The purchase price increase rate is one of the most important value-oriented procurement KPIs and

makes visible how sourcing markets affect the company. Its value lies not in the individual figure but in a

clean, volume- and currency-adjusted calculation and in the combination with total cost of ownership,

quality and delivery metrics. Companies that actively steer the rate through contracts, value analysis

and market coverage demonstrably reduce margin and liquidity risks. At the same time, the KPI requires

data discipline and an understanding of which shares of the rate are market effects and which are

procurement performance. Those who separate the two gain a reliable steering metric for negotiation,

supplier strategy and capacity planning.

Frequently asked questions

How is the purchase price increase rate calculated?

The rate results from the relative change in the weighted average price between two periods: price

change divided by base price, times 100. Where multiple items are involved, a rate is calculated per item

and weighted by the purchase volume of the base period. Volume and currency adjustments are

essential in order to separate genuine price effects from assortment, volume and exchange rate effects.

What is a normal value for purchase price inflation?

There is no absolute normal value, because the rate always depends on the market situation of the

respective commodity group. In practice, it is usually compared with the price index of the sourcing

markets or with general inflation. If the net rate is consistently below these benchmarks, procurement is

adding value.

What factors drive purchase prices up?

Typical drivers are raw material and energy prices, exchange rates, supplier labour costs, capacity

bottlenecks and increased freight costs. Regulatory requirements such as EUDR in procurement or
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CO2 levies are also passed through in supplier prices. In addition, contract terms and the company's

negotiating position play a significant role.

What is the difference between gross and net purchase price inflation?

The gross rate reflects pure market price movements as they arise from supplier price adjustments. The

net rate deducts procurement effects, such as negotiation successes, volume discounts, substitutions or

supplier changes. Only the net rate is suitable as a steering metric for procurement targets, because it

isolates the company's own contribution.

How can procurement avoid or mitigate price increases?

Effective measures include long-term framework agreements with index clauses, timely tenders based

on a structured award schedule and volume pooling via a supplier network. In addition, value analysis

and design-to-cost reduce specification costs at the supplier. Processes such as rigorous invoice

verification and a clear delegation of authority prevent price increases from passing through unchecked.


