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Global Survey of Business Executives 
 on Inflation and Pricing

Inflation Expectations 
Remain High, and Pricing 
Power Is Uncertain

More than a year after con-
cerns about skyrocket-
ing oil prices and Hurri-
cane Katrina raised fears 

about inflation, 40 percent of executives 
around the world still anticipate that 
the rate of inflation in their countries 
will rise by at least one percentage point 
over the next year, according to the lat-
est McKinsey global survey.1 Executives 
continue to see energy prices and real 
estate as the primary drivers of higher 

inflation, but strong demand for goods 
and services has become an increasing 
concern. 

Overall, half of executives around the 
world expect inflation to increase in 
their countries over the next year. Re-
spondents’ perceptions of how high 
inflation will go, as well as the factors 
driving it and whether they will be able 
to raise prices in response, vary widely 
by region, however.

Globally, perceptions about inflation have 
eased a bit since our survey in Novem-
ber 2005, when nearly half of our sample 
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Inflation expectations remain high, and pricing power is uncertain.

McKinsey Global Survey of Business Executives:
Inflation and pricing, April 2007

More than a year after concerns about 
skyrocketing oil prices and Hurricane Katrina 
raised fears about inflation, 40 percent of 
executives around the world still anticipate that 
the rate of inflation in their countries will rise by 
at least one percentage point over the next year, 
according to the latest McKinsey global survey.1

Executives continue to see energy prices and real 
estate as the primary drivers of higher inflation, 
but strong demand for goods and services has 
become an increasing concern. 

Overall, half of executives around the world 
expect inflation to increase in their countries 

over the next year. Respondents’ perceptions of 
how high inflation will go, as well as the factors 
driving it and whether they will be able to raise 
prices in response, vary widely by region, 
however.

Globally, perceptions about inflation have eased 
a bit since our survey in November 2005, when 
nearly half of our sample believed that it would 
rise by at least one percentage point in the 
ensuing year. But expectations vary widely 
within the developing world (Exhibit 1) and are 
particularly strong in China, where 19 percent 
of respondents—nearly three times the global 

1The McKinsey Quarterly conducted the survey in February 2007 and received responses from 3,216 global business executives, of which 
43 percent hold C-level positions.
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Inflation 
expectations
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Exhibit 1: Inflation Expectations
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believed that it would rise by 
at least one percentage point in 
the ensuing year. 

But expectations vary widely 
within the developing world 
(Exhibit 1) and are particularly 
strong in China, where 19 per-
cent of respondents—nearly 
three times the global aver-
age—believe inflation in their 
country will increase by at least 
three percentage points. 

In India, the share of respon-
dents expecting their country’s 
inflation rate to rise by at least 
three percentage points at the 
end of one year remains below 
the global average, at some six 
percent.2

Overall, executives continue to see high-
er energy prices as the main driver of 
inflation (Exhibit 2); energy was also 
the top concern in our November 2005 
survey. 

Interestingly, the tightening of the job mar-
ket has moved down the scale of the main 
drivers of inflation, from the number three 

spot to number six, with strong demand for 
goods and services rising to third place.

But executives’ concerns are somewhat 
different in the Asia-Pacific region and in 
developing countries (Exhibit 3). Among 
respondents in the Asia-Pacific region 
(China and India), rising real-estate 
prices outrank every other factor said to 
be contributing to inflation; more than 

two-thirds of them cite this category as 
their main concern. And more than half 
of those surveyed in Latin America say 
strong demand for goods and services 
will be the main driver of inflation.

Respondents’ views of their ability to 
raise prices also vary significantly, though 
not always in line with their expectations 
for inflation.  

Only a third of all 
respondents, for ex-
ample, say they will 
have more power to 
raise prices a year 
from now, while 
46 percent say they 
don’t expect to have 
more power (Ex-
hibit 4). Half of re-
spondents in North 
America, for exam-
ple, do not expect to 
have more power to 
raise prices. Yet in 
both China and In-
dia, at least 45 per-
cent of respondents 
do anticipate a gain 
in pricing power 
over the next year.

Executives around the 
world face inflation-
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average—believe inflation in their country will 
increase by at least three percentage points. In 
India the share of respondents expecting their 
countries’ inflation rate to rise by at least three 
percentage points at the end of one year remains 
below the global average, at some 6 percent.2

Overall, executives continue to see higher 
energy prices as the main driver of inflation 
(Exhibit 2); energy was also the top concern in 
our November 2005 survey. Interestingly, the 
tightening of the job market has moved down 
the scale of the main drivers of inflation, from 
the number three spot to number six, with 
strong demand for goods and services rising to 
third place.

Exhibit 2

Drivers of inflation

2Inflation rates from 2006 to present: Australia = 9 percent; China = 8 percent; European Union (including Eastern European member countries) = 9 percent; 
India = 7 percent; Japan = 1 percent; and United States = 2 percent.

% of respondents (n = 1,753)1

Which of the following factors are contributing to 
your estimate that in�ation will increase?

1Respondents could select more than one answer.

 Source: February 2007 McKinsey Quarterly survey of 3,216 global business executives

Higher oil or gas costs 63
Rising real-estate prices 46

Strong demand for goods and services 42
Higher electricity costs 41

Strong demand for raw materials 33
Tightening job market 32

Other 15

Exhibit 2: Drivers of Inflation
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Exhibit 3

Drivers vary by region

But executives’ concerns are somewhat different 
in the Asia-Pacific region and in developing 
countries (Exhibit 3). Among respondents in the 
Asia-Pacific region, China, and India, rising 
real-estate prices outrank every other factor said 
to be contributing to inflation; more than two-
thirds of them cite this category as their main 
concern. And more than half of those surveyed 

in Latin America say strong demand for goods 
and services will be the main driver of inflation.
Respondents’ views of their ability to raise 
prices also vary significantly, though not always 
in line with their expectations for inflation. 
Only a third of all respondents, for example, say 
they will have more power to raise prices a year 
from now, while 46 percent say they don’t 

Which of the following factors are contributing to your estimate that 
in�ation will increase?

1Respondents could select more than one answer.

 Source: February 2007 McKinsey Quarterly survey of 3,216 global business executives
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Exhibit 3: Drivers Vary by Region
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ary pressures and constraints on their 
ability to increase prices. 

At least half of respondents in Europe, 
Latin America, and North America an-
ticipate no more 
power to increase 
prices than they 
had one year ago. 
On the other hand, 
respondents in 
China and India—
where both domes-
tic demand and 
exports continue 
to grow—do fore-
see greater flexibil-
ity to raise prices, 
regardless of their 
views on inflation.

Notes: 
1The McKinsey 
Quarterly con-
ducted the survey in 
February 2007 and 
received responses 
from 3,216 global 

business executives, of which 43% hold C-
level positions.

2Inflation rates from 2006 to present: 
Australia = 9 percent; China = 8 percent; 

European Union (including Eastern Eu-
ropean member countries) = 9%; India = 
7 percent; Japan = 1 percent; and United 
States = 2 percent.

�

Source: February 2007 McKinsey survey on inflation and pricing

Exhibit 4

Pricing power

expect to have more power (Exhibit 4). Half of 
respondents in North America, for example, do 
not expect to have more power to raise prices. 
Yet in both China and India, at least 45 percent 
of respondents do anticipate a gain in pricing 
power over the next year.

Executives around the world face inflationary 
pressures and constraints on their ability to 
increase prices. At least half of respondents in 
Europe, Latin America, and North America 
anticipate no more power to increase prices 
than they had one year ago. On the other hand, 
respondents in China and India—where both 
domestic demand and exports continue to 
grow—do foresee greater flexibility to raise 
prices, regardless of their views on inflation.
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Do you expect to have more power to increase prices in the next year than you do now?

 Source: February 2007 McKinsey Quarterly survey of 3,216 global business executives
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In a decision that will have pro-
found pricing impact, the Su-
preme Court overturned a cen-
tury-old ban on restrictive pricing 

clauses between manufacturers and dis-
tributors or retailers. In an ideologically 
divided 5-4 decision, the High Court 

ruled that the practice of producers dic-
tating prices to business further down 
the channel was no longer a definitive 
violation of the Sherman Antitrust Act. 
Instead, the majority said that the im-
pact on the consumer, and competition 
in each individual case, would deter-
mine the legality of pricing agreements. 
 
The ruling provides much more pric-
ing power to manufacturers, which has 
eroded greatly with the rise of the in-
ternet. Makers of premium goods, who 
want to sell through high-touch retailers, 
can now prevent online discounters from 
undercutting prices and driving down 
the profits of both retailers and manufac-
turers. To avoid the restrictions that the 
Supreme Court just overturned, manu-
facturers resorted to “Minimum Adver-

tised Price” (MAP) clauses, which would 
legally restrict prices retailers could ad-
vertise. This is why you see “price too low 
to show” instead of actual prices in some 
ads and on websites like Amazon.com.  
In addition, producers may offer rebates 
or other discounts in return for agreeing 
to certain pricing terms. 
 
In theory, the new ruling will make such 
arrangements more transparent and easier 
to manage, although as dissenting Justice 
Beyer noted “[the ruling] will create con-
siderable legal turbulence as lower courts 
seek to develop workable principles.” 
 
Stay posted. If this ruling will impact your 
pricing policies, hopefully you have been 
preparing for it. If not, then you need to as-
sess the impact and opportunity urgently.

Supreme Court Overturns  
Ban on Restrictive Pricing Clauses

Mimiran’s Reuben Swartz 
analyzes this recent, critical High 
Court decision affecting pricers 
across the nation. We’ve reprinted 
this piece with permission from 
Reuben’s blog, “Dollars and Sense.” 
For more information, contact him 
at: reuben@mimiran.com or visit: 
http://mimiran.blogspot.com/.

Exhibit 4: Pricing Power




