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A Pricing Playbook for Emerging Markets 

P
ricing in emerging markets—
always tricky to manage be-
cause of fluctuating inflation 
rates, shifting interest costs, 
and volatile currencies—is be-

coming even harder for multinational cor-
porations (MNCs) to master. These com-
panies face rising competition, from other 
MNCs in premium niches and from local 
giants in middle-market segments, that is 
squeezing MNCs’ profit margins in many 
emerging markets. In addition, traditionally 
value conscious consumers have become 
even more price sensitive in these times of 
slower growth and higher inflation.

Compounding the problem is a lack of re-
liable consumer data and competitive in-
formation. Pricing is often an afterthought, 
even among MNCs, in emerging markets. 
Moreover, the time-tested pricing methods 
that companies use in their home markets 
simply don’t work abroad. Executives dis-
cover, to their surprise, that consumers in 
emerging markets view products and ser-
vices—and their value—differently from 
consumers in developed markets. What’s 
more, spending power, willingness to pay, 
consumer segments, and the marketing, 
distribution, and selling of products and 
services also differ in emerging markets.

All those factors demand a fundamentally 
new pricing playbook—one that addresses 
not just price levels but also pricing struc-
tures, promotions, and the terms by which 
products must be sold to distributors and 
retailers. As emerging markets evolve at a 
dizzying pace, smart companies maintain 
their pricing effectiveness by deploying six 
dynamic strategies.

Understand Local Perceptions
Although it’s tough for many MNCs to 
accept, consumers in emerging markets 
perceive the advantages and disadvan-
tages of products and services—both 
consumer and business—in idiosyncrat-
ic ways. Those views are the by-product 
of several factors—including income lev-
els, consumption patterns, tastes, reli-
gious preferences, climate, and fashion 
trends—and they usually contrast radically 
with the views of consumers in the devel-
oped world.

Smart MNCs figure out the innate local 
appeal of their products and services in 
each emerging market and then formulate 
pricing strategies around them that maxi-
mize profits. This allows the companies 
both to command prices that are higher 
than those of local rivals and also to ex-
pand into new niches, especially since the 

appeal of MNCs’ brands is usually distinct 
from that of local brands.

Consider, for instance, a European leader 
in the elevators market that usually sells its 
products to builders of office complexes. 
When the company began to target cus-
tomers in emerging economies, it discov-
ered that residential developers were more 
eager than commercial developers to buy 
its elevators, primarily because the prod-
ucts were more dependable than those 
made by local manufacturers. Reliability is 
a key purchase criterion in emerging mar-
kets because fewer elevator banks are in-
stalled in apartment buildings there than 
in similar buildings in the developed world.

Complications arose, though, when the 
company switched its sights from the com-
mercial segment in emerging markets to 
the residential and priced its products at 
a premium. While builders and contractors 
appreciated the greater dependability of 
the products, they weren’t willing to pay 
much more for it. And they were reluctant 
to accept that lower maintenance costs 
and higher levels of customer satisfaction 
would outweigh the increased upfront in-
vestments.

To counter those concerns, the Europe-
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an company started educating builders 
about how and why it is appropriate to 
pay more for better quality. The company 
also tried to shift the odds in its favor by 
working with key players in the decision-
making process. For instance, it launched 
a communications campaign to persuade 
apartment buyers and real estate manage-
ment companies to get builders to install 
its elevators. Over time, that effort helped 
the European company crack open the 
residential segment in several emerging 
economies.

Capitalize on Cachet
Most global brands enjoy a higher status 
in emerging markets than they do in de-
veloped markets, particularly when they 
are first launched. This is partly because 
of scarcity; many emerging markets had 
been closed to outside competitors for de-
cades, so when MNCs were finally allowed 
to enter, they found an enormous pent-up 
demand for their brands. The larger-than-
life image that foreign companies enjoy 
enables them to charge higher prices for 
many years after entering an emerging 
market, until either demand plateaus or 
supply substantially expands.

The phenomenon becomes more pro-
nounced when a company hails from a part 
of the world that has garnered a reputa-
tion for making a specific product. Con-
sumers traditionally believe that certain 
nations’ products are the best: Belgian 
chocolates, French wines, German ma-
chine tools, Italian leather, Swiss watches, 
and so on. Smart companies identify the 
country-of-origin effects that apply to their 
offerings and factor them into their pricing. 
One classic example is Levi Strauss & Co., 
which developed denim jeans in 1873. 
The products’ All-American authenticity 
continues to resonate strongly in several 
emerging markets, allowing the company 
to charge a premium.

Create Price Ladders With  
Very Low Bottom Rungs
It’s easy to believe that a single price for 
a single product works best in crowded 
emerging markets. A single price allows 
companies to maximize profit margins, pro-
tect the brand, attract the right consumers, 
and stand out from the pack. Moreover, 
MNCs worry about confusing consumers 
with several prices, particularly given that 

segmenting the market is challenging be-
cause of the lack of adequate data on in-
comes and purchasing power. 

Debunking Pricing Myths in 
Emerging Markets
However, MNCs that adopt a single-price 
model don’t make the most of their pric-
ing power. One price, however carefully 
chosen, will inevitably result in missed 
opportunities: some buyers would have 
paid more, while potential buyers would 
have made a purchase if only the price had 
been lower. The best way to tackle this is-
sue, particularly in economies with large 
income disparities, is to offer an array of 
products at numerous price points.

Unlike in the developed world, where price 
ladders usually have three rungs, smart 
companies in emerging economies create 
price ladders with four: ba-
sic, good, better, and best. 
In this model, the bottom 
rung is very low, while the 
top rung is aspirational, 
thus enhancing percep-
tions about the product.

Companies benefit both 
by reaping higher mar-
gins from some custom-
ers and by serving those 
who would never have bought had lower-
priced options not been available—critical 
for continued growth in emerging markets. 
For example, when a global manufacturer 
began to sell its consumer food products 
in Brazil, it launched an inexpensive new 
product in snack-size packs under a less-
er-known brand name to woo entry level 
consumers in suburban and rural markets. 
At the same time, it expanded the distri-
bution of its more familiar brands to other 
parts of the country in larger sizes and at 
higher price points. The moves helped the 
company make inroads into both markets.

Another benefit of creating a four-tier price 
ladder is that customers gradually become 
more comfortable with the idea of paying 
higher prices for more features and new 
technologies. The European elevator giant 
we mentioned earlier, for instance, initially 
launched only one product in emerging 
markets but later decided to sell several 
products, offering advanced features at 
higher prices. When buyers realized that 

they would give up features to get a lower 
price, many passed up the lowest-priced 
products in favor of the relatively more ex-
pensive intermediate versions. Thus, the 
multi-tiered pricing structure enabled the 
company to generate higher revenues than 
those it would have realized if it had clung 
to a single price point.

Charge More for Less
Many MNCs start out in emerging markets 
by targeting the top of the pyramid, which 
accounts for around 1% of the popula-
tion and 20% of consumption. Later, they 
try to break into the middle of the market, 
which is much bigger, accounting for 30% 
to 50% of the inhabitants and around 50% 
of consumption. However, the income lev-
els of the middle class in emerging markets 
are lower than they are in the West, so the 
per-capita consumption of almost every-

thing is quite low by developed-economy 
standards.

Companies and consumers in emerging 
economies are usually willing to buy only 
small quantities at a time. Companies typi-
cally do so to avoid tying up scarce cash 
in inventory, while consumers often do so 
to remain within meager budgets. Smart 
companies deal with that by changing the 
sizes of the containers in which products 
are packaged, which affects pricing. For 
example, an American food company doing 
business in Mexico found that rural con-
sumers who bought its products sought to 
make only tiny purchases, usually equiva-
lent to well under a dollar. The company 
realized that offering smaller packages was 
essential to ensure that local consumers 
would buy more.

Lower prices for smaller packages needn’t 
result in smaller profits, however; MNCs 
can afford to optimize pricing to make as 
much, if not more, profit than they do with 

Unlike in the developed world, 
where price ladders usually have 
three rungs, smart companies in 
emerging economies create price 
ladders with four: basic, good, 
better, and best.

https://www.bcg.com/publications/2017/marketing-sales-pricing-playbook-emerging-markets.aspx#9-11110-1
https://www.bcg.com/publications/2017/marketing-sales-pricing-playbook-emerging-markets.aspx#9-11110-1


8Fourth Quarter 2019 The Journal of Professional Pricing

In emerging markets, modern retail channels 
feature newer formats and service outlets — such 
as supermarkets, hypermarkets, fast-food chains, 
beauty parlors, and fitness centers — that offer 
wider assortments, better ambience, and higher 
quality brands.

larger packages. A US-based leader in the 
cooking-oil business, for instance, deter-
mined that it would have to offer products 
in small containers if it wanted to attract 
consumers in India. Although its packaging 
costs rose, the company started charging 
more per liter when it sold the product in 
smaller containers. That enabled it to both 
earn higher profits and also to hold on to 
its upmarket positioning. Interestingly, the 
company was initially befuddled by the fact 
that its sales kept rising in rural areas, so it 
sent out representatives to discover why. 
The visits revealed that shopkeepers were 
buying large containers, opening them, 
and reselling the product by the spoonful 
or cupful. Clearly, it isn’t enough to just 
study data in emerging markets.

Tailor Pricing to the Channel
Distribution and retail channels in emerg-
ing markets can be classified as either tra-
ditional or modern, and the two categories 
influence pricing strategies differently. In 
emerging markets, modern retail channels 
feature newer formats and service outlets 
— such as supermarkets, hypermarkets, 
fast-food chains, beauty parlors, and fit-
ness centers — that offer wider assort-
ments, better ambience, and higher quality 
brands. Because these channels depend 
heavily on promotions and prices to attract 
customers, they offer the lowest prices, 
develop sophisticated incentive systems 
for in-store promotions and positioning, 
and thrive on cosponsored advertising.

Traditional retail channels, by contrast, 
are smaller in terms of area, the size of 
the workforce, and the number of SKUs 
in which they invest. Managing cash is 
critical for such channels, so they expect 
MNCs to offer financial incentives in the 
form of liberal payment terms and unlimited 
returns. What’s more, these mom-and-pop 
stores maintain low inventories that require 
frequent replenishment, and they depend 
on quick turnover for survival. Choosing 
the optimal product mix, therefore, is very 
important.

Companies must often make direct invest-
ments in traditional retail. For instance, 
some MNCs supply stores with branded 
coolers to ensure beer distribution, while 
others create promotional packs that can 
be attached to shelves with clips, thereby 
increasing shelf space.

Wholesalers possess enormous influence 
in emerging markets, so companies must 
oversee them closely. They have to collect 
the sell-in and sell-out prices of products, 
calculate margins, and monitor the sell-out 
prices to ensure that goals are aligned. If a 
manufacturer’s aim is greater market pen-
etration, but its distributor wants to maxi-
mize profits, for example, the two must 
work together to figure out a price that 
will suit both.

Manufacturers must also educate distribu-
tors about the most effective pricing mod-
els. Consider, for instance, an American 
textbook publisher that launched its prod-
ucts in an Asian country where two dis-
tributors dominated the market. Realizing 
that the distributors’ prices were increas-
ing neither sales nor sampling, the Ameri-
can company crunched the numbers to 
figure out for which grade levels and top-
ics demand was the most price sensitive. 
It then incorporated tear-off discount cou-
pons into the packaging of the textbooks 
for those segments, effectively reducing 

prices. That helped boost sales without 
jeopardizing the company’s relationships 
with the powerful distributors.

Companies in emerging markets must 
also develop innovative solutions for oth-
er problems, such as arbitrage, in which 
products are bought in low-price markets 
and sold in high-price markets. One trans-
national cement manufacturer found that 
offering rebates can prevent arbitrage. 
The company provides a barcode for ev-
ery one of its dealers’ trucks, and that 
barcode must be scanned at unmanned 
checkpoints located between the facto-
ries and the markets. Two pictures are 
taken at these checkpoints, including one 
of the truck’s top, to verify that all the ce-
ment bags are still in the truck and are on 
track to arrive at the intended market. The 
information is then transmitted wirelessly 
to a central server, and, at the end of every 
month, the company’s dealers are awarded 
monetary rebates based on the data col-
lected at the checkpoints. This process 
has virtually eliminated arbitrage and has 
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led to an additional 1% return on the com-
pany’s sales.

Change Pricing by Stage
MNCs in emerging markets tend to un-
derestimate local companies, which often 
use homegrown brands and well-estab-
lished channel relationships to dominate 
the market. Because the local businesses 
don’t have to worry about global policies, 
repercussions, or clearances from head-
quarters, they can raise or lower prices 
quickly, expand rapidly into new product 
and geographic markets, and exert what-
ever influence they might have with local 
governments, if necessary, to enact favor-
able rules and regulations.

MNCs, therefore, have no choice but to 
follow a staged pricing strategy. There are 
usually three stages: introductory, growth, 
and maturity. Companies design introduc-
tory pricing to highlight the benefits of new 
products and services and to reduce un-
certainty around trials even as they try to 
retain the freedom to increase prices later. 
This involves time-sensitive trial pricing, 
product and service guarantees, and, of 
course, discounting. Rarely does it mean 
slashing published prices.

Flat pricing is an effective introductory 

pricing structure in markets where a struc-
ture of fixed fees plus variable charges pre-
dominates. In Indonesia, for example, when 
a startup owned by a Chinese telecom-
munications conglomerate offered voice, 
text, and data for a flat fee every month, 
it notched up double-digit subscriber 
growth for a long time. That’s because the 
market leaders’ elaborate pricing plans, 
designed to generate the maximum reve-
nues per customer, had become compli-
cated and confusing.

When MNCs enter the growth phase, 
those that started out with high prices 
will typically continue selling at high pric-
es to maximize profits, while those trying 
to build market share will reduce prices. 
If sales continue to increase but begin to 
slow down, the product may have entered 
maturity. Profits will be higher than they 
used to be, but competition will make it 
difficult to acquire new users. Protecting 
market share becomes the priority dur-
ing the maturity stage, so discounting be-
comes essential.

It’s important to remember that, historical-
ly, emerging markets have changed more 
rapidly than developed markets have. Their 
growth may never become linear, but the 
path forward can be determined by using 

techniques such as war gaming. During 
a war game, internal teams, reinforced by 
outside experts, simulate buying and sell-
ing. The results are often counterintuitive.

For example, a provider of offshore support 
vessels recently bid on a South American 
oil field development project as a mem-
ber of a global consortium. Before sub-
mitting its bid, the company conducted 
a war game. The results suggested that, 
as a result of various factors, the oil field 
might become less profitable over time. 
The company smartly decided to front-
load its pricing so that its contracts would 
become part of the capital budget for the 
project’s construction rather than part of 
the budget for maintenance, which might 
eventually become subject to cost-cutting 
and negotiation. Doing so enabled the cor-
poration to maximize profits right away.

Pricing may not be the glitziest element in 
the marketing mix, but when carefully con-
sidered and applied, it often proves to be 
the most powerful. Few MNCs, therefore, 
are likely to win in emerging markets un-
less they learn how to come up with inno-
vative pricing strategies and deploy them 
more effectively. v
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T
hree primary pricing orienta-
tions are used to set prices: 
customer, cost, and competi-
tion (the 3Cs). Most scholars, 
consultants, and practitioners 

agree that pricing based on customer 
value is the orientation most preferred for 
fully capturing the value from markets. The 
reality is that you need to inform your pric-
ing decisions with information from the 
3Cs. These orientations are not mutually 
exclusive, and all require equal amounts 
of analytics and high-quality data. The 
connection between customer value and 
competition is probably the most criti-
cal. Because customer value is relative 
and competitive advantage is reference-
based, I often state that value-based pric-
ing can’t be done without a deep under-
standing of your competition.

I’m not recommending an obsession with 
competition. I’m advocating a deep fo-
cus on understanding the competition—
their offering, behaviors, and pricing 
approach—to support the analysis of com-
petitive advantage and the quantification 
of customer value. I posit that in order to 
design and deploy value-based strategies, 
including value-based pricing, firms must 
be equally obsessed with obtaining deep 
customer insights and deep competitive 
information. These two dimensions are 
the anchors of the value-based-pricing 
analysis and are part of the initial steps of 

value-based pricing focusing on customer 
segmentation and competitive analysis. A 
firm’s ability to deploy a value-based-pric-
ing program depends on the level of matu-
rity on these two dimensions, as depicted 
in the matrix in Figure 1.

If maturity is low on both dimensions, the 
priority is to build a strong knowledge foun-
dation on how to do value-based pricing, 
how to conduct competitive analysis, and 
how to collect customer and competitive 
intelligence (CI). At this stage, it’s essential 
to integrate the process of collecting, con-
necting, and mining customer and com-
petitive information into all go-to-market 
processes in the firm. 

Everyone in the go-to-market communi-
ty needs to be re-
sponsible for this 
process. It’s unre-
alistic to think that 
the CI and custom-
er research teams 
are solely respon-
sible for this. Even 
though they man-
age the process and 
have expertise in the 
science, they need 
data from the busi-
ness side to feed 
the process en-
gine. It’s a true team 

sport. Only when this is done systemati-
cally and deeply can a firm move along the 
maturity spectrum and eventually be able 
to think about an enterprise-wide value-
based-pricing deployment.

Value-based pricing requires CI. Let’s now 
explore the value-based pricing process 
in detail and see what’s needed, and at 
what step.

Competitive Intelligence in the 
Value-Based Pricing Methodology
Value-based pricing is a six-step meth-
odology as shown in Figure 2.  In each of 
the steps, there are competitive analyses 
or competition-based activities to perform.

1. Step 1: Step 1 is about mapping your 
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deep understanding of your competition. 

 

I’m not recommending an obsession with competition. I’m advocating a deep focus on 
understanding the competition—their offering, behaviors, and pricing approach—to support the 
analysis of competitive advantage and the quantification of customer value. I posit that in order to 
design and deploy value-based strategies, including value-based pricing, firms must be equally obsessed 

https://www.thalesgroup.com
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competitive landscape and understand-
ing all competitors using some critical 
descriptive variables. A competitive land-
scape is usually the first visual to begin 
with. Positioning and value maps are also 
useful for clustering your competitors in 
terms of value and price. You might also 
consider preparing a competitive matrix, 
another tool for rating and ranking com-
petitors. Examples of these tools are read-
ily available via a Google search.

2. Step 2: Step 2 focuses on customer 
segmentation and how competitors play in 
each segment. For this step, I typically rec-
ommend preparing a segment/competitor 
matrix, which is a list of competitors (direct, 
indirect, secondary, future) by customer 
segment. This helps identify differences 
in competitive intensity and competitors’ 
ranking by segment. It’s also pre-work to 
list possible next best competitive alterna-
tives (NBCAs) by segment.

3. Steps 3 and 4: Step 3 focuses on ex-
tracting true differentiation, and step 4 is 
all about quantifying the impact of differ-
entiation in terms of your customer’s finan-
cial benefits. This is the heavy-duty part 
of CI. To extract true differentiation and 
quantify customer differentiation value, you 
must perform deep and advanced CI ac-
tivities. We explore some of these below, 
but they include selecting the right NBCA, 
conducting competitive benchmarks and 
assessments, and finding competitive 
pricing levels. These are must-do steps 
to perform EVE (economic value estima-
tion framework, as depicted below) and 
get to the heart of value-based pricing. If 
detailed, granular information about your 

competition is unavailable, the customer 
value analysis won’t lead to anything you 
can use in the price-setting or the value-
based-selling processes.

4. Steps 5 and 6: Steps 5 and 6 focus on 
sharing the value pool and eventual price 
setting within the value pool. Here, too, 
some CI is needed. I focus on the posi-
tive and negative pricing moderators that 
might influence the value pool sharing as 
well as the understanding of your competi-
tors’ pricing behaviors.

Selecting the Right Next Best 
Competitive Alternatives
Depending on your competitive analysis, 

and for any relevant offer within a particu-
lar segment, you might have three, five, or 
ten competitors to consider for the refer-
ence value. This is why I recommend that 
you rate and rank your potential reference 
values using a selected list of criteria. The 
goal is to derive the top three NBCAs so 
that you can begin your EVE analysis. Se-
lecting the right reference is often chal-
lenging. The following short process offers 
an opportunity for rational preparations.

1. Prepare a competitive landscape map-
ping direct global, direct local, indirect, 
partial, and future competitors.

2. Prepare a competitor/segment matrix.

3. Rate and rank the compet-
itors: by intensity, customer 
mindshare, share of wallet, 
strategic suppliers, etc.

4. Run multiple EVE models 
(NBCAs 1, 2, and 3).

This process won’t deliver 
you THE perfect answer, but 
it will remove the anxiety of 
having to pick from a long list 
of competitors. I often get the 
question about “partial” com-
petitors, that is, those that 
compete directly but not on 

Figure 1
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with obtaining deep customer insights and deep competitive information. These two dimensions are the 
anchors of the value-based-pricing analysis and are part of the initial steps of value-based pricing 
focusing on customer segmentation and competitive analysis. A firm’s ability to deploy a value-based-
pricing program depends on the level of maturity on these two dimensions, as depicted in the matrix 
below. 

 

If maturity is low on both dimensions, the priority is to build a strong knowledge foundation on 
how to do value-based pricing, how to conduct competitive analysis, and how to collect customer and 
competitive intelligence (CI). At this stage, it’s essential to integrate the process of collecting, 
connecting, and mining customer and competitive information into all go-to-market processes in the 
firm. Everyone in the go-to-market community needs to be responsible for this process. It’s unrealistic 
to think that the CI and customer research teams are solely responsible for this. Even though they 
manage the process and have expertise in the science, they need data from the business side to feed 
the process engine. It’s a true team sport. Only when this is done systematically and deeply can a firm 
move along the maturity spectrum and eventually be able to think about an enterprise-wide value-
based-pricing deployment. 

Value-based pricing requires CI. Let’s now explore the value-based pricing process in detail and 
see what’s needed, and at what step. 

Competitive Intelligence in the Value-Based Pricing Methodology 
Value-based pricing is a six-step methodology. At each of the steps, there are competitive analyses or 
competition-based activities to perform. 

Figure 2
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1. Step 1: Step 1 is about mapping your competitive landscape and understanding all competitors 
using some critical descriptive variables. A competitive landscape is usually the first visual to 
begin with. Positioning and value maps are also useful for clustering your competitors in terms 
of value and price. You might also consider preparing a competitive matrix, another tool for 
rating and ranking competitors. Examples of these tools are readily available via a Google 
search. 

2. Step 2: Step 2 focuses on customer segmentation and how competitors play in each segment. 
For this step, I typically recommend preparing a segment/competitor matrix, which is a list of 
competitors (direct, indirect, secondary, future) by customer segment. This helps identify 
differences in competitive intensity and competitors’ ranking by segment. It’s also pre-work to 
list possible next best competitive alternatives (NBCAs) by segment. 

3. Steps 3 and 4: Step 3 focuses on extracting true differentiation, and step 4 is all about 
quantifying the impact of differentiation in terms of your customer’s financial benefits. This is 
the heavy-duty part of CI. To extract true differentiation and quantify customer differentiation 
value, you must perform deep and advanced CI activities. We explore some of these below, but 
they include selecting the right NBCA, conducting competitive benchmarks and assessments, 
and finding competitive pricing levels. These are must-do steps to perform EVE® (economic 
value estimation framework, as depicted below) and get to the heart of value-based pricing. If 
detailed, granular information about your competition is unavailable, the customer value 
analysis won’t lead to anything you can use in the price-setting or the value-based-selling 
processes. 

4. Steps 5 and 6: Steps 5 and 6 focus on sharing the value pool and eventual pricing setting within 
the value pool. Here, too, some CI is needed. I focus on the positive and negative pricing 
moderators that might influence the value pool sharing as well as the understanding of your 
competitors’ pricing behaviors. 
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the entire scope of the of-
fer under consideration. My 
answer is simple. Include 
them in the process, and if 
they make it to the top list, 
make sure you include the 
right differentiation com-
paring a partial versus fully 
integrated offer. One-stop 
shop brings value.

Selecting the Right  
Reference Value 
(NBCA)
Another challenge is find-
ing the competitor’s pric-
ing level. It’s easier in busi-
ness-to-customer (B2C) 
but more complicated 
in business-to-business 
(B2B) to reach a final net 
price for a specific prod-
uct, service, or offer. There 
are four possible situations 
with respect to the refer-
ence value:

1. You have the competitors’ pricing 
levels: You can therefore run a traditional 
EVE model.

2. You have a range of competitive 
price levels: You can use the range as a 
reference value knowing that, traditional-
ly, this competitor prices within this range. 
This works well for large offers, complex 
offers, and bundled solutions.

3. You have a market price for a simi-
lar offer: In case you cannot find the de-
tailed pricing reference value, you might 
switch the scope of your value model and 
focus on an industry or market average 
price. This isn’t ideal, but it’s better than 
nothing. The key is to get going while col-
lecting more competitive information.

4. You have no information: This is 
obviously what happens when there’s no 
process for gathering credible competitive 
pricing information. In this case, I recom-
mend doing the value model against what 
is called doing nothing. This assumes that 
there are no competitors in play and that the 
customer hasn’t begun the process of gath-
ering competitive alternatives. This is highly 
unlikely, but, again, the key is to get started.

Depending on where you stand on the cus-
tomer/competitor maturity matrix above, 
you might get stuck because of the lack 
of competitive information. I recommend 
that you get unstuck quickly and get your 
teams to learn the EVE process, even if 
the information is imperfect. Pick an initial 
model that you can run for which informa-
tion is more readily available. The key is to 
get started. If you wait for perfect custom-
er and competitive information, you might 
never begin.

Competitive Moderators  
in Value Pool Sharing
An additional key consideration in the EVE 
framework is to identify the relevant com-
petitive moderators to define the best way 
to share the value pool and to avoid the 
traditional 50/50 split. Some of the mod-
erators are “positive,” which means they 
might allow you to capture more of the val-
ue pool, whereas others are negative. I list 
a few below, but this list isn’t exhaustive.

• Response Behavior: What’s the typi-
cal response of specific competitors? Will 
they respond aggressively and consider 
that you have attacked them frontally?

• Industry Structure: What does the 
Porter model tell us about the nature and 
strengths of the competitive landscape?

• Number of Competitors: Are there five 
or fifty competitors sharing the industry pie?

• Competitive Intensity: Are all competi-
tors acting aggressively, or is there relative 
order in the industry?

• Competitive Entrenchment: How 
deeply is the NBCA entrenched in the cus-
tomer or segment that we are conducting 
the EVE model for? Will it be easy to dis-
lodge and replace the NBCA?

• Customer Relationships with Com-
petitors: What are the relationship maps 
between a customer’s accounts and spe-
cific competitors? Are some relationships 
stronger than others?

• Propensity to Enter Pricing Wars: 
Will competitors feel attacked and declare 
a price war in our core business? Should 
we price cautiously in the value pool to 
avoid a frontal attack?

• Competitor’s Sensitivity to Market 
Share: How obsessed are competitors 
with market share in their communication? 
Should we first focus on small accounts 
under the radar at a higher price?

Remember that pricing moderators aren’t 
negative differentiators. These are two dif-
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Selecting the Right Next Best Competitive Alternatives 
 
Depending on your competitive analysis, and for any relevant offer within a particular segment, you 
might have three, five, or ten competitors to consider for the reference value. This is why I recommend 
that you rate and rank your potential reference values using a selected list of criteria. The goal is to 
derive the top three NBCAs so that you can begin your EVE® analysis. Selecting the right reference is 
often challenging. The following short process offers an opportunity for rational preparations. 
 

1. Prepare a competitive landscape mapping direct global, direct local, indirect, partial, and future 
competitors. 

2. Prepare a competitor/segment matrix. 
3. Rate and rank the competitors: by intensity, customer mindshare, share of wallet, strategic 

suppliers, etc. 
4. Run multiple EVE® models (NBCAs 1, 2, and 3). 

 
This process won’t deliver you THE perfect answer, but it will remove the anxiety of having to pick from 
a long list of competitors. I often get the question about “partial” competitors, that is, those that 
compete directly but not on the entire scope of the offer under consideration. My answer is simple. 
Include them in the process, and if they make it to the top list, make sure you include the right 
differentiation comparing a partial versus fully integrated offer. One-stop shop brings value. 

Selecting the Right Reference Value (NBCA) 
Another challenge is finding the competitor’s pricing level. It’s easier in business-to-customer (B2C) but 
more complicated in business-to-business (B2B) to reach a final net price for a specific product, service, 
or offer. There are four possible situations with respect to the reference value: 
 

1. You have the competitors’ pricing levels: You can therefore run a traditional EVE® model. 

Figure 3
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ferent things. If you have a negative differ-
entiator, you’ll have to quantity the cost to 
the customer and deduct this from the total 
positive differentiation value. Moderators 
don’t address differentiation. This is done 
early in the value-based-pricing process. 
The moderators allow you to set the price 
in the value pool.

Methodologies for Conducting 
Competitive Intelligence
There are six techniques or methodologies 
that I recommend when conducting CI, as 
shown in the table below. Of course there 
are more, but six is a good start. These re-
quire training, capabilities, and sometimes 
the appropriate tools. Let’s review them at 
a high level.

1. Competitive Reviews, Black Hat 
Review, War Games: These techniques 
allow teams to put themselves inside the 
skin of competitors and role play for a day 
or two. These sessions can be conducted 
for large strategic bids or for long-term-
contract preparation. The key is to find 
people who know enough about the spe-
cific competitors and understand their cul-
ture. These techniques are well structured 
and managed by a professional coach and/
or facilitator. The real value comes at the 
end of the session, when the debrief is 
conducted in front of leadership and the 
capture leader.

2. Competitive Profile Matrix & Value 
Maps: These tools are used in the ear-
ly stage of the value-based-pricing pro-
cess when marketers study their competi-
tive landscape in preparation for the next 
steps. Both require some type of ratings 
of us-versus-competition so that a relative 
value score can be computed. The value is 
to give clear competitive positioning and 
to have a high-level view of the most dan-
gerous competitors.

3. Detailed Technical & Product 
Benchmarks: These provide deep and 
thorough analysis of competitive offers, 
technology, and products. They require a 
granular review of competitive functional-
ities, attributes, and technology compo-
nents. Traditionally, product-line manag-
ers and technical managers might work 
jointly to conduct these. The value of these 
assessments is in their identification of 
product or service differentiators that 

can be use in the EVE 
framework among oth-
er differentiators. Often, 
consulting companies 
are used to conduct 
reverse-engineering of 
competitive offers.

4. Price-to-Win Anal-
ysis: This methodology 
is most likely used in the 
business-to-government (B2G) sector, be-
cause part of the overall capture process 
is both a process and a result. Price-to-
win can be best defined as the cost-capa-
bility trade-off that embodies a firm’s strat-
egy. Price-to-win, the process, identifies 
the position that a firm needs to achieve 
to meet its business goals and objectives. 
The price-to-win analysis output is a win-
dow-to-win map plotting the customer’s 
budget considerations, the competitors’ 
capabilities, and price levels.

5. Competitors’ Pricing Behavior 
Analysis: This simple PowerPoint tem-
plate lists ten pricing dimensions profiling 
the pricing approach of each competitor. 
These include pricing behaviors in the mar-
ket, propensity to enter into price wars, de-
clared pricing strategy, and others. Profiles 
can be added to the outcome of the overall 
competitive analysis.

6. General Competency Inventory: 
The most complex competitive analysis is 
to conduct a competence and/or capa-
bility assessment for each competitor or 
specific area of interest. This is needed 
when studying technical capabilities, ser-
vice competencies, or corporate strengths. 
This type of analysis includes asset inven-
tory, factory functional and technological 
capabilities, laboratory capabilities, ser-
vice personnel credentials and accredita-
tion, and corporate financial relationships.

These are some of the most commonly 
used techniques. They require working 
in teams with marketers, market research 
teams, consultants, and your internal CI 
team. They require budgets and resources 
as well as a detailed CI roadmap.

Ninety-Day Process to Collect 
and Connect Competitive  
Pricing Information
You will need to find competitive pricing in-

formation (CPI). In B2B and B2G, reaching 
a net price that is precise and credible is a 
challenge. The collection of CPI needs to 
be ongoing as part of the business mind-
set. Most firms lack a formal process for 
CPI collection, connection, and mining. In-
stead, this work is done informally under 
the impetus and drive of business individ-
uals in the marketing, sales ops, or pric-
ing teams. If your firm has not yet begun to 
gather CPI, I propose the approach below. 
This can be initiated and fully operational 
in ninety days.

1. Assemble and launch a CPI task 
force: This task force can meet once a 
month to share CPI and ensure that it’s 
exploited in the day-to-day business via 
the sales ops plan and the pricing council. 
The task force must include sales, market-
ing, business development, CI, and pric-
ing. Other functions can join as well when 
needed.

2. Assign responsibility and account-
ability: Someone needs to lead this effort. 
I recommend someone on the pricing team 
joined at the hip with the CI expert.

3. Conduct an internal evaluation of 
what CPI is already readily available: 
People gather CPI but don’t share it. Oth-
ers have knowledge in their heads and 
keep it there. Industry and marketing re-
ports might contain relevant CPI informa-
tion. By conducting an internal inventory 
of what’s available, you’ll see the gaps and 
set priorities for what’s needed.

4. Conduct gap analysis, CPI data 
needs, and tracker: This is ground 
zero. It’s the start of the process, and 
the role of the task force is to fill in the 
gaps and begin connecting and mining 
information.

5. Launch formal mechanism to sys-
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Methodologies for Conducting Competitive Intelligence 
 
There are six techniques or methodologies that I recommend when conducting CI, as shown in the table 
below. Of course there are more, but six is a good start. These require training, capabilities, and 
sometimes the appropriate tools. Let’s review them at a high level. 

 

1. Competitive Reviews, Black Hat Review, War Games: These techniques allow teams to put 
themselves inside the skin of competitors and role play for a day or two. These sessions can be 
conducted for large strategic bids or for long-term-contract preparation. The key is to find 
people who know enough about the specific competitors and understand their culture. These 
techniques are well structured and managed by a professional coach and/or facilitator. The real 
value comes at the end of the session, when the debrief is conducted in front of leadership and 
the capture leader. 

2. Competitive Profile Matrix & Value Maps: These tools are used in the early stage of the value-
based-pricing process when marketers study their competitive landscape in preparation for the 
next steps. Both require some type of ratings of us-versus-competition so that a relative value 
score can be computed. The value is to give clear competitive positioning and to have a high-
level view of the most dangerous competitors. 

3. Detailed Technical & Product Benchmarks: These provide deep and thorough analysis of 
competitive offers, technology, and products. They require a granular review of competitive 
functionalities, attributes, and technology components. Traditionally, product-line managers 
and technical managers might work jointly to conduct these. The value of these assessments is 
in their identification of product or service differentiators that can be use in the EVE® 
framework among other differentiators. Often, consulting companies are used to conduct 
reverse-engineering of competitive offers. 

4. Price-to-Win Analysis: This methodology is most likely used in the business-to-government (B2G) 
sector, because part of the overall capture process is both a process and a result. Price-to-
win can be best defined as the cost-capability trade-off that embodies a firm’s strategy. Price-to-
win, the process, identifies the position that a firm needs to achieve to meet its business goals 
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tematically collect CPI: The task force 
needs to reach out to their communities 
and begin gathering all CPI entering the 
organization through multiple entry points. 
This includes ensuring that you’re aware 
of what’s being gathered. The big chal-
lenge is to know when information is 
available. People need to know that the 
process exists and that CPI is being col-
lected.

6. Track progress of CPI collection in 
task force and pricing council: You’ll 
be surprised to learn what can be col-
lected with attention and intention in the 
first forty-five days. We often think that we 
have no CPI until we begin paying atten-
tion to what’s being collected. The pro-
cess then needs to move into proactive 
mode. Data are being caught coming into 
the organization. But the task force can 
also request specific information that is 
missing and critical to the organization. It 
can also task consultants with conduct-
ing CPI research.

7. Integrate relevant and credible CPI 
into the pricing decision process: No 
data will be useful until it’s being used in 
the price-setting process. This includes 
the value-based-pricing process, the 
price-to-win process, and the EVE frame-
work. These are essential best practices to 
keep in mind when using and sharing CPI. 
The data need to be accurate and credible 
enough to generate enough confidence in 
the pricing decision-making process.

8. Design tools and technology to au-
tomate the CPI process: After ninety 

days it might be time to think about the fu-
ture and consider automating the process. 
Of course, there is software that can help 
you manage CPI. Beginning with a simple 
CPI database that’s connected to your 
pricing software might be a good middle 
step. The priority is the quality and up-to-
date-ness of your CPI.

Collecting CPI is both a science and an 
art. The key is credibility and confidence 
in the data. For that, the CPI must be tri-
angulated. Having just one data point 
for estimating competitive pricing lev-
els won’t cut it. You need multiple data 
points to come up with a pricing range 
or a credible competitive price point. 
There’s no way around it. You also need 
to document the sources of information 
and gauge their credibility.

Concluding 
Thoughts
This article high-
lights the need to 
develop strong ca-
pabilities in CI to 
support pricing ex-
cellence and the 
deployment of val-
ue-based pricing. 
The responsibility 
is shared among 
go-to-market func-
t ions .  Your  f i rm 
might have a CI or 

business intelligence function. That’s very 
helpful. CI is a profession. There are pro-
fessional organizations in the field, and I 
highly recommend that you visit the web-
site of the Society of Competitive Intel-
ligence Professionals (www.scip.org), 
the Academy of Competitive Intelligence 
(http://www.academyci.com), or the In-
stitute of Competitive Intelligence (www.
institute-for-competitive-intelligence.
com). ACI offers a certification called CIP, 
which I highly recommend for any pricing 
professionals wishing to go deeper into 
the value-based-pricing domain. A certifi-
cation in CI can be a good complement to 
your Certified Pricing Professional (CPP) 
certification from PPS.

Certification and training are important. 
CI is one of the strategic skills that any 
pricing professional needs to have. You 
cannot truly do competitive-based pric-
ing and value-based pricing without deep 
knowledge of the competition. The CI 
methods and concepts need to enter your 
pricing process in the same way that pric-
ing analytics and pricing tactics do. CI is 
part of the job description, roles, and re-
sponsibilities. These are also shared with 
marketing managers, product managers, 
and key account managers with excel-
lent process guidance from your CI team. 
The functional experts and the consum-
ers of competitive information share the 
responsibility. v
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and objectives. The price-to-win analysis output is a window-to-win map plotting the customer’s 
budget considerations, the competitors’ capabilities, and price levels. 

5. Competitors’ Pricing Behavior Analysis: This simple PowerPoint template lists ten pricing 
dimensions profiling the pricing approach of each competitor. These include pricing behaviors in 
the market, propensity to enter into price wars, declared pricing strategy, and others. Profiles 
can be added to the outcome of the overall competitive analysis. 

6. General Competency Inventory: The most complex competitive analysis is to conduct a 
competence and/or capability assessment for each competitor or specific area of interest. This is 
needed when studying technical capabilities, service competencies, or corporate strengths. This 
type of analysis includes asset inventory, factory functional and technological capabilities, 
laboratory capabilities, service personnel credentials and accreditation, and corporate financial 
relationships. 
 
These are some of the most commonly used techniques. They require working in teams with 

marketers, market research teams, consultants, and your internal CI team. They require budgets and 
resources as well as a detailed CI roadmap. 

 

Ninety-Day Process to Collect and Connect Competitive Pricing Information 
 
You will need to find competitive pricing information (CPI). In B2B and B2G, reaching a net price that is 
precise and credible is a challenge. The collection of CPI needs to be ongoing as part of the business 
mindset. Most firms lack a formal process for CPI collection, connection, and mining. Instead, this work 
is done informally under the impetus and drive of business individuals in the marketing, sales ops, or 
pricing team. If your firm has not yet begun to gather CPI, I propose the approach below. This can be 
initiated and fully operating in ninety days. 
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Concluding Thoughts 
 

This paper highlights the need to develop strong capabilities in CI to support pricing excellence 
and the deployment of value-based pricing. The responsibility is shared among go-to-market functions. 
Your firm might have a CI or business intelligence function. That’s very helpful. CI is a profession. There 
are professional organizations in the field, and I highly recommend that you visit the website of the 
Society of Competitive Intelligence Professionals (www.scip.org), the Academy of Competitive 
Intelligence (http://www.academyci.com), or the Institute of Competitive Intelligence (www.institute-
for-competitive-intelligence.com). ACI offers a certification called CIP™ which I highly recommend for 
any pricing professionals wishing to go deeper into the value-based-pricing domain. A certification in CI 
can be a good complement to your Certified Pricing Professional (CPP) certification from PPS. 

Certification and training are important. CI is one of the strategic skills that any pricing 
professional needs to have. You cannot truly do competitive-based pricing and value-based pricing 
without deep knowledge of the competition. The CI methods and concepts need to enter your pricing 
process in the same way that pricing analytics and pricing tactics do. CI is part of the job description, 
roles, and responsibilities. These are also shared with marketing managers, product managers, and key 
account managers with excellent process guidance from your CI team. The functional experts and the 
consumers of competitive information share the responsibility. 
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http://www.academyci.com
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In this article, the author presents a methodology for accurately projecting sales budgets. 
Specifically, the methodology presents a series of five equations that can be used to deter-
mine the income forecast necessary for the sustainability of current profit margins, which the 
author calls the IFSPM Method. Examples are provided to demonstrate the methodology’s 
applicability in both project and service-driven businesses. Carlos Hugo Barbery Alpire is an 
Economist DAEN and an instructor in price management and business management. He is a 
member of the Council of Researchers in the area of Economic Development of the National 
Academy of Sciences of Bolivia, in Santa Cruz. He is currently Planning and Prices Manager 
at ROHO Homecenter. He can be reached at hugo.barbery@gmail.com.

by Carlos Hugo 

Barbery Alpire

Method to Determine the Income Forecast 
for the Sustainability of the Profit Margin 

W
hat is the best meth-
od for projecting your 
sales budget? In busi-
ness management, this 
is a priority discussion. 

The market currently offers a range of soft-
ware solutions to structure a scientific ar-
gumentation which allow executives to pro-
vide a very scientific and solid approach 
to the board or the C-Suite.

But is it really enough to scientifically es-
timate sales growth? The answer is no. 
No, because what really matters in man-
agement is whether the company is, within 
the scenario of its market and environment, 
managing to improve or at least maintain 
the profit margin that ensures its sustain-
ability as an ultimate goal. To quote Milton 
Friedman: “The real social responsibility of 
companies is to be profitable because that 
is the only way to guarantee jobs.”

So, the default question is: How much 
does it take to increase revenue to at least 
maintain the company’s profit margin? 
Even more so in the current scenario of 
Bolivia, where there are many costs to at-
tend that, due to government regulations, 
are unavoidable (the clearest example be-
ing annual salary increases).

To address these and similar scenarios, we 
present in this article a precise methodol-
ogy for answering the question posed and 
for determining how much of the projected 
sales budget will be needed to maintain 
the profit margin as well as how much (if 

any) will really constitute effective growth.

This methodology consists of a sequen-
tial system of equations completed in five 
steps, which we refer to as the method 
to determine the income forecast for the 
sustainability of the profit margin (IFSPM 
Method).

The first step in the IFSPM Method is to 
identify the different costs of the current 
period and their estimated incidence in the 
following period. This exercise will result 
in the need for additional income for the 
following period to cover the incidence of 
each of the identified costs, which is ex-
pressed in the following manner:

 
 
It means that the requirement for additional 
income for the following period (δI1) as a 
consequence of the impact that cost x will 
have in the following period (δx1) is given 
by the quotient between the monetary val-
ue of cost x in the current period and the 
monetary value of the total gross income 
for the current period (x0/I0) adjusted by 
the impact that cost x will have in the fol-
lowing period (δx1).

The second step, as in the company there 
are a number of cost items (let’s call them 
x, y ... “n”), is to determine the total require-
ment for additional income for the following 
period as a consequence of the incidence 
on all cost items, expressed as follows:

The third step is to adjust this total require-
ment for additional revenue for the follow-
ing period (δTI1) by considering all taxes 
and fees actually paid in the current period 
(t0), expressed as follows:

This determines the additional total income 
requirement for the following period, ad-
justed by the payment of taxes and fees 
(δTI1t0), that minimally maintains the profit 
margin of the previous period.

However, this profit margin is only ex-
pressed in nominal terms, meaning that it 
is not adjusted by an approximation to the 
inflation forecast for the following period 
(i1), thus expressing an equivalent profit 
margin in real terms (i.e. adjusted by an 
approximation to inflation for the same pur-
chasing power). 

For this purpose, the fourth step is estab-
lished, which is expressed in the follow-
ing manner:

In this way, an increase in total income for 
the following period equivalent to δTI1t0i1 
ensures that the profit margin is main-
tained in real terms in relation to the pre-
vious period.

What if that requires a larger advertising 
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It means that the requirement for additional income for the following period (δI1) as a consequence of 
the impact that cost x will have in the following period (δx1) is given by the quotient between the 
monetary value of cost x in the current period and the monetary value of the total gross income for 
the current period (x0/I0) adjusted by the impact that cost x will have in the following period (δx1). 
 
The second step, as in the company there are a number of cost items (let's call them x, y ... "n"), is 
to determine the total requirement for additional income for the following period as a consequence of 
the incidence on all cost items, expressed as follows: 
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This determines the additional total income requirement for the following period, adjusted by the 
payment of taxes and fees (δTI1t0), that minimally maintains the profit margin of the previous period. 
 
However, this profit margin is only expressed in nominal terms, meaning that it is not adjusted by an 
approximation to the inflation forecast for the following period (i1), thus expressing an equivalent profit 
margin in real terms (i.e. adjusted by an approximation to inflation for the same purchasing power).  
 
For this purpose, the fourth step is established, which is expressed in the following manner: 
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In this way, an increase in total income for the following period equivalent to δTI1t0i1 ensures that the 
profit margin is maintained in real terms in relation to the previous period. 
 
What if that requires a larger advertising and marketing budget? Then you must consider this budget 
increase as one more variable in the system of equations from the first step and generate the 
calculation again. 
 
To summarize, this δTI1t0i1 indicator reflecting the IFSPM Method can be achieved through: 
 
− A price increase (δp).  
− An increase in sales volume (δq). 
− Or a combination of both (δp*δq). 
 
Where: 
 
α = % which will go as a price increase (δp). 
β = % which will go as an increase in sales volume (δq). 
 
Then the fifth and last step is finally defined, which is expressed as follows: 
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In order to demonstrate in a practical application of the IFSPM Method, here is a hypothetical 
example.  
 
Data from the example: 
 
Current period. 
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by considering all taxes and fees actually paid in the current period (t0), expressed as follows: 
 

















−

∂+∂=∂
0

0
1101 1
*

t
t

TITItTI  

 
This determines the additional total income requirement for the following period, adjusted by the 
payment of taxes and fees (δTI1t0), that minimally maintains the profit margin of the previous period. 
 
However, this profit margin is only expressed in nominal terms, meaning that it is not adjusted by an 
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margin in real terms (i.e. adjusted by an approximation to inflation for the same purchasing power).  
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This determines the additional total income requirement for the following period, adjusted by the 
payment of taxes and fees (δTI1t0), that minimally maintains the profit margin of the previous period. 
 
However, this profit margin is only expressed in nominal terms, meaning that it is not adjusted by an 
approximation to the inflation forecast for the following period (i1), thus expressing an equivalent profit 
margin in real terms (i.e. adjusted by an approximation to inflation for the same purchasing power).  
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In this way, an increase in total income for the following period equivalent to δTI1t0i1 ensures that the 
profit margin is maintained in real terms in relation to the previous period. 
 
What if that requires a larger advertising and marketing budget? Then you must consider this budget 
increase as one more variable in the system of equations from the first step and generate the 
calculation again. 
 
To summarize, this δTI1t0i1 indicator reflecting the IFSPM Method can be achieved through: 
 
− A price increase (δp).  
− An increase in sales volume (δq). 
− Or a combination of both (δp*δq). 
 
Where: 
 
α = % which will go as a price increase (δp). 
β = % which will go as an increase in sales volume (δq). 
 
Then the fifth and last step is finally defined, which is expressed as follows: 
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In order to demonstrate in a practical application of the IFSPM Method, here is a hypothetical 
example.  
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Current period. 
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and marketing budget? Then you must 
consider this budget increase as one 
more variable in the system of equations 
from the first step and generate the cal-
culation again.

To summarize, this δTI1t0i1 indicator reflect-
ing the IFSPM Method can be achieved 
through:

• A price increase (δp). 

• An increase in sales volume (δq).

• Or a combination of both (δp*δq).

Where:

α = % which will go as a price increase (δp).

β = % which will go as an increase in sales 
volume (δq).

Then the fifth and last step is finally de-
fined, which is expressed as follows:

 
In order to demonstrate a practical appli-
cation of the IFSPM Method, here is a hy-
pothetical example. 

Data from the example:

Current period.

a. A company sells a product X at the 
rate of 1,000 units per year at a price of 
$10.00 - each.

b. The incidence of the effective payment 
of taxes and fees in relation to your gross 
income is 8%.

c. It has in its cost structure three con-
cepts: Labor Costs per $4.00 - annual, 
Raw Material Costs per $3.50 - annual 
and Other General Costs per $1.00 - an-
nual.

Next period. - Estimates:

a. Labor costs will increase by 12% due 
to the likely wage adjustment determined 
by the government in both the basic wage 
and the national minimum wage.

b. Raw material costs will increase by only 
1% due to the effect of the devaluation of 

neighboring countries.

c. Other general costs in-
crease by 10%.

d. According to the pro-
jections of the mone-
tary authority the inflation 
would be around 2%.

With that information, 
calculate:

1. The profit margin of the 
current period.

2. The profit margin of the 
next period under the ce-
teris paribus condition for price and sales 
volume variables.

3. Using the IFSPM Method, calculate the 
minimum additional revenue requirement to 
ensure that the company’s profit margin is 
maintained in real terms.

4. Quantify the incremental level of sales, 
considering that due to the sensitivity of 
the market, the price could be adjusted by 
a maximum of 3%.

Answer to numbers 1 and 2 (see Fig-
ure 1)

Based on the information provided for 
the current period it is concluded that the 
company obtains an absolute profit margin 
of $700.00, and considering the estimates 
for the following period and the condition 
of ceteris paribus for the sales price and 
the sales volume, the absolute profit mar-
gin would be $85.00. 

Answer to number 3:

To this end, each of the data of both the 
current period and the following period will 
be represented in the nomenclature of the 
system of equations proposed in the IF-
SPM Method, which is as follows:

Total income from the previous period: 

I0 = 10,000 
Labor costs: x0 = 4,000 
Raw material costs: y0 = 3,500 
Other general costs: n0 = 1,000 
Variation in labor costs: δx1 = 12% 

Variation in raw material costs: δy1 = 1% 
Variation in other general costs: δn1 = 10% 
Taxes and fees: t0 = 8% 
Inflation: i1 = 2%

Then the first step of the methodology 
would be:

δI1δx1 = (4,000/10,000)*12% = 4.8%. 
δI1δy1 = (3,500/10,000)*1% = 0.35%. 
δI1δn1 = (1,000/10,000)*10% = 1%.

The second step of the methodology 
would be given by:

δTI1 = Σ(δI1δx1+ δI1δy1+ δI1δn1) = 4.8% + 
0.35% + 1% = 6.15%.

The third step of the methodology, addi-
tional revenue requirement adjusted for 
taxes and fees, would be expressed as:

δTI1t0 = 6.15% + {6.15% * [8%/(100%-
8%)]} = 6.6847%.

The fourth step of the methodology, ad-
ditional revenue requirement adjusted for 
taxes and fees and adjusted for approxi-
mation to inflation, would be equivalent to:

δTI1t0i1 = 6.6847% * {100% + [2%*(100%-
8%)]} = 6.8301%.

This means that by obtaining additional 
total revenues in the order of 6.8301% in 
relation to the previous period, the profit 
margin of the previous year is maintained 
in real terms; that is, considering an ap-
proximation to the inflation forecast for the 
following period, which will maintain the 
purchasing power of said margin.

Figure 1

a. A company sells a product X at the rate of 1,000 units per year at a price of $10.00 - each. 
b. The incidence of the effective payment of taxes and fees in relation to your gross income is 8%. 
c. It has in its cost structure, three concepts: Labor Costs per $4.00 - annual, Raw Material Costs 

per $3.50 - annual and Other General Costs per $1.00 - annual. 
 
Next period. - Estimates: 
a. Labor costs will increase by 12% due to the likely wage adjustment determined by the government 

in both the basic wage and the national minimum wage. 
b. Raw material costs will increase by only 1% due to the effect of the devaluation of neighboring 

countries. 
c. Other general costs increase by 10%. 
d. According to the projections of the monetary authority the inflation would be around 2%. 
 
With that information, calculate: 
 
1. The profit margin of the current period. 
2. The profit margin of the next period under the ceteris paribus condition for price and sales 

volume variables. 
3. Using the IFSPM Method, calculate the minimum additional revenue requirement to ensure that 

the company's profit margin is maintained in real terms. 
4. Quantify the incremental level of sales, considering that due to the sensitivity of the market, the 

price could be adjusted by a maximum of 3%. 
 
Answer to numbers 1 and 2: 
 

Sales in Q 1,000 1,000 
Price in $ 10 10 

Gross Revenue 10,000 10,000 
Tax 800 800 

Net Income 9,200 9,200 
Labor Costs 4,000 4,480 
Raw Material 3,500 3,535 
Other Costs 1,000 1,100 

Absolute Margin 700 85 
Relative Margin 7.00% 0.85% 

 
Based on the information provided for the current period it is concluded that the company obtains an 
absolute profit margin of $700.00, and considering the estimates for the following period and the 
condition of ceteris paribus for the sales price and the sales volume, the absolute profit margin would 
be $85.00.  
 
Answer to number 3: 
 
To this end, each of the data of both the current period and the following period will be represented 
in the nomenclature of the system of equations proposed in the IFSPM Method, which is as follows: 
 
Total income from the previous period: I0 = 10,000 
Labor costs: x0 = 4,000 
Raw material costs: y0 = 3,500 
Other general costs: n0 = 1,000 
Variation in labor costs: δx1 = 12% 
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The third step is to adjust this total requirement for additional revenue for the following period (δTI1) 
by considering all taxes and fees actually paid in the current period (t0), expressed as follows: 
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This determines the additional total income requirement for the following period, adjusted by the 
payment of taxes and fees (δTI1t0), that minimally maintains the profit margin of the previous period. 
 
However, this profit margin is only expressed in nominal terms, meaning that it is not adjusted by an 
approximation to the inflation forecast for the following period (i1), thus expressing an equivalent profit 
margin in real terms (i.e. adjusted by an approximation to inflation for the same purchasing power).  
 
For this purpose, the fourth step is established, which is expressed in the following manner: 
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In this way, an increase in total income for the following period equivalent to δTI1t0i1 ensures that the 
profit margin is maintained in real terms in relation to the previous period. 
 
What if that requires a larger advertising and marketing budget? Then you must consider this budget 
increase as one more variable in the system of equations from the first step and generate the 
calculation again. 
 
To summarize, this δTI1t0i1 indicator reflecting the IFSPM Method can be achieved through: 
 
− A price increase (δp).  
− An increase in sales volume (δq). 
− Or a combination of both (δp*δq). 
 
Where: 
 
α = % which will go as a price increase (δp). 
β = % which will go as an increase in sales volume (δq). 
 
Then the fifth and last step is finally defined, which is expressed as follows: 
 

( ) ( )[ ] 11*1101 −++=∂ βαitTI  
 
In order to demonstrate in a practical application of the IFSPM Method, here is a hypothetical 
example.  
 
Data from the example: 
 
Current period. 
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Answer to number 4:

According to the data in the example, due 
to the market sensitivity, the price can only 
be adjusted by 3%, so the sales volume 
requirement needed to obtain incremental 
revenues of 6.8301% must be determined, 
which would be calculated as follows:

The fifth step of the methodology would 
be, solving for β in:

6.8301% = [(100%+3%)*(1+β)]-100%

We find that:

β = 3.719%

If all the methodology is consistent, then 
with the calculations made and consid-
ering the assumptions of the variation in 
the costs of the example for the following 
period, it means that: increasing the price 
by 3% and the volume of sales by 3.719% 
obtains the level of income that will allow 
the profit margin to be maintained in real 
terms (that is, adjusted for an approxima-
tion to inflation, considering that the profit 
margin of the previous year was $700.00 
and that the estimated inflation for the 
following period is 2%, the result would 
have to be a profit margin of approximately 
$714.00). As shown in Figure 2.

Up to this point, the example has consid-
ered only one product and the methodol-
ogy has been consistent. However, the 
question of this methodology’s applicabil-
ity will arise because, in practice, compa-
nies have a range of products or services 
at different sales prices and with different 
sales volumes depending on the life cycle 
of the product or service. In this case, the 
methodology is applicable from the first to 
the fourth step, and prior to the fifth step 
it is necessary to use analytical optimiza-
tion tools and analyze the composition of 
the company’s product portfolio and its ex-

pected particularities for a 
subsequent period. 

To demonstrate this, the 
data from the previous 
example wil l be used 
through the fourth step 
where it was determined 
that with 6.8301% of in-
cremental income for the 
following period, the prof-
it margin is maintained in 
real terms. But now, the 
analysis will be broadened 
by formulating a portfolio of four products 
that reach a weighted price of $10.00 and 
a total sales volume for the current period 
of 1,000 units, as explained in Figure 3.

Now for the next period, consider the fol-
lowing assumptions:

• Because products C and D are under 
a regulatory regime, it is not possible for 
them to have an increase in their prices. 
At the same time, because they are prod-
ucts that have a high presence of substi-
tute products, it is expected that product 
C will have a fall in sales volume of -2% 
and product D will have a fall in sales vol-
ume of -1%.

• Products A and B, after market research, 
were determined to have opportunity to 
increase their prices by 2% and 3% re-
spectively.

Under these conditions, the optimal sales 
volume of products A and B must be de-
termined in order to achieve an increase in 
revenues of 6.3801% which will allow the 
profit margin to be maintained in real terms.

To do this, we use the help of Microsoft 
Excel 2013 Solver to achieve the objective, 
which presents the simulation as follows:

• Target: 6.8301% of incremental revenue

• Variables to be sensitized: 
sales volume of products 
A and B

Subject to the following re-
strictions:

• Quantity of Product A for 
the following period must 

be ≥ 60 units and have a share in income 
from the portfolio ≥ 11.99%, i.e. at least 
the current period.

• Quantity of Product B for the following 
period must be ≥ 360 units and have a 
share in income of the portfolio ≥ 35.57%, 
at least the current period.

When running the simulation with these 
conditions, it is determined that, to ob-
tain our objective, an increase of the sales 
volume of product A by 5.06% and an in-
crease of the sales volume of product B 
by 15.13% is required. Therefore, it is the 
level of additional sales for products A 
and B that the investor must demand as 
minimum objective to his work team. This 
simulation is shown in Figure 4. 

As a final result, the variation of the weight-
ed average price (α) was 1.623% and the 
variation of the total sales volume (β) was 
5.124%.

Once these values are obtained, we can 
move on to the fifth step of the methodol-
ogy to check its application. When these 
values are placed in the formula, the re-
sulting expression is:

6.8301% = [(1+α)*(1+β)]-1

6.8301% = [(100%+1.623%) 
*(100%+5.124%)]-100%

6.8301% = 6.8301%

As this equation demonstrates, the meth-
odology proposed in this academic pro-
posal is applicable and can be validated 
with information from any type of company, 
whether product or service-driven. 

 
Sales 1,000.00 1,037.19 3.719% 
Price 10.00 10.30 3.000% 

Gross Revenue 10,000.00 10,683.06 6.831% 
Tax 800.00 854.64  

Net Income 9,200.00 9,828.41  
Labor Costs 4,000.00 4,480.00 12.000% 
Raw Material 3,500.00 3,535.00 1.000% 
Other Costs 1,000.00 1,100.00 10.000% 

Absolute Margin 700.00 713.41 1.916% 
Relative Margin 7.00% 6.68%  

 
Up to this point, the example has considered only one product and the methodology has been 
consistent. However, the question of this methodology’s applicability will arise because, in practice, 
companies have a range of products or services at different sales prices and with different sales 
volumes depending on the life cycle of the product or service. In this case, the methodology is 
applicable from the first to the fourth step, and prior to the fifth step it is necessary to use analytical 
optimization tools and analyze the composition of the company's product portfolio and its expected 
particularities for a subsequent period.  
 
To demonstrate this, the data from the previous example will be used through the fourth step where 
it was determined that with 6.8301% of incremental income for the following period, the profit margin 
is maintained in real terms. But now, the analysis will be broadened by formulating a portfolio of four 
products that reach a weighted price of $10.00 and a total sales volume for the current period of 1,000 
units, as explained below: 
 

Current Period  
Product P Q Income 

A 19.99 60 1,199 
B 9.88 360 3,557 
C 24.99 45 1,125 
D 7.70 535 4,120 
 10.00 1,000 10,000 

 
Now for the next period, consider the following assumptions: 
 
− Because products C and D are under a regulatory regime, it is not possible for them to have an 

increase in their prices. At the same time, because they are products that have a high presence 
of substitute products, it is expected that product C will have a fall in sales volume of -2% and 
product D will have a fall in sales volume of -1%. 

− Products A and B, after market research, were determined to have opportunity to increase their 
prices by 2% and 3% respectively. 

 
Under these conditions, the optimal sales volume of products A and B must be determined in order 
to achieve an increase in revenues of 6.3801% which will allow the profit margin to be maintained in 
real terms. 
 
To do this, we use the help of Microsoft Excel 2013 Solver to achieve the objective, which presents 
the simulation as follows: 
 
− Target: 6.8301% of incremental revenue 

Figure 2
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product D will have a fall in sales volume of -1%. 

− Products A and B, after market research, were determined to have opportunity to increase their 
prices by 2% and 3% respectively. 

 
Under these conditions, the optimal sales volume of products A and B must be determined in order 
to achieve an increase in revenues of 6.3801% which will allow the profit margin to be maintained in 
real terms. 
 
To do this, we use the help of Microsoft Excel 2013 Solver to achieve the objective, which presents 
the simulation as follows: 
 
− Target: 6.8301% of incremental revenue 

Figure 3
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It is important to clarify 
some concepts:

Reference to sales pric-
es refers to effective sales 
prices; that is, free of all 
discounts and excluding list 
sales prices.

On the other hand, “sales 
volumes” refers to effective 
sales volumes (i.e., free of all 
types of returns, promotions, 
free samples, etc.) and not to 
sales volumes from inventory 
records.

We emphasize that when 
the profit margin is analyzed 
in real terms, it only protects 
the purchasing power of the 
investor’s profit, but it does not contrib-
ute resources to future investment needs, 
which if needed (and under the scenario 
analyzed) would only be possible through 
additional contributions of the investor’s 
capital or through greater indebtedness.

The main contribution of this methodol-

ogy is being able to calculate and de-
termine minimum goals in terms of sales 
volumes, price adjustments or a combi-
nation of both, for a portfolio of products 
or services that allow the investor to have 
clarity regarding the effort required to (at 
least) maintain profit margin levels in real 
terms (considering an approximation to 
the foreseen inflation). v

Note: This publication in its original Span-
ish version can be found in Bulletin # 25 
of April 2016 of the National Academy of 
Sciences of Bolivia, in Santa Cruz. Copy-
right before the National Intellectual Prop-
erty Service of Bolivia, Administrative Res-
olution # 1-506 / 2017. 

Figure 4

− Variables to be sensitized: sales volume of products A and B 
 
Subject to the following restrictions: 
 
− Quantity of Product A for the following period must be ≥ 60 units and have a share in income from 

the portfolio ≥ 11.99%, i.e. at least the current period. 
− Quantity of Product B for the following period must be ≥ 360 units and have a share in income of 

the portfolio ≥ 35.57%, at least the current period. 
 
When running the simulation with these conditions, it is determined that, to obtain our objective, an 
increase of the sales volume of product A by 5.06% and an increase of the sales volume of product 
B by 15.13% is required. Therefore, it is the level of additional sales for products A and B that the 
investor must demand as minimum objective to his work team. 
 
This simulation is shown in the following images: 
 

  
 
As a final result, the variation of the weighted average price (α) was 1.623% and the variation of the 
total sales volume (β) was 5.124%. 
 
Once these values are obtained, we can move on to the fifth step of the methodology to check its 
application. When these values are placed in the formula, the resulting expression is: 
 
6.8301% = [(1+α)*(1+β)]-1 
6.8301% = [(100%+1.623%)*(100%+5.124%)]-100% 
6.8301% = 6.8301% 
 
As this equation demonstrates, the methodology proposed in this academic proposal is applicable 
and can be validated with information from any type of company, whether product or service-driven.  
 
It is important to clarify some concepts: 
 
− Reference to sales prices refers to effective sales prices; that is, free of all discounts and 

excluding list sales prices. 
− On the other hand, "sales volumes" refers to effective sales volumes (i.e., free of all types of 

returns, promotions, free samples, etc.) and not to sales volumes from inventory records. 
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