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In the past decade, many consumer 
goods manufacturers have success-
fully transformed themselves despite 
the various challenges facing them. 

Cost cutting, survival of “the brand,” 
logistics, manufacturing footprints and 
lately the increasing power of retailers 
have made such firms leaner and far more 
efficient. Now attention has turned to 
what many have traditionally seen as a 
tactical tool: trade funding (also known 
more broadly as “trade terms and con-
ditions” or TT&C). Studies show that 
trade funding has risen dramatically in 
recent years comprising over half of the 
marketing budget and over 10% of total 
sales.a Arguably the result of this has been 
an increase in sales volume and revenue. 
So why are manufacturers concerned? 

What is Wrong with  
This Picture?
Forgetting the profitability argument 
for a moment, what uncontrolled trade 
funding does is send mixed messages 
to retailers and consumers alike. While 
brand spending builds value for the 

products, trade funding tends to coun-
teract that effort. It sends the signal that 
“we don’t believe in our own value.” 

On a practical level retailers come to see 
willing payers as soft and take advantage 
of them. Many now use the funding as 
a revenue stream. Loyal consumers are 
further affected, as they become used to 
seeing a succession of deals and so change 
their buying behavior. Retailers also have 
taken advantage of manufacturers’ offers 
by stockpiling. Not only does this mean 
building extra facilities to store the stock, 
but it also means the manufacturer incurs 
added expense since it must maintain suf-
ficient capacity in its supply chain to han-
dle these peaks. There is a debate in the 
U.S. as to how much trade funding mon-
ey is actually seen by the end consumer. 
According to Promomagazine.com, it 
typically lies only between 52-62%.b

A long established rule of thumb sug-
gests it is up to five times as expensive 
to attract new customers as it is to keep 
current ones. Thus, it seems odd that 
most trade funding (i.e. promotions) are 
designed to encourage buyers to try the 
product, but the majority of those who 
purchase have bought before. This push 
strategy, currently used by most manu-
facturers, has robbed money from other 
marketing uses, such as for advertising 
and even consumer promotions, which 
build brand loyalty. Should it not be the 
retailer’s responsibility to attract con-
sumers and build loyalty to their stores 
and the manufacturers’ responsibility to 
make those same consumers want to buy 
their products? 

An Integrated View  
of Trade funding
Companies wanting to look at their 
trade funding initially think of “control.” 
In North America this has become the 
trend with the arrival of Sarbanes-Ox-
ley. The zealous Securities and Exchange 
Commission has already called in Coca-
Cola, General Mills and others for pos-
sible misuse of trade promotion dollars. 
Other firms see a software solution as 

being the answer to all their problems. 
Yet it will solve only the issue of control 
and deal analysis, not longer term strate-
gic thinking.

The rationale behind the integrated 
view of trade funding is that tackling 
the perceived problem (e.g. lack of con-
trol) does not take into account the un-
derlying factors, or the breadth of func-
tions that it affects. Not taking a step 
back and saying: “Where am I headed 
and what’s the game plan?” usually 
results in a series of small, short-term 
solutions.

Steps Towards an  
Integrated View:
1. What is the Company Strategy?
Trade funding needs to reflect the long-
term planning and vision of a company. 
It should be integral to the planning 
conducted by the marketing department 
and be used with other tools (such as 
price, new launches etc.). 

The long-term planning process should 
answer questions, such as: 
• Where does the company position itself 

vs. competitors?
• Which segments/channels are the most 

lucrative?
• What are the emerging trends; can 

the company still compete or will new 
products need to be developed?

• Is the company in a position to expand 
the category/market?

The list can be quite extensive. But, criti-
cally it should provide a platform for 
direction.

2. Does the Channel/Trade Strategy 
Match the Company Strategy?
Sellers should develop a matrix to ana-
lyze each prospective channel and retail-
er within it for such measures as growth 
potential, profitability, cost of relation-
ship (including sales support), retailer 
strategy, etc. This will help prioritize 
which retailers to trade with by their 
importance. It will also reveal potential 
differences between emerging trends and 

According to authors Stephan A. 
Butscher and Javier J. Christie, con-
sumer goods manufacturers use their 
trade funding to do too much. As a 
result these funds have ballooned, 
though executives often have little 
understanding of the details behind 
them. Once looked upon as a tacti-
cal tool, trade funding is increasingly 
expected to benefit profits as well as 
cost-cutting and efficiency drives. The 
authors suggest the time has come for 
companies to adopt a more integrated 
view of trade funding. Stephan is a 
Partner and Javier is a Senior Con-
sultant at the London office of Si-
mon-Kucher & Partners, Strategy 
and Marketing Consultants (www 
.simon-kucher.com).

Can Your Trade Funding Be Better Managed?
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gaps in the presence of the manufacturer. 

Conversely, the manufacturer must un-
derstand the needs of the retailer in 
metrics, such as sales per square meter, 
profitability of the category, in-store ef-
fectiveness etc. By using such informa-
tion, manufacturers can show that they 
understand the retailers’ needs and tailor 
their trade funding to be more effective. 
Being effective also builds trust in the 
relationship, which enables a category 
partnership approach. 

Those retailers willing 
to work towards, or 
in a position to de-
liver, profitable growth 
should be the receivers 
of preferential trade 
funding treatment.

3. Does the Brand/
Product Strategy 
Match the Company 
Strategy?
Products should receive 
different levels of trade 
funding and types of 
funding, depending on 
whether they are seen 
as an innovator, de-
fender, leader or player 
brand. The product’s life cycle stage will 
further determine what type of support is 
necessary. For example, the Apple iPod, is 
now approaching the peak of its lifecycle, 
so the marketing fund should focus on 
maximizing awareness and availability. 

Once this channel strategy is implement-
ed, a coherent product strategy can be 
undertaken. Many manufacturers watch 
helplessly as large retailers (often with their 
own funding) use their brands to fight 
a price war. It only takes one to start the 
war, and the rest will follow. To offset this, 
the seller can offer differentiated products 
or exclusive activities to retailers. This col-
laborative approach works both ways. 

Again emerging trends play a vital role 
in product strategy. Outcomes from such 
thinking include:
• Classification of brands according to 

position in the market and life cycle, 

and assigning a level of trade funding 
accordingly.

• Identifying those SKUs which would 
need additional trade funding for a 
given period of time to help establish 
the product.

• Or, conversely, identifying those SKUs 
that are purely sold on price, and hence 
have no trade funding support (e.g. dy-
ing brands).

• Determining which type of trade funding 
each brand/SKU should receive e.g. heavy 
promotion, shelf space, sighting etc. 

4. Breakdown Analysis of Trade Fund-
ing and the Link to Value-Based Pricing
The value of trade funding should ulti-
mately reflect the value of the product in 
the consumer’s eyes. This (as well as the 
three points mentioned above) provides 
the basis for determining the level and 
type of trade funding.

What is trade funding? Ultimately it 
should be all investment that can be 
directly linked to volume. Any funding 
not relating to volume should be ques-
tioned. This relationship between fund-
ing and volume can then be analyzed for 
an uplift in revenue and hence profit-
ability.

By strategically linking funding to vol-
ume, it sends a clear signal to retail-
ers that performance will be measured. 
Furthermore, it stops account managers 
from getting into the mindset that the 

funding is open to broader use.

Permitting trade funding in certain cor-
ridors only takes the risk out of profit-
ability. As long as account managers 
comply with the overall plan, they can 
remain flexible at the local level without 
damaging profitability. At the same time 
retailers will come to understand that 
close cooperation does not necessarily 
mean a blank check.

The second step is to understand what is 
historical. Often, when analyzing trade 

funding, a plethora of 
historical agreements are 
uncovered. These agree-
ments may once have 
been beneficial to the 
company. Over time, 
however, they lost rel-
evance. Rather than 
eliminating these types 
of agreements (thereby 
risking a relationship), 
many firms choose to 
continue paying, usually 
in a different guise. This 
leads to the final most 
important consideration, 
which is to understand 
how much is condi-
tional. 

Conditional means linking “pay to per-
formance.” Basically, incentives are of-
fered depending on the degree of a 
retailer’s compliance. Nonperformance/
compliance should result in the funds 
being either withdrawn or not offered in 
the first place. This type of carrot-and-
stick approach is difficult to implement 
straight away and en masse. However, 
by gradually introducing it to retailers, 
a culture change can be brought about. 
Furthermore, it can help historical agree-
ments to work better. 

In general, companies need to identify 
what elements of trade funding drive 
business. Bits that are not working 
productively must be transferred (via 
conditionality) to reward right retailer 
behavior, which ultimately will grow 
business and value for all the partici-
pants.
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Integrated View of Trade Funding [TF]Figure 1: Integrated View of Trade Funding [TF] 
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5. Execution
After these four steps have been under-
taken, it will be relatively easy to under-
stand the shape and functionality of the 
trade funding. A system solution will be 
straightforward as many of the difficult 
decisions have been made. While systems 
are great for forcing behavioral change, 
bringing “hearts and minds” along is 
more challenging. 

Sharing with all parties how the trade 
funding has been shaped provides better 
understanding and eventual acceptance. 
Clear communication and the 
guidelines resulting from the in-
tegrated trade funding view send 
a strong signal to traditionally 
conflicting departments within 
an organization. They also pro-
vide account managers a structure 
within which to work. A consis-
tent message to retailers will help 
build the argument for change. 

Implementation will not be an over-
night exercise. The biggest hurdle—sell-
ing the benefits to retailers and reaching 
an agreement—will take time. Typically 
a transition plan should be drawn up, 
banking quick wins and building small 
implementation steps for larger hurdles. 
Management could choose to install the 
new trade funding thinking either with 
or without IT systems. The latter will 
prove potentially difficult once agree-
ments are in place with retailers. 

An eventual system implementation 
need not be a painfully disruptive exer-
cise. Never underestimate the need to 
sell the “why” message. The quality of 
what is put into the system by account 
managers entering deals is just as impor-
tant. A change management plan driven 

from the top will send signals both inter-
nally and externally. 

The focus should remain on winning 
with retailers. The message should be 
clear that a greater reward will be shared 
with a more profitable performance. 

A Beverage Industry 
Example
A UK drinks producer decided to tackle its 
trade funding. The problem was so large 
and complex that little agreement could be 
reached internally on where to start. 

Due to the complexity of the agree-
ments the company had reached with 
its customers, no external systems solu-
tion could provide the desired fix; and 
this was evidenced by the lax in-house 
systems which had developed over 
time.

What was needed was an integrated 
solution. An opportunity arose to start 
afresh with the launch of new brands 
into the market. Marketing set the vision 
(value, positioning etc.) for each brand 
and received the board’s full support for 
a stricter implementation than had been 
followed in the past. A framework for 
pricing and trade funding was developed 
to reflect this vision. This included iden-
tifying which channels would have ac-
cess to the new brand. 

Based on different channel (as well as 
some large retailer) dynamics, the trade 
funding was set and outlined in depth 
and breadth. Sales no longer dominat-
ed the argument based on what it felt 
it could sell the brand for. Instead the 
group was one of many to be consulted; 
others included the retailers themselves 
who helped shape the basket of drivers 
for the trade funding. The whole pro-
cess required a high level of trust by all 
participants, as well as a shared determi-
nation to grow profitability within the 
category. This was only possible because 

the value argument had been 
won. Winning the argument 
with retailers required making 
clear that trade funding was 
not limitless, but it rather pro-
vided the flexibility to differen-
tiate offers to customers while 
remaining profitable. 

The success of the new, 
launched brands prompted the 

firm to use the same approach with ex-
isting ones. Only when this integrated 
approach had been rolled out, and began 
its staged implementation, did systems 
come into the fray. 

An integrated view of trade funding 
gives firms needed perspective on all 
expenditures required when bringing a 
product to market (while incorporating 
company goals, brand vision and chan-
nel management/understanding). This 
perspective will help to achieve profitable 
growth.

Notes
a Turning Unrestrained Trade Promotion 
Spending into Profitability, Insights, 2004.
b “Trading Places,” Promomagazine.com, 
Matthew Kinsman, 2000.

An eventual system implementation 
need not be a painfully disruptive 
exercise. Never underestimate the 
need to sell the “why” message.




