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With no easy escape from 
the multi-product jungle, 
pricing can get messy. 
Companies offering (and 

pricing) thousands upon hundreds of 
thousands of individual products are 
everywhere. You’ll find them in food 
and consumer goods, in the retail and 
wholesale sector, and in IT, tourism, and 
media. Mired in this same jungle, you’ll 
also find companies who produce spare 
parts and broad product ranges. To price 
successfully, should these companies 
painstakingly analyze every product they 
produce? Is it worth the time? The man-
power? The tools? Somehow, multi-prod-
uct companies must navigate often unfa-
miliar terrain to professionally optimize 
pricing and generate higher returns. 

The solution to this dilemma is three-

fold. To develop a simplified pricing pro-
cess, multi-product companies first must 
identify:

1. Driving factors behind price elastic-
ity and price elasticity segments

2. Their product profitability and mar-
gins

3. Their price image and focus 

1) What drives price 
elasticity and price 
elasticity segments?
Every decision affecting price should 
take price elasticity into consideration. 
With few exceptions, a price increase 
causes sales to drop. Will the added re-
turns generated by the price increase 
compensate for the loss in volume? That’s 
where price elasticity comes into play. 
Various factors contribute to low price 
elasticity, e.g. fewer product alterna-
tives, high customer/brand loyalty, high 
switching costs and low price interest.

That said, due to the sheer number and 
range of products, multi-product compa-
nies don’t exactly fit the mold. Account-
ing for price elasticity isn’t feasible for 
many companies (however large) that 
don’t have the time or the manpower 
to analyze every single product. For 
them, it is more important that pricing 
managers be well-versed in the factors 
that drive price sensitivity, since simi-
lar products often have similar price 
elasticity. Complicating matters, simi-
lar products, from company to industry, 
aren’t always so similar. Generic prod-
uct attributes are considered similarities 
that are related to product categories, e.g. 
shower gel, shampoo, body lotion, and 
makeup for makers of body care prod-
ucts. Other companies and industries 
might group products according to price 
classes or to the degree of product inno-
vation. 

Understandably, multi-product compa-
nies are often in the dark about identi-
fying the right elasticity segments and 
in turn, determining the elasticity of 
the group. What might come in handy? 
Knowing your customers’ behavior and 
possessing analytical know-how. When 
determining the price elasticity it is ad-
visable to combine the findings from 
several sources (e.g. empirical transac-
tion data, consumer surveys plus expert 
estimations) to achieve the best possible 
elasticity values. As a first step, use refer-
ence products to get a better feeling for 
the price elasticity per segment. Also, an 
internal expert estimation is a quick and 
cost-effective means of determining the 
price elasticity. 

So you’re a multi-product company: 
what’s next? Have you considered your 
customers’ switching behaviors? What 
are the dynamics of your product as-
sortment? What about the differences 
between individual products and prod-
uct group elasticity? As you dig deeper, 
you’ll find that price elasticity deter-
mined by a single product differs con-
siderably from price elasticity as deter-
mined by the observations of an entire 
product group. Knowing that, it’s no 
surprise that the price elasticity of Ap-
ple’s 15’’ MacBook Pro differs from that 
of the MacBook series as a whole. If a 
single product’s price is increased by five 
percent, then a sales decrease of five per-
cent is possibly calculated in. Although 
on a product group level, a sales loss of 
only three percent is expected. If Apple 
increased the price of the MacBook Pro 
15’’, some customers might switch to the 
cheaper 13’’ version or a MacBook Air. 
Similarities and exchangeability between 
products help Apple customers trade 
up or down (price-wise) while remain-
ing loyal to the brand. Occasionally, the 
customers’ desire for something new and 
exciting encourages this kind of switch-
ing behavior. Many multi-product com-
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Figure 1: Switching behavior of customers

panies have customer retention (among 
product lines) down to a science: Nestlé 
and Kraft in food products, Johnson & 
Johnson and L’Oréal in health and beau-
ty, Sony and Toshiba in electronics, and 
Toyota and Mercedes in the automotive 
industry. What are these companies do-
ing right? Each holds on to customers 
who switch products by offering different 
price levels within a product group. 

2) Lions and tigers and 
product margins and 
profitability, oh my!
Should you find yourself in the multi-
product pricing jungle, it’s important to 
keep your wits about you. It’s also im-
portant to use your products’ current 
margins to determine whether you’ll ac-
tually profit from a price increase. Your 
tiger-catching lasso has weak margins? 
No worries: even the net effect of a price 

increase is positive when you’re expecting 
larger losses in volume. Your new pith 
helmet has strong margins? Good work 
–no need to significantly raise your pric-
es when the demand is elastic. 

To make effective pricing decisions, use 
current margins to differentiate your 
products. Degrees of product variety 
aside, these margins are generally easy 
to ascertain. By categorizing products 
in groups with high, medium and low 
margins, you can differentiate based on 
product profitability without focusing on 
individual product levels. 

3)  Pricing: What’s your 
image? What’s your focus? 
Still don’t know what you’re doing 
wrong? Examine your price image and 
price focus, the final factors affecting 
price setting. In multi-product compa-
nies, the price image isn’t influenced by 
the entire range of products. Instead, it 
comes from what are commonly known 
as “focus products.” Focus products, so 
named because customers are focused 
on even the slightest shifts in price, are 
items which enjoy a great deal of cus-
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Product classification: How do you classify 
products for pricing in a multi-product company?
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Figure 2: Product classification & price recommendation (example)
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tomer familiarity. On a weekly basis, a 
consumer might shop for focus products 
such as milk, butter, coffee or tea and is 
therefore likely to notice when the price 
of a gallon of milk increases from $3.12 
to $3.43. 

In the automotive industry, focus prod-
ucts are oft-replaced (and often adver-
tised) items such as brake pads, exhaust 
pipes, windshield wipers and tires. How-
ever, customers aren’t always busy focus-
ing on price; hence, we have “periphery” 
and “complementary” products. In the 
kitchen, periphery products such as saf-
fron, vanilla bean, and truffles are hard 
to find and used infrequently. At your 
neighborhood body shop, these products 
are suspension springs, V-belts and brake 
light switches. Case in point: try recall-
ing the last time you had new suspension 
springs installed so that you could drive 
to the store to pick up white truffle oil. 
As you might imagine, periphery and 
complementary products receive signifi-
cantly less consumer attention and scru-
tiny than focus products. 

Since customers aren’t nearly as familiar 
with periphery products, price increases 
among these products often go unno-
ticed. Price increases among focus prod-
ucts, however, tend to strike a chord with 
the customer, who views these increases 
as a reflection of how “expensive” the 
company is as a whole. Due to the tre-
mendous influence they wield on con-
sumer perception of a company’s image, 
prices of focus products should be modi-
fied very carefully and selectively. 

Fortunately for multi-product compa-
nies, focus products typically represent 
less than 15 percent of their entire prod-
uct assortment. Time and time again, 
experience has verified that internal com-
pany estimates often grossly overestimate 
the number of focus products in their 
product lines. Sure, they buy your prod-
ucts on a regular basis, but customers 
often aren’t nearly as familiar with the 
products and their prices as you might 
expect!

Surviving the multi-product 
jungle unscathed
By combining their knowledge of price 
elasticity and switching behavior, prod-
uct profitability and the price focus, 
multi-product companies with a wealth 
of individual products can improve the 
price setting process and emerge from 
the pricing jungle on top. Trying to stage 
a similar escape? In four easy steps, here’s 
how you can do the same:

1. Take a look at your product lines. 
Utilize price elasticity drivers to clas-
sify each product into an elasticity 
segment. Unfortunately, there is no 
magical algorithm to solve this di-
lemma. Instead, you must use your 
pricing experience to understand 
your products and your customers’ 
behavior. 

2. Then determine the group price elas-
ticity for each segment. Combine 
the findings from several sources 
(e.g. empirical data, consumer sur-
veys plus internal and external ex-
pert estimations) to achieve the best 
possible elasticity values. Remember, 
there are no hard and fast rules for 
deciding whether elasticity is deter-
mined by a single product or a group 
of products. Familiarizing yourself 
with your customers’ switching be-
havior and the dynamics of your 
product assortment is the first step. 

3. Once you’ve analyzed products’ 
profit margins and cost information, 

you can then simulate the revenue 
and profit effects of various prices. 
These simulations help you make 
informed and intelligent pricing de-
cisions from a purely economic per-
spective. 

4. (You’re almost there!) Now, use the 
price focus to fine-tune pricing. If 
selected focus products are under 
hard customer scrutiny, it may even 
make sense to lower prices on these 
items and communicate these price 
decreases to the public. 

With this approach in place, multi-
product companies can dramatically 
professionalize the price setting process 
without getting lost in the complex-
ity. For many multi-product companies, 
the biggest challenges lay in identifying 
price elasticity drivers and in determin-
ing the correct reference prices for elas-
ticity per segment. Amidst the pricing 
jungle, companies who build product 
groups that can be priced similarly while 
allowing enough flexibility to fine-tune 
or manually adjust prices are king. Do-
ing so allows them to generate differenti-
ated value-oriented prices. It also manag-
es to skim the customers’ willingness to 
pay much more effectively than the ever 
popular cost-plus pricing approach. Pro-
fessionalized pricing helps multi-product 
companies realize profit increases of sev-
eral percentage points. And let’s be hon-
est – aren’t you tired of being stuck in 
the jungle?
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1. Utilize price elasticity drivers to classify each product 
into an elasticity segment

2. Determine the group price elasticity for each 
segment

3. Simulate revenue & profit effects and optimize prices
4. Use the price focus to fine-tune pricing




