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How to Develop a Winning  
Pricing Structure in Retail

When it comes to retail pricing structure, there are a lot of vari-
ables to take into consideration. In this article, the author dis-
cusses one retail pricing structure that helps to gain back control 
over prices and manage pricing effectively. This retail industry 
specific example contains pricing structure analysis that can 
benefit pricers in multiple industries. Author Paul Hunt is the 
president of Pricing Solutions and a frequent PPS presenter, in-
structor, and contributor. He can be reached at phunt@pric-
ingsolutions.com.

by Paul Hunt

W
hen it comes to retail pric-
ing structure there are a 
lot of variables to take into 
consideration. Retailers in 

large chains, especially in restaurants, of-
ten don’t have control over prices and can’t 
necessarily enforce pricing changes from 
store to store. That’s why store tiering is 
so critical to retail operators.

Despite its benefits, store tiering is a 
pricing structure that’s sometimes over-
looked either because there’s uncertain-
ty about how to implement and manage 
it, or because of the upfront analysis and 
continued effort involved in executing it 
effectively.

Line Pricing vs. Store Tiering – 
What’s the Difference?

Line pricing can be summarized as “one 
item, one price.” It is very often observed 
in multi-location businesses (think restau-
rants, retailers but also B2B distributors 
with a network of local branches). When 
such businesses have a centralized pricing 
organization, it is very common for them to 
use line pricing and simply apply the same 
price to the same item across all stores.

Line pricing is not without advantages. 
It is very simple to implement (some may 
argue it’s even too simplistic) and provides 
a great deal of control over its prices to the 
organization. Very often, it is also seen as 
“fair” to the customer: no matter where 
you shop, you will pay the same price for 
the same item.

Store tiering takes a different, more val-
ue-based approach. Its principle is also 
very simple: some stores can sustain high-

er price points than others (for the same 
items) and if the business does not take 
advantage of that opportunity, it simply 
leaves money on the table.

Some opportunities are obvious. For 
instance, New York City’s Times Square, 
with its 50 million tourists per year, is well-
known for being more expensive than the 
rest of the city, not to mention the rest 
of the country. But beyond such unique, 
prime locations, how does one go about 
setting up a store tiering framework that 
maximizes economic value for the busi-
ness and its customers?

Finding the Right Tiering Structure
Once the value of store tiering has been 

established, usually comes the most dif-
ficult question:

How do we figure out the right tiering 
structure?

There are various ways to go about it, 
but they all come down to a simpler ques-
tion: what are the components of our of-
fer that could drive prices up (or down)? 
The analytical framework presented in this 
article boils it down to four main compo-
nents: Customers, Competition, Costs, 
Conditions. I call it the 4Cs (see Figure 1). 

The 4Cs allow one to define its store 
tiers based on hard data while allowing 
the business to also add its own inputs. 
Each “C” is measured by objective and 
quantifiable metrics. For instance, “Com-
petition” can be measured by the average 
price of nearby competitors or simply by 
the number of competitors within a certain 
distance. The relative importance of each 
“C” in the final score is typically where 

the business inputs come into play: busi-
nesses very sensitive to competition will 
give more weight to that “C”; businesses 
trying to grow might give more weight to 
“Customer.”

As a result of the 4Cs analysis, each 
store gets a score reflective of its ability 
to sustain a higher price point than oth-
er stores.

The next question one may ask is: how 
do we know how many tiers we need?

Here, I typically advocate for a mix 
of business priorities, trends and com-
mon sense. The number of tiers should, 
of course, be correlated to the number of 
stores. A good rule of thumb is that each 
tier should have 50-100 stores. Single-
store tiers should be avoided as much as 
possible, unless under exceptional con-
ditions (e.g. the Times Square example 
above). See Figure 2 for an example of a 
store tiering map.

Implementing Store Tiering
The Times Square example above is an 

example of store tiering, which is a pricing 
strategy that segments stores into tiers and 
then applies the same pricing gap across 
all tiers. For example, product A could al-
ways be 5% more in store one versus store 
two. This type of pricing can also be done 
by product or by product category. For ex-
ample, glasses frames may be 5% more 
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Figure 2: An example of a store tiering map.

in store one than in store two, but lenses 
are the same price at all store locations.

Three-Tier Store Model
Under Armour is a real-life example of 

a three-tier retail store model. Susie Mc-
Cabe, SVP of Global Retail at Under Ar-
mour told MarketRealist that the company 
has tiered stores depending on their size, 
impact, and premiumization tilt.

According to McCabe, their tier 
one stores are “located in major 
cities like New York, London, and 
Shanghai, these flagship stores will 
be sized over 20,000 square feet 
in North America and over 12,000 
square feet internationally. Tier two 
stores are smaller but operational-
ly efficient and financially self-suffi-
cient … Tier three stores will con-
sist of Factory House stores which 
will cater to more value-oriented 
customers.”

Under Armour’s approach is typi-
cal of a store tiering pricing system. 
Another common way to manage 
tiers is by not offering every item in 
every location (to do this, products 
must be labeled internally as “best, 
better and good,” to help determine 
which products to offer at each tier).

In Figure 3, you’ll see a breakdown 
of the three most effective options for 
store tiering implementation.

Generally, a tier one store will be able 
to sustain higher prices, so it makes sense 
to offer the best and better products only. 
These products are sold at a higher price 
point because the store is premium and 
offers higher priced best items.

At tier two stores it is typically more 
difficult to get the best price for the best 
product, so these tiers also offer low-
er priced good and better products. Tier 

three stores offer only “good” and “bet-
ter products,” and don’t offer the “best” 
products at all.

Ultimately, the benefits of using tiering 
pricing structure over line pricing are worth 
the effort. By using store tiering, your com-
pany can identify opportunities to increase 
revenue and profits. 
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