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What’s the problem with 
high inflation? Let’s first 
take a look at some inter-
esting figures to demon-

strate the pressure. 

At the end of last year experts and ana-
lysts gave forecasts for the 2011 infla-
tion rates: 2 to 3% in Europe, 4 to 6% 
in North America and 7 to 9% in Asia. 
These levels were already reached within 
the first few months of the year. Cur-
rently the EU is reporting an inflation 
rate of 3%; the UK is at 4.5%; India is 
already above 9%. And it is not over yet. 
Inflation will continue to grow. Looking 
at the US market, the consumer price 
index noticeably increased within half a 
year: from 1.5 in December 2010 to 3.6 
in June 2011. The annual producer price 
index increased by 22.6% in the min-

ing industry; manufacturers have had 
to cope with an increase of 9.3%. These 
numbers show a clear trend. It’s time for 
action. 

Inflation means  
price increases
Inflation has two effects that are closely 
related to pricing. On the one hand, it 
causes a business’ costs to surge. On the 
other hand, it also depreciates an econo-
my’s currency. The devaluation aspect is 
often underestimated. In the last two de-
cades — in a period of very stable prices 
— Europe experienced devaluation of 
approximately 40%. To maintain their 
position in real terms, companies had to 
grow by the same rate of 40%. 

In the future, a similar level of devalua-
tion will be reached not in 20 years, but 
after only seven or eight. Companies 
need to grow more dynamically in or-
der to keep up with inflation. Often-
times, cost in-
creases are even 
more important 
than company 
growth. In peri-
ods of relatively 
stable prices, it is 
possible to com-
pensate for cost 
increases with 
productivity 
gains. But that 
will be impossible in the future. High 
inflation automatically demands signifi-
cant price increases.

To exemplify the tremendous impact 
of inflation on profitability, let’s assume 
that our cost base has suffered from in-
flationary pressures and that costs have 
increased by 5% while pricing has re-
mained unchanged — what does this do 
to the overall profitability of a company? 

Put into simple figures: revenue is 100, 

costs 80 and profits 20. The 5% cost 
increase pushes costs up to 84. Profits 
fall from 20 to 16. That is a reduction of 
20%. And this is an example of a profit-
able business. With an operating margin 
of only 10%, the 5% cost increase would 
eat up 45% of profit. Companies with 
thin margins are in particularly high 
danger, but the others will also face mas-
sive profit slumps.

Aside from cost increases and devalua-
tion, there is a third, less visible risk. In 
the past, inflation has been a phenom-
enon observed in high growth periods. 
Now it reappears when economies are 
fighting against sluggish demand. Con-
sumers feel insecure, postpone purchases 
and go for less expensive alternatives. 
The recent crisis has caused consumers to 
be more price-sensitive than ever. That’s 
why managers most urgently need to 
solve this complex situation quickly and 
make their firms inflation-safe.

Learning from  
the auto industry
Higher productivity no longer com-
pensates for growing inflation rates. If a 
business doesn’t want to take a serious 
blow to its profits, then it will have to 
raise prices. The effects of such a price 
increase (or lack thereof) are illustrated 
by two industries: telecommunication 
and automotive. Both industries are 
highly innovative. In inflationary times, 
innovation can offer a company a key 
advantage — it justifies higher prices. 

Inflation: The Acid Test  
for Price Performance

Every day, news and opinions about 
inflation, prices and cost increases make 
the headlines. When it comes to tim-
ing and impact, however, the situation 
is clear: Inflation is already here, it will 
continue to grow, and it will erode prof-
its. The major question is how manag-
ers can make their company inflation-
safe to secure margins, as the author 
explains. Dr. Georg Tacke is the CEO 
of Simon-Kucher & Partners Strategy 
& Marketing Consultants global pric-
ing consultancy. He will be presenting 
a highlight keynote address - The Ulti-
mate Test for Your Price Performance: 
How Inflation Can Change the Role 
of Pricing – at the 22nd Annual Fall 
Pricing Conference & Workshops in 
Las Vegas. He can be reached at georg.
tacke@simon-kucher.com.

The recent crisis has caused consumers 
to be more price-sensitive than ever. 
That’s why managers most urgently need 
to solve this complex situation quickly and 
make their firms inflation-safe.
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Here is what happened:

Nominal revenue in Ger-
many’s telecommunica-
tions industry has risen by 
5.2% since 2000 — not 
per year, but in total. If we 
factor inflation into the 
equation, this increase sud-
denly becomes a 10% loss 
in real terms. The reason? 
The telecom players failed 
to convert innovation into 
inflation-proof prices. De-
spite churning out innova-
tive products and higher 
volumes, the industry today 
is worth 10% less in real 
terms.

Car makers, in contrast, 
have shown that they know 
how to ward off the nega-
tive effects of inflation. 
Since 2000, they have generated a nomi-
nal revenue increase of 30%; in real 
terms, this equates to an 11% boost in 
Germany. Despite inflation, they smart-
ly adjusted their prices. It paid off. The 
automotive industry has been able to 
transform new innovative products into 
higher prices.

Americans and Europeans 
forgot how to cope  
with inflation
The challenge is simply to get prices 
up once costs are rising. It sounds easy, 
but in practice it’s not. Many compa-
nies have forgotten how to do this and 
are now insufficiently prepared for the 
task. In Latin America and some Asian 
markets, inflation has always been a 
challenge. Companies in these markets 
know how to handle the situation. But 
for companies in North America and in 
Europe, it is new and therefore a much 
bigger challenge.

In general, many companies have con-
tracts which simply do not allow for 
price increases. Others raise their prices 
once a year or every two years, but this 
does not coincide with necessary infla-
tion adjustments. Many discount sys-
tems are only based on customer volume. 

They often provide little incentive for the 
sales force to raise prices and thus protect 
the margins. That’s basic stuff. But with-
out this basic stuff companies might get 
into serious problems.

Five key measures  
to increase prices
A key task of top managers is to make 
their companies inflation-safe. That 
starts with the question: Do you have 
a systematic price increase process that 
meticulously defines pricing targets, 
preparation, execution, and so on? A 
price increase is not a one-time mea-
sure; it has to be done again and again. 
Consequently, it has to be supported by 
a process that involves all relevant func-
tions from marketing and pricing to 
sales, controlling and top management. 

The following agenda helps managers to 
plan and implement price increases in 
order to cope with the inflation risk. The 
five key areas are:

1. Target
2. Instrument
3. Preparation
4. Tactic
5. Monitoring

1. Target: Which prices should you 
strive for?

The first area has a cost 
component — how much 
do you need?; the second 
is a market component — 
how much can you achieve? 
In order to set this target 
you should know how good 
your price implementation 
performance is. If at the 
end of the day you achieve 
only half of the planned 
price move, then you have 
to strive for at least twice as 
much as you need. Then it 
is important to break down 
the price increase targets 
into segments, products, 
and customers. 

This individualization is 
much more successful than 
one fixed across-the-board 
price increase. You also 
have to check the details 

and especially the duration of all your 
contracts. Modern contracts don’t in-
clude price information. At the most, the 
pricing part is an addendum that allows 
you to change prices without having to 
change the basic contract.

2. Instrument: Which price instru-
ments can best implement the planned 
price increase? 

This question is often underestimated. 
But aside from the common list price in-
crease there are many options available. 
In B2C industries you can, for instance, 
reduce your package size to avoid jump-
ing over important pricing thresholds. 
You can increase or introduce surcharg-
es, work on payment terms, reduce dis-
counts and so on and so forth. Here it is 
important to analyze every segment and 
decide from your company’s perspective 
on the best way in which to implement 
the planned price moves.

3. Preparation: How can you prepare 
the price increase in the best possible 
way? 

Are you going to communicate price in-
creases directly to the market, or would 
you prefer to try a “silent” price increase? 

The automotive industry has been able 
to transform new innovative products 
into higher prices.
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Is it important to explain the necessity of 
price increases to channel partners and 
competitors, or is addressing the custom-
ers enough? 

Communication is important and nec-
essary, and top management plays an 
important role in this phase. A public 
interview in which the CEO explains 
the reasons and the necessity for the up-
coming price moves is a very big help to 
the sales force. When they knock at the 
doors of their customers, they are already 
prepared and expect the prices to go up. 
But this phase also includes training 
and incentives. Is the sales force capable 
of pushing through higher prices? Af-
ter years of volume selling, are they now 
able to switch to value selling? And what 
about incentives? They have a big impact. 

For example, several projects have de-
signed incentive schemes that give a part 
of the price increase to those sales reps 
who achieve the full target price increase. 
This has a tremendous effect on perfor-
mance success. In a real-time experiment 
with test and control groups, the incen-
tivized sales reps achieved a 36% higher 
implementation rate. One CEO reported 
that this was the most profitable incen-
tive ever in company history. 

4. Tactics: Which tactics should you 
apply when you ultimately raise pric-
es?

Decide on the order of the price increase. 
Should all customers get the price in-

crease at the same time? Or first the 
easy ones and then the “tough negotia-
tors” later? Will you do it in person or 
by letter/e-mail? What are the fall-back 
options if the implementation is tough or 
impossible? Are there less expensive alter-
natives? What are your walk-away prices?

5. Monitoring: How much did you re-
ally achieve in total?

The majority of the companies have no 
clue how their planned price increas-
es pan out. On average, most compa-
nies only realize 53% of the originally 
planned price increase. Why is it so dif-
ficult? Raising prices is not one-dimen-
sional. Customers often receive “good-
ies” to at least partially compensate for 

the higher prices. This may come in the 
form of longer payment terms, addi-
tional discounts or bonuses, promotional 
marketing support, etc. All of these ele-
ments have to be factored into your sys-
tems to quantify the real net-net effect 
of a price move. You do not need a con-
trolling monster, but make sure that the 
effects are taken into account and that 
top management has at least 95% trans-
parency.

Bearing in mind these five key measures 
for price increases, managers can tackle 
the inflation challenge. The companies 
that manage to fight inflation effectively 
will be tomorrow’s winners, as only they 
will have the means to invest in new 
products, offerings and know-how.

1. Don’t use the inflation rate as a benchmark for your price increase target. 
Even if you don’t have all the information available, try to set your own 
price increase goal.

2. Several price rounds with smaller steps are better than one or two price 
rounds with bigger steps.

3. Don’t wait for the competition. Be the first mover. The first communicat-
ed price increase in an industry sets a certain anchor and you can’t be sure 
that your competitors are doing the right thing.

4. The strategy of “winning volume or market share with an under-propor-
tional price increase” does not work. Go for the price increase you need 
and do not rely on additional volumes that may save your profits. They will 
not come.

Four stumbling blocks in pricing, and how to avoid them:




