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The rising wages in China and 
cheapening euro are driving 
changes in what were once 
considered stable sources of 
competitive advantage.

Given the current currency fluctuations 

and country specific economic situa-

tions, what problems do they create for 

firms operating in multiple markets 

around the world? And how are pric-

ers to successfully manage prices across 

borders today? Tim J. Smith is the 

managing principal at Wiglaf Pric-

ing, adjunct professor at DePaul Uni-

versity, and the Academic Advisor for 

the Certified Pricing Professional des-

ignation. He will be leading a work-

shop entitled “Pricing & Corporate 

Strategy” at the PPS 26th Annual 

Fall Pricing Workshops & Conference 

in Dallas, October 20-23, 2015. His 

most recent book is Pricing Strategy:  

Setting Price Levels, Managing Price 

Discounts, & Establishing Price 

Structures (South-Western Cengage 

Learning, 2012). He can be reached at 

tsmith@wiglafpricing.com.

International Pricing Among  
Current Currency Fluctuations 

CONTINUED ON NEXT PAGE �

Growth in North America and 
Europe is low to non-existent. 
The euro is down against the 
dollar.  China has wage in-

flation.  Half of the BRIC (Brazil, Rus-
sia, India and China) countries are now 
investment pariahs.  And the N-11 coun-
tries (Bangladesh, Egypt, Indonesia, 
Iran, Mexico, Nigeria, Pakistan, the 
Philippines, Turkey, South Korea and 

Vietnam) still offer high uncertainty 
against a backdrop of high potential 
growth.

Given the current currency fluctuations 
and country specific economic situations, 
what problems do they create for firms 
and how are prices supposed to be man-
aged across borders today?  These are the 
pertinent questions facing many of to-
day’s executives.

From looking at case studies from 
H&M, Unilever, Procter & Gamble, 
Colgate-Palmolive, Johnson & Johnson, 
Harley Davidson, Yamaha, and Honda, 
we find two challenges to pricing have 
increased their importance in today’s 
environment.  These are (1) competitive 
price position changes and (2) product 
diversion.

Competitive Price  
Position Challenges
The rising wages in China and cheap-
ening euro are driving changes in what 
were once considered stable sources of 
competitive advantage.

For example, H&M was count-
ing on low-cost production in 
China to compete in Europe 
but is suddenly finding their 
variable costs rising in com-
parison to Zara and some other 
European clothing manufac-
turers.  What should H&M do 
about this?

Or, Proctor and Gamble and Colgate-
Palmolive are finding European Unilever 
and Henkel competitors are able to lower 
their prices through favorable exchange 
rates which tend to point towards a con-
tinued decrease in euro to dollar conver-
sions.  How should American household 
product producers react?

In both cases, firms are asking how 
they should they should manage prices 

in the face of new competitive threats: 
absorb the cost increase or pass it on 
to consumers, lower prices to remain 
competitive or maintain them under 
the threat of losing sales and market 
share.

To answer both of these questions and 
others, executives are encouraged to re-
evaluate their position against the Stra-
tegic Price Reaction Matrix. This calls 
executives to consider if their source of 
competitive advantage has been deval-
ued, if their pricing power has eroded, 
and how this fairs on a country by coun-
try basis.  Given the answers to these 
underlying questions, they can deter-
mine if they can (1) ignore the rising 
competitive threat or use the situation 
as an opportunity to attack, (2) miti-
gate increased price competition through 
sales and marketing communication, (3) 
defend their market share through man-
aged price reductions, or (4) accommo-
date competitors with unavoidable share 
losses.

Granted, not all outcomes are desirable, 
but it is generally better to survive a bat-
tle to fight another day than to lose the 
war in bankruptcy.

Product Diversion 
Challenges
Product diversion, also known as par-
allel importing or price arbitrage, can 
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Figure 1arise when products 
are sold in one coun-
try at a low price and 
in another country at 
a higher price.  In this 
situation, third parties 
may buy the product 
in the low priced coun-
tries and resell them 
in the higher priced 
countries.  The result is 
that third parties profit 
from the price dispari-
ties between the coun-
tries and the producing 
firm finds its own prod-
ucts competing against 
it in the higher-priced 
counties.  This drives 
the producer’s margins 
to shrink.

Product diversion is a 
constant challenge in 
many industries.  In a 
time of high currency 
fluctuations, many executives are find-
ing new patterns or increased quantities 
of product diversions.  This is especially 
true of high-value and highly-fungible 
products like contact lenses, tobacco, 
and consumer electronics.

To address product diversions, execu-
tives are being driven to re-evaluate their 
country specific segmentation hedges.  
Can they be increased?  Do prices need 
to be harmonized between countries to 
reduce the price arbitrage incentives? 
How much product diversion is accept-
able?  What would be the anticipated 
profit impact if prices increased in the 
low-priced country? What would be 

the anticipated profit impact if prices 
decreased in the high-priced country?  
Where is the new tradeoff between price 
segmentation hedges, price harmoniza-
tion, and anticipated product diversion?

Granted, these are not easy questions, 
but it is better to proactively make trad-
eoffs than to either be a waif in the wind 
or a stick in the mud.

Rethinking Strategy
The rapid changes in currency valuations 
and shifting outlooks between econo-
mies do present real challenges in pric-
ing, especially for multi-national cor-
porations.  Yet they can be addressed 
strategically.

While no blanket solution exists because 
the prescription for one company will 
not be the same as that found for an-
other, the route to finding the right so-
lution for individual companies can be 
mapped.  In all cases, the solution isn’t 
simply a mathematical exercise of price 
adjustment based upon costs.  It is a 
strategic solution based upon the firm’s 
unique competitive position, resources, 
and customer base.

Pricing isn’t just about plots and spread-
sheets nor is it just a job for managers 
and analysts. It spans to include firm 
specific strategy and executive engage-
ment.  Are you ready to address the pric-
ing in your strategy?
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