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PPS Happenings 1984-2006, Now in its 23rd year

PPS is proud to welcome Robert (Bob) Cross as the new-
est member of the PPS Board of Advisors. Bob is Chair-
man and CEO of Revenue Analytics Inc., and is widely 
recognized as the foremost expert in the field of revenue 
optimization. Labeled the “guru” of revenue by The 
Wall Street Journal, Bob founded Talus Solutions Inc., 
a company credited with creating billions of dollars in 
value for clients such as ABC, Delta Air Lines, Marriott 
International, Ford Motor Co. and UPS. Talus was ac-
quired by Manugistics Group Inc. in December 2000 
for $366 million. Bob authored The New York Times 
Business Best Seller, “Revenue Management: Hard Core 
Tactics for Market Domination” (Broadway Books 
1997). Bob also serves as a Distinguished Executive-in-Residence at the Terry 
College of Business at the University of Georgia.

Please join us in welcoming Bob to the PPS Board of Advisors.

Robert Cross joins Board of Advisors

Challenges of Pricing in Emerging 
Economies: Coping with High Inflation

High inflation is one of the biggest 
concerns for emerging economies. 
Given the distortion in traditional 
business incentives in these 
environments, conventional pricing 
is not suitable. Therefore, a new 
framework should be used to assess 
a pricing policy’s new priorities. 
This approach — called “Inflation’s 
3 C” — highlights the key issues 
that pricing should address: cost, 
collections and communication. This 
article was written by Ariel Baños 
(ariel_banos@fijaciondeprecios.
com), president and CEO of 
fijaciondeprecios.com, the first 
organization specializing in pricing 
for Spanish-speaking countries. 

High inflation is still one of 
the main concerns in emerg-
ing economies. Annual rates 
in the neighborhood of 10% 

— and even more for some specific mar-
kets — have characterized the pricing 
situation of many emerging economies 
for years. This scenario represents high 
uncertainty for companies doing busi-
ness in emerging countries. Prices and 
their evolution become the center of the 
businesses’ worries — in many cases 
— at the expense of losing focus in the 
business strategy. This situation entails a 
particular challenge for the pricing pro-
fession. Understanding the new price 

dynamics becomes a critical issue for the 
companies’ survival. A new pricing ap-
proach, together with financial manage-
ment tools, should be implemented in 
order to cope with this difficult environ-
ment.

New Approach
The conventional pricing approach — 
valid for low-inflation economies — re-
quires some adjustments in order to re-
flect the new challenges of high-inflation 
environments. While the “4 C” frame-
work is a trusted and important tool to 
identify the key drivers of pricing in con-
ventional scenarios, i.e., cost, customers, 
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competitors and channel, it needs to be 
redefined when high inflation turns out 
to be a main concern.

During inflationary times, companies 
try to protect their profits and cash 
flow, transferring the inflationary im-
pact to third parties. These parties are: 
customers, suppliers and also, employees. 
Customers will be affected through sell-
ing-price adjustments. In the case of sup-
pliers, the company will try to delay the 
impact of cost increases and extend pay-
ment terms as much as possible. Finally, 
in the case of employees, they will be af-
fected as long as salaries lag behind the 
inflation-rate evolution, reducing their 
real purchasing power. 

Under this environment, a new frame-
work should be developed in order to 
better assess the new priorities of the 
pricing policy. This new approach — 
called “Inflation’s 3 C” — highlights the 
new set of key issues that pricing should 
address, i.e., Cost, Collections and Com-
munication (see figure 1). 

 This new framework reflects the change 
in priorities for the company and the 
new way of doing business given the 
distortion of traditional incentives. For 

example, during normal times, increas-
ing sales is among a company’s top prior-
ities; in inflationary times, holding large 
inventories while being very selective in 
closing sales could be a more profitable 
strategy. Financial gains (working capital 
appreciation) can be far more rewarding 
than classic operational profits under the 
new set of incentives.

Key Drivers: Inflation’s 3 C

t Cost
In inflationary environments, the com-
pany has to keep up with constant cost 
increases that should be passed through 
to prices in order to avoid losing profit-
ability and cash flow. Information about 
costs and its forecasted evolution is vital 
for the planning and scheduling of the 
pass-through strategy. Fluid communi-
cation between the pricing professional 
and such key internal departments as 
Finance & Administration, Purchasing 
and Human Resources is pivotal under 
inflationary situations. These depart-
ments will be the source of valuable in-
formation to make quick decisions under 
the new price dynamics.

In the case of the Finance & Adminis-
tration Department, its contribution is 

vital to model the 
forecasted path of 
the different cost 
items. This informa-
tion will assist simu-
lations of the fore-
casted impact on the 
overall cost struc-
ture. The cost simu-
lation model outputs 
will be critical raw 
material for the pric-
ing practitioner to 
plan the magnitude 
and timing of the 
price adjustments.

Fluid communica-
tion with the Pur-
chasing Department 
(raw material and 
services) is also very 
important, as this 
area is the one that 

has first-hand information from sup-
pliers. Many valuable “off-the-record” 
inputs about cost evolution — which 
should be adequately weighted by the 
pricing professional — can be available 
even before the detailed cost simulations. 
This department can source the Finance 
& Administration Department with the 
necessary information to feed the simu-
lation model. Another critical input from 
the Purchasing Department is the reli-
ability of raw-material deliveries, as sup-
pliers may constrain or delay the deliv-
eries — mainly in very high-inflation 
contexts — in order to take advantage 
of future, more favorable pricing condi-
tions. If supply constraints are foreseen, 
the company’s pricing situation should 
be ready to reflect this.

Human Resources is another key de-
partment for cost evolution information. 
This department can forecast the labor-
cost evolution, which could impact the 
company both internally (i.e., labor costs 
of the company) and externally (i.e., la-
bor costs of the suppliers). In the latter 
case, this will let the company anticipate 
the next round of cost increases once the 
suppliers recalculate their costs. In most 
cases, labor costs usually lag behind in 
the adjustment path of inflationary envi-
ronments. As a consequence of this lag, 
it is probable that even when raw-mate-
rial inflation starts to decrease, labor cost 
evolution accelerates in order to catch 
up with the accumulated inflation rate. 
The information sourced by the Human 
Resources Department will also feed the 
cost-simulation model. 

Regarding the methodology to imple-
ment price adjustments, the company 
should always base its pricing on the 
analysis of future costs — not of histor-
ical ones — associated with making a 
sale. The relevant cost is the future cost 
of replacing the inventory when sales are 
made. Otherwise, there will be a risk of 
losing working capital as the revenues 
generated will not be enough to replace 
the inventories at the new, higher costs. 

For example, consider a book seller that 
is informed that beginning next month, 
the wholesale price of his books will suf-

Figure 1: Inflation’s 3 C
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Figure 1: “Inflation’s 3 C” 
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fer a 10% increase. If he keeps the retail 
price unchanged — as the new whole-
sale price has not affected his purchases 
yet — he will be reducing his financial 
capacity to replace his inventory, as he 
will be paying a higher price in the next 
purchase. In this case, he will be forced 
to borrow money or retain a larger por-
tion of his earnings in order to keep the 
same level of inventory. To avoid this, he 
should adjust his retail price as soon as 
he learns of the increase in order to re-
flect the future cost of replacing his in-
ventory.

When high inflation is a persistent phe-
nomenon, an automatic price adjust-
ment clause can be an interesting 
idea to explore. Suppliers and cus-
tomers could agree on a criterion or 
index that could serve as a trigger 
to automatically implement price 
adjustments. This criterion or in-
dex should be as simple and trans-
parent as possible in order to avoid 
any conflict during its implemen-
tation. This system could be very 
useful to reduce the impact of a 
constant price negotiation under a 
persistent inflation situation.

t Collections
Payment terms are usually reduced dur-
ing inflationary situations, mainly for 
three reasons: to decrease the exposure 
of the accounts receivables, to protect the 
company from the higher risk of past-
due problems and to avoid charging cus-
tomers with the higher cost of financing 
sales, given the higher cost of capital. 

Accounts receivables have the same prob-
lem as inventories — especially if the 
company has long payment terms — as 
there is a risk that the revenues to be col-
lected do not reflect the real “cash” cost 
of the sale. Unless the prices invoiced 
already include the cost of capital on 
the agreed payment term, there is a per-
manent risk that revenues collected will 
never be enough to reflect the replace-
ment cost of the goods sold. The cost of 
financing sales also rises as the cost of 
capital increases to reflect the expected 
inflation. 

The payment term reduction should 
usually be complemented with stronger 
incentives in order to increase the oppor-
tunity cost for customers’ delaying pay-
ments. A price waterfall analysis could 
help to break out the entire discounts 
framework, from the invoice price 
to the pocket price, to find some op-
portunities to improve the collections 
performance. For example, move some 
discounts from commercial purposes 
(e.g., promotional discounts) to financial 
purposes (e.g., pay-in-advance discount 
or payment-in-term discount). Focusing 
price waterfall items on improving pay-
ment performance can be very helpful 
under inflationary situations.

t Communication 
The communication strategy is crucial 
for the price-recovery actions’ success. 
The communication should not only be 
directed to customers, but also to other 
stakeholders, such as competitors or the 
government, depending on the particular 
situation of each market.

Customers should be convinced that the 
price adjustment is inevitable and equi-
table for the entire customer base — and 
critical in order to maintain a reliable 
product supply. Relating the increase to 
widely known “high-level” cost increases 
can help to gain credibility and reduce 
opposition. Nevertheless — if possible 
— the company should try to avoid giv-
ing too much information to customers 
about detailed cost increases in order to 
maintain enough price flexibility. It’s ad-
visable to give only the strictly necessary 
details about the cost drivers of the price 
increases. However, in some concentrat-

ed markets with few strong customers, 
there’s no alternative other than open-
book pricing. In that case, the company 
should prepare a detailed spreadsheet 
communicating the cost impact in each 
part of the cost structure. Far from de-
sirable, this can be the only way to get a 
price increase in markets where the de-
mand is very concentrated in a few cus-
tomers.

Competitors should also receive the mes-
sage about the price adjustment. Even 
then, the means and scope should be 
carefully analyzed in order to avoid be-
haviors that can be considered illegal in 
certain markets. The communication 

— which can be done through an 
industry council or with press re-
leases — should help to spread 
the idea that it is in the best inter-
est of all the players to implement 
a price adjustment soon in order 
to maintain long-term profitabil-
ity and continue competing at the 
same price level as before the price 
increase.

In the case of the government 
— especially in markets closely 
screened for political or social rea-
sons — the message should be di-

rected to communicate the general cost 
foundations of the price increase. This 
communication could also help to refo-
cus government control from the suppli-
ers of the market to the supplier’s suppli-
ers. 

Opportunity
For many companies — mainly in 
emerging countries — the price adjust-
ments driven by inflationary environ-
ments can be an excellent opportunity 
to reformulate their pricing policy. 
Given the uncertainty that surrounds 
inflationary situations, all the stake-
holders are more willing to accept price 
reformulations than in stable situations. 
This helps to reduce the normal resis-
tance that entails a price adjustment. 
Following the developed framework, 
the company can turn a problem — 
such as surging inflation — into a real 
pricing opportunity.




