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O
n more than one occasion, 
I have come across a curi-
ous commercial policy: ret-
roactive rebates. And I am 

not alone. These retroactive rebates 
challenge rebate provisioning and ac-
cruals, reporting and software devel-
opers, and implementations across the 
globe. Yet what are retroactive rebates, 
why do businesses have them, and are 
they a good or bad thing?

Rebates are Normal
Rebates in general are negative 

price variances paid to customers af-
ter the invoice has been issued. They 
should be considered as the coun-
terpart to discounts, a negative price 
variance given to customers on the 
invoice.

In most business-to-business in-
dustries, even business-to-business-
to-consumer industries, discounts and 
rebates are common. They result from 
both planned commercial policy and 

customer negotiated exigencies, and 
are a means to shape customer be-
havior or accommodate competitive 
price pressure.

The beauty of rebates over dis-
counts is that they can drive a cus-
tomer to consider their quarterly or 
annual purchases with a specific sup-
plier rather than just a single, spot 
purchase. For maintaining and devel-
oping long-term, mutually-beneficial, 
and somewhat-stable customer rela-
tionships, rebates can be a superior 
approach to commercial policy over 
discounts.

Since rebates are accrued and paid 
to customers later, one could state that 
all rebates are “retroactive” in that they 
impact the effective pocket price cap-
tured after the invoice is issued, and 
generally are issued after the invoice 
is paid.  But that is too broad of a def-
inition of “retroactive rebates.” Most 
rebates do not stir my intellectual cu-
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Figure 1riosity beyond the functional need to de-
fine them and their strategic usefulness.

Retroactive Rebates are Abnormal
Retroactive rebates, the kind that I find 

highly curious, are most commonly appear-
ing in distributional relationships (Pharma-
ceuticals, Consumer Merchandise, Ener-
gy, etc.). They are issued by suppliers to 
distributors to accommodate a difference 
between the price on the invoice at the 
time of the sale and the actual competi-
tive market price at the time the distribu-
tor resells some or all of the unit volume 
of that invoice.

For example, suppose both Cogswell 
Manufacturing and Sprockets Co. make 
substitute camera lens filters. Furthermore, 
suppose Photography-R-Us and Quickie-
Photo are in the business of distributing 
them to photographers. Similar offerings 
from competing suppliers sold to multiple 
distributors.

On March 31st Cogswell Manufactur-
ing sells 100 camera lens filters to Pho-
tography-R-Us for $12.00 each on invoice 
and agrees to give a retroactive rebate if 
competition drives the market price down.  
On April 17th, Sprockets Co. sells sub-
stitute camera lens filters for $10.50 to 
Quickie-Photo, the direct competitor to 
Photography-R-Us, and offers that same 
price on the camera lens filters to Photog-
raphy-R-Us. Photography-R-Us notifies 
Cogswell Manufacturing of the competi-
tor’s offering and price, and then requests 
a retroactive rebate on their unsold stock.  
Between the 31st of March and the 17th of 
April, Photography-R-Us has sold only 20 

units. As such, the retroactive rebate is cal-
culated to be $120, or $1.50 on 80 units 
(see Figures 1 and 2).

Informational Challenges  
with Retroactive Rebates

The math to calculate this retroactive 
rebate is relatively simple. The informa-
tion required to do the math however is 
very problematic.

How does Cogswell Manufacturing 
know how many units Photography-R-Us 
has sold between 31st of March and the 
17th of April? Does Cogswell Manufactur-
ing send a person to check inventory or do 
they just take Photography-R-Us’ word? 
Generally, the latter.

And how does Cogswell Manufactur-

ing know the price Sprockets Co. is sell-
ing?  If it asked Sprockets Co., that would 
be illegal price collusion in most countries, 
so let’s assume they don’t ask their com-
petitors directly.  Instead, Cogswell Manu-
facturing must learn about Sprockets Co. 
from its customers, and more specifically 
from Photography-R-Us.

Is it possible that Photography-R-Us 
would misinform Cogswell Manufactur-
ing of their sell-through, inventory levels, 
and competitor prices to get a larger re-
bate?  Even if Photography-R-Us is an up-
right and honest distributor, should Cog-
swell Manufacturing take the word of their 
distributors as evidence that they should 
pay the difference through a retroactive 
rebate?

Clearly, we have an informational chal-
lenge here. Perhaps the informational re-
quirements can be met through trust and 
multiple informational sources and multi-
ple touchpoints. However, the inventory 
levels of distributors and the market price 
set by competitors will always be conten-
tious issues in determining the size of a 
retroactive rebate.

Accounting Challenge  
with Retroactive Rebates

Even if the retroactive rebate can be cal-
culated with clarity, one has an account-
ing challenge.

GAAP (Generally Accepted Account-
ing Principles) requires that revenue 
earned that is associated with rebates 
should be reduced by the anticipated re-
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bate on that revenue. Generally, compa-
nies provision rebates at the time of in-
voicing.

How would Cogswell Manufacturing 
know the anticipated future retroactive re-
bate at the time of the sale? It could esti-
mate the anticipated erosion of price in the 
future based upon history, and almost all 
rebate provisions are really just estimates, 
so perhaps this will suffice.

But in effect, Cogswell Manufacturing 
accounts state: “We made a sale of 100 
units at $12.00 per unit to Photography-
R-Us on March 31st, but we suspect the 
actual price is lower. How much lower, we 
don’t know but guess it will be $1.50 per 
unit lower and so we have provision for fu-
ture rebates and have reduced our revenue 
for the first quarter by $150 appropriately.”

Clearly, we have an accounting chal-
lenge here. It can be managed some-
what. SAP even has a protocol for retroac-
tive rebates. But it must be uncomfortable 
to acknowledge that the company doesn’t 
really know what price to place on its of-
ferings at the time of sale.

Sales Challenge with  
Retroactive Rebates

While I have seen companies address 
both the informational and accounting 
challenges of retroactive rebates, I can’t 
see them addressing the sales inexacti-
tude associated.

Retroactive rebates call into question 
the associated sales. They are an ac-
knowledgment that the sale wasn’t really 
made for a given price on a given volume 
at a given time.

The definitive moment of any sale is 
when the customer accepts the offering 
at a price at a given time. That definitive 
moment is indeterminate in sales subject 
to retroactive rebates. As such, they aren’t 
really sales, but rather just aspirations.

With retroactive rebates determined 
by competitive price moves, salespeople 
aren’t really driving customer purchase de-
cisions. Customers are deciding to accept 
inventory, but they aren’t accepting the 
price to take that inventory. Rather they’re 
taking the price as an estimate that will be 
lowered in the future, and therefore they 
aren’t really making a purchase decision 
and a sale wasn’t really made.

While retroactive rebates are not out-
right illegal for the situation I am writing 
about (as noted, we see them in Pharma-
ceutical, Merchandising, and Energy in-

dustries; the issue of Intel was a totally 
different story), they are dubious and rep-
resent a sales failure.

Pricing Challenge with  
Retroactive Rebates

The real challenge of retroactive rebates 
is their removal of price from the purchase 
decision. In fact, this is the main reason 
suppliers have a policy of granting retro-
active rebates to their customers.

On near-commodity offerings, pric-
es move every day. Suppliers may want 
to grant customers a price guarantee to 
match competitor’s prices. That price 
guarantee may show up in the form of a 
retroactive rebate. In this way, a supplier 
can meet their sales goals and custom-
ers can acquire inventory with the confi-
dence that they are getting good prices. 
Price guarantees are common.

Price guarantees in consumer mar-
kets are usually constructed around offer-
ings that have no exact competition, and 
hence do not have this same challenge. In 
this manner, the price guaranty a retailer 
makes to its consumers is no more than a 
statement that the retailer won’t lower their 
own prices. This is a very different situa-

tion than the retroactive rebates given in 
business markets in the promise to lower 
their prices.

In making this price guarantee on an of-
fering that is known to fluctuate in price, 
management is somewhat abdicating their 
responsibility for a key decision, the pric-
ing decision, to the market, and more spe-
cifically to their customers.

Unfortunately, retroactive rebates in 
business markets imply prices associat-
ed with sales can only go one way: down. 
In most markets, prices fluctuate both up 
and down. Overall, the long-term trend on 
prices has been upwards. In fact, central 
banks try to drive prices upwards in set-
ting their benchmark rates for money to 
target given inflation rates. Upward price 
movement is the very definition of inflation.

Thus, a supplier granting retroactive re-
bates is effectively guaranteeing that their 

prices will decrease over time even though 
inflation is driving up costs in general. Per-
haps the downward price movements are 
corrected by periodic price increases, but 
the general motion across most time peri-
ods will be down.

Predictable Challenges
It is no curiosity to me that suppli-

ers that grant retroactive rebates are the 
same entities that complain about com-
petitive pressures and margin decreases. 
They designed their policies to enhance 
these challenges. But can management 
do better?

And, it is also no curiosity to me that 
suppliers granting retroactive rebates also 
tend to make a majority of their sales at 
the end of the month, quarter, or year. The 
general motivation of suppliers to grant 
retroactive rebates is to drive sales and hit 
sales goals. In truth, retroactive rebates are 
a very efficient means of landing the next 
period’s sales early and channel stuffing. 
But is channel stuffing a good idea?

And it is no curiosity to me that retro-
active rebates increase buyer power. With 
retroactive rebates, customers are effec-
tively managing the supplier’s prices, not 

the supplier. Customers will want to nego-
tiate their next purchase decision based on 
the size of the retroactive rebate granted 
on the prior purchases. If the retroactive 
rebate is not given, or if it is not as large 
as they desired, the customer may choose 
not to purchase the targeted sales volume.

As such, the salesperson is negotiating 
both the size of last-period’s retroactive re-
bate and the current sale volume and price 
simultaneously. It should be noted that the 
current sales price will itself be subject to 
retroactive rebates in the future. Quibbling 
about when a customer reduced what in-
ventory in the past, when the supplier has 
no hard facts and is trying to meet current 
sales goals for the future, is a losing prop-
osition. But should suppliers increase their 
direct customers’ buying power at the crit-
ical time of driving the period’s end sales?  

Ø CONTINUED, next page Ø

The real challenge of retroactive rebates is their removal of 
price from the purchase decision. In fact, this is the main reason 
suppliers have a policy of granting retroactive rebates to their 
customers.
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P
ricing transformations are a 

hot topic. People have been 

preaching to CEOs, CFOs, 

CMOs, and CCOs for years 

that a 1% improvement in price can 

lead to 8 to 13% improvement in prof-

its. Even better, experience has shown 

that 1% improvement is a low-estimate 

of the expected outcome of a pricing 

transformation. Pricing transforma-

tion efforts routinely deliver two ad-

ditional margin points, and have been 

observed to deliver an additional 9% 

to margins. But where is the origin of 

these improvements, and how do com-

panies get this improvement?

Pricing Transformation is a Trans-

formation in Decision Making

At its core, pricing transformations 

is about transforming how organiza-

tions make decisions regarding pric-

ing. It is a transformation of the pro-

cesses used in pricing, the people 

engaged in pricing decisions, the in-

formation applied to pricing decisions, 

and the goals of those pricing deci-

sions. It is an organizational structur-

al change to align with the corporate 

strategy and goals.

A wide variety of coordinated profit-

focused decisions are required to drive 

a strong pricing transformation. These 

profit-oriented decisions will coordi-

nate list prices, target prices, commer-

cial policy, tactical price management, 

and sales-incentives towards more ac-

curate pricing.
It isn’t a single decision nor single 

process that delivers the improve-

ment, but rather the coordinated ef-

fort across many decision points, pro-

cesses, and routines to ensure pricing 
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Should suppliers increase the importance 
of customers’ desires for low prices in pric-
ing decisions?

And, it is no curiosity to me that suppli-
ers granting retroactive rebates also be-
come greatly concerned with the inven-
tory level of their customers. The price 
they actually capture and the ability to sell 
more inventory to their customers are both 
greatly impacted by the issue of inventory 
sell-through. But now, we have to ask, if 
the distributor is charging the supplier for 
their sell-through, then what is the distrib-
utor doing for the supplier anyway?

At some point, the practice of retroac-
tive rebates may drive a calamitous implo-
sion of sales or prices, or both. But hope-
fully we can make a correction before then.

Correcting Retroactive Rebates
Retroactive rebates are granted pre-

cisely because prices fluctuate. While 
management can’t make competitors pric-
es constant, they can make their prices 
meaningful.

To rid a company of retroactive rebates, 
management must first make sure that the 
prices on sales accurately reflect the com-
petitive price in the market at the time of 
the sale. That is, it must continuously make 

informed competitive price adjustments.  
If properly priced at the time of the sale, 
that sale will not need to be repriced in 
the future with a retroactive rebate. This 
will make the invoice price a statement of 
fact, not an aspirational goal.  And invoice 
prices really should be facts.

Second, management must make clear 
to customers that retroactive rebates are 
being eliminated. That is, if a customer 
purchases 100 units at $12.00 on March 
31st, and the price moves to $10.50 on 
April 1st, the customer is still responsible 
for paying a $1,200 invoice.

Under this new approach, the custom-
er is charged with managing price fluc-
tuations by and between suppliers. Cus-
tomers are likely to choose to purchase in 
smaller quantities and on a more frequent 
basis to reduce their risk exposure to sup-
ply price changes.  But having many sales 
over many days between month-ends 
and quarter-ends is usually considered 
by management to be a good thing in re-
ducing business volatility and uncertainty.

Both of these changes present a chal-
lenge to managers. The first implies that 
management must have the people, pro-
cess, and tools to proactively manage 
price on a continuous basis. The second 

implies that management must accept the 
risk of having lower unit volume sales for 
a quarter, or possibly even a year, in ex-
change for greater pricing and revenue 
control.

And both of these changes present 
management with a benefit. The first im-
plies that prices can both go up and down, 
and that a sale once made is a sale tru-
ly made. The second implies that sales 
may become more evenly distributed over 
the quarter and year–reducing business 
volatility–instead of being conducted in 
a frenzy at the end-of-quarter or end-of-
year alone.

Are the benefits worth the challenges 
to drive management to make the change?  
Consider the alternative: further inventory 
stuffing, further price erosion, further mar-
gin reduction, further provisioning with un-
certainty.  This alternative presents a high 
risk for the company. Is it worth that risk 
simply because management finds proac-
tive competitive price adjustments more 
difficult than reactive retroactive rebates? 
That is, they have difficulties pricing of-
ferings right and driving actual custom-
er purchase decisions in the first place?  
Decision inexactitudes betray the lack of 
decisions. v
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How to Solve a Challenge of  
Pricing IoT Technology 

The transformative nature of IoT (Internet of Things) technolo-
gy means that pricing your offering accurately is a complex 
challenge that can only be resolved with understanding the 
customer’s value perception. Getting the price right can make 
a significant difference between a failed experiment in push-
ing new technology into an unreceptive market or a viable 
offering with high ROI and extended customer relationships, 
as this article explains. Author Paul Hunt is the president of 
Pricing Solutions and a frequent PPS presenter, instructor, and 
contributor. He can be reached at phunt@pricingsolutions.com.

by Paul Hunt

T
he Internet of Things (IoT) is ad-
vancing at a breakneck pace, with 
new product innovations springing 
up in almost every industry. This 

is essentially occurring on two fronts: the 
transformation of “dumb” objects into da-
ta-driven smart devices, and the creation 
of wearable devices to track and manage 
the state of human and animal health.

These two areas are opening up great 
opportunities for companies by utilizing 
mechanical machinery to both collect data 
and deliver targeted responses. However, 
innovative products also make pricing pro-
cesses more challenging – how to effec-
tively price IoT products when they are no 
longer just “products”?

Before discussing how to address such 
a pricing challenge, let’s examine advance-

ments in data-enabled devices across dif-
ferent industries.

3 Examples of IoT Transformation
1. Wearables for Cows
A number of biotech companies have 

developed wearable devices (collars, ear 
tags, implants) for dairy cows to track a 
cow’s movements and other biological 
signs continuously. The data from each 
cow is used to benchmark its own behav-
ior from day-to-day as well as against the 
herd. A cow’s movement can accurately 
predict illness before a farmer would vi-
sually notice any signs of it. Early detec-
tion means less-costly treatments and 
less use of antibiotics. The data can also 
be used to predict when a cow is going 
into heat so she can be bred and put into 

milk production.
The traditional methods for detecting 

a cow’s health and reproduction were 
roughly 50% accurate and required sig-
nificant daily human monitoring of the 
herd. With the new wearable technolo-
gies, these predictions can now be more 
than 80% accurate.

2. Precision Agriculture
John Deere Precision Ag Technology 

and Case New Holland Advanced Farm-
ing Systems have developed and inte-
grated several IoT technologies with their 
tractors. Different data capturing sensors, 
software apps, and digital displays are in-
tegrated into the new generation of trac-
tors that enables highly precise farming.

With GPS and visual tracking, farm-
ers can accurately map out where to plant 
seeds, apply fertilizer and spray pesticide, 
while the tractor monitors its performance 
against the core targets. Auto-guidance 
systems reduce row skips and overlaps, 
as well as decrease fuel consumption and 
apply seed more regularly. Fertilizer use is 
substantially reduced with sophisticated 
weed detection, allowing pinpoint spray-
ing only where it’s needed.

The vast amount of data generated with 
new IoT Technology can then be used to 
make improvement recommendations on 
planting, nurturing, and harvesting opera-
tions. As a result, a farm’s crop yields in-
crease which generates higher profits.

3. Commercial HVAC
Commercial HVAC equipment man-

ufacturers have built-in sensors for their 
products that monitor the performance 
of the heating and air conditioning equip-
ment. The data is sent to a centralized 
cloud-based platform where algorithms in-
terpret the data and assign relevant values.

For example, an air conditioner may 
have a certain vibration frequency when 
it’s performing well, and another frequency 
when the main belt is wearing or a screw 
is loose. When an abnormal vibration is 
detected, the system sends a predictive 
maintenance message to building opera-
tions like “Aircon 7 needs to be looked at 
– check fan belt 1.”

Large commercial buildings can have 
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many HVAC units, door sensors, lighting 
banks, and other mechanical-electrical 
infrastructure, generating multiple main-
tenance predictions per day. Rather than 
simply sending a dumb “red light” signal 
that might require several hours from a 
trained technician to investigate, the new 
IoT-enabled machinery gives severity, like-
ly time to failure and the potential cost of 
failure, along with prioritization. This al-
lows the building maintenance team to 
accurately predict and budget for failure 
prevention.

Pricing Challenges with  
New IoT Technologies

In most cases, enabling machines 
with smart IoT technology transforms 
the value offering from a pure prod-
uct to a product-plus-ongoing-service 
combination. This extends the length of 
the relationship with the buyer and chang-
es the perception of value. In some cases, 
such as wearable devices for cows, the of-
fering may be entirely new to the industry, 
requiring a significant mindset shift.

When one buys a tractor or a commer-
cial air conditioner, it is typically a “feature 
buy”, meaning the customer purchases the 
needed features at a price appropriate for 
the perceived value. IoT-enabled products 
include technology plus service compo-
nents that increase ongoing value in terms 
of greater efficiency, improved revenues, 
reduced cost, increased safety, etc. These 
new “add on” benefits must be priced ac-
cording to the value that the customer will 
derive from them. This is why it is crucial 
to measure the customer’s value percep-
tion before pricing IoT technology.

There is often a hidden structural chal-
lenge to migrating from pure product-
based pricing to product-plus-service 
pricing for many organizations. The finan-
cial and accounting standards for most 

heavy industries are based on financing 
products and depreciating the asset over 
time. Adding subscription or service com-
ponents to an equipment purchase can 
complicate the commercials and have 
knock-on effects on pricing.

For instance, customers accustomed to 
purchasing health devices as standalone 
products may not understand how to val-
ue an ongoing subscription offer. Or they 
may expect to get the device free of charge 
— essentially “bundled” with the subscrip-
tion. From our experience in subscription 
pricing, consumers tend to prefer the sim-

plicity of all-in pricing.
Clearly, IoT technologies pose con-

siderable pricing challenges to a current 
pricing structure. But how can they be ad-
dressed to ensure the true customer’s val-
ue is captured?

Key Strategy of Pricing  
IoT Transformation

One of the key strategies we focus on 
is Value Transition, which bases pricing on 
the level of utility a product-service com-
bination provides for a customer segment. 

There are three stages of utility:
A device that simply monitors for cer-

tain conditions would generally have less 
value than one which can accurately in-
struct you on which action is the best one 
to take. However, the differences in value 
between Monitoring, Prediction and Pre-
scription capabilities often vary by prod-
uct and customer.

A device that only monitors for certain 
conditions would generally have less val-

ue than one which can accurately instruct 
a customer on which action to take.

For example, the Facility Manager of a 
single commercial building may just want 
the prediction that an HVAC component 
may fail within the next 3 months. A large 
university Facilities team with multiple 
buildings and a long daily work list may 
want a prescribed list of actions priori-
tized by urgency and cost. The single com-
mercial building customer may undervalue 
prescription, while the university attributes 
significant value.

Getting The Price Right
When optimizing pricing for a new 

IoT offering, we make heavy use of 
conjoint analysis. This entails pre-
senting different price/offer struc-
tures to different potential buyers in 
different segments of the target mar-

ket and gathering data points from the re-
sponse.

Here are some examples of what we 
might test:
• All-in price versus a la carte
• Bundles
• Shifting price from the product to a re-

curring subscription, or vice-versa
• Variations with and without monitoring, 

prediction and prescription features
This process uncovers data and contex-

tual information that allows us to quantify 
the level of interest in different offer struc-
tures, prices, and configurations.

The transformative nature of IoT tech-
nology means that pricing your offering ac-
curately is a complex challenge that can 
only be resolved with understanding cus-
tomer’s value perception. Getting the price 
right can make a significant difference be-
tween a failed experiment in pushing new 
technology into an unreceptive market or a 
viable offering with high ROI and extend-
ed customer relationships. v

From our experience in subscription 
pricing, consumers tend to prefer 
the simplicity of all-in pricing.
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Do You Really Have Pricing Power? 
We all know that pricing power is one of the best predic-
tors of a company’s long-term financial success and market 
growth, but how do you know if you have it? Pricing power is 
one of those things that is very easy to identify in retrospect, 
but significantly more difficult to proactively create. In this ar-
ticle, the author explores key questions businesses should ask 
themselves to determine how much pricing power they actu-
ally have. He specializes in driving the adoption of complex 
ideas and products by translating customer insights into tan-
gible value. Patrick McCullough is Director at Holden Advi-
sors. He can be reached at pmccullough@holdenadvisors.com. by Patrick  

McCullough

I
nvestors have long heralded pricing 
power as one of the best predictors of 
a company’s long-term financial suc-
cess. Warren Buffett’s famous quote 

from 2010 captures the sentiment.
“The single most important decision in 

evaluating a business is pricing power. If 
you’ve got the power to raise prices with-
out losing business to a competitor, you’ve 
got a very good business. And if you have 
to have a prayer session before raising the 
price by 10 percent, then you’ve got a ter-
rible business.”

However, the simplicity of this state-
ment doesn’t reveal the complexity of pric-
ing power; how to know when you have it, 
how to build it, and how to use it effectively.

Let’s have a look at some key ques-
tions to get started on your way to true 
pricing power.

Do you have pricing power?
Jack Welch was once quoted as say-

ing, “Any idiot can raise prices,” and he 
was right. For most in competitive markets, 
if the price is too high, it will result in the 
failure to achieve desired sales volumes 
when customers either find a suitable al-
ternative or choose not to purchase at all. 

However, there are many instances 
in which a suitable alternative or even a 
competitor doesn’t exist. Let’s use Martin 
Shkreli as an example; do you think he had 
pricing power when he raised the price of 
a 62-year-old drug 5,000%? If you think 
your product is a commodity, do you see 
an opportunity to build pricing power?

Key Question: Is your product or ser-
vice commonly sold at a discount?

If the answer is ‘yes’, you either lack 

pricing power, have the wrong offering 
structure, or both.

Can you build pricing power?
Pricing power isn’t just about raising 

prices. It’s about matching the value you 
deliver to the price customers pay for your 
products or services. So yes, you can build 
pricing power when you create a situation 
in which customers believe they receive 
more value from your product or service 
than the price they pay. 

However, what happens when cus-
tomer needs and expectations change? 
How long will your pricing power last? 
The flow of information and the speed 
of innovation intensify competition and 
continually change the playing field. Jeff 
Bezos famously said, “your margin is my 
opportunity” demonstrating Amazon’s, 
along with many other companies’, inter-
est in driving market disruption. What do 
you do?

Key Question: How well do you know 
your customers and can you segment them 
into groups that have similar value needs?

The increased availability of informa-
tion not only empowers customers to learn 
more about their options, but also empow-
ers companies to learn more about their 
customers. You may, in fact, have pricing 
power in certain cohorts of your custom-
er base that you haven’t identified or do 
not understand.

Long-term vs short term  
pricing power:

A few weeks ago, a friend in the invest-
ment industry sent me an interesting arti-
cle: “Pricing Power: Delighting Customers 

vs. Mortgaging Your Moat.” In the article, 
a distinction is drawn between companies 
who use pricing power to delight their cus-
tomers versus those who use it to exploit 
their customers. This distinction, between 
two different uses of pricing power, is very 
important and more subtle than you may 
think. Let’s look at the following scenario:

A raw materials supplier has the advan-
tageous position of excess inventory in a 
time of market-wide shortages.
• Option A: The supplier who “delights” 

customers will use pricing power to cre-
ate a tiered offering based on delivery 
lead times and allow their customers to 
choose the price they are willing to pay 
based on the speed at which they wish 
to receive their goods.

• Option B: The supplier who “exploits” 
customers will raise the price for the 
supplied item across the board, giv-
ing customers no choice but to pay the 
higher price.
Is there a right option? Consider the 

alignment of your commercial strategy to 
your corporate goals and identify the crit-
ical opportunities to drive both short and 
long-term profit growth.

Key Question: Why do your custom-
ers do business with you?

Customers always ask for a discount 
and most will continue asking. “Delighted 
customers” are those who have a choice 
and continue to choose you, time after 
time, despite holding your price.

The most important question to ask 
is “do I really have pricing power?” Pricing 
power is one of those things that is very 
easy to identify in retrospect, but signifi-
cantly more difficult to proactively create. 
Why? Because you must continually scan 
the market, competitors, and customers to 
understand how your products and ser-
vices provide impactful value and how it 
changes over time. Only then, will you be 
able to define an offering structure in which 
customers feel they are receiving greater 
value than the price they pay.

You may not “have a prayer session” 
before each price increase as Warren 
Buffett joked, but I encourage you to dig 
deeper into each of your unique custom-
er cohorts to better understand the value 
they perceive/receive from your products 
and services. v
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Price Increase? No Problem.  
Preparation Beats Price Pressure! 

Many companies are forced to pass on increased costs to 
maintain their own revenues. However, a recent online Simon-
Kucher survey on price increases revealed that only 17% im-
plement their price increases successfully. Why is this? In this 
article, author Nina Scharwenka discusses how to beat price 
pressure and successfully implement price increases. The key 
to success lies in the preparation. Nina Scharwenka is a Part-
ner in the Global Consumer & Retail Practice at Simon-Kuch-
er in Munich. Apart from classical retail and FMCG business, 
she focuses on the luxury/watches, apparel, cosmetics, tobac-
co and sports industries. She can be reached at Nina.Schar-
wenka@simon-kucher.com.

by Nina  
Scharwenka

P
rice hikes. A delicate topic that 
companies prefer to avoid. You 
don’t get anything if you don’t ask 
for it, and in recent years, nobody 

had to ask. However, higher prices for raw 
materials, inflation, and new environmental 
regulations are reversing the trend. Cost 
increases will make their way to custom-
ers’ wallets, one way or another.

Why is it so difficult to raise prices? 
A recent online Simon-Kucher survey on 
price increases revealed that only 17% im-
plement their price increases successful-
ly. Have companies simply forgotten how 
to increase a price?

Increasing prices for a product or ser-
vice can be uncomfortable. But 
with the right preparation, it is 
definitely possible! Here are 
five steps for companies to suc-
cessfully prepare for and imple-
ment price increases.

1. Know your power:  
Assess the current  
relationship

Reflect on actual business 
context to identify your strate-
gic advantages. Your current re-
lationship with the customer will 
play a role in the success of the planned 
price increase. Have price increases been 
successfully executed in the past? What 
were the typical challenges and what can 
you learn from them? Also consider when 
your contract allows for the next price in-
crease and keep an eye on your Terms 
and Conditions! Your conditions system 

may need adjusting to prevent high dis-
counts from cancelling out the effect of 
your price increases. And increasing price 
could even open up an opportunity to save 
on discounts.

2. Know the impact:  
Assess potential loss

Companies often avoid price increases 
due to a fear of losing market share. That’s 
why it is important to conduct an impact 
analysis beforehand. Start by looking at 
your history of introducing price increas-
es with this customer. What were the rea-
sons for success or failure? What can be 
learned from this previous experience? Dif-

ferentiating on a brand, category, or prod-
uct level can make increases appear more 
acceptable. For example, analysis reveals 
relatively low attention on B products, but 
high price sensitivity toward A products. 
You are more likely to succeed with in-
creases in the B category, even if costs 
have increased for A products. There tends 

to be high price sensitivity with commod-
ities. Prices for services and surcharges 
often fall below the radar and are typically 
accepted without discussion.

3. Know your negotiation range:  
Define your walk-away price

Successful price increase negotiations 
require clear goals and guidelines. So be-
fore entering price negotiations, it is impor-
tant to clearly define your entry and walk-
away price points. Know where you have 
room to maneuver, and when you should 
stop or escalate. You will also need an 
intelligent set of bargaining chips at the 
ready. Develop a list of potential price and 
non-price related concessions in advance. 
These should be prioritized according to 
the value to the customer and your com-
pany. Finally, consider the different pur-
chasers who may be involved in the nego-
tiation. What are their seniority levels and 
histories? Map out scenarios in a decision 
tree that quickly identifies the different ne-
gotiation techniques to use with different 
negotiating partners.

4. Know your story: Stay confident 
with convincing communication

One of the biggest fails with pricing in-
creases is that no specific reasons are giv-

en to the customer. With some 
luck on your side, that might fly 
with, say, a 2% increase. But 
higher increases definitely need 
justification. Rather than leave 
success to chance, it is essen-
tial to create a powerful story 
around your price increases be-
fore communicating them. Un-
derstand your customer’s sup-
ply chain to ensure your story is 
consistent, concise, and cus-
tomer-specific. Start with the 
main benefits your company of-

fers to the customer and focus on value, 
not just on cost. For example: the service 
quality, reliability, limited availability, prod-
uct improvements that save time or make 
the product easier to handle. Frequently 
refer to factors surrounding the upcoming 
increases in all communication, e.g. calls, 
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5. Know your strategy: Motivate sales with the right targets 

In the end, it is your sales reps who will need to counter the objections from customers. Equip your reps 
with materials that support your compelling story, e.g. a negotiation roadmap, argumentation 
guidelines, and battlecards. Set clear price implementation targets, build confidence through training, 
and monitor your sales reps closely. Last but not least, management has to take a clear stand. Sales 
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letters, and customer visits.

5. Know your strategy:  
Motivate sales with the right targets

In the end, it is your sales reps who will 
need to counter the objections from cus-
tomers. Equip your reps with materials that 
support your compelling story, e.g. a nego-
tiation roadmap, argumentation guidelines, 
and battlecards. Set clear price implemen-
tation targets, build confidence through 
training, and monitor your sales reps 
closely. Last but not least, management 
has to take a clear stand. Sales should 
not be scared to lose customers or busi-

ness through price increases. Consistent 
communication from the top is essential to 
avoid conflict between price and volume 
targets. And the sales team should be able 
to celebrate the success of price increas-
es too. Make sure the compensation model 
is modified to reward price increases, and 
that rebellious reps are held accountable 
for price deviations. It’s about switching 
the mindset from volume to value.

Unable to increase your prices? It is 
easy to blame price pressure. The com-
petition is lowering their prices. The mar-
ket is not accepting increases right now. 
We know the excuses all too well.

Take a closer look and you might find 
you are standing in your own way. Don’t 
let poor preparation and compromises in 
negotiations derail your price increases. 
In the battle for profits, preparation beats 
price pressure. Look at your past price 
increase experiences, contractual agree-
ments, and terms and conditions to deter-
mine your bargaining power. Define how 
far you are willing to go in the negotiations, 
consider counter offers, and use commu-
nication to prepare customers for price 
increases. And remember: only talk about 
costs if you can also talk about value! v


