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Applied Game Theory Reveals Competitor 
Reactions to Pricing Optimization

In most markets, brands compete 
at least somewhat on price. That’s 
why it’s so important to consider 
potential competitor reactions to a 

new pricing strategy. Existing literature 
and game theory (the science of logical 
decision making) identify two types of 
market players: price leaders and price 
followers. A price leader, by definition, 
makes the first move on pricing. The 
follower responds with its own reaction-
ary price decision. When a price leader 
optimizes its strategy, it must consider 
and anticipate a follower reaction based 
on prior evidence. Like a game of chess, 
each player must consider the past and 
future moves of the other. Historical in-
formation informs one’s expectations for 
a reaction.

If, when you increase your price, a com-
petitor always responds with a price in-
crease one month later, congratulations, 

you are the price leader. Your competitor 
is following your pricing strategy. How-
ever, if your competitor decreases their 
price, this aggressive reaction indicates 
they are not following your pricing strat-
egy. By analyzing past competitor reac-
tions, one can make more effective pric-
ing decisions – and win the game.

What at first may seem like an opti-
mal pricing structure can look very 
different when taking into account 
a competitor’s reaction. For instance, 
if the follower’s price reaction goes in 
the same direction as the leader’s price 
change, then the leader has an extra in-
centive to optimize with a price increase 
compared to a scenario in which there 
is no competitor reaction. If you’re not 
considering your competitor’s reaction, 
you do not have a fully developed pricing 
strategy.

What at first may seem like an opti-
mal pricing structure can look very 
different when taking into account a 
competitor’s reaction. In this article, 
the authors present a case study that 
analyzes the importance of consid-
ering competitors’ reactions when a 
price-leader is planning to optimize 
its portfolio pricing. Juan Andrés Tello 
is Senior Director Americas and Ro-
berto Segura is an Analyst at SKIM, a 
research and customer insights agency 
with offices in Europe, the US, Lat-
in America, and Asia. They can be 
reached via skimgroup.com.

http://www.pricingsociety.com
https://pricingsociety.com/conferences/
https://pricingsociety.com/conferences/
http://www.pricingsociety.com
https://skimgroup.com
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These two different events were both triggered by the same initial pricing action. One could be 
easily predicted, but the other requires more historical information. 
 
There are many FMCG (fast‐moving consumer good) examples of competitive pricing reactions. 
One of the best known is the case of Kellogg’s versus General Mills in the breakfast cereal 
category. Pricing researchers often study the years‐long pricing battle that resulted in the two 
companies switching their pricing positions over time. 
 
Similar scenarios have played out in the candy industry between Nestlé and Mars in Canada 
where Nestlé has been increasing its prices while competitors including Hershey’s and Cadbury 
have followed with price increases. 
 
In this case study, we analyze the importance of considering competitors’ reactions when a 
price‐leader is planning to optimize its portfolio pricing. In 2015 SKIM conducted a study of two 
CPG brands in the packaged food category, one a price leader, the other a price follower. We 
will refer to them by the names Leader and Follower.  
 
We applied three different Follower reactions to Leader’s price changes: 
 

1. Full: When Follower fully follows Leader 
2. Partial: When Follower partially follows Leader 
3. Aggressive: Follower reacts in opposite direction of Leader 

 
For each different reaction, researchers estimated thousands of potential scenarios with price 
variations between sub‐brands based on current scenarios (prices can shift from ‐10% to +15%), 
to find the optimal pricing strategy that Leader could adopt depending on Follower’s reaction. 
They came up with three findings. 
 
Finding 1: The expected revenue of optimal scenarios can change dramatically when taking into 
account competitor´s reaction. 
 
If Leader does not consider Follower’s reaction when optimizing its portfolio, there will be very 

few revenue 
increasing 
scenarios (70 
scenarios) with a 
maximum 0.3% 
revenue lift. 
However, if they 
do take into 

account Follower’s reaction, the number of scenarios resulting in increased revenue are not 
only greater, but also the highest expected revenue change dramatically (please, see table 
below). 
 

Reaction 
Scenario 

Total # of 
Scenarios 

# of revenue 
increasing scenarios

Maximum 
revenue 
increase 

Full  7776  1387  5.9%+ 
Partial  7776  591  2.8%+ 

No reaction  7776  70  0.3%+ 
Aggressive  7776  943  1.9%+ 

Figure 1A leader price change can trigger two 
different potential effects:

• Direct Effect: An example of a di-
rect effect is when a leader’s price in-
crease causes a decrease in its volume 
share because some consumers either 
switch to another brand or leave the 
market altogether.

• Indirect Effect: An indirect effect is 
triggered by a competitor’s reaction 
and is often longer-term. For exam-
ple, if a competitor answers the price 
increase with its own price increase, 
it may lead some follower consumers 
to switch to the leader sub-brands, 
thereby increasing the leader’s mar-
ket share. 

These two different events were both 
triggered by the same initial pricing ac-
tion. One could be easily predicted, but 
the other requires more historical infor-
mation.

There are many FMCG (fast-moving 
consumer good) examples of competitive 
pricing reactions. One of the best known 
is the case of Kellogg’s versus General 
Mills in the breakfast cereal category. 
Pricing researchers often study the years-
long pricing battle that resulted in the 
two companies switching their pricing 
positions over time.

Similar scenarios have played out in 
the candy industry between Nestlé and 
Mars in Canada where Nestlé has been 
increasing its prices while competitors 
including Hershey’s and Cadbury have 
followed with price increases.

In this case study, we analyze the impor-
tance of considering competitors’ reac-
tions when a price-leader is planning to 
optimize its portfolio pricing. In 2015 
SKIM conducted a study of two CPG 
brands in the packaged food category, 
one a price leader, the other a price fol-
lower. We will refer to them by the 
names Leader and Follower. 

We applied three different Follower 
reactions to Leader’s price changes:

1. Full: When Follower fully follows 
Leader

2. Partial: When Follower partially 
follows Leader

3. Aggressive: Follower reacts in oppo-
site direction of Leader

For each different reaction, researchers 
estimated thousands of potential scenar-
ios with price variations between sub-
brands based on current scenarios (prices 
can shift from -10% to +15%), to find 
the optimal pricing strategy that Leader 
could adopt depending on Follower’s 
reaction. They came up with three find-
ings.

Finding 1: The expected revenue of op-
timal scenarios can change dramatically 
when taking into account a competitor ś 
reaction.

If Leader does not consider Follower’s 
reaction when optimizing its portfolio, 
there will be very few revenue increas-
ing scenarios (70 scenarios) with a maxi-
mum 0.3% revenue lift. However, if they 
do take into account Follower’s reaction, 
the number of scenarios resulting in in-
creased revenue are not only greater, but 
also the highest expected revenue chang-
es dramatically (please, see Figure 1).

Finding 2: What seems to be a good 
pricing strategy for the short term (the 
period of time before a competitor ś reac-
tion) might backfire in the long term.

All revenue increasing scenarios in which 
the Follower does not follow were com-
pared to the reaction scenarios (fully, 
partial and aggressive). Researchers 
found that there is significant risk of a 

detrimental revenue impact when the 
Leader does not consider the Follower’s 
mid-to-long term reaction.

Scenarios that are profitable in the short 
term (no competitor reaction), are not 
necessarily profitable in the long term 
(late competitor reaction). As companies 
aim to achieve an equilibrium between 
short and long term forecasting, they 
should look at scenarios that are revenue 
increasing for both.

Finding 3: A price leader might find it 
profitable to increase a brand’s price and 
sacrifice market share to induce a large 
competitor brand to follow in order to 
attract consumers to the leader’s other 
sub-brands.

For example, Leader has sub-brands LX 
and LY and Follower has sub-brand FX 
that follows LX. With foresight as to 
Follower’s pricing strategy, Leader could 
leverage LX by increasing the price and, 
thus, forfeiting market share. FX reacts 
with price increases and, consequently, 
some consumers switch to not only LX, 
but also to LY. Since there is a possibility 
that one or multiple Follower sub-brands 
will increase their market share, there is 
an extra incentive in favor of price in-
creases.

In competitive industries, small moves 
can have big consequences. And as in 
chess, understanding your opponent well 
enough to anticipate competitive reac-
tion is critical. Game theory gives pric-
ing decision makers the power to see into 
the future by examining the past. Armed 
with the right information, your com-
petitor’s next move won’t take you by 
surprise.

http://www.pricingsociety.com
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Business Model Digital Transformation:  
What Does It Mean for Go-to-Market Strategies?

In this article, the authors explore the 
need for and the methodology of busi-
ness model innovation and examine 
how technology is disrupting tradi-
tional legacy business models and forc-
ing organizations – and pricing teams 
- to adapt quickly to survive. Stephan 
Liozu (www.stephanliozu.com) is 
the Chief Value Officer at the Thales 
Group (www.thalesgroup.com/en). He 
is also an Adjunct Professor & Re-
search Fellow at Weatherhead School 
of Management at Case Western Re-
serve University. He can be reached at 
sliozu@gmail.com. Katie Richardson 
is Director of Business Development 
at System Insights Inc. (www.system-
insights.com), an analytics company 
focusing on IIoT (the Industrial In-
ternet of Things), Industry 4.0., and 
Manufacturing as a Service (MaaS) 
Katie focuses on business models, value 
propositions, and value-based pric-
ing of technology solutions. She can be 
reached at katie@systeminsights.com.

Faced with increased business 
complexity, competitive pressure, 
increased commoditization, and 
technology disruption, organi-

zations have no choice but to reinvent 
themselves in order to better compete 
and sometimes survive. Business mod-
el innovation is a methodology that 
helps them redefine their core value 
proposition and redesign the build-
ing blocks of their business offerings. 
Companies like Google, Microsoft, GE, 

Cisco, Union Pacific, Conoco Philips, 
Apple, Industrial Scientific, Hilti, and 
others are in the process of transforming 
their business model from a product-ori-
ented model to a holistic solution model 
(service/software/hardware - see Figure 
1). Some of these companies called it the 
digital revolution, the big data phenom-
enon, the Internet of Things, or the In-
dustrial Internet of Things. The reality is 
that technology is disrupting traditional 
legacy business models and forcing orga-
nizations to adapt quickly to survive.

The implications for organizations are 
numerous. First, the value creation pro-
cess is transformed from a traditional 
product or service model to the creation 
of holistic solutions aimed at manag-
ing much more than customers’ product 
needs. Both the front-end and back-end 
of innovation need to focus on much 
more than new product development: 
they must also investigate the need for 
services around the products, the cre-
ation of new core services that might be 
adjacent to the product offerings, and 
the customer need for technological solu-
tions to improve efficiency and produc-
tivity in the customer processes. Second, 
it implies a transformation of go-to-mar-
ket approaches including segmentation, 
channel management, commercial strat-
egies, and pricing models. Third, value 
realization approaches need to focus on 
the parts of the business models but also 
on the value of the 
connected parts. 
That implies being 
able to monetize 
the new business 
model in terms 
of the overall de-
livered customer 
value. Although 
this is hard work, 
the benefits are real 
and tangible, and 
some companies 
are already reaping 

the fruits of their investments (Google, 
IBM, GE, and Cisco for example).

The overall transformation towards what 
might be called an “internet of things” 
approach reinforces the level of busi-
ness differentiation. Providing differenti-
ated products combined with excellent 
services and supporting software/data 
platforms creates a new level of embed-
dedness and personalization with cus-
tomers. It transforms the discussion from 
product attributes and product pricing to 
solution-selling, overall customer value, 
value-based pricing and innovation.

Anyone working in marketing, pricing 
and account management today should 
pay attention to business model trans-
formations and anticipate how it might 
change the role of go-to-market profes-
sionals in the future. We can look at this 
through the lens of the value manage-
ment process:

1. Value Creation: Go-to-market pro-
grams are traditionally well oriented 
towards value creation. The emer-
gence of new services and techno-
logical offerings might require some 
changes on how they approach their 
accounts as well as whom they in-
teract with at each account loca-
tion. Account Managers might need 
to get to know their customer’s IT 

Title: Business Model Digital Transformation: What does it mean for go‐to‐market strategies? 
Authors: Stephan Liozu and Katie Richardson 
Word Count: 1150 
Intro: In this article, the authors explore the need for and the methodology of business model innovation 
and examine how technology is disrupting traditional legacy business models and forcing organizations – 
and pricing teams ‐ to adapt quickly to survive. Stephan Liozu (www.stephanliozu.com) is the Chief Value 
Officer at the Thales Group (https://www.thalesgroup.com/en).  He is also an Adjunct Professor & 
Research Fellow at Weatherhead School of Management at Case Western Reserve University. He can be 
reached at sliozu@gmail.com. Katie Richardson is Director of Business Development at System Insights 
Inc. (http://www.systeminsights.com), an analytics company focusing on IIoT (the Industrial Internet of 
Things), Industry 4.0., and Manufacturing as a Service (MaaS) Katie focuses on business models, value 
propositions, and value‐based pricing of technology solutions. She can be reached at 
katie@systeminsights.com.  

 
 
Faced with increased business complexity, competitive pressure, increased commoditization, and 
technology disruption, organizations have no choice but to reinvent themselves in order to better 
compete and sometimes survive. Business model innovation is a methodology that helps them 
redefine their core value proposition and redesign the building blocks of their business offerings. 
Companies like Google, Microsoft, GE, Cisco, Union Pacific, Conoco Philips, Apple, Industrial Scientific, 
Hilti, and others are in the process of transforming their business model from a product‐oriented model 
to a holistic solution model (service/software/hardware). Some of these companies called it the digital 
revolution, the big data phenomenon, the Internet of Things, or the Industrial Internet of Things. The 
reality is that technology is disrupting traditional legacy business models and forcing organizations to 
adapt quickly to survive. 
 

 
 

Figure 1: A Shift in Business Model

http://www.pricingsociety.com
www.stephanliozu.com
https://www.thalesgroup.com/en
mailto:sliozu%40gmail.com?subject=
http://www.systeminsights.com
http://www.systeminsights.com
mailto:katie%40systeminsights.com?subject=
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department for example to identify 
what pains they might experience in 
the management of systems or the 
collection, cleaning and preparation 
of relevant data. Other departments 
might provide very useful informa-
tion: maintenance, field support, fi-
nance, quality, process improvement, 
and engineering. They need to take 
a look at their accounts in a more 
holistic way and prepare more thor-
ough stakeholder analysis keeping 
services, data, and software in mind. 
Pockets of gains and pains might 
be found across the entire customer 
organization. It is critical to uncover 
them and to have conversations with 
the right people.  
 
Implications: conduct thorough 
stakeholder analysis; acquire basic 
understanding of non-traditional 
functions (IT, quality, process im-
provement, etc.); triangulate infor-
mation gathered from various de-
partments; develop a tool to collect 
and connect all relevant customer 
value information.

2. Value Quantification: Pricing pro-
grams are also traditionally less fo-
cused on the quantification dimen-
sion of the overall value management 

process. Value quantification is a 
science that cannot be improvised. 
Marketers will be working in multi-
functional teams to quantify the 
value of their products, their ser-
vices, and new solutions offerings in 
the innovation pipeline. Since value 
modeling is dynamic, regular value 
modeling exercises need to be in-
cluded in the go-to-market agenda. 
Value quantification must become 

part of the critical skills of the sales 
force as well. Assessment and mea-
surement must become a discipline 
as opposed to a nice-to-have. The 
heart of this process is to go from 
“we can increase your production 
efficiency by 15% on average” to 
“we can increase your production 
efficiency by 15% on average repre-
senting a $2 million cost saving per 
year.” Value is a number.  
 
Implications: learn the science of 
customer value quantification; learn 
how to build customer value mod-
els and customer value maps; create 
tools to document customer value 
benefits (value scorecards); adopt a 
mindset of quantifying everything 
and document customer benefits.

3. Value Capture: What gets measured 
can then be captured. Value realiza-
tion includes several activities for 
which sales, account managers, and 
business developers need be ready: 
quantified value messaging, value 
selling, and negotiation for value. 
When procurement specialists try to 
unbundle a solution to find discount 
opportunities, it is up to sales profes-
sionals to keep everything bundled 

and to learn how to use customer 
value files and price menus to man-
age pricing objections. Fifty percent 
of price realization impact comes 
from pricing execution according to 
Deloitte Research. Yet, Professional 
Pricing Society reports that only 5% 
of Fortune 500 companies have a 
dedicated pricing function to sup-
port their commercial teams in real-
izing the created value.  
 
Implications: create value stories 
about the full solutions; adapt value 
messages for every customer stake-
holder; work closely with your inter-
nal pricing experts to discuss dis-
counting guidelines; create customer 
value files; prepare pricing objections 
with relevant value messages.

The business world is changing. And the 
pace of change is accelerating. Some or-
ganizations have heard the wakeup call 
while others are asleep at the wheel and 
continue to do what they have done for 
years. It may work for now but the tech-
nological disruption is here to stay. 

Who would have thought a few years 
ago that Apple e-commerce division 
might pass the $5 billion in annual sales? 
Who predicted that GE Digital sales 
would pass $8 billion in annual sales in 
2016? Traditional business models are 
evolving and are being replaced by hy-
brid business models integrating services, 
software platforms, and data analytics. It 
potentially touches every industry, every 
region, and every company size. Are you 
getting your go-to-market professionals 
ready for this new reality?

The implications for organizations are numerous. First, the value creation process is transformed from a 
traditional product or service model to the creation of holistic solutions aimed at managing much more 
than customers’ product needs. Both the front‐end and back‐end of innovation need to focus on much 
more than new product development: they must also investigate the need for services around the 
products, the creation of new core services that might be adjacent to the product offerings, and the 
customer need for technological solutions to improve efficiency and productivity in the customer 
processes. Second, it implies a transformation of go‐to‐market approaches including segmentation, 
channel management, commercial strategies, and pricing models. Third, value realization approaches 
need to focus on the parts of the business models but also on the value of the connected parts. That 
implies being able to monetize the new business model in terms of the overall delivered customer value. 
Although this is hard work, the benefits are real and tangible, and some companies are already reaping 
the fruits of their investments (Google, IBM, GE, and Cisco for example). 
 

 
 
The overall transformation towards what might be called an “internet of things” approach reinforces the 
level of business differentiation. Providing differentiated products combined with excellent services and 
supporting software/data platforms creates a new level of embeddedness and personalization with 
customers. It transforms the discussion from product attributes and product pricing to solution‐selling, 
overall customer value, value‐based pricing and innovation. 
 
Anyone working in marketing, pricing and account management today should pay attention to business 
model transformations and anticipate how it might change the role of go‐to‐market professionals in the 
future. We can look at this through the lens of the value management process: 
 

1) Value Creation: Go‐to‐market programs are traditionally well oriented towards value creation. 
The emergence of new services and technological offerings might require some changes on how 
they approach their accounts as well as whom they interact with at each account location. 
Account Managers might need to get to know their customer’s IT department for example to 
identify what pains they might experience in the management of systems or the collection, 
cleaning and preparation of relevant data. Other departments might provide very useful 
information: maintenance, field support, finance, quality, process improvement, and 
engineering. They need to take a look at their accounts in a more holistic way and prepare more 
thorough stakeholder analysis keeping services, data, and software in mind. Pockets of gains 
and pains might be found across the entire customer organization. It is critical to uncover them 
and to have conversations with the right people. 

Figure 2

Anyone working in marketing, pricing and account 
management today should pay attention to business 
model transformations and anticipate how it might 
change the role of go-to-market professionals in the 
future.

http://www.pricingsociety.com
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Boosting Average Selling Prices 
 to Drive Profitability

In this article, the author digs deeper 

into average selling prices to identify 

opportunities to improve revenues and 

profits. He also presents a pricing case 

study in which ASPs were analyzed by 

a building materials company, which 

aimed to improve the impact of its 

pricing as well as the return on invest-

ment of a pricing function and ap-

propriate pricing tools. Author Peter 

Maniscalco is a Pricing Management 

Professional with more than 10 years 

of comprehensive business experience 

in strategic and tactical pricing, mar-

ket and competitive analysis, as well as 

corporate finance. He can be reached 

at pman9788@gmail.com.

CONTINUED ON NEXT PAGE �

The use of averages is as com-
monplace in the business world 
as it is in the sports world. Av-
erages reflect important data 

and hope to provide us with some kind 
of insight, be it current or future tense. 
Not using averages to assess performance 
would leave us with numerous data 
points without any relevant context for 
consideration or comparison. 

However, averages, or more specifically 
“average selling prices,” can also have a 
detrimental effect on a company’s prof-
itability. The benefit of using the metric 
of an average is that it compiles a huge 

amount of data into a single number for 
drawing critical conclusions. Average 
Selling Price (ASP) can refer to the av-
erage selling price of a product across 
multiple distribution channels, across 
a product category or even across the 
industry as a whole. 

This average measure may provide more 
clarity but it doesn’t reveal the granular-
ity that may be sought. It’s at the granu-
lar level where opportunities for price 
and profitability improvement reside. 
Companies will look at ASPs amongst 
their various lines of business to glean 
some information and insight. However, 
this surface level ‘view’ does not provide 
insight at the granular level, which can 
reveal important factors which may be 
affecting ASPs. Without this deeper view 
into the data, one doesn’t really know 
what may be happening or what the real 
root causes or drivers might be behind a 
reported observation. 

Therefore, it’s important and valuable 
for a company to invest in the appropri-
ate pricing resources. This 
is not just about having a 
team of properly trained 
and experienced pricing 
professionals, but also hav-
ing the appropriate tools to 
do the analysis to uncover 
root causes of price erosion 
and lost profitability. ASPs 
can be very helpful but also 
deceiving. If companies 
don’t have a true under-
standing of the underlying 
elements of ASPs such as 
what’s driving them higher or lower, and 
what it’s telling them, it may quickly lead 
to a distorted view and erroneous con-
clusions or actions. 

What are some of these elements that 
can affect ASPs? Product feature mix, 
volume mix, price leakage, transactional 

discounts, industry/market mix, sales 
channels, and list price changes to name 
several. If you don’t have a good under-
standing of these underlying elements 
and their individual influences, you will 
miss out on the potential causes behind 
the erosion of ASPs, resulting in addi-
tional lost revenue and profitability op-
portunities. 

The following case study was a successful 
project, at a building materials company, 
which aimed to improve the impact of 
its pricing. More specifically, the return 
on investment of a pricing function and 
appropriate pricing tools. The company 
wanted to uncover its customer cost-to-
serve elements in order to gain better in-
sights for management of their discount-
ing, as well as to improve and sustain its 
pricing levels. They had undertaken an 
eight-week pricing project with an out-
side consulting firm collaborating with 
the company’s new Pricing Manager. 
The discoveries were significant. First, 
it was uncovered that the company was 
entertaining too many negotiated dis-

counts. This was revealed by means of a 
waterfall analysis. This showed the com-
pany where its product prices were erod-
ing between invoice and actual transac-
tion price, as seen in Figure 1.

A common premise is that the market 

What are some of these elements 
that can affect ASPs? Product 
feature mix, volume mix, price 
leakage, transactional discounts, 
industry/market mix, sales 
channels, and list price changes 
to name several.
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frequently sets the price at the macro lev-
el, i.e. an average “market” price. How-
ever, companies set the price at the trans-
action level which is where margin and 
revenue leakage occurs. 

This leakage can significantly contribute 
to lower pocket prices, which is a major 
reason it’s important to control discount-
ing. You will never eliminate leakage, 
however great strides can be made in 
alleviating and controlling it when com-
panies have a good understanding of the 
contributing behaviors such as unwar-
ranted discounts, for example. 

A second step taken was to look at price 
bands (compares prices attained for prod-
ucts or services across transactions and 
sales people) of the company’s top 20 
revenue generating products. A good 
way to gain some of this insight, and 
pinpoint sub-par pricing decisions, is by 
taking a view of ASPs at the transaction-
al level, as shown in Figure 2.

There can be multiple price band views, 
but a basic view can reveal steps to be 
taken immediately for improving pric-
ing and financial performance. Trans-
action prices that fall below the overall 
weighted average price should be in-
vestigated further. They should receive 
consideration for a price increase, hence 
contributing to improvement of ASPs. In 
this particular project, in performing the 
ASP analysis, the approach was taken a 
step further. Instead of solely focusing on 
the overall ASP, “buckets” of ASPs were 
analyzed, i.e. ASPs were captured by 
product and customer segment. Then, a 
drill-down analysis was done by transac-
tion and territory/sales rep within the re-
spective bucket or category. A small and 
medium customer segment could have 
the same ASP. However, one wouldn’t 
know whether there was more or less op-
portunity for price improvement without 
deeper analysis. 

This analysis was done for the top and 
bottom 20% of customers within each 

‘bucket, and then all others within the 
same bucket. This approach enabled the 
company to view the opportunities that 
existed for ASP improvements, and what 
were the underlying factors stifling ASPs 
and profitability. In some cases, it also 
provides insights to what contributed 
to artificial inflation of some ASPs, e.g. 
a backlog of rebate claims by some cus-
tomers in certain territories.

What was the result of this pricing anal-
ysis the company had undertaken? Upon 
completion of the project, the ongoing 
refresh and monitoring of these pricing 
metrics created by the project team was 
led by a better equipped, expanded pric-
ing team. In less than 12 months, there 
were noticeable ASP improvements in 
certain product lines which contributed 
to an improvement in the company’s rev-
enue by approximately three percentage 
points. 

What did the company learn? The com-

 

 
Note: Concept developed by McKinsey & Co. 
 
A common premise is that the market frequently sets the price at the macro level 
i.e. an average 'market' price. However, companies set the price at the 
transaction level which is where margin and revenue leakage occurs.  
 
This leakage can significantly contribute to lower pocket prices which is a major 
reason it's important to control discounting. You will never eliminate leakage, 
however, great strides can be made in alleviating and controlling it when 
companies have a good understanding of the contributing behaviors such as 
unwarranted discounts for example.  
 
A second step taken was to look at price bands  (compares prices attained for 
products or services across transactions and sales people) of the company's top 
20 revenue generating products. A good way to gain some of this insight, and 
pinpoint sub‐par pricing decisions, is by taking a view of ASPs at the transactional 
level, as shown in Figure 2:  

Dealer 
List 
Price 

Invoice 
Price 

Pocket 
Price 

$5.00 

$4.75 

$3.45 

0.15 
Competitive 
Discount 0.10 Order 

Size  
Discount 

0.30 
Payment 
Terms Disc 0.37 

Annual 
Volume 
Bonus 

0.35  

Off 
Invoice 
Promo 

0.20 
Advertising 0.08 

Freight 

27.4% Off 
Invoice 

In the Price Waterfall, each Component Represents a 
Revenue Leak 

Figure 1 (Concept developed by McKinsey & Co.)
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Fig 2.  
Note: chart use granted with permission by R. Singh, Deloitte Consulting. 
 
There can be multiple price band views, but a basic view can reveal steps to be 
taken immediately for improving pricing and financial performance. Transaction 
prices that fall below the overall weighted average price should be investigated 
further. They should receive consideration for a price increase, hence contributing 
to improvement of ASPs. In this particular project, in performing the ASP analysis, 
the approach was taken a step further. Instead of solely focusing on the overall 
ASP, "buckets" of ASPs were analyzed i.e., ASP's were captured by product and 
customer segment. Then, a drill‐down analysis was done by transaction and 
territory/sales rep within the respective bucket or category. A small and medium 
customer segment could have the same ASP. However, one wouldn't know 
whether there was more or less opportunity for price improvement without 
deeper analysis.   
 
This analysis was done for the top and bottom 20% of customers within each 
'bucket, and then all others within the same bucket. This approach enabled the 
company to view the opportunities that existed for ASP improvements, and what 
were the underlying factors stifling ASPs and profitability.  

Figure 2 (Chart use granted with permission by R. Singh, Deloitte Consulting.)pany had come to under-
stand the importance of 
value-based pricing, as well 
as the significance of control-
ling its discounting. And, 
that there’s more to ASPs 
than meets the eye! It also 
realized that there was too 
much (unwarranted) dis-
counting being done, espe-
cially by their sales force. By 
improving its ASPs, it con-
tributed to improved rev-
enue, margin, and price re-
alization. It also realized the 
importance of developing a 
pricing team, or at least ini-
tially having a pricing expert, 
in order to provide the pric-
ing analysis, guidance, and 
education to the company, 
especially to the sales force. 
Had the company not under-
taken this pricing project, as 
well as not having a pricing 
manager, the trend of rev-
enue leakage as well as price 
and margin erosion would 
most likely have continued. 

What’s also a key takeaway, and the 
company understood this, is that it’s 
important to ensure the sales force is 
engaged with the pricing function and 
activities that can also help improve and 
sustain average selling prices. What kind 
of activities? Equip your company’s sales 
force with the appropriate tools, e.g. 

a price matrix which provides an ac-
ceptable range of prices they can use 
to quote, such as target, objective, and 
floor prices. Also, consider, if not already 
done, aligning sales’ compensation with 
discount performance. 

It’s a team effort to ensure that discount-
ing is alleviated and better controlled, 

as was uncovered by the pricing analysis 
that was undertaken in this aforemen-
tioned case study. The importance of a 
pricing function or pricing “czar” in any 
company should not be taken lightly. It 
will contribute to a company’s bottom 
line dramatically. As it may just be the 
most ‘profitable’ investment a company 
can make.
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Smart Packaging 4.0: Opportunities and Risks of Industry 4.0 

In this article, the authors examine 
the question of how serious the Indus-
try 4.0 revolutions will be and which 
disruptive consequences will they have 
for existing business models. This in-
dustry specific analysis provides guid-
ance for pricers in other industries and 
markets who are confronting techno-
logical and organizational changes that 
require shifts in pricing strategy and 
operations. Dr. Daniel Bornemann is 
a Partner at Simon-Kucher & Part-
ners specializing in B2B strategy, sales 
and pricing excellence in the packag-
ing and paper industry. Mark-Daniel 
Rentschler is Senior Director at Si-
mon-Kucher. They can be reached via 
simon-kucher.com.

Industry 4.0 is a hot topic – and 
not just in the packaging indus-
try. This collective term describes 
the digitalization and networks 

driven by the fourth industrial revo-
lution. Machine and product networks 
make it possible to automate production 
processes across the board. As in all in-
dustries, this also raises a crucial question 
for the packaging industry: How serious 
will the Industry 4.0 revolutions be, and 
which disruptive consequences will they 
have for existing business models? The 
packaging industry understands the need 
to take the topic seriously and to care-
fully assess the opportunities and risks. 
Of course, not every trend has fundamen-
tally changed the market in terms of digi-
talization. There are however numerous 
examples of significant revolutions and 
structural changes to entire industries due 
to digitalization.

Smart Packaging 4.0 –  
Which uses can we  
already identify today?
The described development will lead to 
mid-term fundamental changes and in-
terlink the packaging material and pack-
aging machinery industries. The uses 
can be divided into the following topics, 

which are inter-dependent and mutually 
reinforcing:

1. Individualization: Mass product 
customization and individualization is 
a central promise of Industry 4.0. And 
nowhere is the topic more relevant than 
in the packaging industry, where prod-
ucts can be individualized by content or 
customer requirements. This drills deep 
in the underlying production processes 
and therefore also impacts the packaging 
machinery industry. However, it’s a dif-
ferent scenario if this individualization 
delivers real added value. Only here does 
it economically make sense, even in the 
time of Industry 4.0. However, such in-
dividualization noticeably shifts the goal 
posts. A very interesting example can be 
drawn from a drinks packaging machin-
ery manufacturer. Instead of the usual 
printing and attaching of labels, packag-
ing is directly and individually printed in 
the machine and immediately hardened. 
It’s possible to change the design, live 
during production so to speak, making 
the step in the value chain to produce 
the labels obsolete.

2. Product improvements: Here the 
keyword is intelligent packaging. Thanks 
to the already addressed individualiza-
tion topics, which each often already 
serve as product improvements of some 
sort, the product’s value can be consider-
ably increased. However, with packaging 
labels that react to environmental stimu-
li, it’s also possible to register the temper-
ature, humidity, acceleration, pressure, 
etc. An additional aspect can be design 
improvements with regards to product 
safety, e.g. food safety.

3. Information: Both in production and 
logistics, intelligent packaging interacts 
with your environment (the keyword here 
is track and trace). Particularly with logis-
tics, major advantages can be identified. 
It’s possible to permanently keep track of 
the condition and location of your goods, 
and if something goes wrong, you can 
react immediately. Along with increased 
transparency, transport safety is also posi-

tively affected. It’s a very similar situation 
with warehouse management. Through 
intelligent packaging, goods can be fully 
automated, stored, cleared and trans-
ported, but can also provide information 
for the customer. An interesting real-life 
example is an identification and profiling 
system, which permanently analyses the 
flow of goods and sounds an alarm if the 
package is damaged or there is a change 
in volume. However, it’s also the small 
things that can make life easier, such as 
an app from Singapore, which reads a 
package’s barcode and shows the way to 
the next suitable garbage can.

4. And what about the business model? 
Even today we could already substantially 
add to this list of specific usage examples. 
In the near future, further uses will also 
need to be developed in the packaging 
materials and machine industries. Sus-
pense remains with regard to which ex-
tent and quality the industry will pick 
up this topic. This immediately raises 
the question of the impact on existing 
business models. Can we expect conti-
nuity, evolution or even revolution? The 
clear answer: “It depends!” In all of the 
above-mentioned benefit categories, we 
can foresee new business models, which 
are rather add-ons to the current mod-
els. Only in individual cases, e.g. through 
mass customization, can we anticipate 
stronger revolutions. In many cases, in-
novation will gradually proceed and ex-
isting models will just be extended or 
even remain the same. Continuous inno-
vation is in demand, now more than ever.

Industry 4.0 is a hot topic in the packag-
ing industry. Despite many unanswered 
questions about IT security, standards 
and not least the business model, it can 
be clearly recognized that radical chang-
es are coming. New, innovative business 
models also require intelligent pricing, 
which monetizes the created value with 
the customer. Due to the increasing in-
telligence companies should rather ad-
dress “Smart Packaging 4.0” than just 
“Packaging 4.0.” This is what needs to be 
targeted now. 
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