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Where Does Pricing Belong?Executive teams worldwide are becom-
ing increasingly aware of pricing power-
ful effects on an organization’s bottom 
line and profitability. However, many 
of these organizations, especially those 
lacking internal pricing professionals, 
are at a loss when establishing a pricing 
department or delegating pricing re-
sponsibilities. In this article, the author 
shares observations of different pricing 
organizational attempts, outlined in 
four generic scenarios, along with the 
conclusions pricers may extract from 
these models. Author Patrick J. Taylor 
is a business and process improvement 
expert with 22 years of experience. He 
is Managing Director of Strategy Pro-
cess and Analysis LLC, an independent 
consulting firm and can be reached at 
pjtaylor@spna-llc.com.

A couple weeks ago a colleague 
of mine asked me what orga-
nization should be responsible 
for pricing; e.g. sales, market-

ing, finance?   This is not a new ques-
tion. And it is one that I have heard 
debated over the years within the com-
munity of pricing practitioners. Recently, 
it came up as a sidebar with a Linked-
In poll asking who we thought was re-
sponsible for margins within a company. 
Since it seems to be becoming a more ur-
gent issue as executive teams are becom-
ing more aware of the impact pricing 
can have on their bottom line, this ar-
ticle will share my observations of differ-

ent pricing organizational attempts, four 
generic scenarios, along with the conclu-
sions we may extract.

Scenario 1: Pricing is dictated as a list 
rate generated by product development 
or marketing and sales negotiates the 
net price using discounts, incentives, or 
rate override.  Many of these companies 
have a pricing committee who reviews 
new product pricing and may also review 
pricing of big sales opportunities.

This scenario is typically observed in 
companies with a product development 
focus. Examples of this model are equip-
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ment companies, software companies, 
and personal care product companies 
where the company views its ability to 
deliver new and exciting solutions to the 
market quickly as a core competency. 

Scenario 2:  Similar to Scenario 1 in 
that rates are set by one team and sales 
then works the net price through either 
discounting or negotiated prices. How-
ever, in this case prices may be set by a 
pricing team.  Incentive programs may 
also be created by this team. In this sce-
nario though, this team may report to 
marketing, sales, finance or even opera-
tions.  But, the final price is still negoti-
ated or adjusted by the sales team or a 
representative in the field. 

This type of an arrangement may also 
be observed in product centric organiza-
tions. However, it is also found in adver-
tising and media companies.  

Scenario 3: Pricing is developed on 
a bid by bid basis by sales and cost 
threshold coverage is dictated by either 
a financial or an operational organiza-
tion. A pricing committee may also show 
up in this type of an organizational ap-
proach too. There may be a pricing team, 
but many times the role of pricing is 
more tactical, focusing on bid support 
or understanding costs. And the pric-
ing team may report to sales, finance or 
operations.

This approach is common when big proj-
ects or highly configured solutions are 
delivered; e.g. telecom switching, oil field 
services, major construction projects, en-
gineered pipeline maintenance and ser-
vices.

Scenario 4: Pricing is dictated by a fi-
nancial organization.  There may be 
individuals with pricing in their title, but 
their role is to create rates. Sales is sup-
posed to only sell at these rates, but deals 
are still made or price concessions are 
given via free product and other market-
ing efforts. 

These are found more commonly in 
companies where executive management 
came up through the finance organiza-

tion, where the company’s focus is on 
financial tracking and cost control. Ad-
ditionally, you may observe this scenario 
in companies where there is a consumer 
orientation or where there is a legacy of 
government regulation, e.g. phone ser-
vices.

Note, only a few simple scenarios are 
used here to give the gist of what pricing 
scenarios are occurring. There are in re-
ality many variations and no doubt these 
would be interesting to ponder. How-
ever, these would only be a distraction to 
the key ideas being shared.

Here are the common problems with 
these scenarios:

Scenario 1: Pricing is dictated as a list 
rate generated by product development 
or marketing and sales negotiates the 
net price using discounts, incentives, or 
rate override.  

Under the first scenario we observe one 
group attempting to articulate the value 
of their product or service. Ideally, some-
one built a business case to justify the 
investment and part of that justification 
was based on the value the market would 
see and pay for the solution being cre-
ated. Unfortunately, this is not always 

the case. To complicate things, if there is 
a known average discount observed for a 
product, this may simply be lumped on 
top of the market based price to assure 
no margin is given up. 

Over time, flat price increases are added 
to that list price and eventually the real 
meaning behind the price is lost. This 
only feeds into natural dynamics where-
by the sales organization distrusts 
the pricing provided by the product 
team. And since they have to get the sale 

and the value of the product or service is 
not articulated by the list price, it goes 
that management will approve discount-
ing. Many times management does not 
know what the real market price is, so 
discount ranges are based on history and 
margin coverage.

As noted before, some of these Scenario 
One companies have introduced pricing 
committees to assure better initial price 
setting, guidance for sales discounts, or 
to review very large customer deals. The 
idea goes that we will get representation 
from across the organization of those 
who understand pricing and get them to 
guide a better decision about price.

The downfall of pricing committees, 
however, is that they become political. 
When we consider that politics are ul-
timately all about individuals making 
compromises in order to reach an agree-
ment in which the majority can stand 
to live, then we must recognize that an 
internal business compromise does not 
typically result in an understanding of 
what the market or customers will pay 
for a solution.  In fact, if the company is 
new product focused and there is a well 
disciplined process for investing in new 
product development, then a commit-
tee is reevaluating or second-guessing the 
market research.

When a long time passes between fund-
ing of a solution and its “go-to-market,” 
the solution’s market pricing should be 
reevaluated. But a committee is not the 
most efficient solution.

The better scenario would be that all 
the factors for a technical new product 
launch be evaluated as complete and 
ready by a gating team. The review then 
is that pricing is ready and has been 
implemented within the requisite sys-
tems to support selling and billing cus-

When a long time passes between funding of a 
solution and its “go-to-market,” the solution’s market 
pricing should be reevaluated.
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As a friend once told me, “Having sales 
watch over pricing is like having the fox 
watch the hen house when the farmer is 
out.”

tomers for the new product. The pric-
ing discussion then is one of operational 
readiness, a yes/no question, not one of 
does the price make sense in the mar-
ket.  This means there may still be a time 
gap in the evaluation of market/value 
based pricing when the business case for 
investment was created and when the 
product is launched, which is not being 
resolved. The solution is that the group 
introducing the product must have the 
discipline to revisit the pricing assess-
ment and be willing to accept that a 
lower price may be required.

Further, a consistent pro-
cess for assessing the mar-
ket’s pricing would help in 
this case. It would provide 
regular visibility into the 
market’s value and could 
signal a need to cancel a 
new product’s develop-
ment if the market price 
drops before the solution is 
completed. And it would 
save time at the end of the 
development when the 
product is being commer-
cialized as the right price 
would already be under-
stood; less or no further re-
search would be required.

Scenario 2:  Similar to 
Scenario 1 in that rates are 
set by one team and sales 
then works the net price 
through either discount-
ing or negotiated prices. 

The second scenario may be viewed as 
an evolution in some cases from the 
first. The product group may have found 
themselves spending far too much time 
creating price points and responding to 
bids to actually do new product develop-
ment. Because there is a set of individu-
als who are focused solely on pricing, 
there is a potential that market and value 
based pricing may be attained. 

The key concern though is that these 
groups tend to be assigned to the periph-
ery of a larger more influential group; 
e.g. marketing, sales or finance. 

If the group reports to finance, there is 
going to be a finance orientation in the 
analysis and a low tolerance for forecast 
models which do not tie to corporate fi-
nancial metrics. 

If the group reports to Marketing, there 
will be a marketing focus. But, there also 
may not be as much influence with the 
sales team to dictate pricing and dis-
counts. 

If the group reports to sales, the group 
may become the compliance and report-

ing organization to respond to finance 
requests. And as a friend once told me, 
“Having sales watch over pricing is like 
having the fox watch the hen house 
when the farmer is out.”  The sales team 
can charge what it wants at risk of there 
being no immediate conscience to its de-
cisions.  

Operational groups sometimes inherit 
pricing teams too. This happens when 
the focus is pricing or contract admin-
istration. The focus will be on tight 
contracts and strong rules to be fol-
lowed. These teams will be only as ef-
fective at influencing the sales, product 

development, and marketing teams on 
pricing as their leader is respected by his 
or her peers and/or the pricing person 
becomes a trusted resource for pricing to 
the business.  

Because pricing is a sub-unit within a 
larger organization, there also tends to 
be only a visibility of that group into 
the pricing factors that group owns. For 
example, a pricing team in sales will be 
looking at the transaction’s price. Pricing 
is not understood holistically as a process 
to be managed. As a result sales is at risk 

of losing sales due to too 
high of pricing or at risk of 
leaving money on the ta-
ble due to too deep of dis-
counting.  

Additionally, pricing in 
sales organizations tend 
to be highly decentral-
ized. This means they are 
focused on supporting only 
the local team. This leads 
to inconsistent pricing 
across markets and even 
with different divisions of 
very large customers. And 
having different prices with 
large customers can lead to 
cherry picking, unhappy 
customers, and sometimes 
litigation.

Scenario 3: Pricing is de-
veloped on a bid by bid 
basis by sales and cost 
threshold coverage is dic-

tated by either a financial or an opera-
tional organization. 

In the third scenario, the cost of the 
product or service is typically very 
large. The delivery of the solution may 
be time consuming. And the solution 
itself may be complex. These companies 
are dominated by brilliant engineers and 
technically savvy individuals. There is 
usually a focus on operational efficien-
cy, project management, and managing 
costs.  These companies became success-
ful because they had the solution to the 
problem that no one else could do, or no 
one could do as efficiently.
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To use the old quote, “Nothing fails like 
success.”  Once in business, many of 
these companies do not truly understand 
the customers and markets that made 
them great. The original owners may 
have had the insight or they may have 
simply gotten lucky. The operational de-
livery engines they mastered though are 
not as understanding of customer needs 
and what the customers value. They 
solve problems. They just aren’t oriented 
towards evaluating what that is really 
worth. 

Many times I will hear one of their cli-
ents say, “Oh yeah, we would have paid 
more for it from them.” The problem is 
these companies see their costs as having 
a relationship with the value extracted. 
Further, hiring marketing or economists 
seems like adding costs. And the finance 
teams in these organizations know better 
than to encourage that.    

Despite these companies being very 
process oriented, they have often not 
thought about pricing as a process to be 
managed. They get there is a sales pro-
cess, a billing process, a budgeting pro-
cess, and operational processes. They 
simply have not thought about pricing 
as an economics process whereby sup-
ply and demand can be evaluated using 
data. They have not comprehended that 
pricing can and should be treated as a 
sustainable and repeatable process.  

Scenario 4: Pricing is dictated by a fi-
nancial organization.  

In the fourth scenario, when the finance 
team is responsible for pricing, there 
will be a focus on delivering profit. The 
problem, no disrespect intended, is that 
financial folks are best at cost control, 
building financial models, and running 
an efficient operation. I have known 
many great finance professionals who 
have ventured successfully into becom-
ing pricing professionals. But, if you ask 
them, this change in profession is accom-
panied by a change in perspective. 

First and foremost is that you are look-
ing at price as a driver of revenue – profit 

is what’s left when you meet the needs at 
the highest price the customer will pay 
relative to the cost of what it takes to 
deliver. There is an acceptance that the 
price is dictated by an assessment that 
prospective clients make about our of-
fer’s value to them relative to the compe-
tition.  

In organizations where the finance 
team has not embraced pricing’s mar-
keting side, the finance team spends 
time focusing on the cost factors 
and margins and fail to capitalize on 
the market and economic drivers of 
price. In other words, by focusing on 
cost, the company can lose revenue 
through lost deals and money being left 
on the table by achieving a margin less 
than the customer would have paid.

Further, many finance organizations also 
do not think of pricing as something to 
which a process can be applied. They 
think of it as a set of events which drive 
the P&L’s revenue numbers. 

In sum, we observe the following in all 
of these scenarios:

1. Pricing is not an end to end process 
managed with a singular focus.

2. No one person or team is fully ac-
countable.

3. Pricing decisions can and do become 
politicized.

4. Net customer pricing becomes incon-
sistent and there is no intelligible logic 
as to why one customer received one 
price while another received a differ-
ent one, which opens the door to liti-
gation and lost customers.

5. Focus is on cost coverage and mar-
gins.

The root cause of all of these is that 
pricing is not being treated as a single 
process which can and should be man-
aged with a focus towards what the cus-
tomer will pay versus what the competi-
tor will charge.  

I have yet to observe the ideal corporate 
structure. But, in the ideal world I would 
look to see an officer of the company 
who is accountable for understanding 
and capturing what the market values for 
the company’s offer grounded in com-
petitive intelligence and solid business 
sense.  This group would support prod-
uct development in its business case cre-
ation. It would drive sales confidence by 
understanding realistic price ranges for 
negotiations. And it would be an ally of 
the financial team in the quest to drive 
profit.  

The ideal pricing team would manage 
price forecasting and price segmentation 
and analyze pricing, markets, custom-
ers, and financial indicators like there is 
no tomorrow.  This team will implement 
and manage the tactical and the strategic 
elements of pricing. And they will have 
the system support to do all of this – the 
company will invest in the right tools.  

A Pricing mandate in itself is worthy of 
an executive who is accountable for it, 
prior to an escalation to the Chief Ex-
ecutive Officer, and a team with this 
mandate needs to have the authority to 
pursue pricing without other mandates 
distracting them. This is a very different 
mandate from a Sales, Marketing, Op-
erations, or Finance organizations’ man-
dates. It is a support for the successful 
delivery of all these other mandates, but 
it is a separate focus which requires a dis-
ciplined mandate of its own.

Does there really need to be a Chief Pric-
ing Officer or a formal pricing team that 
owns the whole pricing process from end 
to end? Perhaps. I believe it would make 
for greater likelihood of getting pricing 
right. But, the right answer is that what-
ever your organizational structure, make 
sure your business actually has one indi-
vidual who is accountable for the whole 
pricing process without that individual 
being the CEO. And make sure this 
pricing process owner has the full sup-
port of the senior executive to make the 
unpopular decisions the markets’ pricing 
will dictate.  
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Product Life Cycle Pricing Research

Every product has a life cycle. The 
product is first launched into the 
market; it gains market share 
(hopefully); it faces growing and 

perhaps intense competition; it matures; 
it is eventually withdrawn from the mar-
ket. During this life cycle, the product 
manager has many issues to face, one of 
which is pricing.

There is a large literature and associ-
ated set of recommendations and advice 
on pricing strategies over this product 
life cycle. For a new-to-the-world prod-
uct, for example, a pricing manager may 
want to initially price high to take ad-
vantage of early adopters’ price inelas-
ticities. These consumers must have the 
newest products to “stay ahead of the 
curve,” so their demand is very inelastic. 
As the market develops and competitors 
enter the market, which will happen if 
the product is successful, prices are typi-
cally lowered to attract the more price 
elastic customers and gain market share. 
The price elastic consumers wait until 

others have “proven” that the product 
is worth buying or they just wait until 
prices fall, as they inevitably do due to 
competitive forces. The price points, the 
initial and the later ones, are supported 
by, are determined by, pricing research 
that answers the Key Business Question: 
What do I charge? The research is needed 
to help the product remain financially vi-
able for the business. Once research, data 
driven research, shows that at no price 
point will the product remain competi-
tive, then it must be withdrawn from the 
market.

The Need for  
Life Cycle Research
Life cycle pricing strategy necessarily 
starts when the product is launched and 
ends when the product is withdrawn 
from the market. It doesn’t make sense 
to have a pricing strategy for something 
that’s not in the market. The pricing re-
search that supports the strategy, howev-
er, isn’t restricted to just the launch-exit 
periods the way strategy is. Some notion 
of price is needed before launch to deter-
mine the demand and financially justify 
proceeding with the product. An answer 
to the question “Is the product financial-
ly viable for the business?” is just as im-
portant before launch as after, and this 
question begs knowing something about 
price. Pricing research is needed over the 
entire product life cycle from conception 
to launch to exit.

Pricing Research  
Over the Life Cycle
The type of pricing research varies by 
the stage of the product just the way the 
strategy varies. The different types of re-
search are illustrated in the accompany-
ing diagram.

Pre-Launch Pricing Research
Pricing research must start at the prod-
uct conception stage or at least very soon 
thereafter. The reason is that once the 
idea is born, it must be proven in a busi-
ness case before resources can be allo-
cated to any further development. Some 

major progressive companies (e.g., 
Google) give workers resources to ex-
plore ideas, but this is probably the ex-
ception rather than the rule. Most busi-
nesses want to know and need to know 
if the idea will be financially viable from 
the start. Is there any potential?

Price ranges are important at this stage, 
especially if the idea is really new to the 
world, because the level of uncertainty 
about the idea is very high; precision is 
not important but a ”scientific guess” is 
important. These ranges are used in a 
business case to justify the allocation of 
resources.

At first, qualitative pricing research is ap-
propriate. This includes opinions by key 
opinion leaders (KOLs), subject matter 
experts (SMEs), and management. Fo-
cus groups are typical. This information 
would be used in an initial business case 
to show proof-of-concept.

Once the concept passes the initial busi-
ness case and is developed in more detail, 
a firmer grasp of price ranges and expect-
ed demand is necessary. This is the point 
at which early intense market research 
begins. The product concept enters the 
initial phase of quantitative pricing re-
search. Price ranges are still the focus 
because the product planners would 
most likely still be vague about mar-
ketability. However, they do have some 
insight – some priors – about price rang-
es. This information could be used in a 
Van Westendorp pricing analysis to get 
more specifics about a consumer accept-
able price range. What the experts from 
the qualitative phase believe is accept-
able and possible may not, and probably 
will not, coincide with what consumers 
believe. The results from these field stud-
ies, firmer market data, could be used in 
a second business case proof-of-concept 
analysis.

At some point prior to launch, more spe-
cific information on prices is required, 
especially because a specific number will 

Every product has a life cycle, with 
changing market awareness, pricing 
potential and consumer demand. Be-
cause the product goes through varying 
phases during its life, consistent data 
gathering and varying pricing research 
methods are required at these varying 
stages to maintain maximum pricing 
power and profitability across the en-
tire life cycle. In this article, the author 
outlines this cycle and the most effec-
tive research methods to employ dur-
ing each cycle stage. Author Walter R. 
Paczkowski, Ph.D. is the founder and 
president of Data Analytics Corp. He is 
currently on the faculty of the Depart-
ment of Economics, Rutgers University 
(Adjunct) and formerly with the De-
partment of Mathematics & Statistics, 
The College of New Jersey (Adjunct). 
He can be reached at walt@dataanalyt-
icscorp.com.
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Figure 1: Product Life Cycle Pricing Researchsoon be put on the product on launch 
day. Elasticities and what-if simulators 
are needed to test different price points 
to identify the one that maximizes rev-
enue and product contribution. Ranges 
are no longer acceptable. Attention turns 
to more comprehensive market research 
studies involving discrete choice analy-
sis, conjoint analysis, or Gabor-Grang-
er analysis to mention a few. Discrete 
choice is preferred and recommended 
because it allows for more realistic mar-
keting scenarios that can be presented to 
consumers. These analyses are sometimes 
called stated preference choice analyses 
because consumers state their prefer-
ences for different alternative products, 
each defined by different combina tions 
of attributes or features. The alternatives 
and the arrangement of the attributes in 
each alternative are the result of an ex-
perimental design. This makes this form 
of analysis more complicated and costly, 
but yet more powerful for deriving elas-
ticities. Whichever method is chosen, 
elasticities and simulators result and 
these can be used to get final price points 
for launch.

Post-Launch Pricing Research
Once the product is out the door and 
into the market, a different form of 
quantitative pricing research is need-
ed. Prior to launch, the reliance was on 
opinions – KOLs, SMEs, management, 
and, yes, consumer opinions via surveys 
with statistical analysis extracting rel-
evant quantitative information. But now 
actual market data becomes available. 
The data could be scanner data collected 
in real time at point-of-sale, transactions 
data from an online or brick-and-mortar 
store, or perhaps diary data collected by 
a panel of consumers. It may take time 
to build adequate databases containing 
this market generated data, nonetheless 
this data are or will be available. Quan-
titative pricing research shifts to econo-
metric demand models.

There are several types of models that 
could be used depending on the data:

n If sales are tracked through time with-

out regard to any submarket tracking 
(i.e., tracking sales by store location in 
different geographic marketing regions) 
and yet sales are aggregated across all 
consumers in each time period, times 
series models would be appropriate. Sales 
data from an online store might be an 
example.

n If sales are tracked at the individual 
consumer level, a revealed preference dis-
crete choice model could be used. Any 
information on the consumers them-
selves (e.g., their income, location based 
on ZIP codes) could be included. In fact, 
if ZIP code (especially ZIP+4) informa-
tion is available, socioeconomic data can 
be appended from outside sources for 
an even more powerful and informative 
model and analysis.

n If sales are tracked through time and 
over location (e.g., marketing regions, 
store locations), than a panel database 
can be constructed and panel models al-
lowing for time and location effects can 
be built. These models capture effects 
due to time patterns through seasons of 
the year (i.e., seasonal effects) and gen-
eral long-term growth (i.e., trend effects) 
as well as effects due to location differ-
ences reflecting perhaps regional prefer-

ences (the west coast is more liberal, the 
south more conservative, the east coast 
more intense).

Whichever model form is used, the 
quantitative pricing research is more 
complex. Out of this complexity will 
come valuable price elasticities and fore-
casts of potential market demand based 
on actual market behavior and reflecting 
competitive factors. These could be used 
to hone price points and evaluate contin-
ued marketing of the product.

Recommendations
Do not be myopic in your pricing re-
search. The form of research depends on 
where you are in the product life cycle 
– the whole life cycle including the con-
ception stage. Qualitative pricing re-
search is best at the very beginning, but 
is of little use afterwards. Quantitative 
pricing research is the only form of re-
search that will provide the numbers 
for more detailed business case proof-
of-concept analyses that drive resource 
allocations and for determining the final 
number called a price. It is the only form 
of research that provides insight for price 
maintenance, competitive response strat-
egizing, and product longevity.
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‘There Is No Price War’ – 
Price Optimization in Consumer Goods

Although retail is often synonymous in 
the pricing world with price wars, in 
this article, the authors postulate that 
“price wars” are actually just a result of 
market consolidation and the need for 
differentiation. The authors offer mul-
tiple strategies for retailers to employ to 
successfully differentiate themselves in 
a growingly competitive market, and 
demonstrate the effectiveness of these 
tactics with a recent case study. Ronald 
Molenaar MSc. is a senior consultant at 
Simon-Kucher & Partners specializing 
in retail and trade pricing in consumer 
goods. Marjolijn Timmermans MSc. is 
a consultant at Simon-Kucher & Part-
ners specializing in value-based pricing 
for consumer goods. They can be reached 
at amsterdam@simon-kucher.com.

Over the last several years, the 
retail world has been syn-
onymous with price wars. 
Headlines such as “Tesco and 

Asda fire first shots in food price war” in 
The Times or “German price war knows 
no end” in Distrifood depict doom and 
gloom for all parties involved. 

For almost seven years now, these battles 
have been daily news in the Netherlands 
as well. While price wars may be noth-
ing new to consumers, it remains a major 
struggle for manufacturers and retailers 
to find solutions, especially one to stop 
margin pressure from deteriorating value 
in the chain.

Recent experience has shown that there 
are solutions to stop the deterioration 

of margins and to create new value. The 
problems of price competition require 
that manufacturers develop a more stra-
tegic price approach.

(Un-)healthy competition
A European pricing consultancy recently 
made this statement: “The price war does 
not exist in the Netherlands.” How can 
this be true when daily headlines argue 
otherwise? The consultancy went on to 
explain: “The market is consolidating 
and price seems to be the obvious ele-
ment for differentiation. We simply call 
that competition.” 

Still, they and other pricing consultants 
concede that the problems that have 
emerged from this competition cannot 
be ignored. This method of market com-
petition costs immense amounts of mon-
ey. Last year it cost the Dutch supermar-
ket chain C1000 around €20 million 
when it had to follow the price cuts of 
its competitor Jumbo halfway through 
2009.

Multiply this by four and you have Al-
bert Heijn’s revenue loss. Part of this is 
offset by the higher margins on private 
label products and by A-brand manufac-
turers who are paying for a share of the 
promotion costs, but supermarkets still 
lose a significant lump of money.

Moreover, many businesses underesti-
mate the impact of price cuts. In an in-
ternational survey conducted amongst 
more than 1,200 European companies, 
9 out of 10 respondents revealed that 
they do not fully grasp the disastrous 
consequences of drastic price cuts on 
their profitability. How can the situa-
tion not be labeled a price war if all indi-
cators point in that direction? 

A price war implicates something tempo-
rary, but in this case we are dealing with 
structural changes. Structural changes 
require a structural strategic approach 

from both the manufacturer and the re-
tailer. In other words, a successful long-
term approach in product pricing is the 
best way to overcome the hurdles of the 
current market situation.

Discipline and differentiation
In this highly competitive market, retail-
ers are continually slashing prices. Man-
ufacturers are shocked and horrified to 
see the prices of their products being cut 
in half. Just a couple of years ago, Pei-
jnenburg protested against Albert Heijn 
for irresponsibly dumping the price of its 
gingerbread. 

“This is a clear signal to your buyers,” 
said another Dutch pricing strategist. 
“Maintaining consumer prices starts 
with pricing your products for your re-
tailers. Without proper pricing disci-
pline, a manufacturer creates the oppor-
tunity for retailers to start competing on 
prices. To a large extent, manufacturers 
themselves control price erosion.” 

This statement is probably repugnant to 
most manufacturers. After all, don’t re-
tailers cut prices for competitive reasons, 
without consulting the manufacturers 
first? One solution for a manufacturer 
in this situation is to prioritize differ-
entiation. The first step is to adapt the 
product for different retailer categories. 
If a manufacturer knows its retailer’s 
target audience, it can add value specific 
to that retailer. This makes it harder for 
consumers to compare retail prices and 
lowers the chances of price erosion.

An example of this is the introduction 
of the Becel Light family pack, available 
exclusively at Albert Heijn, which is in 
line with Albert Heijn’s strategy of tar-
geting families. Another example is the 
Senseo coffee pad package from Douwe 
Egberts. DE offers two package sizes: a 
large package for soft discounters such as 
Nettorama and Dirk van den Broek, and 
a regular package for others. Unless it’s 
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taken too far, this is an interesting strat-
egy to avoid price pressure through con-
sumer price erosion.

Value Creation
Analyzing product value within the port-
folio is an effective approach to tackling 
long-term price pressure. One analytical 
tool is a consumer survey; or collecting 
all internal knowledge. Yet manufactur-
ers must know how to take advantage of 
this knowledge and apply it in a struc-
tured way.

With these insights, a manufacturer 
can determine whether its pricing cor-
responds to the value drivers. It can also 
structure its portfolio, revealing value 
blind spots. This knowledge lays the 
foundation for an innovation strategy. It 
creates a direct link between innovation 
and value creation. Value creation can 
have many faces. As pricing strategists 
explain, “In some cases the method of 

revising existing products involves modi-
fying the package design, size and the 
product itself.”

An example is Iglo’s classic fish sticks. 
This product had been the same for years 
and had therefore become very sensitive 
to price erosion. A new package design, 
pointing out that these fish sticks have 
been the best for 50 years, was a relative-
ly simple way to update the product and 
give it new zest.

Market knowledge
In order to be really successful a renova-
tion approach needs a very good cooper-
ation between sales and marketing de-
partments. A renovation strategy is only 
effective if well communicated. Much of 
this depends on the account managers. 
The innovation strategy should include 
a communication strategy for account 
managers to apply among retailers. Prices 
of new or updated products should be 

actively adjusted and maintained.

One thing is clear: manufacturers cannot 
shy away from confrontation with retail-
ers about consumer prices. The retailer 
ultimately determines consumer prices, 
but this does not mean that manufactur-
ers should evade the subject. It is criti-
cal that manufacturers are aware of what 
happens in the pricing arena and un-
derstand the retailers’ perspective. Some 
manufacturers lack pricing knowledge, 
while many retailers consider it a high 
priority. This causes the dialogue be-
tween the two sides to be on different 
levels, without useful results. 

Account managers must have a clear 
understanding of how price fluctuations 
affect their products and apply this in-
formation in a structured fashion. This 
also means that they should actively 
track their products’ prices, for example 
through a weekly price scan. This enables 

At the end of 2009, a pricing con-
sultancy conducted a project with a 
food manufacturer active in the retail 
and food service channels. The aim 
of the project was profit optimization 
through an improved pricing strat-
egy at a time when all parties involved 
were facing margin pressure. 

The key aspects of the project in the re-
tail channel were re-assessing the value 
of the various products in the chain 
and the consumers’ willingness to pay. 
Here, the consultants were able to pin-
point enormous price potential in the 
consumer market. In total, the price 
potential was worth over €10 million, 
which represents the tremendous dif-
ference between the price the consum-
er is prepared to pay and the current 
retail price. 

Based on a competitive analysis and 
price-volume reactions, the consultants 
investigated the possibilities for price 
increases among various products. Be-

cause the differences between actual 
and consumer-optimal prices were of-
ten considerable, a large-scale product 
renovation plan was advised. The plan 
to be implemented in several phases 
also offered the right arguments to re-
tailers to increase their store prices, and 
ultimately offered a real win-win mar-
ket approach. 

Aside from these core findings, two 
other elements were explored, namely 
the success rate of promotions and the 
current pricing structure. These ele-
ments also play an important role in 
the cooperation between manufactur-
ers and retailers.

Almost none of the promotional ac-
tivities seemed to compensate for the 
revenue losses due to the lower price 
through increased volume. One of the 
causes appeared to be forward buy-
ing on the part of retailers. To coun-
ter this, the manufacturer was to use 
promotional activities that would be 

solely performance-related. The same 
advice was applied to the discounts 
the manufacturer used throughout the 
year. Large differences between the in-
ternal and external pricing structures 
existed in the retail market. The con-
sultants therefore created a structure by 
introducing a generic price list based 
on recommended sales prices. Further-
more, discount options were linked to 
several performance criteria. This way, 
the manufacturers had greater internal 
control and external misunderstand-
ings were avoided.

Simultaneously, a similar route was 
pursued for the food service channel. 
“This project has allowed us to gain in-
sights into our value chain which allow 
us to steer our value more concretely 
and effectively,” concluded the com-
mercial director of this food manufac-
turer. “This will earn us significantly 
more profit in the future.”

From theory to practice: A case study
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them to act on a single retailer’s price 
cut before the other retailers follow. It is 
much harder to undo a price cut among 
all retailers in a later stage.

Taking a position
Coinciding with better price communi-
cation, signaling is an effective mecha-
nism to uphold product prices. While 
it’s still a largely unexplored mechanism 
in the Netherlands, it is already com-
mon practice in other countries such as 
Germany and the United States. Signal-
ing requires that the manufacturer com-
municates its position on the value of 
its product and price to third parties. 
Such a third party could be a consumer 
or a competitor. In fact, the manufac-
turer already applies signaling indirectly 
through advertising, but there are more 
options, for example through the media. 
Signaling aimed at competitors is an in-
teresting field. But you have to be careful 
with it. You want to keep your distance 
from price agreements.

Conclusion
The problems of price competition re-
quire a more strategic price approach on 
the part of the manufacturers. First and 

most important, manufacturers need to 
manage net price difference with retail-
ers. If not managed smartly, retailers will 
surely use the price differential to beat 
the competition.

Secondly, manufacturers need to cre-
ate a well-balanced portfolio strategy. A 
good portfolio strategy has clear knowl-
edge of prod-
uct value 
drivers, a plan 
for new prod-
ucts as well 
as the exist-
ing portfolio 
and considers 
value-creating 
solutions such 
as differentia-
tion to keep prices at the level of the con-
sumers’ willingness to pay. This also calls 
for better cooperation between sales and 
marketing departments. 

To make this work, manufacturers’ ac-
count managers should deepen their 
knowledge of what happens in the mar-
ket and translate this into a better story 
for retail. Do your account managers 

really know what grabs the retailer’s cat-
egory manager’s attention? 

If price pressure is driven not by trade 
but by your competitors, a signaling 
strategy might be a good idea. After all, 
manufacturers are themselves responsible 
for the long-term health of the segment 
in which they are active.

When im-
plementing 
these meth-
ods, compa-
nies will find 
that when 
it comes to 
differentia-
tion, a low 
price is ac-

tually the least interesting tool. Ideally, 
the price should be more of a result of a 
successful differentiation strategy based 
on value creation. For both the manufac-
turer and the retailer, it is critical to con-
tinue searching for other differentiating 
factors. After all, if everyone is cheap, 
the differential value of price disappears 
and it will only lead to a value loss in the 
chain.

Coinciding with better price 
communication, signaling is an 
effective mechanism to uphold 
product prices. 


