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When Will Demand Return? 
Strategic Preparation for 2010

Although a general consensus is form-
ing that the worst of the Great Reces-
sion of 08-09 is over, the future is still 
fraught with uncertainty. How do 
businesses know if it is time to invest 
in growth or if they should continue 
to cut costs? In this article, the author 
points to how customer behavior can 
answer some of these critical ques-
tions. Tim Smith, PhD, is Managing 
Principal of Wiglaf Pricing, Adjunct 
Professor of Marketing at DePaul 
University, Chief Editor of The Wig-
laf Journal, and author of Hawks, 
Seagulls, and Mice: Paradigms for 
Systematically Growing Revenue in 
Business Market. He can be reached at 
tsmith@wiglafjournal.com. 

The Great Recession of ‘08-‘09 
gave us reduced order volumes 
on top of cancelled existing 
orders.  From this maelstrom 

of vanishing demand followed painful 
strategic reviews and reductions in force.  
Firms cut, sometimes beyond the fat and 
into the meat, leaving little more than a 
skeleton of a firm.  Now, a general con-
sensus is forming that the worst of the 
Great Recession is over, yet the future is 
still fraught with uncertainty.

Is it time to start hiring and re-invest-
ing in the business?  Should an execu-
tive cut even further given the low level 
of demand?  Or, even worse, is it time 
to close-up shop and look for greener 
pastures?  There is no single answer to 
this quandary.  But, if we ask the right 

questions, perhaps we can uncover the 
right answers.  In business, the right 
questions usually start with customers.

During the Great Recession, customer 
behavior changed in one of five ways:  
(1) Exited the Market, (2) Postponed 
Purchases, (3) Reduced Purchases, (4) 
Shifted to Lower Value Propositions, 
or (5) Increased Category Selectivity.  
Each of these customer behaviors implies 
a different strategic approach.

Exited the Product Category
Some customers simply stopped buying 
from the product category.  For instance, 
ZipCar, a car sharing organization, is re-
porting an increase in new memberships 
in the Chicago area.  Each ZipCar takes 
15 to 20 cars off the road.  Hence, the 
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Seven Tips for  
Managing Price Increases

PPS Happenings Serving the Pricing Community Since 1984

Upcoming Events
t 21st Annual PPS Spring Conference: InterContinenal Chicago O’Hare 
Hotel; May 5-7, 2010. Workshops offered on Wednesday, May 5 include:

1. Fundamentals of Price Management – Elliot Yama
2. Pricing for Profitable Growth: Strategies and Tactics – Kent Monroe
3. Quantitative Methods in Discount Management – Tim Smith
4. Measuring and Managing Pricing Effectiveness – Paul Hunt and Greg 

Thomas
5. Consumer Pricing: Approaches to Manage Today’s Pressures and 

Uncertainties – Frank Luby

For the most up-to-date information about PPS events and programs, please 
visit our website at www.PricingSociety.com frequently.
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A New Perspective on E-Book 
Pricing: Forget Phased Releases 
— Here’s What Will Work
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growth of ZipCar’s membership represents 
a permanent reduction in demand for 
personal automobiles.  Some customers of 
automobiles have simply exited the market 
and will not be buying cars in the future.

Some customers of industrial goods 
may have closed-up shop, implying that 
they also exited the product category.  
If these customers cannot be replaced 
with new entrants into that same product 
category or with increased demand from 
other industry participants, then the firm 
is facing a permanent decline in demand. 
This is the absolute worst case scenario if 
you are a supplier to that category.  It im-
plies that the market has shrunk perma-
nently and has perhaps even reached the 
end of its product lifecycle to face con-
tinual decline. Strategies for firms facing 
declining markets are very different from 
those which might face a recovery.

Postponed Purchases
Some customers postponed their purchas-
es.  For instance, during the Great Re-
cession, many customers of washing ma-
chines and dryers delayed their purchase 
until they feel more comfortable regarding 
their future earning potential.  It can be 
anticipated that, once they feel more com-
fortable, they will return to the market.

For most durable goods, in both indus-
trial and consumer markets, customers 
have simply postponed purchases.  At 
some point in the future, customers will 
need to buy more earth moving ma-
chines and washing machines because 
people need to make new buildings and 
clean their clothes.  When demand re-
turns, it is likely to be a lopsided growth 
period.  Demand will suddenly pick up, 
allowing suppliers a period of increased 
prices until further production capacity 
comes on-line or new competitors enter.

Companies whose customers have post-
poned purchases have two strategic 
responsibilities at this point: (1) ensure 
their own survival by making financial-
ly sound arrangements to persist, and 
(2) continue sales and marketing com-
munications to announce to their cus-
tomers that they are ready to meet their 
needs when they return to the market.

Reduced Purchases
Some customers simply reduced their 
purchases from the category.  For in-
stance, during the Great Recession, fam-
ilies decreased their dining out experi-
ences in favor of cheaper fare made at 
home.  Similar claims can be made with 
many impulse purchase situations. It can 
be anticipated that, once the market re-
covers these customers will return.

Many consumable goods are facing re-
duced demand from their customers due 
simply to fewer purchases.  Like the case 
of postponed purchases, the demand can 
be anticipated to return in the coming 
period of renewed growth when custom-
ers have simply reduced purchases.  Un-
like the case of postponed purchases, the 
growth in demand from customers who 
reduced purchases will more closely fol-
low the overall growth of the economy. 
Companies whose customers have sim-
ply reduced their purchasing should 
focus on the strategic issue of maintain-
ing profitability while preparing for a 
return to a more healthy demand.

Shifted to Lower Value 
Propositions
Some customers continued to purchase 
from the product category, but accepted 
a deprived value proposition in favor of 
a lower price point.  The launching of 
Tide Basic is fundamentally an acknowl-
edgment by Proctor and Gamble of the 
need to capture customers at a lower 
price point with a “good enough” prod-
uct.  Similar examples can be found in 
the reported healthy revenues from the 
Old Navy line of Gap Inc., or in the in-
creased demand for Campbell’s Soup.

The shift to lower value propositions is 
found in both consumer markets and in-
dustrial markets.  The shift rose during 
the Great Recession simply due to reduced 
income of both families and corporations.  
Once income increases, demand for higher 
value proposition may or may not return.

The strategic challenge for companies fac-
ing a demand shift towards a lower value 
proposition is one of defining the threat 
of lower-value propositions.  Would a 
competitor who provides a lower quality / 

lower price product be able to use this po-
sition to later threaten the firm at a high-
er quality / higher price position?  Will 
customers return to seeking quality over 
price once the recession is over or will 
they learn that a “good enough” product 
meets a sufficient number of their needs 
to warrant abandonment of a higher qual-
ity offer?  If so, then the firm may need 
to re-evaluate its value proposition.  New 
products take time to develop.  Product 
managers should be evaluating this threat.

Increased Category 
Selectivity
For some product categories, unit vol-
ume demand decreased overall but the 
demand expressed is for higher value 
goods.  For instance, customers may 
choose to purchase less chocolate overall, 
but when they do purchase chocolate, 
they choose to purchase specialty choco-
late.  In this case, customers have simply 
become more selective. On a household 
or company budget level, many custom-
ers have become more selective in their 
spending.  They will have reduced their 
purchases or shifted to lower value prop-
ositions in some categories, but in other 
categories they continue purchasing high 
value products.

When customers become more selective 
in their choice to interact with a cat-
egory, the firm should likewise become 
more targeted in their marketing com-
munications.  Rather than trying to get 
marginal purchases, the firm can con-
centrate on providing the best experience 
to the customers who are participating 
with the category.

Key Issue:  What Does the 
Customer Value?
The underlying question upon which 
each of the expressions of customer de-
mand hinges is one of value from the per-
spective of the customer.  Does the cus-
tomer need what the company makes?  Is 
the firm solving a real problem for the cus-
tomer?  Are customers willing to pay for 
it?  And, what is the urgency in their pur-
chase decision?  If executives can’t answer 
“yes” to each of these inquiries, then it is 
time to ask the right kinds of questions.
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How does your banking or 
lending institution define 
good performances of indi-
vidual lenders? This defini-

tion should depend first on your strategic 
goals, which can be primarily financial 
goals (net-interest income, loan volume 
growth, etc.) or include other soft com-
ponents such as customer satisfaction or 
brand recognition.

In most cases, especially for medium 
and large organizations with a multi-
tude of branches stretched across ge-
ographies, the performance assessment 
and award process is challenged because 
lenders’ portfolios are structurally dif-
ferent—thus difficult to compare objec-
tively. This problem reflects poor effort 
at the corporate level to create rules 
for segmenting and comparing perfor-
mances.

Most importantly, many incentive sys-
tems are based only on average year-end 
performance, without considering the 
performance of individual deals. Per-
formance should not be assessed daily, 
but supporting the year-end assessment 
with clearer targets or reference rates on 
a deal-by-deal basis usually is an effec-
tive way to help banks improve profit-
ability. 

Peer assessment programs help with 
these two deficiencies by creating seg-
mentation criteria along which perfor-
mances of salespeople can be compared 
in a relevant and objective way. They 
can also provide references for each deal 
and lender based on previous transac-
tions in comparable sales situations (or 
segments).

The five main advantages to peer assess-
ment programs are:

• They create a dynamic approach to per-
formance. The better the performance 
of best performers, the higher the objec-
tives of all.

• Creating a performance comparison with 
peers stimulates lenders’ sales behavior, 
because salespeople 
like to compete.

• Using benchmarks 
ensures higher consis-
tency and discipline 
in sales practices and 
limits mistakes, as 
each lender is provided 
with a reference or best 
practice for situations 
comparable to his or 
her own.

• It improves lenders’ perception of 
their incentive system, as perfor-
mances of sales teams are compared 
on similar deals and take into account 
the evolution of market conditions (as 

opposed to being rewarded based on a 
subjective target set at the beginning 
of the year).

• It facilitates the exchange of best prac-
tices.

This article describes how to design and 
implement peer assessment programs for 
lenders.

“Price” Sellers and  
“Value” Sellers
Usually, when a lending organization 
looks at the net rates applied by its lend-
ers, the analysis reveals strong discrep-
ancies in sales practices. In an industry 
where risk is the focus, some of the dis-
persion can certainly be explained by 
the variety of customer situations lend-
ers have to deal with (type of collateral, 
growth of the customer’s industry, cash 
flow, etc.). In most cases, however, when 
the analysis examines deals that are com-
parable from various perspectives (risk, 
customer size, etc.), the dispersion re-
mains. This suggests that lenders receive 
very few references or guidelines and 
therefore manage their portfolios on a 
discretionary basis.

The lenders’ past experience, his or her 
personality, individual skills in negotia-
tion and ability to resist clients’ pressure 
determine eventual pricing. Some lenders 
are likely to offer lower rates because of 

Boosting Lenders’ Sales Performance 
Through Peer Assessment

Many of our pricers have reported that 
interacting with colleagues and under-
standing how pricing works in differ-
ent industries has been helpful to them 
in developing pricing strategies for their 
respective organizations. This example 
from the lending industry provides good 
strategies that pricers can apply with 
sales forces in many other industries. 
David Vidal is a Director at Simon-
Kucher & Partners, New York. Jens 
Baumgarten is a Partner at Simon-
Kucher & Partners, New York. Wueb-
ker is a Partner and Global Head of 
Banking at Simon-Kucher & Partners. 
Contact information for the authors is 
available at www.Simon-Kucher.com. 
This article originally appeared in the 
Nov./Dec. 2009 edition of Commer-
cial Lending Review.  

Peer assessment programs help 
with these two deficiencies by 
creating segmentation criteria along 
which performances of salespeople 
can be compared in a relevant and 
objective way.
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weaker negotiation skills or because they 
use references such as cost of funds, but 
in most cases because they simply do not 
assess the client’s true potential or will-
ingness to pay.

In any sales organization, and in lend-
ing particularly, there are usually two 
types of salespeople:

• Price sellers, who tend to grant lower 
rates, whatever the reason

• Value sellers, who better 
resist customers’ pressure 
and achieve or beat tar-
geted margins

Based on this dichotomy, 
a peer assessment program 
should have three objectives:

• To provide lenders with 
new rate references, on 
the basis of identified best 
practices 

• To reinforce the confi-
dence of lenders in their 
ability to defend rate levels  
(“If others did it, I can do 
it as well.”)

• Building on these two 
levers, conducting a step-
by-step improvement in 
overall sales practices in 
order to generate substan-
tial profitability gains for the lending 
organization

Define the right 
segmentation of lenders to 
ensure comparability
When dealing with large transaction-
al databases, the first step is to define 
a manageable number of peer groups, 
that is, segments that can be compared, 
in sales situations that can be bench-
marked.

To enable that comparison, identify a list 
of segmentation criteria. These criteria 
should make it possible to qualify each 
situation (for example, loan amount, 
type of collateral, geographical zone, in-
dustry, etc.), with two constraints:

• Ensuring that enough criteria are used 
to ensure the comparability of deals… 
(Using too few criteria would result 
in excessively different situations and 
customers that could hurt the accuracy 
of the comparison.)

• while keeping enough observations to be 
compared by segment (Using too many 
criteria would make it impossible to 
draw any conclusion due to the limited 
number of observations by segment.)

It is essential to customize these criteria 
to your specific organization, as well as 
to test and validate them with lenders, 
because the segmentation is what will 
make lenders accept or refuse the ap-
proach.

Once segments of comparable deals are 
defined, the next step is to identify best 
sales practices in each segment. Depend-
ing on your organization’s objectives, 
these best sales practices can be selected 
on the basis of several performance indi-
cators, such as loan volume, net-interest 
margin, profit, return, etc. The indicators 
used to select best practices can be differ-
entiated across segments and, depending 
on the objectives, assigned to lenders in 
each of them. For example, in a segment 

the bank wants to grow, best practices 
will be selected where the sales approach 
generated the greatest loan volume. In a 
segment where the objective is purely 
profit, best practices will be selected 
looking at the rates the best lenders 
were able to charge.

Implementing the Program
When a lender obtains a new deal to 
quote, the deal is assigned to a specific 
segment, using the predefined list of 

criteria with a sales sup-
port tool to facilitate the 
implementation.

The tool communicates 
to lenders the best prac-
tices that are the closest 
to the customer situa-
tion with which he or 
she is faced, as well as 
a series of indicators to 
help make the most of 
the deal:

Deal positioning regard-
ing its contribution to 
the profitability of the 
segment it has been as-
signed to (based on the 
performance of the spe-
cific deal on a combina-
tion of criteria: loan vol-
ume, rate level, etc.)

Concrete insights on 
best sales practices in comparable situ-
ations, which will be the basis for quo-
tations and negotiations (for example, 
what options were offered to close the 
deal).

Indications on “improvement criteria” 
eligible for renegotiation, such as collat-
eral, additional loan volume, etc.

The effects of sharing best practices can 
be fantastic. At a commercial bank, 
one of the lenders was consistently 
achieving much higher rates than his 
peers. This was the case before the 
peer approach was implemented, but 
when it was, the segmentation enabled 
other lenders to identify the kind of 
deals where the lender was making his 

Once segments of comparable deals are 
defined, the next step is to identify best 
sales practices in each segment. 
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performance, and they started inquir-
ing. The simple response of the lender 
was that he would always start offer-
ing his customers in that segment a rate 
25 basis points (bps) higher than what 
the risk-based rate would be, because 
he had found over the years that price 
sensitivity for such loans and customers 
(that is, within that segment) was pret-
ty low. Of course it didn’t work in all 
cases, but it was his baseline for start-
ing a negotiation. In about 30 percent 
of cases, customers would not ask for 
a competitive quote and would com-
mit for a loan at this premium. Not all 
relationship managers offering deals in 
that segment became so bold, but a few 
of them did, creating a great boost in 
profits.

A key step in the implementation 
phase is to set targets and to manage 
the process over time. Using the perfor-
mance of the best practitioner usually 
does not work. Outliers in sales perfor-
mance always exist for various reasons; 
in most cases, setting the bar too high 
is not going to involve the majority of 
lenders.

It usually is effective to analyze the dis-
tribution of all your lenders’ perfor-
mances on a given metric (say, rate level) 
and to set the target at a level that seems 
realistic, for example, the first quar-
tile (top 25 percent). One bank, for ex-
ample, analyzed the performance of its 
lenders on rates and found that for most 
lenders, achieving the performance of 
the top 25 percent of lenders would be 
an attainable target. That meant that 
the peer performance tool would always 
(whatever the segment) provide the rate 
performance of the lender representing 
the limit between the first and second 
quartile.

Granted, you will not change the mind-
set of all your lenders from day one of 
implementation just because you give 
them a higher reference than their cur-
rent performance. An effective way to 
manage the transition is to manage 
their peer performance through trade-
offs (based again on actual, peer prac-
tices). That way, when the lender needs 

to lower the rate, he or she can obtain a 
higher loan volume or certain addition-
al guarantees in exchange. The value of 
giving a target that has been achieved 
by a peer is that most lenders will al-
ways try to find a compensation for not 
achieving the same performance on a 
given metric.

In the early 2000s, before the bubble 
developed, a leading Northeast bank 
wanted to shift its lenders’ mind-set 
from pure loan portfolio growth to a 
profit/return orientation. Using a peer 
approach, it appeared that lenders who 
were not able to achieve the targeted 
performance on rates were compensat-
ing by increasing their loan volume 
growth contribution, so the bank was 
better off com-
pared to the ini-
tial situation. 
Over time, and 
given the addi-
tional loan vol-
ume that was 
necessary for a 
“price seller” to 
achieve the same 
reward as a “val-
ue seller,” the ab-
solute rate performance of the network 
increased drastically.

As mentioned above, peer performance 
programs create a dynamic and con-
tinuous improvement of performance 
(“the sky is the limit”). This creates the 
need to regularly refresh the definition of 
the best performance (or target). Also, as 
the interest-rate environment shifts, peer 
targets can quickly become irrelevant if 
they are not adjusted properly. For many 
in this industry, the definition of a true 
measure of willingness to pay for the giv-
en bank becomes an important reference 
metric for peer comparisons, regardless 
of changes in cost of funds. 

For example, one U.S. provider of auto 
loans defined a metric that takes into ac-
count the evolution of competitors’ aver-
age rates relative to its own average rates 
and then used this ratio to adjust the 
relative rates achieved by the best practi-
tioners.

Of course, it is critical to link the peer 
performance with the prevalent incen-
tive system of your organization—or 
to use peer performance instead of 
existing systems. With a peer perfor-
mance program, there is no need for a 
subjective volume or profit target-set-
ting process. If the segmentation is 
proper, relationship managers can be 
fairly measured against an appropriate 
and competitive set of peers—and re-
warded accordingly. Rules still need to 
be defined: For example, with one or-
ganization the rule was that if a lender 
achieved a rate that was higher than 
that of the lender representing the per-
formance at the end of the first quar-
tile, he or she would receive an addi-
tional one percentage point bonus for 

any bp above this threshold. The defini-
tion of the appropriate conversion rule 
depends on the impact for your orga-
nization and on where the overall per-
formance stands before you start with 
such an approach.

Transforming Price Sellers 
into Value Sellers
A peer assessment program creates a 
framework through which you can ob-
jectively compare the performance of 
lenders at a portfolio/year-end level or 
at the transactional/deal level. To im-
plement peer assessment, it is important 
to define segments that lenders agree 
are comparable. Banks that use peer as-
sessment can achieve absolute average 
interest-rate improvements between 6 
bps and 18 bps after only a few months 
of implementation. Improvements for 
individual lenders can be up to 85 bps 
when an aggressive price seller becomes 
a true value seller.

In the early 2000s, before the bubble 
developed, a leading Northeast bank 
wanted to shift its lenders’ mind-set 
from pure loan portfolio growth to a 
profit/return orientation. 
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The publishing industry is right 
to be concerned over $9.99 
price tags for bestselling e-
books. One price has the po-

tential to disrupt the current publishing 
model, as well as change how books are 
marketed and priced in the future. The 
good news is that pricing techniques 
can be used to effectively manage this 
transition.

Let’s establish a few fundamental facts:

• If wholesale prices for hardcover 
and e-book editions are identical, an 
e-book sale is relatively more profit-
able because of lower costs. Printing, 
warehousing, delivery, and return costs 
are almost eliminated. Additionally, 
e-books curb a growing problem for 
publishers: the resale market, since 
e-editions can’t be resold on sites like 

eBay and Half.com.

• $9.99 e-books stimulate demand, and 
lower prices induce customers to pur-
chase more books. Plus, the electronic 
platform attracts new readers. Higher 
profits and increased demand are rare 
rays of good news these days.

• $9.99 prices don’t really devalue 
hardcovers. We believe once someone 
adopts an e-reader, the majority of 
their book purchases will be electronic 
versions. As a result, $9.99 e-books 
and $27.99 hardcovers can peacefully 
coexist. Readers benefit by choosing 
the version that works best for them 
and their budgets. There are worse 
fates than being in a situation where 
customers switching to lower-priced 
products leads to higher margin sales 
and profitable growth. Finally, $9.99 
e-book prices aren’t sustainable. How 
much longer will retailers opt to lose 
money on top-selling e-books?

A movie-like, phased release strategy 
(hardcover to e-book to paperback) 
isn’t the most profitable for publish-
ers. First, who deemed the movie indus-
try windowing strategy optimal? We’ve 
always believed that movies should be 
released simultaneously (say, a $29.99 
pay-per-view or one-use DVD on open-
ing weekend). More importantly, DVDs 
and e-books aren’t comparable prod-
ucts in the value chain. A simultane-
ous theatrical and DVD film release 
would result in massive cannibaliza-
tion. Instead of paying full price at the 
cinema, a family of four could rent the 
DVD for a dollar. In contrast, e-books 
are highly profitable and don’t have the 
potential for such cannibalization. So 
e-books can be profitably made avail-
able before—or simultaneous to—the 
hardcover release. Publishers can even 
sell enhanced e-book versions at higher 
retail prices than hardcovers.

The verdict on $9.99 e-books depends 
on how the adoption of the format af-
fects brick and mortar retailers. These 
longtime allies provide significant mar-
keting benefits to publishers—there’s 
tremendous value to customers in be-
ing able to physically thumb through a 
book, receive in-person recommenda-
tions, and make impulse purchases. Los-
ing 10% to 15% of in-store hardcover 
sales to e-books can sink brick and mor-
tar retailers. Therefore, the question that 
publishers must answer is this: do they 
want to give physical retailers additional 
time to plan and react to the inevitable 
cannibalization of hardcover sales as 
more customers favor e-books? If pub-
lishers want to slow down the e-book 
revolution, they can delay the release 
window or set minimum resale prices 
(which the U.S. Supreme Court ruled 
legal in 2007), but neither strategy is a 
solid long-term business decision.

Whether publishers opt to slow down 
or embrace e-books, a key opportunity 
will be to capitalize on long-tail sales. 
It’s now viable to bring millions of cur-
rently out-of-print books back to the 
market and start earning new profits.

E-books are perfect to price dynami-
cally—it’s impossible to set the right 
price for so many products. As the mar-
ketplace has learned with iTunes, all 
music isn’t worth the same price, and 
all e-books aren’t worth $9.99—particu-
larly throughout their life cycle. Pub-
lishers can change the wholesale prices 
of e-books based on demand. Just to be 
clear, strong demand doesn’t necessarily 
translate to “charge higher prices.” The 
right price depends in part on the shape 
of demand. It may be more profitable to 
raise prices of slow-selling classics (those 
who value well-known books will pay a 
premium), for instance. The goal of dy-
namic pricing is to find (and constantly 
adjust) the price that generates the most 
profit from each e-book.

A New Perspective on E-Book Pricing: 
Forget Phased Releases — Here’s What Will Work

The transition of traditional media 
to electronic delivery presents pricers 
with new challenges concerning cus-
tomer price sensitivity and product 
adoption. Publishers in the EBook in-
dustry are currently navigating these 
challenges and attempting to hone 
in on profitable pricing strategies, as 
the authors in this article explain. 
Rafi Mohammed is a pricing strat-
egy consultant and author of The 1% 
Windfall: How Successful Companies 
Use Price to Profit and Grow (Harp-
erBusiness, Mar.). Jan Eglen, Ph.D. 
is a founder, CEO, and president of 
Digonex Technologies Inc., a software 
development company. This article 
originally ran in Publishers Weekly 
on Jan. 11, 2010.
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When driving these days, 
do you look at the prices 
every time you pass a gas 
station? Do you notice 

yourself paying more attention to the 
prices of everything you buy? You are 
not alone. Consumers everywhere are 
more price aware. People who’ve been 
indifferent to price increases for years 
are suddenly amazed at what things now 
cost. 

How can marketers cope not 
just with inflation but with 
consumer sticker shock?
1. Understand Your Customers. There 
are at least four ways in which custom-
ers can respond to higher gas prices: 
downgrade from premium to regular; 
take fewer trips by car, consolidate er-
rands, switch to public transportation; 
take the same number of trips but reduce 
the miles driven per trip by, for example, 
vacationing closer to home; drive more 
economically and less aggressively to im-
prove miles per gallon; and buy a specific 
dollar amount of gas rather than fill-
ing up every time, even though this may 
mean more visits to the pump. Some 
consumers may even trade in (at a loss) 
the SUV for a hybrid, an example of 

how price inflation on one product can 
cause demand shifts in a second, related, 
category.

More customers than usual will be 
looking out for price promotions, but 
don’t give away the store to those who 
don’t need the discount.

2. Invest in Market Research. You 
must discard your existing customer 
segmentation assumptions and segment 
consumers around product usage be-
havior and price sensitivity. You must 
get out into the marketplace yourself 
and talk to consumers directly to under-
stand their pain points and how they are 
changing attitudes and behaviors in re-
sponse to price inflation. You must then 
quantify these shifts and develop prod-
uct and pricing strategies that balance 
the need to maintain both profitability 
and market share.

3. Redefine Value. Customers buy-
ing soft drinks can think about price 
in three ways: the absolute cost per can 
or bottle, the cost per ounce, and, less 

common in this category, the monthly 
consumption cost. Customers short on 
cash will focus much more on the abso-
lute price. They’ll go for the 99 cent soft 
drink rather than the $1.29 container 
with 50 percent more volume. To mo-
tivate cash-poor consumers, market-
ers must reverse engineer products and 
packaging to hit key retail price points. 
This may mean downsizing package siz-
es, something the candy industry always 
does in response to inflation.

4. Use Promotions. If you’ve always 
passed through raw material price 
increases to the end consumer, you 
don’t necessarily need to change that 
policy. However, lagging competi-
tors in passing on price increases can 
have the same effect as a temporary 
price promotion. More customers than 
usual will be looking out for price pro-
motions, but don’t give away the store 
to those who don’t need the discount, 
and cut prices not across the board but 
only on items selected as your inflation-
busters. For cash poor consumers, these 
promotions should hit the key price 
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points on small pack sizes. For cash rich 
consumers, encourage multi-unit pur-
chases ahead of the inevitable next price 
increase.

Strong brands can hold consumer loyal-
ty while increasing retail price points.

5. Unbundle. Customers who previ-
ously welcomed the convenience of 
buying product, options, and services 
rolled into one may now ask for a de-
tailed price breakdown. Make it easy 
for your more price-sensitive custom-
ers to better cherry-pick the options 
and services that they truly need by 
giving them an unbundled menu of 
options.

6. Monitor Trade Terms. Beware of 
powerful distributors paying you more 
slowly than they turn the inventory 
they buy from you. In an inflationary 
environment, they’re making money on 
the float by stretching their payables. 
Manage your inventory on a last-in, first-
out basis to insure that increases in your 
realized selling prices do not trail the in-
creases in your input costs.

7. Increase Relevance. You need to 
persuade customers to cut back their 
expenditures on other products, not on 
yours. In tough times, consumers more 
than ever need and deserve the occa-
sional treat. So, if you are Haagen Dazs, 
tell the consumer to substitute private 
label peas for the name brand but to not 
forego the comfort of curling up on the 
sofa with a tub of her favorite ice cream. 
Strong brands can hold consumer loy-
alty while increasing retail price points. 
Weaker brands risk private label and ge-

neric substitution.

Clearly, not all marketers are equally af-
fected by price inflation. Commodities 
like gasoline, where the manufactur-
er adds little value before the product 
reaches the end consumer, are more vul-
nerable, while sales of the most exclu-
sive global luxury brands hold up pretty 
well regardless of price. 

Especially challenged are marketers of 

goods and services for which consumers 
don’t necessarily understand the input 
costs: decorative candles, for example, 
are highly sensitive to oil prices and the 
purchases are discretionary. 

The key here is to educate the con-
sumer, apologize for the uncontrolla-
ble price increases, give price-sensitive 
consumers some promotional options, 
and reemphasize product benefits.

Commodities like gasoline, where the manufacturer 
adds little value before the product reaches the end 
consumer, are more vulnerable, while sales of the 
most exclusive global luxury brands hold up pretty well 
regardless of price. 


