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It’s no secret that retail has under-
gone dramatic changes, with new 
segments, online channels and com-
petitive pressures.  

 
However, as retailers attempt to optimize 
this growing (but still very small) online 
portion of their businesses, the biggest 
risk they face is inadvertently neglecting 
— or even damaging — their bread-and-
butter. 

Of course online is critical for growth. 
Retailers should start thinking about the 
best way to integrate their online and 
physical businesses. But many of them 
are also sitting on millions of dollars of 
unlocked profit potential in their core 
physical business, which still represents, 
on average, 94% to 98% of their sales 
(see Figure A on the next page).

Retailers can realize millions in ad-

ditional profit by taking advantage of 
four key pricing secrets:

1. Make the fight for shoppers about 
more than price

2. Use your private label to drive share 
through differentiation and trade-
up, not low prices

3. Realize additional profit through 
rule-based pricing and assortment

4. Design and run more effective pro-
motions

1. Make the fight for 
shoppers about  
more than price
Increased price pressure from online and 
brick-and-mortar competitors has led to 
an erosion of margins and an explosion 
of aggressive discounting, as every retail-
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Figure B: Top retailers and % of US sales in e-commerce

Figure A: Top retailers and % of US sales in 
e-commerce

er fights to deliver on the promise of of-
fering competitive, unbeatable prices. 

If, however, you do not have Amazon’s 
cost structure or Walmart’s supply chain 
synergies, then fighting them on price 
alone everyday does not play to your 
strengths, and shoppers and/or investors 
are quick to find out. 

This focus on being the “cheapest” also 
unnecessarily attracts and trains a short-
term, deal-driven shopper. In reality, 
price is really about shoppers’ ‘price-val-
ue’ perception when they roam the aisles 
or surf the web, and there are more ways 
to be competitive than through dis-
counts. 

Experience has shown, for example, that 
retailers who offer consumers a richer 
shopping experience are able to com-
mand a price premium while maintain-
ing or improving their price perception 
(Figure B below). 

By shifting away from direct discount-
ing to providing consumers better val-
ue, experiences and rewards, you can 
exist in a more sustainable position.

Starbucks famously lives in this “build 
loyalty” space with its ongoing transfor-
mation of the coffee shop into a com-
plete retail and recreational experience. 
It commands high prices because it is 

perceived to deserve them, and discounts 
come in the form of loyalty rewards, nev-
er in price itself. Every incentive, down 
to the “Treat Receipt,” requires a future 
trip.

2. Use your private label 
to drive share through 
differentiation and trade-up, 
not low prices
Similar to the online channel, private 
labels developed a reputation for rapid 
growth and (or due to) rock-bottom pric-
es as retailers started using them to hit 
more competitive price points for cost-
conscious consumers.

But smart retailers soon realized that 
this strategy trades down category sales 
dollars and leaves profit on the table. As 
a result, many are improving product 
quality and adopting a “branded pri-
vate label” strategy that treats the pri-
vate label not just as a low-price tactical 
weapon, but rather a business that helps 
achieve the following objectives:

A. Differentiation: Private label is the 
lever with the largest and most immedi-
ate impact on differentiation. Retailers 
such as Safeway, Target and Costco have 
partnered with manufacturers to deliver 
a meaningful private label that incorpo-
rates knowledge of consumers and their 
needs into both the packaging and prod-
uct. The goal is not to sell this product 

at the 30% dis-
counts of old, but 
rather to bring 
shoppers into 
their stores and 
keep them com-
ing back through 
something they 
cannot buy else-
where… and 
charge for it.

B. Trade-up: If 
completely rein-
venting your pri-
vate label seems 
like too big a task, 
an easy pricing 
secret is to simply 
change the way 

you structure the offering. Benchmarks 
from recent consumer goods and retail 
project experience show that unit price 
elasticity is typically 40% to 50% of 
pack price elasticity. Put another way, if 
you raise the absolute pack price on a jar 
of peanut butter, for example, but keep 
the price per ounce the same (by increas-
ing the number of ounces), you will only 
see about half the downside of a price 
increase.

3. Realize additional profit 
through rule-based pricing 
and assortment
This means that not every bargain shop-
per is looking for the lowest absolute 
price point. For most, providing a good 
deal on a per unit basis is just as attrac-
tive, especially on products with a high 
purchase frequency. Applying this to 
private labels, moving to a larger pack 
size allows you to trade-up shoppers and 
pantry-load. If done properly, you can 
improve profit dollars and overall value 
perception.

In a high SKU environment, it’s impos-
sible to optimize pricing of every item. 
Most retailers are fairly good at getting it 
right for their top-selling items, but lose 
millions of dollars of profit opportunity 
by assuming that only top-sellers qualify 
as high-attention items for pricing and/
or not developing the optimal pricing 
logic for items in the rest of their portfo-
lio that require less attention.

Retailers do not have to be “price com-
petitive on all items,” even in intense 
competitive environments. They do, 
however, need to first identify a man-
ageable list of key items whose prices 
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Figure C: Derived impact on price perception from consumer research

need to be optimized and evaluated on 
a regular basis. These items are not al-
ways limited to the biggest sellers but 
should also include the products that 
most strongly correlate with and drive 
consumers’ overall price perception.

Take the example below derived from 
consumer research. In this specific retail 
environment, there were 12 categories 
that actually drove consumers’ overall 
store price perception. In these categories 
such as facial, personal and body care 
items, it was important to be more price 
competitive due to their strong correla-
tion with overall perception. In other 
categories (e.g. beverages) where consum-
ers were less aware of and influenced by 
prices, there was room to extract higher 
prices and more profit.

Once retailers have identified this list 
of key items, they should then estab-
lish pricing logic and category specific 
guidelines for the rest of the portfolio by 
identifying volume drivers through anal-
yses of historical transaction data and 
shopper data. An example of a potential 
guideline includes: for products within 
this category, if all else were equal, they 
should be priced X% higher if there is no 
specific competing retailer with a refer-
ence product available within a Y mile 
radius. 

Project experience has demonstrated how 

refinements of a few pennies or dimes on 
thousands of items turn into tens of mil-
lions of incremental profit dollars a year, 
with little to no impact on topline.

4. Design and run more 
effective promotions
For faster-moving consumer goods cat-
egories, trade promotions can represent 
up to 50 to 60% of a category’s retail 
sales volume. However, for those same 
categories, often only 20 to 50% of that 
promotional volume is truly incremental, 
meaning that the retailer would not have 
sold those units had they not ran the 
promotion.

Put into a business context: Millions of 
dollars of more profitable base business 
are being traded down through sub-opti-
mal promotions, and retailers are paying 
a steep opportunity cost in the millions 
they receive in trade that could be spent 
on higher ROI events.

Retailers can follow these simple steps to 
realize higher profit impact from promo-
tions, without sacrificing topline results.

A. Tie your promotions to your corpo-
rate strategy, not the other way around

Different promotional vehicles and in-
centive structures promote different ob-
jectives. For example, if your goal for a 
specific category is to build loyalty then 

you should avoid straight price cuts. 
Instead of offering 25 percent off, you 
should offer $5 off a purchase of $20 or 
more. This will often have the same im-
pact on how shoppers perceive the deal, 
but result in them buying more product.

B. Understand what depth and fre-
quency is needed to achieve your ob-
jectives - and do not offer more

Retailers often assume that each addi-
tional discount or promotional event will 
always generate incremental sales. This 
is not the case. There are diminishing 
marginal returns to both discount depth 
and event frequency. For example, across 
a sample of recent projects for consumer 
goods, typically a 10% to 20% lower lift 
in retail sales dollars after promotions 
passed the minimum required depth. 
This finding applied to situations where 
additional discounting came in the form 
of “stacking” (running trade promotions 
in addition to coupons) or pure price 
promotions.

Similarly, you will often see diminishing 
returns to event frequency, especially in 
mature, less discretionary categories. As 
you promote more often, shoppers learn 
to adjust their purchase habits. The re-
sult is more promotions, but lower aver-
age lift. The increased frequency does 
however subsidize more base volume a 
retailer would have sold if they promoted 
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Figure D: Example of capturing secondary effects in promotional measurement

less often.

Lower frequency and controlled depth 
may not be right in every situation. But 
taking a more selective approach to pro-
motions based on knowledge of the con-
sumer instead of unproven assumptions 
has helped retailers save millions in profit 
dollars by reducing self-inflicted wounds.

C. Measure the actual success of your 
promotions

Most ROI analysis will look at the prod-
uct or category’s sales during an event 
and compare it to a similar week without 

an event or to a projected base volume. 
However, best-in-class promotion mea-
surement should also take into account 
secondary effects of promotions, such 
as demand shifting, which can be hard 
to measure and easy to overlook. In the 
example above, factoring in these sec-
ondary effects revealed that a promotion 
which appeared to be successful on an 
individual product basis actually generat-
ed a loss. Only by accurately capturing 
the performance of their promotions 
can retailers continue to drive their de-
sired business objectives using the most 
effective and efficient promotions.

These four pricing secrets provide insight 
into levers that retailers can use to im-
prove their price-value perception, make 
the purchase decision about more than 
just price and be more surgical with price 
and promotions. They clearly show that 
there is more than one way to respond to 
a hyper-competitive environment – hurt-
ing your margins through price cuts is 
not your only option. Rather, there are 
many strategic and tactical opportunities 
that you can take advantage of to gener-
ate immediate profit impact in your core 
physical business.
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In this article, the author explains how 

successful pricing projects come from 

developing a comprehensive business 

case that can be embraced by the senior 

management team, based on the specific 

value they outline, and provides tips for 

pricers seeking to pursue pricing proj-

ects within their organizations. Hans-

Peter Klug is a strategic consultant with 

PROS, where he specializes in deliver-

ing big data, sales and pricing solutions 

to prospective customers. Klug earned 

a degree from Germany’s University 

of Bayreuth in sports and economics, 

focusing on finance and IT. He can be 

reached at hklug@pros.com. 

Developing the Business Case for  
Pricing Initiatives: How to Get Started

There’s no question that the big-
gest lever for improving profit-
ability is through a successful 
pricing initiative. In case 

after case, companies report substan-
tial gains. These improvements offer a 
far more profound impact to bottom-
line success than any other improve-
ments made on fixed or variable costs 
or volume.

I have talked with a number of for-
ward-thinking prospects who are 
looking to pursue pricing projects. 
What I’ve found is that their success 
has come through developing a com-
prehensive business case that can be 
embraced by the senior management 
team, based on the specific value they 
outline.

I’d like to offer some suggestions on 
how to get started, along with the spe-
cifics to help you meet your goals:

Calculate the project cost: For the in-
ternal cost, it’s important to estimate the 
project’s timeframe and the number of 
internal people it will take to complete 
the project. In making your assump-
tions, multiply the total with a default or 
calculated internal daily rate. For ex-
ternal support, which may include con-
sulting services or the cost for a state-
of-the-art pricing solution, reach out for 
estimates from reputable external parties.

It takes a bit more effort than simply 
calculating the project costs. Your scope 
should take into account a pricing proj-
ect’s bottom-line benefits to your busi-
ness. Here are a few examples of vari-
ous methods I’ve seen used to effectively 
build your case.

Leverage research from best-in-class 
companies: Research from external con-
sultancies or analysts including Gartner, 
McKinsey, Deloitte and Simon-Kutcher 
are good sources. Results vary by indus-
try and specific situations, ranging from 
approximately 3% – 8%+ return on prof-
itability. I’ve found it’s quite valuable to 

have statements from pricing specialists 
that support your pricing initiative, and 
finding this research is fairly easy.

Benchmark your goals: Define key 
goals and objectives you plan to imple-
ment in your project plan. 

Examine those goals and valuate the 
returns:

• Is your goal to win more deals due to 
faster quote turnaround times? Take 
the average number of quotes and the 
typical revenue per quote, and use the 
current and expected future win rates 
to calculate the expected benefit for 
your pricing solution. You can also 
show margin impact by adding aver-
age gross margin.

• If your pricing initiative goal is to en-
force pricing strategy and discipline, 
use annual revenue to ensure you in-
clude only the revenue from the busi-
ness you are able to influence — for 
example, only the negotiated business. 
Calculate the expected margin uplift 
— for example, the current margin 
for this business — and the expected 
margin lift once you’ve implemented 
and enforced your pricing strategy.The Power of Pricing 

1 

“By 2015, best-in-industry enterprises will increase revenue by up to 
three percent and profits by up to 15 percent, due to improvements  
made using price optimization technologies.”  
– Gartner 

 
“… implementing pricing solutions helped companies improve profit margins 
by 50 percent and top-line results by two to three percent.”  
– Forrester Research 

 
“The initial benefits to price management are huge:  200-350% ROI in 12 
months and  2-7% margin increase.” 
– AMR Research 

 
© COPYRIGHT PROS, INC. 2013  |  CONFIDENTIAL AND PROPRIETARY 
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Figure 1• Is your pricing initiative goal to im-
prove efficiency by reducing the time 
spent to recalculate prices? Use the 
average loaded cost per employee and 
calculate the time required for a spe-
cific activity. For example, it may be 
a pricing increase prior to your proj-
ect and after. Currently it takes four 
employees three months to perform the 
changes, and after implementing my 
pricing project, I estimate it will re-
duce the manpower and time to three 
employees and one week to perform the 
same calculations.

• It’s optimal if there are multiple ele-
ments of your pricing project that will 
help your company. In this case, you 
can certainly add value to those dif-
ferent elements. Just be cautious not 
to double count! Don’t be surprised 
if you calculate big benefits with this 
exercise – pricing projects typically 
deliver huge results, no matter what 
your business. While I encourage you 
to be creative, it’s far more impor-
tant to be credible when modeling the 
value of your project.

Use customer case studies: If you are 
working with an external company, they 
can make available a broad range of 
industries and comparable companies, 
along with the associated expected ben-

efits and numbers 
for making your 
business case. For 
example, if you 
are a specialty 
chemicals com-
pany in Europe, 
and your external 
partner has helped 
to achieve a reve-
nue uplift of 2.5% 
by solving similar 
issues with an-
other EU chemi-
cals company, you 
might want to use 
this number as 
an estimated out-
come.

Perform a price 
variance analy-
sis: A great way of calculating the ben-
efit for the business case is to use your 
data and perform a price variance anal-
ysis, which is a good proxy for the value 
of your pricing initiative. The bigger the 
variance in your data, the more benefit 
you are likely to achieve. The upside for 
your improved pricing equals the value 
of bringing the bottom 10-15% transac-
tions in line with the remaining 85-90%.

To put the icing on the cake for a suc-

cessful business case, calculate the ben-
efit in various ways, ideally using at least 
three different approaches:

1. Validate your data with the price 
variance analysis.

2. Benchmark the expected benefits 
with peers.

3. Engineer value for your solutions.
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In this article, the author explores how 
global price management (GPM) is 
the vehicle the pharmaceutical indus-
try (and other global industries) needs 
to increase margins in this challenging 
economic landscape. A global GPM 
solution which is a fully integrated 
part of a well-defined strategy will 
enable fully-formed business decisions 
to be taken – maximizing profitabil-
ity by protecting the business against 
avoidable margin loss and ensuring it 
meets all regulatory demands, as the 
author explains. Arnaud Grunwald 
is the senior director of global pricing 
and market access solutions at Model 
N. He can be reached via http://www.
modeln.com. 

Global Price Management  
Will Lead the Fight On Margins

Price erosion, falling sales and 
dwindling product pipelines – 
they are all inflicting pain on 
boardrooms in the pharmaceuti-

cal industry. 

What a gloomy outlook, you might 
think. But it is out of this dark cloud 
that global price management is emerg-
ing as a board-level issue that holds the 
key to boosting margins.

It is certainly needed. The industry is 
having to cope with the pressure from 
mandatory price cuts, the creation of 
fewer blockbuster molecules and an in-
crease in low-cost competition. And on 
top of that, executives are each day deal-
ing with effects of global price transpar-
ency and new reimbursement restrictions 
imposed by governments.

Although sales of pharmaceuticals are 
predicted to reach pre-downturn levels 
within the next couple of years, industry 
experts are not expecting anything more 
than modest growth for the following 

decade. If the experience from regional 
recessions in Latin America and Japan 
is anything to go by, the prices of drugs 
will remain depressed even when eco-
nomic activity picks up, because those 
paying will continue with the tough 
buying policies they adopted during the 
hard times.

So the pressure on margins is unlikely 
to let up. In this challenging landscape, 
global price management (GPM) is fi-
nally being seen as the vehicle the indus-
try needs to increase margins throughout 
the lifecycle of products. By integrating 
and aligning pricing processes with time-
ly data, real-time models and insights, 
the door to the best possible decision-
making will swing open. 

Net margin comes into full view — by 
product and customer group — through 
the ability to report data on all elements 
of the sale and invoicing process. This 
data can then be modeled to analyze the 
relative potential impact of different pric-
ing scenarios and ensure centralized con-
trol of all strategic pricing decisions. In 
a world of tight budgets and ever tighter 
margins, pharmaceutical providers can-
not afford to neglect GPM.

However, some important steps are re-
quired before it can take effect. The 
most obvious of these is boardroom-level 
backing and understanding. That may 
be harder to achieve than many objec-
tive observers might expect, given that 
a recent poll of 500 senior pharmaceuti-
cal executives showed that in nearly 60 
percent of businesses the challenges and 
economic impacts of global pricing are 
not well understood.

Customer studies have shown that there 
are several separate and quantifiable val-
ue drivers in which the adoption of inte-
grated GPM processes and tools would 
have a positive and measurable impact. 

Yet despite this, most manufacturers 
have yet to address GPM and the effect 
of international reference pricing - the 
benchmarking of a product by reference 
to its price in other countries. These are 
not fully seen as strategic investment is-
sues, even though companies recognize 
that changing price dynamics are creat-
ing serious challenges to product launch 
plans and eroding prices before patents 
end. 

Although pharmaceutical companies 
can see the threats to margins and un-
derstand where they are coming from, 
most do not fully grasp the urgent need 
for greater centralized oversight of pric-
ing throughout the product lifecycle. An 
overwhelming 85 percent of companies 
polled believe that pricing and margins 
are only on the executive’s radar in the 
early stages of a product’s life, whereas 
the evidence is that changes in markets 
are leading to continuing and significant 
profit erosion right through to the end of 
patent.

Another essential for a broader GPM 
strategy is good, high quality data from 
all markets in order to manage the cross-
border ramifications of reference pricing. 
Where many companies fall short is by 
failing to ensure consistently good data 
input as the foundation for their deci-
sions. If a company then has an ineffec-
tive price governance process and con-
trols, it will struggle with the long-term 
profitability of its product portfolio. It 
is important to have a structured global 
approach as the basis for all pricing deci-
sions.

Launch sequences also need to be timed 
perfectly if profits are to be maximized 
over the longer term, given the growing 
significance of emerging markets and the 
development of big molecule products 
for which the global roll-out can take 
several years. Changes to reimbursement 
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procedures are lengthening market ac-
cess cycles and require careful manage-
ment to keep in step with global launch 
plans.

In some countries, new products are 
subject to re-referencing just 12 months 
after introduction. In fact governments 
across the world are now referencing 
more frequently. In Greece, it is up to 
four times per year and in Portugal, 
three. All governments use benchmark-
ing from other countries to decide what 
is paid for pharmaceuticals that are pro-
tected by patents and intellectual prop-
erty rights. For the manufacturers, the 
response must be to establish a “right 
first time” pricing approach. 

A successful GPM strategy does not 
simply require a technological overhaul: 
it must be accompanied by a shift in at-
titudes within a company – particularly 
with regard to data quality. Any pricing 
initiative is only as good as the informa-
tion on which it is based. The pricing 
manager in one country must under-
stand the benefits of keeping local price 
information up to date and wholly accu-
rate. Across the company, the pivotal role 
of sound pricing and market access data 
must be understood if intelligent pre-
dictive pricing decisions are to be made 
based on an accurate risk assessment.

The lack of investment and executive 
focus on global pricing management in 
general and IRP specifically is reflected 
in survey responses. When they were 
asked what frustrated them most about 
meeting key pricing challenges, 61% of 
the top global pharmaceutical manu-
facturers who responded highlighted 
the need for a central database to pro-
vide timely, accurate pricing informa-
tion as critical to all stakeholders, re-
gional or local. A much greater number 
(82%) pointed to the need for improved 
governance processes and collaboration 
in managing frequent price change re-
quests, with the aim of reducing price 
erosion. What was most desired however 
(84%), was the need for pervasive and 
sophisticated analytics and simulation 
capabilities so as to better understand the 
potential impact of future pricing events, 

whether from within the company or 
through external factors.

What is needed is a solution that en-
compasses all aspects of data manage-
ment, approvals, reporting and analytics 
at every stage in the product lifecycle, 
ensuring consistency, transparency and 
collaboration. All this can be effectively 
combined to offer predictive insights.

But before GPM is adopted, a tech-
nology dump may have to take place, 
ditching old approaches that lack trans-
parency or are based on immensely 
cumbersome spread sheets or high-cost 
home-grown solutions.

By using the right platform and process-
es, dispersed organizations can work to-
gether and not at cross purposes. Closer 
collaboration between regional affiliates 
will avoid the potential pitfalls of pricing 
decisions being made in a data vacuum. 
Metrics are also available that make it 
easy to identify the level of price erosion 
before and after implementation, build-
ing confidence and buy-in.

As a part of this coming-together of 
platform and processes, the up-to-date 
data and fully-documented GPM rules 
need to be combined in a single calen-
dar of events. This could also include 
each market’s current referencing rules 
and timetables, mandatory cuts and 
launch products. Volume forecasts and 
exchange rates should also be part of the 
mix. All this data should be automatical-
ly brought together centrally in order to 
make it accessible in real time for effec-
tive manipulation and analysis. 

Once the correct data are assembled, 
modelling becomes far more sophisti-
cated, allowing manufacturers to explore 
scenarios around the potential impact of 
different target prices in various markets, 
as well as price changes over time and 
the effect of listing and delisting prod-
ucts. But models must be easy to use; de-
tailed but with built-in flexibility so they 
can be configured to any combination of 
factors.

And it will not be possible to derive in-

sights from large volumes of data with-
out a decision dashboard that presents 
all the components in an easy-to-read 
format. By using this tool it will be pos-
sible to run pricing scenarios based on 
comparisons with competitors, other 
scenarios and market benchmarks, while 
ensuring compliance with the compa-
ny’s global pricing policy and the exter-
nal regulatory requirements of different 
countries

Through these means, everyone who 
needs to know can understand which 
strategies are working and which are 
eroding prices, helping them avoid er-
rors of judgment. On the other hand, the 
inclusion of a price approvals mechanism 
within the system eliminates maverick, 
unauthorized price changes. Regional 
teams will be able to see the global pic-
ture before they make any decisions. The 
whole organization will also be quicker 
on its feet when faced with changes in 
market pricing or government compli-
ance requirements. 

A scalable SaaS (software as a service) 
solution will require no hardware or IT 
services requirements and will give a 
sense of ownership and control to hun-
dreds of users. New features and func-
tionality can be continually incorporated 
in line with best practice and the evolv-
ing needs the pharmaceutical industry. 

The business case for investment in GPM 
relies on metrics for key drivers in line 
with a detailed analysis of existing im-
plementations. These include quantify-
ing revenue and margin benefits, the cost 
of managing the process and qualitative 
gains. A global GPM solution which is 
a fully integrated part of a well-defined 
strategy will enable fully-formed busi-
ness decisions to be taken – maximizing 
profitability by protecting the business 
against avoidable margin loss and ensur-
ing it meets all regulatory demands.

The overall benefits of adopting GPM 
include better strategy formulation, in-
creased collaboration and alignment 
between departments, reduced financial 
and reputational risk and all in all, great-
er management credibility. 


