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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. 




