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CPG manufacturers rely on price 

to reinforce their brand story and 

solidify their value proposition; 

however, they are losing control 

over the price shoppers pay for 

their products. As many large 

retailers continue to grow their 

own pricing capabilities, 

compliance to manufacturer 

suggested list prices is eroding. 

Unfortunately, if these retailers 

are not leveraging price 

strategically, the capabilities they 

developed may devolve to 

simple, tactical identification of 

opportunities to raise price in 

order to meet siloed, category-

specific margin goals. This, in 

turn, leads to prices not only 

falling outside of the ranges 

manufacturers suggest, but even 

shifting, inconsistent competitive 

price positions among major 

brands.  

 

Happily, many of these same 

retailers recognize the value 

manufacturers can bring, 

providing insights into how 

categories are performing and 

developing outside of the 

retailers’ own four walls. Taking 

advantage of manufacturers’ 

expertise can translate to 

significant rewards for retailers 

and manufacturers alike. True 
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1 IRI Analysis 

Figure 1—Net Earnings Gains from 1 Percent Improvement  
in Pricing vs. Other Levers1  
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collaboration brings improved 

price realization, and a 1 percent 

improvement in price realization 

will deliver $10 million in 

increased profits for every $1 

billion of annual sales,   

 

far surpassing the impact of a 1 

percent improvement in Cost of 

Goods Sold (COGS), 

merchandising and other costs 

(see Figure 1). 
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However, despite best efforts of 

either manufacturers or retailers, 

there will be situations where it is 

not possible to realize the full 

potential of manufacturer/ 

retailer collaboration. This can be 

due to factors ranging from 

localized pricing among stores in 

a chain to an unwillingness of 

either party to share critical 

information. 

While manufacturers cannot 

have direct control over 

retail prices, smart 

manufacturers have learned 

to turn their detailed 

category and full market 

knowledge into insights that 

allow them to adeptly take 

on the role of a strategic 

advisor to retailers. 

While manufacturers cannot have 

direct control over retail prices, 

smart manufacturers have 

learned to turn their detailed 

category and full market 

knowledge into insights that 

allow them to adeptly take on the 

role of a strategic adviser to 

retailers. They advise them on 

category plans, long-term 

strategies, aligning visions, and 

of course, pricing. Price dis-

cussions like these will need to 

be more holistic, potentially 

looking across multiple cate-

gories, and more strategic in 

nature, helping both the retailer 

and manufacturer achieve 

category objectives, rather than 

focusing solely on immediate 

price shifts.  

 

Although it may sound like these 

conversations require much 

greater effort, the results are 

worth it, with those CPG 

manufacturers leading the way 

achieving significant gains in 

price compliance and margin, 

while also gaining more insight 

and control over how retail 

partners are growing their 

categories. 

 

The Decline in Price 

Compliance 

Few things can make or break 

performance quite as rapidly 

or significantly as the price. If it’s 

too high, the sale is lost, and if 

it’s too low, margin is lost. For 

the most part, retailers in the 

past trusted the pricing expertise 

of their vendors and remained 

fairly well aligned with 

recommendations, allowing the 

manufacturer to maintain some 

level of influence over what price 

the shopper sees. After all, both 

retailer and manufacturer are 

looking to improve sales volumes 

and profits, even if a retailer 

takes a broader category 

perspective. 

Few things can make  

or break performance quite 

as rapidly or significantly  

as price. 

Recently, the story has changed, 

and manufacturer influence has 

eroded. Retailers have made 

significant shifts in price per 

volume for many of their largest 

categories, through direct price 

increases or by shifting shoppers 

to products and pack sizes that  

2 Bureau of Labor Statistics 
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carry higher price points on a 

unit basis (see Figure 2).  

 

While, in some cases, the 

categories involved have seen 

significant shifts in commodity 

prices, shelf price increases are 

far in excess of inflation. Still, 

CPG manufacturers have not 

seen commensurate gains. 

Partly, this is due to larger 

retailers taking advantage of 

increased leverage as smaller 

manufacturers drive greater 

competition for shelf space, but 

carryover habits from the Great 

Recession have also led 

manufacturers to hesitate on 

overdue price increases. For 

many CPG manufacturers, brand 

prices have remained steady 

since 2011, but costs have risen 

significantly since then, with 

inflation alone increasing nearly 

5.2 percent in the past four 

years.2 

 

The greater willingness for 

retailers to take price has caused 

significant levels of non-

compliance with manufacturers’ 

desired price ranges. In fact, 

after several years of trusting its 

retailers without any active price 

monitoring, one global health 

care manufacturer discovered 

that, for a flagship brand, more  
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Category 
2014 
Sales 

($MM) 
Food Mass Drug 

CARBONATED BEVERAGES  $ 17,171  5.8% -1.4% -6.0% 

SALTY SNACKS  $ 14,153  8.8% 10.4% 8.5% 

NATURAL CHEESE  $ 10,901  9.3% 10.0% 13.9% 

TOTAL CHOCOLATE CANDY   $  8,944  11.0% 8.7% 13.0% 

COLD CEREAL  $  8,448  6.4% 7.9% 1.8% 

FZ DINNERS/ENTREES  $  8,259  1.5% 10.6% 8.5% 

BOTTLED WATER  $  7,518  -2.7% -4.8% -5.6% 

COFFEE  $  7,339  23.7% 35.0% 27.0% 

YOGURT  $  6,857  18.7% 28.1% 29.6% 

COOKIES  $  6,358  10.2% 8.7% 6.5% 

CRACKERS  $  6,278  9.0% 10.4% 19.3% 

RFG JUICES/DRINKS  $  5,730  12.1% 19.1% 20.3% 

SOUP  $  5,402  5.8% 5.0% 22.2% 

FZ / RFG POULTRY   $  4,112  19.7% 26.1% -13.8% 

FZ PIZZA  $  4,108  2.1% -2.7% 2.5% 

TOTAL NON-CHOCOLATE CANDY   $  3,890  11.5% 7.2% 14.1% 

PROCESSED FZ / RFG POULTRY   $  2,781  2.5% 3.1% -6.8% 

FZ BREAKFAST FOOD  $  2,694  7.0% 4.1% 5.8% 

MEXICAN FOODS  $  2,388  7.0% 4.8% 4.7% 

NUT BUTTER  $  2,173  29.0% 32.7% 40.0% 

FZ MEAT   $  2,124  10.8% 13.5% 41.4% 

SEAFOOD  $  2,098  17.3% 19.5% 16.3% 

SPAGHETTI/ITALIAN SAUCE  $  2,098  4.4% 3.3% 12.5% 

ENERGY DRINKS  $  2,032  -10.6% -22.4% -17.1% 

MAYONNAISE  $  1,705  2.6% 4.0% 6.5% 

MEXICAN SAUCE  $  1,456  2.0% -3.1% 7.4% 

Figure 2—Price Per Volume % Change Since 2011  
for Key F&B Categories3  
 

3 IRI ILD POS Database, 52 weeks ending 07/03/11 to 52 weeks ending 06/29/14, Grocery, Drug and Mass channels, 

  IRI Consulting analysis 

Highlighted categories have seen the largest increases. 
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than 90 percent of sales occurred 

far above its desired price range. 

In fact, compliance was so 

predictably bad that when they 

wished one product to carry a 

shelf price of $18, they had to 

communicate a suggested list 

price of $12. Such a degree of 

noncompliance not only led to 

significant declines in volume and 

market share, but also greatly 

hindered the ability for the 

manufacturer to pass through 

future cost-driven price increases 

or realign competitive price 

position. 

 

The other side of the coin is 

retailers who truly understand 

the value of insights into the 

needs, wants and behaviors of 

shoppers outside their four walls. 

Manufacturers can be a great 

resource for gaining just such an 

understanding. Working together, 

manufacturers and retailers 

capture a more holistic picture of 

the shopper and the competitive 

landscape. With this new, 

broader knowledge, they are able 

to develop win-win strategies—

strategies that will reap 

significant rewards for retailers 

and manufacturers alike.  

Even minor improvements in 

price realization have the 

potential to bring millions of 

dollars in incremental profits, far  

 

 

  

surpassing the impact of other 

pipeline cost management 

efforts. 

Even minor improvements       

 in price realization have 

the potential to bring 

millions of dollars in 

incremental profit. 

Limitations Can Sap 

Collaboration Potential 

There are a number of key 

factors currently hindering an 

optimal level of engagement 

between manufacturers and 

retailers. 

 

During the past decade, retailers 

have made significant invest-

ments in building their own 

pricing capabilities. While this has 

given them great insight into 

highly tailored pricing move-

ments they can make across 

their specific customer segments, 

it has also led some to act on 

pricing much more independently 

of manufacturer guidance than 

before. Instead of seeing 

manufacturers as providing 

valuable pricing advice that 

extends beyond their four walls, 

some retailers have begun 

viewing manufacturers as too 

broad-brushed and out of touch 

with their distinct customer sets. 

In addition, there may be 

lingering disinterest in co-

operation among some on the 

retailer’s team. Given that 

multiple disciplines within the 

retailer must work together to 

achieve the benefits of collabora-

tion, if even one discipline fails to 

fall into line, optimal 

collaboration won’t take place.  

 

It is also possible that some 

manufacturers won’t have the 

depth and breadth of data or the 

ability or willingness to conduct 

the requisite analytics to 

generate the quality of insights 

the retailer needs to achieve 

optimal collaboration. Moreover, 

if the product on which 

manufacturers and retailers are 

collaborating is new, or if there 

are new circumstances under 

which they are selling the 

product, such as targeting a new 

category of buyers, achieving 

successful collaboration may take 

longer because there is not a 

large body of data from which to 

make decisions. 

 

The collaboration gaps outlined 

above are especially problematic 

when taking into consideration 

how much more complex the  

pricing environment has become. 

Even in brick-and-mortar stores,  
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pricing is more localized and 

dynamic, based on increasingly 

smaller geographic areas, and 

tailored to different purchasing 

occasions and timeframes. Add 

to this the need to align pricing 

across physical and e-commerce 

channels, and the need for 

retailers and manufacturers to 

work together to navigate these 

complexities is higher than ever. 

 

Clearly, neither the retailer nor 

the manufacturer benefits by 

waiting until a costly pricing error 

occurs before collaborating.  

 

However, before then, retailers 

may be much less open to the 

expertise manufacturers provide. 

Particularly if retailers have very 

low compliance, they are likely to 

view a vendor approaching them 

with pricing guidance as little 

more than a one-sided attempt 

to sell through a price increase 

and obtain more margin at the 

expense of growing the overall 

aisle. Avoiding this dynamic and 

showcasing credibility as a 

trusted pricing adviser requires a 

different approach that starts by 

taking a walk in the retailer’s 

shoes.  

 

Even with a very rational and 

fact-based category story, 

manufacturers will still have to 

be very careful about the way 

they engage their retailers. Odds 

are, simply going to a single 

buyer who does not engage in 

broader strategic planning is 

unlikely to bear fruit, as they are 

going to be focused on the 

immediate benefit and not a 

longer-term goal. To resonate, a 

well-formed category strategy 

must fall on the right ears, and 

just as those preparing and 

delivering it had to leverage 

higher levels, so must those 

hearing it. The conversation may 

need to escalate from category 

managers and pricing resources 

to encompassing merchants and 

even marketing and 

merchandising executives, 

particularly if the story is about 

broader store growth. 

 

Becoming that  

Trusted Adviser 

Creating the strategic adviser 

relationship begins with the 

manufacturer. The first step 

includes looking outside of the 

manufacturer’s issues and goals 

of building its own brand. While a 

category story must serve a 

manufacturer’s objectives, there 

are significantly more inputs to  

it that are focused on the retailer 

if the category vision is to be 

compelling to them (see Figure 

3).  

 

 

Figure 3—The Inputs to Driving a True Category Story 
 

Manufacturer 
Objectives 

Retailer 
History 

Retailer 
Category 

Goals 

Retailer Price 
Strategy 

Key Input 

• What are our goals for our products in this 
retailer? 

Description 

• What are this retailer’s goals for the categories 
in which we play vs. the overall store? 

• How does each retailer use price to drive its 
goals for the relevant aisles? 

• How has the retailer performed and responded 
to our pricing guidance previously? 

Elasticity and 
Gaps 

• How sensitive is each product and what is the 
state of the brand / size ladder in the market? 

Market 
Results 

• What is our performance in our various 
retailers vs. competitors, and what drives it? 
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It is necessary to understand 

what the retailer is looking to 

achieve, the roadblocks it faces 

and how different categories will 

make that happen. Most who 

undertake this exercise are 

surprised to learn how often 

interests are aligned as everyone 

benefits when the overall 

category grows, and more 

importantly, how often price will 

serve as the critical lever to 

reaching both retailer and 

manufacturer goals.  

 

Once this realization happens, 

both the retailer and 

manufacturer can move from 

negotiating price to truly 

collaborating on category 

strategies and long-term visions, 

with a special focus on pricing.  

 

Obviously, this will all be for 

naught if the manufacturer’s 

advice to achieve category goals 

is simply to advocate a five 

percent price raise on specific 

brands. To really achieve the 

credibility and status as a 

strategic price adviser, a 

manufacturer needs to set a 

pricing plan that aligns with the 

overarching category strategy 

and the role it plays in the 

assortment. This may mean 

foregoing immediate, short-term 

price gains in favor of larger, 

longer-term benefits.  

With the right analytics in place, 

those investments can be very 

well-informed and surgical, 

where increased volume or price 

halo effects more than 

overshadow any short-term loss 

 

 

 

Figure 4—The Balanced Approach to Retail Pricing 
 

Few aggressive  
cuts… 

…balanced by a 
greater number of 
subtle mark-ups. 

in margin percent—and do not 

take very long to achieve, either.  

 

No matter the immediacy of the 

benefits, the key component of 

any price recommendation is that 

it will include a mix of subtle price 

raises with a smaller number of 

more visible price cuts (see Figure 

4). Such an approach allows the 

retailer and manufacturer to 

improve margins while also 

maintaining the retailer’s price 

image, the importance of which 

cannot be overstated. The breadth 

of tradeoffs will depend on the 

sophistication of the retailer, with 

more advanced partners balancing 

raises and cuts across several 

departments, while those who are 

more basic may want to focus 

more on individual categories or 

aisles.  
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The Retail Team 

For some CPG manufacturers, 

their reputation as a strategic 

price adviser to retailers has 

become such a critical 

component to their success and 

future growth that they have 

invested in capabilities dedicated 

to some of their largest grocery 

and mass merchandising retail 

partners. For larger players, this 

can even mean a dedicated team 

for certain retailers.  

 

These teams, typically led at the 

executive level, are often 

physically located near the 

headquarters of their retail 

partners, rather than in the 

manufacturer’s hometown. Their 

positioning allows them to 

provide critical insight not just to 

the performance of their products 

and how they perform against 

their categories and the overall 

store, but challenges and trends 

the retailer is facing, as a whole, 

across the five Cs of its pricing 

strategy (see Figure 5). 

 

A  full-time team dedicated to a 

granular understanding of these 

key issues has proven to be a 

significant competitive advantage 

for those manufacturers willing to 

invest. For those who have made 

the investment, the insights they 

bring have set up barriers to 

competitors having the same 

 

influence in advising their 

retailers on the future of their 

categories.  

 

Obviously, this leads to far 

greater control over the shelf 

price on their products. In one 

case, a vitamin manufacturer was 

able to narrow price variance at 

its largest retail pharmacy 

partner to less than 7 percent 

from its recommended list price, 

while competitors suffered a 

nearly 30 percent variance on 

similar products through the 

same stores.  

 

The difference: This vitamin 

manufacturer had a dedicated 

team working with that chain of 

drugstores. 

 

 

Figure 5—The Retail Pricing Strategy Framework 
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Retail Pricing Strategy 

• How are shopping 
occasions changing 
overall and for this 
retailer’s shoppers? 

 

 

 

• How are category 
roles evolving within 
the retailer and 
across the whole 
market?  

 

 

 

• How is the 
competitive 
landscape changing 
for manufacturers 
and retailers? 

 

 

 

• How is the growth of  
e-commerce 
impacting 
manufacturers and 
retailers?  

 

 

 

• How will 
manufacturers and 
retailers maintain 
and grow margins 
despite fluctuating 
costs? 

 
Our foundation for activation is a structured understanding of each 

retailer’s pricing strategy and how it drives category goals. 
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Conclusion 

Retailers have made amazing 

advances in their pricing 

sophistication during the past 

decade, gaining detailed insights 

into how their specific customers 

will respond to price changes. 

Despite the benefits these gains 

have provided, they have also 

shifted control of pricing further 

away from manufacturers, with 

retail noncompliance driving 

incidents of overpricing, lost 

volume, eroded market share, 

disadvantaged future price 

negotiations and even a loss of 

brand equity in extreme 

circumstances. Manufacturers will 

need to actively work to regain 

their footing with their retailers, 

in many cases reestablishing and 

rebuilding their credibility as a 

pricing adviser to their retail 

partners. 

9 

Getting started will require a 

significantly different approach, 

and may mean investing to 

become closer to and more 

familiar with the distinct issues 

and goals for each major retailer. 

Achieving price compliance will 

only come from a give-and-take 

relationship, where 

manufacturers do not merely try 

to drive price from the top down. 

Even in the best of situations, 

there may be personalities, 

situations or issues that cause 

the collaboration to either fail or 

achieve less-than-optimal 

results. 

Success hinges on the ability of a 

manufacturer to articulate and 

work within a retail category 

vision and series of objectives, 

making pricing recommendations 

that fit within that overarching 

framework in a way that meet 

individual retailer needs just as 

much as their own. Whether they 

do this centrally or dedicate local 

teams, CPG manufacturers must 

adapt their approach to 

collaborating with their retailers 

to establish their rightful position 

as a necessary source of pricing 

guidance and information. 
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