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Executive Summary: Pricing Decisions Should Be Made with
Brand Value in Mind
Product pricing is as important as product development
and marketing, but the link between these disciplines
is not always as developed as it needs to be. Too often,
pricing decisions are made without fully evaluating total
brand value, including product benefits, messaging,
packaging and the competitive landscape among other
elements impacting perceived value, and as a result, the
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price elasticity. Companies cave to using elasticity as
the primary determinant when making pricing decisions
without considering how they may actively change it
by altering the value shoppers perceive and are willing
to pay for. Here, IRI reviews some common myths and
strategies for shifting from elasticity as an unchanging
rule to a malleable element of the product and brand.
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The Renewed Focus on Pricing
Some industry estimates indicate
roughly 70% of CPG companies

During 2018, nine of the 10 largest CPG manufacturers
publicly announced price increases, citing cost inflation
and margin pressures as the chief concern, with CPG
leaders specifically calling this out in their earnings calls.
This comes as no surprise, as, since 2017, logistics, raw
materials, labor and packaging have seen costs rise
upwards of 20% due to sustainable, systematic changes
(see exhibit 1).

will raise their list price

or ‘taken price’ by mid-2019.

EXHIBIT 1

Change in Producer Price Index and Unit Labor Cost Index
Key Labor, Packaging and Freight Costs
Jan 2017

Food Manufacturing Labor
• Low unemployment levels
provide greater bargaining
leverage to employees

+9.6%

Dec 2018

285
260
+13.3%

+6.6%

+10.1%

119

131

+14.7%

135

153

133
116

137

146

General Freight Trucking
• Permanent cut in available
driver hours due to
enforcement of electronic
logging devices
Plastics
• Sustained, increased
demand in an already
volatile industry
Aluminum
• Ongoing tariffs that are
likely to remain for several
years

Food
Manufacturing
Labor

General
Freight
Trucking

Plastics
Material
and Resins
Manufacturing

Alumina and
Aluminum
Production
and Processing

Paper
Manufacturing

Paper
• Long-term capacity
challenges due to factory
closings and transitions

These cost increases are here to stay, or potentially get worse, making it impossible to simply absorb them and wait.

Source: Bureau of Labor Statistics, IRI Growth Consulting analysis
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Once these leading manufacturers announced their
intent, smaller competitors followed suit, in some cases
within as little as a week of their larger competitors.
Some industry estimates indicate roughly 70% of CPG
companies will raise their list price or ‘taken price’ by mid2019. Those who specialize in pricing may be overjoyed
by this upswing, as the industry has been overly wary of
pushing through sorely needed price adjustments for
several years, fearing retailer pushback or volume loss.
Some brands have even avoided increasing price for
more than 10 years, despite mounting cost pressures.
However, there was little other recourse.
Looking back, the CPG industry has spent the last 3-5
years focused on the “3G Capital Effect” of slashing
costs and merging, zero-based budgeting, and other
cost reduction strategies. While the result has been
significantly leaner and more streamlined manufacturers,
it has also left little excess fat to further trim in the face of
these rising costs. Combined with the ubiquitous nature
of these cost increases, further rendering it infeasible
to achieve cost savings by simply changing suppliers, it
is not surprising that manufacturers gravitated toward
price to claw back some of their lost margins.

IRI’s December 2018 Analytic Edge featured an article on
these rising costs and why it is not time to blindly follow
competitors on price. The fallacy many are falling prey
to is that, with everyone else taking price, increasing the
shelf price on a product results in little to no negative
impact. However, IRI has demonstrated that in several
key categories — even when the entire market shifts up in
price — most products still experience 70%-90% volume
loss as when their manufacturers take price in isolation
(see exhibit 2). For example, if a major manufacturer is
alone in raising prices for its bottled water, it would lose
21% of unit sales. But if all others in the category raise
prices, the aforementioned manufacturer would lose
just 11% of unit sales, cutting the loss nearly in half.
A mid-market or regional bottled water company might
lose 5% of volume if it’s the only company raising prices,
or 3% if others are also raising prices. In this more typical
scenario, 10%-30% of unit sales are lost.

In several key categories,
most products still experience
70%-90% volume loss as when their
manufacturers take price in isolation.

EXHIBIT 2

Impact of a 10% Price Increase on Products
Unit Sales % Chg., Total US — Food
Bottled Water
Example
Best Case
(top outlier)

-21.1

-85%

-11.1

-95%

-2.2

-4.7

-9.4

-28%

-0.4

-14%

-8.1

-3.4

-16.6

Salty Snacks
-6.9

-14.1

-47%

Example
Typical Case
(most products)
Example
Worst Case
(bottom outlier)

Carbonated Soft Drinks

0%

-16.6

-28.4

-11%

-5.6
-2.9
0%

-28.4

Manufacturer Raises Price Alone

-6.4

0%
-2.8

Whole Category Raises Price

Source: IRI Revenue Management Database, Total US – Food. IRI Growth Consulting Analysis
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To avoid these losses, the recommendation is not to
throw out the traditional pricing best practices. Any
manufacturer taking a price increase still needs to be
mindful of elasticities and target raises to mitigate any
potential risks to demand. Price increases alone are
incapable of fully offsetting margin losses related to the
underlying spikes in costs.

Price increases alone are
incapable of fully offsetting
margin losses related to the
underlying spikes in costs.

Manufacturer price increases impact total CPG growth,
and unfortunately, not all maintain their best practices.
While price/mix is up, volume is down significantly
versus last year (see exhibit 3).

EXHIBIT 3

Price Remains Primary Driver of Growth
Total CPG Volume Sales and Price Trends

Vol % Chg. vs. YA

% Chg. vs. YA, Calendar Years 2014-2018

3.5
3.1
2.4

3.3

3.5

Growth Deceleration
2.6

2.5

Price % Chg. vs. YA

2.5
2.1

1.3
1.0

1.3

1.3

1.3

2.3

2.2

1.9

1.6

1.6

-0.6
Price growth slowed in
2016…

Q1
2014

Q2
2014

Q3
2014

Q4
2014

Q1
2015

Q2
2015

Q3
2015

Q4
2015

Q1
2016

Q2
2016

Q3
2016

Q4
2016

…followed by volume
declines in 2017

Q1
2017

Q2
2017

Q3
2017

Q4
2017

…and growth primarily
driven by pricing in 2018

Q1
2018

Q2
2018

Q3
2018

Q4
2018

Source: IRI Growth Consulting analysis
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Shaping the Elasticity Curve
Ideally, a manufacturer should determine what price is right
due to financial, branding, positioning and competitive
considerations, then see if it is feasible under the current
elasticity and the potential trade-offs involved. If it is, all can
proceed as planned. If not, the process does not simply
stop but evolves into the next logical series of questions:

Without question, the CPG industry has become much
more sophisticated in leveraging price elasticities for
decision-making. Elasticity coefficients play a common
role in decision-making across manufacturers and
retailers alike, and it is typical to see a manufacturer,
deciding to raise price, looking at elasticities to
determine where it is doable, and by how much.
Knowing what the volume impact could be, this
manufacturer can make very deliberate and reliable
trade-offs between volume and margin. The increased
accuracy of these measures in recent years has only
served to cement this approach and way of thinking.
Unfortunately, this is hardly the best way to leverage
these capabilities. Elasticities, by their nature, are a
highly valuable supplement to the decision-making
process, but in the above example, they are substituting
for an actual pricing strategy. We have seen the results,
with pricing ladders and price-value curves suffering
misalignment from one-off, ad hoc reactions that do not
account for broader branding and positioning decisions.
This is because elasticities are only a starting point to
sophisticated pricing, not an endpoint (see exhibit 4).

•

What does the elasticity have to be to make
a more acceptable trade-off in volume?

•

How do I change it?

The former question is entirely doable under the
current capabilities, but answering the latter question
is where the true value comes in. In IRI’s recent
work with a premium brand of shampoo, we found
a very loyal but small base of shoppers who loved
the product once they tried it, but a vast majority of
shoppers were turned off by its high price tag. The
high price elasticity among non-triers was attributed
to a complete lack of appropriate claims on the bottle.
There was no marketing of the product, and any point
of differentiation or attributes that loyal consumers
gravitated to were not called out on the package.

EXHIBIT 4

The Pricing Maturity Curve

P
2

Q

3

1
Traditional Pricing
Basic Elasticity Estimation, Cost-Based
Pricing, Competitor-Based Pricing

Intermediate Sophistication
Cross-Product Elasticity Estimation,
Price Threshold and Gap Inclusion,
Value-Based Pricing, Customer
Segmentation
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Through an evaluation of claims with loyal shoppers, IRI
discovered that current shoppers felt the best aspects
of the product were not messaged in any marketing
whatsoever. The key to winning over non-triers was
to ensure they knew what those loyal shoppers liked
about the product. New messaging about the benefits
of the shampoo proved wildly successful, and the new
messaging drove up the willingness to pay nearly three
times the original cost, greatly reducing the product’s
reputation for being overpriced, and growing sales by
35% within the first few months of the new campaign.
The benefits do not end with price increases,
either. Every manufacturer has products that are
overengineered and can benefit from focusing on the
features and benefits that drive down elasticity, and
deprioritizing those that just add to the price but don't
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add true shopper value. An example of this came from
IRI’s work with a brand of children’s juice, for which
shoppers proved unwilling to pay the premium it
charged. To meet the price point shoppers were willing
to pay for a six-pack, costs would have to come down
or the manufacturer would lose money on each sale.
The juice had several features that should have driven
a premium price, including all-natural ingredients, no
added sugars and resealable, sport cap bottles. This
final feature, sports caps, cost about 60 cents in added
manufacturing costs, versus a traditional screw-off flat
cap design, for a six-pack. At the same time, shoppers
were, on average, only willing to pay an extra 6 cents
for the feature. Switching to a flat cap and cutting prices
30 cents allowed the manufacturer to drive up sales,
strengthen its value proposition and pocket an extra 30
cents per six-pack, all at the same time.
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While it seems as if the potential list of opportunities
to shape everyday and promo elasticity could be
endless, requiring “boiling of the ocean” to find the
right path forward, manufacturers can keep the list very
manageable by aligning to five key areas of behavioral
economics (see exhibit 5).

Manufacturers can keep their efforts to influence elasticity
more focused by starting with Attribute Priming. First,
they should ensure all features and benefits in existing
items actively drive the value proposition, and that key
competitor value propositions are not greatly outstripping
their own, given their price points. After that, they work
their way down the list in order, finding opportunities as
they go. Promote the inclusion of beneficial ingredients or
the absence of undesirable ingredients; draw attention to
functionality or bundled benefits.

EXHIBIT 5

Five Key Areas of Behavioral Economics
1

Attribute Priming – Focus on the top features and
benefits shoppers are willing to pay for, both in
product design and marketing

2

Dominated Alternatives – Identify where a new
product offering can make other product attributes
or even other varieties of the same product line
appear more valuable, with little upfront investment

3

Irrational Value Perception / Anchor Effect – Anchor
shoppers to a specific quantity or price point to
increase stocking and lift
Drug Retailers Use the Anchor
Effect on a Daily Basis Through
“High-Low” Pricing

4

Mix Simplification / Assortment Curation –
Reduce unnecessary variety to improve consumer
confidence and avoid purchase hesitancy or
decision paralysis

5

The Power of Free / Deal Effect – Raise price and
bundle offerings, advertising the new component as
“free” or “extra value”

The Psychology of
“Free Shipping“
Free shipping helps rationalize an
online order vs. going to the store.

Drug consumers respond strongly to this
sort of anchor effect, as the channel indexes
over 150 vs. MULO+C2 in terms of dollar
sales on promotion.

“A free shipping offer that saves a
customer $6.99 is more appealing to
many than a discount that cuts the
purchase price by $10”1

Source: 1. David Bell – Wharton Business School Professor of Marketing ECN – “Why Should Ecommerce offer free shipping”.
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Breaking Free from Today’s Approach
Although elasticities are not going anywhere, remaining
a valuable part of pricing decisions, the idea that they
will not fully drive the decisions will create pushback.
This is not surprising, as elasticities are established
science, well-understood and highly adopted across the
industry. Gaining pricing compliance from a retailer by
sharing an elasticity or, more appropriately, the financial
benefits of a price change based on those elasticities is
both expected and seen as reliable evidence, provided
the approach is sound. On the other hand, there are
a wide variety of approaches to demonstrate how a
decision changes elasticity, and there is little consensus
on the correct method. Proving that this year’s elasticity
is or will be significantly different from last year’s will be a
learning process for both manufacturers and retailers, as
it is with any new approach.
However, the pushback that proves far more of an
immediate concern will come from within manufacturers.
With pricing contributing more than any other strategic
lever to the financial health and well-being of an
organization, many manufacturers built significant
capabilities designed around leveraging elasticities for
decision-making during the past two decades. It was a
significant effort, with talented individuals making their
careers based on calculating, refining, interpreting and
acting upon elasticities, building faith in the science
behind them and the need to base pricing decisions
upon them. Even if elasticities retain a highly valued
position within a pricing capability, anything that
encroaches upon their territory has the potential to
create a backlash.
Getting around this obstacle is much more reliant on
internal change management, given that the resources
most likely to provide pushback are some of the most
needed for acceptance. From the very beginning,
manufacturers will need to message that they are not
replacing the capabilities they spent years creating.
Instead, they are expanding and supplementing.

The Psychology of Pricing: Reshaping Your Elasticity Curve

Elasticities will no longer be limited to just the existing
portfolio and footprint. Now, they will form more
foundational insights to drive product innovation
and pack size decisions, working together with new
capabilities to not just measure but alter price sensitivity.
Many have found success and adoption by starting with
a pilot that sees existing revenue management resources
have significant decision-making authority.
The last major obstacle manufacturers face is certain
to cause the most hesitancy among leadership: risk to
brand equity. Any time a brand attempts to reposition
itself, or alter its messaging, there is a chance of
alienating current loyalists who do not like change.
History is replete with examples of consumers rejecting
an overhaul. The changes do not even have to be
significant to drive an oversized consumer backlash.
In a very public example from 2010, Gap attempted
to change its logo to a more modern, sleek design, as
part of its efforts to maintain a contemporary appeal.
Consumer reaction was so negative, the company was
forced to return to its old design within a week, with the
total cost to the brand rumored to be about $100 million.
Fortunately, some of these fears are unfounded. Odds
are, changes that would alienate loyalists are unlikely
to strike a negative dramatic chord with new triers, but
there are always exceptions. In the nine years since
the Gap example, it has become far easier to build
confidence in branding and positioning decisions
among different consumer groups. Manufacturers can
and should test and compare results of their decisions
across both new and loyal shoppers for any change they
tee up. As in the earlier shampoo example, the key is
to find what loyalists truly love about the product and
extend it to those who have not tried it. If the product
is particularly polarizing, sublines or new brands may
prove a better option, all of which a manufacturer can
learn, in detail, before making a costly decision.
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From Theory to Reality
To further de-risk potential brand erosion impacts,
IRI recommends a three-phased approach for any
manufacturer seeking to change its product elasticity,
with or without changing the underlying product itself
(see exhibit 6).
EXHIBIT 6

Three-phased Approach to Elasticity
1. Baselining

x

y

Measure the impact existing features
and benefits have on your brand’s
elasticity and competitor elasticity

2. Conceptualizing
Test market and/or introduce new
product concepts that refine positioning
to focus on the features and benefits that
are most likely to reduce elasticity

3. Activating
Share the new messaging and changes
with retail, priming them for seeing
results and an upcoming price change
once there is evidence of success

Baselining
Odds are, most manufacturers did not design every
aspect of a product and its messaging knowing
specifically how much each decision or tactic helped
support the overarching price point. However, this is a
critical foundational element in reshaping the elasticity
curve to meet objectives. While some elements such as
label fonts and colors may indeed have an impact, those
components are likely too granular a detail for this first
phase. IRI recommends prioritizing on the top three to
five high-level benefits (e.g., high protein, low sugar,
non-GMO) across each major brand or sub-brand as a
starting point.
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With a shortlist of the top features and benefits, a
standard discrete choice exercise, where shoppers
iteratively select their preferred product, as the attributes
and prices shift across brands, will quickly home in on
those that have the biggest impact on willingness to pay
and will reduce the brand’s elasticity. Should the best
attributes be those already available, the manufacturer
can capitalize by shifting messaging, but if there is a
significant gain from a feature not currently available
in the brand, there may be a benefit to adding it to the
innovation pipeline.
However, manufacturers should be aware of some key
caveats during this process. First and foremost, as stated
previously in this article, respondents should include
both current loyalists and new triers, allowing a valuable
segmentation of results that will help avoid alienating
the most important users of the product. Second, the
highest priority attributes should be those where there is
a particularly large gap in willingness to pay for a given
brand versus the competition. This indicates a sustainable
advantage, as competitors will not be able to simply
duplicate a successful campaign or product launch with
the same level of credibility or financial benefit.

Conceptualizing

Reshaping elasticity does not stop with merely knowing
what features and benefits to focus on. Manufacturers
that successfully re-engineer their elasticity curve go
beyond learning what to include in product positioning,
to drive just as detailed insights on how to message
it. As a simple example, a high protein claim can be
as simple as “high protein” or it can actively state the
number of grams of protein on the front of the label
or compare itself to another well-known high-protein
food. All of these, and more, are on the table, and
each will have a different impact on elasticity based on
the consumers the manufacturer targets, the type of
product, the brand history and competitive tactics.
This extends beyond the wording to potential marketing
copy, in-store displays and package aspects (e.g.,
artwork, visuals, placement).

IRIworldwide.com

9

POINT OF VIEW

For this reason, it is just as critical to compare the impact
of potential messaging options as the underlying
attribute to ensure the strongest possible response.
With a narrow focus on the one or two key attributes on
which to focus, the resulting concept test should include
a range of options across packaging appearance,
label formats, and messaging, even exposing various
respondents to different ad copy prior to providing their
input. In this way, like quantifying the impact of each
attribute, manufacturers will be able to quantify the
elasticity impact of each tactic to convey the attribute.
During this process, the same caveats from baselining
apply, along with the incorporation of potential fixed
cost investments and variable cost impacts. For example,
IRI’s work with one client discovered a range of package
changes to reduce elasticity for a healthy brand of
beverages, but both IRI and the client recommended
against implementing all of them. One feature, switching
the bottle from clear to opaque for one of its sub-brands,
provoked significant discussion. While it drove the
desired effect on reducing elasticity, the impact was very
small, and the cost of procuring a different bottle for
only one sub-brand in the entire line more than offset
any benefits it would achieve by doing so.

Activating

As previously mentioned, getting retailers to accept
that future elasticities will be different from existing
elasticities will be a learning process. Fortunately, IRI has
worked with clients to develop an approach that greatly
increases the chances of success, rooted in what retailers
already know and are most likely to accept: today’s
elasticity coefficients (see exhibit 6). Start with this far

less controversial element and build from there.
Once the retailer and manufacturer agree on this
initial figure, start dissecting the underlying drivers of
that number, albeit at a high level. Ensure the retailer
understands which elements of the product, pack or
positioning are most influential in driving elasticity
or inelasticity, and pinpoint where improvements are
possible. In many ways, manufacturers will need to
divorce themselves from the role of cheerleader for their
brands, and actively embrace current drawbacks. For
example, if consumers are unwilling to pay more for a
brand due to its outdated claims or higher sugar content
versus competitors, and the intent is to address that,
manufacturers should not shy away from sharing its role
in the value proposition. After all, if they plan to remove
that drawback and capitalize upon it, retailers will need to
know the scale of impact the resulting tactics will have.
Now, the next part, showcasing the changes you have
planned, and the impact they will have on elasticity,
will take time and, likely, multiple discussions. No
manufacturer should expect the largest retailers to
agree to a price increase today for a potential marketing
campaign or product change in the future. The
expectation is the other way around: the manufacturer
should inform the retailer of the upcoming tactics,
pointing out the intent to alter elasticity, with the
knowledge that, when successful, the desire is to
change price appropriately. With some visible traction,
retailers will be much more amenable and will gradually
decrease the amount of supporting evidence they
require on each future decision.

Conclusion
Product development and marketing require significant
investment, but the payoff for the company is a healthy
contribution to the bottom line, achieved through
thoughtful forecasting, the right assortment, a clear
point of differentiation and perceived value. Elasticity
needs to be a serious focus as well — not as a given,
unchangeable factor, but a key input to shape tactics.
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Price increases should not be automatic, but rather
a condition of continually revisiting the product:
for marketing messages, benefit tweaks, packaging
upgrades, line extensions, etc. The value of the product
should be continually exercised, with the goal of seeing
elasticity evolve as desired.
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