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Global manufacturing. 

Shopping on the Web. Intense 

retailer competition. Private 

label versus brand pricing. A 

turbulent economy.  

If you are a retailer or a 

consumer package goods (CPG) 

manufacturer, you’ve witnessed 

seismic shifts in the past few 

years. Sometimes it seems that 

you’re trying to change a tire on 

a speeding vehicle when it comes 

to pricing. 

Instead of reacting to the 

industry transformation that’s 

occurring, now’s the time to 

recalibrate your pricing practices 

so that your organization can 

grow. How must your 

organization’s methods change 

so that pricing is perceived as a 

strategic business activity? What 

are companies’ historic 

approaches to pricing, and how 

can those be modernized to allow 

for greater growth, expansion, 

and profitability? How can you 

capitalize on strategic pricing 

practices to build a stronger, 

more resilient business?  

This paper is designed to help 

CPG manufacturers and their 

trading partners determine 

whether they are equipped to 

take advantage of strategic 

pricing practices. It identifies four 

major pricing hurdles that 

organizations face, along with 

recommendations on how those 

can be surmounted with the right 

techniques, technology, data, 

and people.  
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For CPG companies, a 1% increase in 
price realization can boost operating 
income by as much as 5 to 6%. 
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BEFORE INCREASE AFTER INCREASE 

Price per Unit $100 New Price per Unit $110 

No. of Units Sold 1MM No. of Units Sold 850K 
(Price elasticity is -1.5) 

Total Revenue $100MM 
(price * no. of units sold) 

Total Revenue $93.5MM 
(price * no. of units sold) 

Variable Cost per Unit/Total $60/ 
Variable Cost $60MM 

Variable Cost per Unit/Total $60/ 
Variable Cost $51MM 

Fixed Costs $30MM Fixed Costs $30MM 

Operating Income $10MM Operating Income $12.5MM 

Total Revenue—Total Costs 
(Fixed + Total Variable Cost) 

Total Revenue—Total Costs 
(Fixed + Total Variable Cost) 
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The Case for Pricing  

What are some of the reasons 

companies decide to increase 

prices? Major motives are 

inflation or an increase in the 

cost of a commodity ingredient or 

components. Other 

considerations might be a market 

initiative to improve the quality 

of a product or competitive 

innovation.  

Yet CPG manufacturers are often 

reluctant to entertain price 

increases. A significant reason for 

this hesitancy is that most 

businesses are focused on 

achieving their volume and 

revenue targets. Management 

and sales are concerned that a 

price increase might cause a 

decrease in the volume sold and, 

consequently, in revenue. This 

forces the average pricing 

manager to analyze price 

changes based on volume, with 

less focus on operating income. 

In general, brands and sales 

people are evaluated on top-line 

growth rather than net income, 

but both are important. The 

industry must become more 

focused on the effect of price 

realization on net income, not 

just on volume impact.  

  

When pricing is implemented in a 

strategic, rational manner, even 

a small increase can raise profits 

considerably. A one percent 

increase in price realization flows 

directly to the bottom line. 

Depending upon the variable cost 

structure for a product, this can 

result in a substantial increase in 

operating income. In the 

example below, a 10 percent 

increase in price results in a 25 

percent increase in operating 

income or a multiple of 2.5. For 

CPG manufacturers, the average 

multiple is approximately 5 to 6. 

For other industries with higher 

variable contribution margins, 

this multiple can be as high as 

15. 

 

How Much Is a Price Increase Worth to Your Company? 

Source: IRI internal analysis 

To take a strategic approach to a 

price change, an analyst should 

evaluate corporate financials by 

product to determine the impact 

of the price realization on 

operating income. Different 

scenarios should be created to 

determine whether the change 

should be a single event or a 

series of incremental 

adjustments over time. 

Naturally, the pricing manager 

must work to analyze market 

conditions, technology, 

competitive forces, and 

relationships with partners and 

consumers. In short, initiating 

price changes, especially price 

increases, should be a proactive, 

strategic, and analytical process. 

 

 

Case Study 
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Now that we have looked at the 

rationale behind implementing 

price adjustments, let’s examine 

how to overcome some typical 

challenges to effective pricing. 

 

Challenge 1 

Retailers and CPG Manufacturers 

Collaborate on Tactics, not 

Strategy 

Historically, CPG manufacturers 

and retailers have partnered on 

pricing. Yet their relationship has 

been primarily tactical and short 

term, rather than strategic. Why 

does this situation persist? 

Manufacturers and retailers are 

fighting for the hearts and minds 

of shoppers. They want to show 

profits to anxious investors and 

shareholders. Yet despite mutual 

self-interest, they achieve 

alignment for only short 

intervals, and then they go their 

separate ways.  

There are three factors that 

contribute to this disconnect: (a) 

Pricing is treated as a “tag” or a 

static one-time event, (b) both 

CPG manufacturers and retailers 

often approach pricing in terms 

of a single item or brand, rather 

than driving category-level 

results, and (c) both parties 

focus predominantly on top-line 

growth, not income growth. So 

how can CPG manufacturers and 

retailers work as partners to align 

along a broader pricing strategy? 
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Solution 1 

Retailers and CPG Manufacturers 

Must Align Their Pricing 

Objectives 

First, because the consumer 

market is highly volatile, pricing 

must become a dynamic process 

to keep pace with emerging 

opportunities. Turbulent market 

conditions demand more than a 

single meeting from which both 

parties walk away, perhaps 

somewhat satisfied with the 

outcome. Pricing activity must 

move beyond episodic decision 

making, driven by ad hoc 

conversations between CPG 

manufacturers and retailers on 

pricing. Rather, pricing must be 

an ongoing collaboration between 

partners with a regular cadence 

of monthly or quarterly 

evaluation. When pricing is 

managed in an active, disciplined 

manner, changes can be 

implemented quickly, unlike 

other management levers that 

take longer to show consumer 

impact. 

Second, CPG manufacturers and 

retail executives need to define 

an overall strategy for their 

brands and categories, 

leveraging the pricing dynamics 

in each category to achieve 

growth. Pricing decisions are not 

“one size fits all,” and different 

strategies are needed for various 

products within a portfolio. Let’s 

consider an example: A category 

might include 40 items among 

four brands. Retailers and CPG 

manufacturers together must 

analyze the relative structure 

among all 40 items, considering 

high- and low-value items, 

reviewing pricing within 

competitive stores, and 

examining consumers’ 

perceptions. As a result, the 

partners might decide to pursue 

a premium or “prestige” price for 

selected highly valued products 

in the portfolio. This portfolio 

approach will help ensure that 

price increases or decreases 

result in a pricing structure that 

is rational, fact-based, and 

consumer-friendly.  
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Clearly this approach takes 

negotiating and teamwork. We 

strongly recommend that 

retailers and manufacturers take 

action to move from tactical to 

strategic planning, and from 

episodic to continuous program 

development—and in doing so 

deepen their relationship by 

driving bottom-line growth for 

both parties. 

 

Challenge 2 

Pricing Schemes Lack Continuity 

Across Retail Channels 

Many CPG manufacturers use 

20th century tools and practices 

to manage and optimize pricing 

in a 21st century retail 

environment—the time has come 

to change. More than ever 

before, companies feel the 

impact of shifting consumer 

demographics, multichannel 

shopping, and new consumer 

behaviors—and they are 

beginning to lose ground.  

Think back to how consumers 

shopped in the 1990s. Most of us 

shopped in one channel (the 

store), the commercial Internet 

was emerging, and smartphones 

and tablets didn’t exist. Pricing 

and buying were simple—set 

attractive shelf prices, run 

occasional deep promotions, and 

drive volume. That scenario, as 

we well know, has changed 

entirely. Now consumers shop 

through a combination of 

software and hardware devices: 

the Web, email, desktop or 
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laptop computers, tablets, and 

mobile phones. According to Pew 

Research, during the 2012 

holiday season alone, nearly six 

in 10 cell phone owners used 

their phone inside a physical 

store for assistance or guidance 

on a purchasing decision, either 

to call a friend for advice, look up 

product reviews, or comparison 

shop.1 Pricing methods in key 

brick-and-mortar outlets have 

not kept up with the reality of the 

new shopper. 

This more open digital 

environment gives consumers 

near-transparent pricing 

information, thus making the 

retail landscape even more 

competitive. How as a CPG 

manufacturer or retailer do you 

deal with this? Our advice: You 

view it as an opportunity rather 

than as a problem. 

 

Solution 2 

Integrate Pricing Information 

Across Retail Channels 

We see that multichannel 

shopping actually gives 

manufacturers an opportunity for 

better branding. Brand and 

promotional messages can be 

integrated, from the time the 

shopper gets a coupon on a 

smartphone or computer, 

through to the point of sale. Of 

course, this approach calls for 

clear communication between 

retailer and manufacturer, so 

that the brand message is 

properly conveyed and targeted.    

 

 

Pricing must be made an integral 

component of brand strategy—

not viewed as a separate sales 

activity. A gap in perspective 

currently exists between 

marketing, pricing, and sales. 

Typically, marketing sets strategy 

and consumer targets, while a 

pricing analyst determines 

aggregate, base, and promoted 

pricing, and then issues 

guidelines for implementation. 

Sales can adjust the ultimate 

price of an item through localized 

prices, trade adjustments, and 

promotions. 

Leading companies are 

establishing pricing “centers of 

excellence” to ensure horizontal 

integration of price decisions and 

consistent activation through all 

retail channels. Industry pace 

setters are more agile in 

gathering feedback on pricing 

and using techniques such as 

audits, competitive assessments, 

online tracking, and comparison 

shopping. They’re looking at 

shoppers holistically, tracking 

their consumption patterns, point 

of purchase sites, and 

preferences. 

Without a doubt, manufacturers 

and retailers must employ 

dynamic, immediate information 

and feedback to adjust their 

prices. If a consumer with a cell 

phone can check competitive 

prices more quickly than your 

company can, then your 

organization is behind the curve. 

Today prices are set by 

optimizing them locally. But 

 

 1 In-store Mobile Commerce During the 2012 Holiday Shopping Season, By Aaron Smith, January 31, 2013, Pew Research. 
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tomorrow’s pricing technique will 

involve reviewing prices at a 

granular level within each store, 

across stores, and even across 

retailers to explore the financial 

impact on business.  

 

Challenge 3 

Old Targeting Methodologies Are 

Obsolete 

Many companies are still 

employing archaic methods to 

make pricing decisions. 

Traditionally, retailers set pricing 

based on zones, determined by 

ZIP Code or geographic location. 

In this schema, retailers used 

competitive analysis of local 

competitors’ prices to guess at 

what prices were needed to get 

sales. This approach worked well 

a few decades ago, when there 

were fewer shopping options and 

consumers were less mobile. 

Despite the dramatic shifts in 

today’s consumer, relatively few 

retailers are using analytics—or 

granular data—to determine real-

time pricing that is tailored to 

specific groups of consumers. It 

is increasingly obvious that who 

shops at a store—and what they 

want to buy—is more important 

than the physical location of the 

store. 

Through our work with clients, 

we have identified two pricing 

techniques that create greater 

value for companies: a deeper 

analysis of customers’ in-store 

behavior and a clear 

understanding of their response 

to promotions.  
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precisely who is purchasing and 

how often they buy, and are 

learning what they’re willing to 

pay in a specific product 

category. With creative point-of-

sale analytics, manufacturers and 

retailers can develop customer 

demand profiles in specific 

product categories. Real-time 

pricing targeted toward the 

individual is the wave of the 

future, but demand-based pricing 

can be implemented today. This 

approach calls for experienced 

industry professionals who can 

interpret customer behavior 

related to pricing thresholds, 

promotions, and brand 

positioning to drive effective 

store-level price activation. 

The entire industry is waiting for 

manufacturers and retailers to 

find better ways to apply a 

deeper understanding of 

customer behavior around 

merchandising and pricing, and  

 

 

Solution 3 

Employ Analytics to Take the 

Guesswork out of In-store 

Activation 

In the “new normal,” pricing by 

latitude and longitude will fade in 

importance. Pricing analysis will 

be based more on the 

opportunities in the store than 

the proximity of competitors in a 

surrounding neighborhood. 

Increasingly, mobile shoppers 

have developed multiple 

strategies for satisfying both 

their “needs” and “wants.” The 

next wave of pricing will focus on 

satisfying shopper demand by 

knowing the shopper—not by 

worrying about the store next 

door.  

Thanks to sophisticated 

technology retailers have 

increasing access to granular 

data on in-store shopping. These 

forward-looking companies know  
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recalibrate their promotion 

activities. Many witnessed the 

well-publicized, tough lesson that 

retailer J.C. Penney learned 

during its unfortunate pricing 

experience of 2011 and 2012. 

The company eliminated long-

time promotions and coupons 

that customers loved. 

Regrettably, Penney’s customers 

were price- and deal-motivated 

and were willing to shop other 

stores for better bargains. Even 

the glossy, redesigned in-store 

displays did not resonate with 

Penney’s customers, and sales 

plummeted. In the end, Penney’s 

employees had to re-tag 

thousands of items to try to 

readjust prices. All of this 

disruption could have been 

averted by better intelligence 

about the customer and a greater 

understanding of the tight 

connection between pricing and 

promotions on purchasing 

behavior. 

A further example may illustrate 

how insights about shopper 

behavior can drive pricing and 

packaging decisions. Extensive 

cereal consumption by students 

has made this consumer staple a 

strong market for manufacturers. 

College students are eating 

cereal, not just for breakfast, but 

for lunch, dinner, and midnight 

snacks. Yet they have more 

limited incomes, storage areas, 

and places to shop. CPG 

manufacturers and retailers 

might take the student lifestyle 

into account; perhaps they  
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should package cereal in single-

serve portions or set student-

friendly prices and anticipate this 

new behavior may continue once 

the students graduate. Armed 

with insights about emerging 

behavior and preferences, 

companies can better meet their 

customers’ needs. 

 

Challenge 4 

The Often Overlooked Human 

Element—The People in Pricing 

Need Attention Too  

So far in this paper, we’ve 

discussed technology that 

delivers actionable data for 

making pricing decisions. 

Certainly, technological advances 

will continue to drive pricing 

innovations, but they’re just one 

piece of the puzzle. Organizations 

must achieve a balance between 

“high tech” and “high touch.” 

What do we mean by this? 

When it comes to developing 

strategic pricing, people are a 

corporate asset that truly makes 

the difference. We’ve seen 

situations in which CPG 

manufacturers have invested in 

expensive systems only to find 

that they can’t interpret the data 

for use in decision making. And 

we’ve witnessed successes in 

which organizations have focused 

on building the pricing skills of 

their associates, smartly 

investing in people as well as 

technology. 

 

Solution 4 

Learn Continuously, Embrace 

Change 

The four key building blocks that 

create and drive revenue growth 

management excellence are: 

strategy, technology, 

insights/data, and people. 

Organizations often focus on the 

first three elements, but it’s the 

fourth element, the people, who 

truly drive successful pricing 

initiatives to fruition.  

At the outset, companies need 

the right people to analyze data 

and translate it into meaningful 

information. Organizations must 

create a report card of current 

workforce capabilities and 

develop a pricing program 

around strategy, analytics, 

processes, and technology. To 

tap into the rich information 

that’s available, brand managers 

and marketers should 

continuously hone their skills in 

pricing, trade management, 

optimization, and demand 

planning.  

Most important of all, 

organizations must value the 

training and expertise of their 

pricing analysts. Many companies 

do have capable, motivated 

pricing theorists devising 

strategy, yet these talented 

individuals are unable to achieve 

high-quality results. What 

impedes them? Skilled 

practitioners are trying to undo 

two historical underpinnings of  
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pricing—fear and habit. Naturally 

executives and corporate boards 

often become uneasy and ask 

tough questions when 

contemplating a change in 

pricing: What will happen if we 

modify our practices? What is the 

risk? Is raising prices a bad 

move?  

In order to sell strategic pricing 

practices to the corporation, 

pricing analysts must present 

compelling arguments to 

executive management, 

developing scenarios that 

illustrate results. At the same 

time, companies must embrace a 

drive to innovate, while building 

and respecting the expertise of 

their people. Only then will 

organizations begin to reap the 

benefits that new technology 

offers. 

“If you have the right 

balance of technology and 

skilled people in place, your 

pricing practices will 

positively impact the 

corporate bottom line.” 
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Conclusion 

The environment for retailers and 

CPG manufacturers is turbulent, 

and constant change will 

continue to be the norm. In this 

new reality, there’s no longer a 

place in business for your 

grandfather’s pricing strategy— 

or your father’s, or perhaps not 

even the strategy you employ 

today.  

Mastering a strategic approach to 

pricing is not a trivial task. There 

are many complex pricing 

variations companies can 

consider—such as maintaining 

prices, raising prices and quality, 

raising prices incrementally, or 

cutting prices partially across one 

brand or fully across all brands. 

Taking the first step is important. 

Strategic pricing demands the 

right corporate mindset, 

partners, technology, 

promotions, and people. Only 

with these elements in place will 

retailers and CPG manufacturers 

thrive in the brave new world of 

pricing. 
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