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To help manage pricing complexity, most large retailers use traditional 
big data analytics to make better decisions but a few of the most 
innovative companies are using a more holistic approach to make 
demonstrably superior pricing decisions.

Retail prices look simpler than ever to consumers – and more complex than ever to retailers. 

Every day, tens of millions of shoppers around the world go online to get reliable price 

comparisons in seconds. This phenomenon, the “Amazon effect,” will only get stronger. 

To drive profitable growth, retailers from soft lines to consumer electronics are learning to 

harness enormous troves of data and anticipate and account for promotions, couponing, 

markdowns, “buzz”, and even weather to set the right out-the-door price every day for each 

product in each marketplace – and determine exactly what else they should offer to persuade 

some consumers to look beyond price. 

To make progress, they must overcome substantial challenges. Setting the first price in a retail 

setting is like making the first move in a three-dimensional chess game in a hailstorm: it’s 

only the beginning, conditions are shifting by the hour, and each move changes competitors’ 

responses. Multiply that complexity by thousands of SKUs per store, hundreds of stores, 

multiple channels from digital and catalogs to bricks & mortar, disjointed promotional and 

markdown decisions, and shoppers whose preferences and behaviors vary by region and 

demographics, and the game becomes far too complex for even the most experienced human 

to master. 

To help manage that complexity, most large retailers now use traditional big data analytics to 

make better pricing decisions. But a few of the most innovative companies are now using a 

more holistic approach to make demonstrably superior pricing decisions at every stage of the 

sales life cycle, from regular to promotional and markdown prices in each region and season. 

The most effective holistic approaches we’re seeing don’t rely only on big data analytics: 

they also incorporate the judgment of human experts. Computers are great at sifting through 

mountains of data gathered last week but don’t have intuition about competitors’ moves or 

sudden changes in consumers’ tastes next week. The pricing process seems to work best 

when humans with appropriate experience in the business understand and oversee it, even if it 

is largely automated. 

That’s why the most sophisticated retailers are taking a fresh look not just at pricing tools 

but at how humans use those tools, including decision-making processes and organizational 

structures. Retailers who strike the right balance between human judgment and analytics 

are expanding sales and margins simultaneously by 1-3% overall and up to 10% in some 

categories. Some are generating hundreds of millions of dollars in bottom-line impact each 

year. Here we outline some of the ways they’re finding this balance.
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Finding more value in existing data and 
new sources
As retailers move from product-centric to more customer-centric strategies, they need deeper 

insights into customer segments and behavior. Today, most can tap less than a fraction 

of one percent of the data available because much of it is stored in disparate locations in 

incompatible formats, compounded by suboptimal querying capabilities. They also struggle 

to choose the best new data from a growing array of sources, including government agencies, 

private aggregators, and social media. 

Once the data is available, cleaned, and organized – no simple task – teams need the right 

software and hardware to squeeze value from the numbers. Most retailers also need analytical 

talent, which often means building capabilities in-house, since candidates with the right 

technical skills and relevant business experience are in notoriously short supply. 

With the right data, tools, and talent in place, enormously valuable insights can emerge. As 

they explore broad issues with advanced analytics, leading retailers are also drilling down to 

learn much more about their most profitable customer segments, for example, and pricing to 

appeal  specifically to them. The analytics can calculate the overall financial impact of regular, 

promotional, and markdown pricing during the pre-season, in season, and end of season.

Today, most retailers can tap less than a fraction of one percent 
of the data available because much of it is stored in disparate 
locations in incompatible formats, compounded by suboptimal 
querying capabilities.

Pricing to appeal to the most loyal customers can yield meaningful gains because these 

shoppers tend to buy more often, care less about discounts, make purchases across multiple 

channels, and serve as brand ambassadors. Insights can emerge at every step of the 

value chain:

Reviewing thousands of advertising inserts, we enabled an electronics retailer to determine 

which items should appear on the front cover, the inside cover, and the back to provide the 

biggest possible lift each week

We assisted a shoe manufacturer in determining which features of a popular new model 

mattered most to young men. The company removed the features that were less important 

and lowered the price, spurring shoppers in the target segments to buy more than one pair at 

a time – boosting sales up to 25% for that category even before recruiting new customers
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A clothing retailer learned that more than 33% of customers in certain segments were delaying 

purchases because they knew they could expect deep markdowns every few weeks. By 

establishing a more competitive white ticket price and then offering smaller discounts less 

frequently, the retailer “retrained” those shoppers to make purchases earlier in the discount 

cycle, raising profitability in some lines by more than 10%.

The pricing capabilities retailers are building now will allow them to tap into valuable new data 

as it becomes available, such as from social media, the Internet of Things, and mobile apps 

that track shoppers’ exact locations and purchases.

Changing processes
Professionals of all kinds, from pilots to architects, now rely on software to handle work that 

was previously performed manually. Automating relatively simple tasks helps people achieve 

more and focus on the issues that require special, human attention. In retailing, grocers led 

the way in automating pricing, and now soft lines and other retail categories are learning to 

make similar advances. 

For example, one of our core philosophies is that software should enable a “manage by 

exception” approach to pricing. Advanced analytics solutions should include “guardrails,”  

wherein managers can set prices without approval. When managers’ experience and 

judgment tell them they should set a price outside a guardrail, they need to seek approval only 

for that change. 

With this consistent, straightforward approach, managers don’t need to rethink prices in 

every situation – and are less likely to overreact during what may appear to be crises. An 

unseasonably cool June, for example, may not mean that all swimwear must be marked down 

before July 4. The solution may consider a wide range of factors that drive overall financial 

performance and determine that discounting immediately would be a costly mistake in certain 

regions, since temperatures and demand there are likely to rise sharply in early August – just 

when competitors’ stocks are running low. 

This kind of holistic approach, which can incorporate human judgment, can turn what may 

look like a mistake in regular pricing into a clear financial advantage over the full pricing life 

cycle. 

We’ve found that getting full value from sophisticated new processes like these requires a 

journey, not just a shiny new tool or a quick fix. The latest black box may seem appealing, but 

a transparent, intuitive lifecycle pricing system that helps managers understand the rationale 

behind decisions is more likely to spur buy-in and adoption, change the way managers think 

and behave, and produce lasting improvements. 

Those changes can take time. After an advanced pricing system is tailored to achieve 

specific aims, pricing teams need training and practice to master new processes and adopt 

new mindsets, which can take months. The most successful programs in this area unfold 

in phases, with clear deliverables in each phase to demonstrate impact, prove the business 
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case, and drive adoption across the organization. With decades of experience and proven 

methods, tools, and teams, Periscope helps clients build sustainable capabilities – a key 

to success in advanced analytics today, given the difficulty of recruiting and retaining data 

scientists with relevant business experience. 

We have seen this phased and expert-driven approach deliver significant impact quickly. 

For example, a major American discount retailer integrated base and promotional pricing, 

developed new tactics, and strengthened the capabilities of pricing and merchant teams. 

Once prices stabilized, owned brand revenue increased by 7-11% depending on category. 

A major clothing retailer conducted data and consumer research to illuminate relative 

positioning and competitor pricing actions. Managers adopted a heuristic pricing approach, 

including guidelines by category, and built merchant capabilities to scale through other 

categories. Margins expanded by 3-7% depending on category.

Changing the organization
To drive adoption, sustain new ways of working and maximize impact, most companies need 

to rethink organizational roles, structures, and collaboration. This is especially true in lifecycle 

pricing, where processes and decision ownership may reside in different departments or 

functions. Merchants may own promotions, for example, while a centralized team manages 

markdowns. A more strategic, integrated approach using full lifecycle pricing versus the 

financial plans yields the most optimal results. 

In our experience, most successful pricing teams include leaders from across functions 

who can share their broad perspectives on the business, from purchasing and marketing to 

distribution and competitive dynamics. To make sure they share priorities and agree on the 

definition of success, team members’ goals and incentives are closely aligned with specific 

financial targets such as more profitable volume, more brand equity, or broader distribution. 

Decision rights are crystal clear and aligned with strategy. To maintain momentum through 

the transformational journey to pricing excellence, senior management monitors and supports 

teams relentlessly – sometimes for years. That oversight includes reviewing the impact and 

effectiveness of the new processes and adjusting them and providing additional training as 

needed. 

As pricing transparency rises and competition becomes ever more intense, we’re seeing in-

house solutions fall short. A more sophisticated set of proven retail analytics solutions and 

approaches, tailored to a company’s unique challenges, strengths, and goals, can provide 

clear financial benefits in a matter of months and then be embedded in the organization’s 

overall strategy.
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Conclusion
The “Amazon effect” has transformed shopping behavior, retail pricing, and the competitive 

landscape forever, and the chess game won’t get any simpler. Few retailers can beat Amazon 

at its own game, so they need to find other competitive advantages with a holistic approach 

that uses an advanced, multi-factor model to improve granular decision making every day. 

In an increasingly complex and competitive marketplace where margins are narrower, retailers 

need a combination of data quality assurance, analytical insights, cutting-edge software 

solutions, and new capabilities – along with consistent support from senior management. 

By making these moves in the right sequence, the most successful retailers are improving 

life-cycle pricing to gain significant competitive, first-mover advantages along with meaningful 

revenue and profit growth. They’re also building for the future by aligning their assortments, 

pricing, policies - and promotions with brand promises and long-term strategy.
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About Periscope®
Founded in 2007, the Periscope® By McKinsey platform combines world-leading intellectual 

property, prescriptive analytics, and cloud-based tools with expert support and training. 

It is a unique combination that drives revenue growth, both now and into the future. The 

platform offers a suite of Marketing & Sales solutions that accelerate and sustain commercial 

transformation for businesses. 

The company leverages its world-leading IP (especially from McKinsey but also other partners) 

and best-in-class technology to enable transparency into big data, actionable insights, 

and new ways of working that drive lasting performance improvement and a sustainable 

2-7% increase in return on sales (ROS). With a truly global reach, the portfolio of solutions 

comprises Insight Solutions, Marketing Solutions, Customer Experience Solutions, Category 

Solutions, Pricing Solutions, Performance Solutions, and Sales Solutions. These are 

complemented by ongoing client service and custom capability-building programs.

To learn more about how Periscope’s solutions and experts are helping businesses continually 

drive better performance, visit www.periscope-solutions.com or contact us at  

contact@periscope-solutions.com. 
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