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Title of the Master’s Thesis 

Influence of commodity costs on the price of FMCG products 

 

Abstract 

The goal of this thesis is to provide a reader with a comprehensive outlook on 

the cost-pricing process in a real FMCG company. Firstly, the thesis 

concentrates on the theoretical background of cost methodologies and pricing 

strategies from a perspective of a private firm. Secondly, the thesis presents 

a tool, which calculates the reflection of the change in the commodity cost on 

the shelf price of a good. Thirdly, statistical testing is applied in order to 

identify if the model could correlate with reality based on historical data. 

In this part the thesis discusses the limitations of the model and gives more 

real life examples of how the price is set, besides the commodity influence. 

Thanks to it, a reader will be able to draw conclusions from the given 

information and deeper understand the complexity of the FMCG market 

industry. 
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INTRODUCTION 

Fast Moving Consumer Goods (FMCG) are used by many people around the 

world every day, in every country. From the luxurious skin products to the 

cheap chewing gums, these products influence our lives in many ways. 

Therefore, it is clear that purchasing such goods affects the budget of an 

average person significantly, as it is nearly impossible to imagine living 

without these products. 

When a person frequently buys certain goods, he or she notices price deviations 

that happen from time to time. Sometimes it is possible to explain why the 

price has changed, for example due to the commodities price increase or 

decrease. In Europe, for instance, the prices for butter have been declining for 

almost two years now. This happened because of the Russian embargo and 

surplus of milk on the European market. 

In other situations, the price change of a good is difficult to explain by the 

commodity issue. Hence, people cannot tell if it happened because of 

competition, marketing strategy or something else. 

The aim of this thesis is to give a comprehensive outlook on the reasons why 

the shelf price of a good changes. Predominantly, the paper concentrates on the 

connection (if there is some) between the commodity cost and shelf price. 

However, the picture would not be complete without practical examples of 

other reasons why big FMCG companies change their pricing strategies.  

The first chapter of this thesis is dedicated to the introduction of the FMCG 

industry to a reader. Hence, here it is possible to find basic information about 

the main players on the market as well as retailers. The first chapter also 

describes modern strategies, which companies can implement in order to be 

successful. Another topic discussed in the first chapter is the description of the 

trends from the side of consumers and technology evolution. Both of these 



2 

 

topics may help to understand FMCG companies’ motivation when it comes to 

making certain business decisions. 

In the second chapter of the thesis, cost classification and calculation methods 

are described. This theoretical part helps a reader to understand the basics of a 

firms operations and aims of the business. Thanks to it, a reader will be able to 

distinguish between different types of cost models such as classic ones or 

modern. 

The third chapter of the thesis is dedicated to the firm’s pricing strategies. This 

theoretical part can as well give a basic outlook on the different price 

methodologies, which can benefit a firm and help to achieve its goals. The third 

chapter also shows the motivation to use a certain price strategy depending on 

the product type or the industry of the business. 

Chapter four starts the practical part of the thesis. Here, the so-called 

Commodity-Price (C-P) model is presented. It describes an Excel tool that was 

developed in order to calculate how the change in the price of a dominant 

commodity of the good affects its shelf price. This model was possible to be 

made thanks to the internal sources (such as P&L) of an FMCG company and 

an input from an R&D department in order to find out the commodities cost 

hierarchy. A sample of eight different product categories was taken in order to 

test the price change result that the model gives. 

The fifth and final chapter of the thesis is dedicated to the limitations of the C-

P model. In this part, in order to see if the model is not too idealistic, it needs to 

be statistically tested by a P value method. P value test will either approve or 

disapprove the hypothesis that the price of a commodity affects the shelf price 

of chosen products. Another important characteristic of the fifth chapter is that 

it describes other factors that may affect the shelf price: such as promotion 

influence or strategic pricing. Thanks to that, the conclusion about the 

complexity of the FMCG industry can be made.  



3 

 

1. FMCG INDUSTRY PERCEPTION AND 

TRENDS 

This chapter is devoted to the brief description of the FMCG industry as such, 

its modern perception and new trends in retail. As this thesis is predominantly 

devoted to the FMCG industry, it is necessary to have a basic overview of it.  

FMCG – fast moving consumer goods. By this definition we understand the 

products that are non-durable in terms of period of usage and usually are sold 

at lower prices. Another quality of FMCG is its frequent usage by the end 

consumers and repetitive purchases. As FMCG we can name such products like 

food (bread, milk, ketchups, ice cream) or drugstore products (shampoos, 

deodorants, cosmetics). Tobacco and alcoholic beverages as well belong to the 

FMCG category.  

As the biggest FMCG companies, according to the revenues and worldwide 

presence, we can name Nestle, P&G, Unilever, PepsiCo etc. (statista.com) 

In general, nowadays people tend to perceive Google, Apple, Facebook or 

Microsoft as the most successful companies. (Thain, 2014) These Internet and 

technology giants for sure hugely influence international economy, trends and 

markets. But if we compare their revenues to the FMCG companies’ revenues, 

we would be able to see how well are the “old-school” FMCG firms are still 

doing. Revenues of Nestle in 2015 were bigger than Microsoft’s for instance 

(100 billion U.S. dollars vs. 93 billion U.S. dollars). And revenues of P&G were 

higher than Google’s revenues in 2015 (83 billion U.S. dollars vs. 74 billion U.S. 

dollars). (statista.com) 

Looking at such successful performance of the FMCG companies, we can tell 

that in order to keep strong positions worldwide, there should be a constant 

improvement not only of products themselves, but also in the way the business 

is done. 
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FMCG industry as such is a very saturated and competitive market to trade in. 

Every year the power of retailers grows more, sometimes putting FMCG 

companies into a dependent and vulnerable position. Among the biggest and 

most influential retailers in Europe we can name Tesco, Metro, Carrefour, Aldi 

or Auchan. Those retail giants are present all over Europe and demonstrate 

competitive business models, dominate the markets and have the power to 

influence FMCG companies’ decisions. Therefore, according to 

McKinsey&Company, in order for FMCG firms to success further it is possible 

to name several techniques, which improve performance:  

 Building strategies for future growth. This technique means finding 

a perfect niche while introducing new products or improving operations. 

Mostly, when making decisions, managers look at aggregated figures of 

performance (per country or per product category). They are not able to 

see potential opportunities for growth in smaller details. Hence, the 

company should try to find niches in its 4P (product, price, promotions, 

and placement). Either it’s a niche in the type of a good, pricing strategy, 

promo-marketing tools or execution; it will be always be an added value 

to try to work on each of the 4P’s more in detail. 

 Making the most of trade investment. It means to simply pay more 

attention to the ROI of a company. FMCG companies should try to make 

the best out of their investments, exclude the weak ones as well as to 

learn on past unsuccessful investments. They should grant retailers with 

bonuses in case of good execution and define more strict agreements to 

pay-for-performance. 

 Tailored key-account management and in-store execution. The 

name speaks for itself. Companies should not simply apply standardized 

methodologies to all the retailers, but to be able to adjust for each 

customer’s needs and be flexible. It is good to differentiate between the 

types of stores, consumer segments or areas of sales. This is possible to 

do through sales department (key accounts and sales representatives). 
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 Capturing value from internationalization. As was proved with 

time, in many areas internationalization helped to create value and to be 

competitive. In case of FMCG companies, this tool can make even 

greater difference because the biggest firms are multinational. It means 

that sharing best practices or importing company products from abroad 

can make the local branch stand out and be a leader on the market.  

Techniques mentioned above are not a complete list of what can be possibly 

done in order to improve performance. But they can bring a lot of value if 

managers pay attention to it. Many companies around the world already apply 

these tools and see good results. That is why nowadays, winning of the market 

cannot be an easy task, which makes it even more complex to find 

a straightforward relationship between the commodity cost and shelf price of 

the products. Not only costs affect the price, but also above mentioned 

demanding retailers’ requirements, consumers’ needs and marketing 

techniques to attract more consumers. But this is discussed later in the thesis. 

Another important point in this introduction chapter is the trends on FMCG 

markets. As time evolves, FMCG firms have to adjust not only to theirs and 

retailers’ needs, but also to the needs of the end consumers. Generation today 

is very different from the generation 20 or 30 years ago. Therefore, the 

companies should be always up-to-date in order to meet consumers’ needs. 

(fmcgconsulting.co.nz) Below the biggest modern trends are briefly described: 

 Big Data. With the extensive popularity of social media, the way of 

analyzing data went the same direction. FMCG companies buy relevant 

data from the “big data” companies, who analyze and process data such 

as comments, searches, likes on social media. This is helpful in order to 

understand consumers’ needs and foresee future trends. 

 CSR. As for the environment or nutritional values in food, almost every 

FMCG company pays big attention to the CSR factor in business. 

Consumers nowadays are more demanding to the source of the products 
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they use (as from ecological perspective or usage of child labor). Another 

concern is what people consume. The questions if the ingredients used in 

production are ecologically clean, do not harm health or if not many 

preservatives are included always bother a modern consumer’s mind. 

The goal of the company is to meet such requirements and to try to avoid 

scandals in press connected to the CSR issues as this can lead to serious 

consequences. 

 E-commerce. With the growing popularity of Internet more and more 

consumers prefer shopping online. Therefore, FMCG companies have to 

follow this trend and offer the possibility to purchase the goods online. 

We can see this trend in the Czech Republic as well, when the drugstore 

products are distributed through websites such as Parfums.cz or food 

products through Rohlik.cz. Such method of distribution gives a big 

opportunity to grow. Moreover, e-commerce retailers usually do not have 

such a dominant position comparing to the classic retailers. Another 

important note is that e-commerce retailers do not have to own or rent 

a physical store. This makes negotiations and costs of distribution 

through such chains easier and more flexible for the FMCG companies. 

 Competition with private labels. Private labels are the products 

branded and sold by the retailer himself. Purchasing ready goods from 

the suppliers, branding it with the retailer’s name and later selling in its 

own chains, is an amazing tool to improve retailers’ performance. This 

can create natural obstacles for the FMCG companies to compete in price 

with private labels because they also need to pay for the possibility to be 

on the shelves of the retailer. This forces the FMCG companies to 

increase their prices in order to cover trade investment expenses. That is 

why a big attention to the existence of private labels is paid. The low 

price of privately labeled products does not mean that the goods are of 

bad quality. Retailers also offer premium goods with great quality and 

nice packaging (for example, Tesco Finest series). 



7 

 

 

In conclusion to this chapter, we can see that even though FMCG companies 

exist for many years and sometimes perceived as an old-school type of 

a business, it is still affected by many modern trends and makes use of 

different techniques in order to improve performance. Another point of this 

chapter is to show that the FMCG industry is exposed to the consumers needs 

directly. This makes it not easy to dictate the company’s rules on the market 

that is very dependent on the demand. The problem of huge competition and 

price wars among the companies, as well as high requirements from retailers, 

make the companies’ strategies very flexible and sometimes difficult to execute. 

  



8 

 

2. COST CLASSIFICATION AND CALCULATION 

METHODS 

In order to have a decent background for the further analysis in the practical 

part, it is necessary to build up a picture of the theoretical typologies of costs 

and what is understood by the definition of costs. 

2.1 Basic Definitions 

Cost or expense is the amount of money spent by the firm in order to gain 

revenues. Costs in a manufacturing company represent “consumption” of 

production items, necessary to create required performance of the 

manufacturer. Theoretically, by costs we understand usage of external 

production factors such as labor, land and capital.  Scheme below shows the 

basic transformation process from inputs to outputs of a company. 

Exhibit 1: Transformation process of inputs into outputs of a company 

 

Source: Fibírová, 2015 

To theoretically explain the nature of the costs, we can look at the basic 

concepts of costs. (Nicholson, 2010) 

Opportunity costs are the costs of a good or service measured by the expense 

of the second best alternative of spending the resources elsewhere. Usually, 

when having limited resources, companies have to make a decision of where to 

invest the money in a best possible way. In case of an FMCG company such as, 

for example, L’Oreal, every year it has to be decided whether it is better to 

produce more of the cheap, long-known and well sold Maybelline line of 
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cosmetics, or to concentrate more resources on acquiring new luxury niche 

brands such as Kiehl’s. In this case, by opportunity costs, if L’Oreal chooses to 

produce more profitable Maybelline cosmetics, we understand loosing the 

“opportunity” of gaining profit from new luxury brands. Therefore, this is 

represented as a certain cost of sacrificing this opportunity.  

Accounting costs represent the money amount that was spent in order to 

produce a good or a service. It is possible to find accounting costs in 

corresponding statements. Hence, we can calculate accounting profit. It is, 

logically, revenues minus accounting costs. 

Economic cost is based on the idea of including opportunity costs on top of 

accounting costs to show the “real” cost of production including not only money 

spent but also the opportunity of investing elsewhere. Here we can calculate 

economic profit, which is calculated by subtracting economic costs from the 

revenues. 

We can also distinguish between the terminology of explicit and implicit costs. 

Explicit costs are accounting costs, which only represent money paid to the 

external counterparty and would be found in the statements. 

Implicit costs represent opportunity costs not only for money resources, but 

also for machinery or land. For example, if a company owns a building for 

business operations, the implicit cost of it would be the opportunity to rent it to 

someone external. 

2.1.1 Classification by Nature 

In order to manage the costs, companies use several types of cost division.  

The first type of expense division is so-called classification by nature. 

(Fibírová, 2015) We can attribute to it several costs listed below:  

 Material and energy  

 Services 

 Depreciation and amortization (D&A) 
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 Personal expenses, wages, employee benefits expenses 

 Financial expenses 

In case of an FMCG company we can say that in order to produce, for example, 

a Heinz ketchup, material (raw) expenses would be costs of tomato, water, 

seasoning and other ingredients of a ketchup as well as its packaging, e.g. 

plastic bottle, lid and sticker with name. Energy expense would be all the costs 

for electricity used in the ketchup factory’s equipment and administrative 

building. As services expense, it is possible to attribute transportation costs of 

logistics, law or translation services that were paid by the company. 

Depreciation and amortization costs are accounting costs for usage of the 

equipment and technology used to produce ketchup. Wages and other expenses 

connected to the employees are also a mandatory part of a cost structure, as 

without them it would be nearly impossible for a company to operate. Financial 

expenses include banking loans, interest payments, hedging and other types of 

financial costs necessary for smooth operation.  

Advantage of the classification by nature is that it is a straightforward method 

that allows analyzing directly and efficiently different types of expenses. A 

company can track how the expenses evolved over the time and make it 

possible to notice issues right in time, as well as to negotiate better pricing, 

payment and supply conditions with the counterparty. It is also good for 

rational management of cash flows, as this classification clearly demonstrates 

the direction to which the expense goes.  

Classification by nature connects accounting information in income statement 

and expenses in the balance sheet. It also makes the cost structure more 

transparent and easier to control by tax authorities and auditors. This feature 

of classification by nature sometimes does not have to be favored by the 

companies, as usually firms do not wish to provide internal information openly 

to external counterparties. 
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Exhibit 2: Basic division of expenses classified by nature 

 

Source: Vochozka, 2012 

2.1.2 Classification by Purpose 

Another type of expenses is Classification by purpose. (Vochozka, 2012) 

This classification if based in the characteristics of expenses. The aim of such 

classification is to track the purpose of the expenses for which the money was 

spent. For instance, it is not about whether a firm spent money on building or 

travelling, but rather to answer a question what the expense has happened for. 

Is it in order to produce more items or to have better working conditions? Such 

classification can also be of two types: 

 Responsive classification 

It is a division of costs depending on the source of existence. In the company it 

can be based on the unique business units responsible for the certain purpose 

and that have their own budget. For example, marketing, HR or IT 

departments can be business units in a firm. When classification is based on 

business units, it is easy to track if the budget was underspent or overspent, as 

well as to analyze the effectiveness of each department’s performance. In a 

bigger scope, a business unit can be a country in a cluster. For example, Czech 

Republic and Slovakia belong to the CEE cluster of most FMCG corporations. 

This layer of classification can be further segmented into more detailed 

divisions.

Expenses 

Operational 

(Material,services, 
D&A, wages) 

Financial 

(Loans, interest 
payments) 

Extra (damages) 
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 Calculation classification  

Here we need to distinguish direct and indirect costs in order for the expenses 

to be calculated and correctly assigned by purpose.  

2.1.3 Direct and Indirect Costs 

Direct costs are connected with the defined type of output. It can be a product 

or type of service and every cost that is assigned individually to it and does not 

serve to any other process of the company or its other products. For example, 

Unilever’s Dove shampoo can be identified with direct costs of production if we 

calculate all the expenses to produce exclusively Dove shampoo, but not 

Timotei. Also we can mention here marketing costs for Dove campaigns. 

Indirect costs cannot be attached to one exclusive type of output. They are 

spent on more products and are necessary for firm’s operations. It can be 

anything except for a case when the company is able to identify certain costs as 

direct. If we identify costs as indirect, it is possible to estimate proportions of 

their value to each type of the product, based on different assumptions or we 

can as well use coefficients. Therefore, each company can split indirect costs 

into different types of outputs.  

In order to understand the connection between classification by nature and 

purpose (calculation and responsive) we can take a look at the scheme below. 

Exhibit 3: Relationship between classification by nature and purpose 

 

Source: Synek, 2011 



13 

 

2.1.4 Variable and Fixed Costs 

Another important division of costs, in addition to the described above 

classifications, is division on variable and fixed costs. (Fibírová, 2015) 

Variable costs are happening proportionally to the certain volumes and are 

dependent on the production volumes. They can include direct material costs as 

well as indirect costs attached to the certain amount of production. For 

example, the more Heinz ketchups are being produced, the higher are expenses 

on tomatoes and other raw materials. 

As for the fixed costs, they represent expenses that guarantee production 

capacity and are happening no matter if production volumes are growing or 

declining. Usually, they have a character of one-time paid expenses (daily, 

weekly, monthly, yearly). For example, in order to have smooth operations, 

a company that produces ice cream has to have factories and office buildings 

operations all year round and it does not matter if the peak of produced 

volumes is during the summer.  

In conclusion to this part, it is necessary to understand that companies use 

many different types of cost classifications. Depending on the nature of the firm 

or their goals, it is possible to choose any of the classifications or mix them if 

needed. In real world, firms are way more advanced in their cost structuring 

and new ways of distinguishing are appearing. For example, so-called ABC cost 

modeling. In the next chapter we will take a closer look at it as well as basic 

theoretical calculation methods of costs. 
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2.2 Methods of Calculations for Cost 

Management 

There are different ways how to calculate costs in order for them to be as 

trustworthy as possible and reflect the reality in the best ways. It highly 

depends on the type of product (if it is a simple or sophisticated product), 

company’s requirements on effectiveness measurement of production or level of 

needed transparency of costs.  

Calculation can be preliminary, e.g. executed before production in order to 

estimate future costs. It is also possible for a firm to have operational 

calculation, which means having costs management during the process of 

production. Another type is the final calculation, after the production cycle is 

over; a company has to reflect on the costs that were happening in previous 

time period. (Popesko, 2009) 

2.2.1 Classical Methods of Calculations 

Primarily, there are several methods of calculations: 

1) Division method: 

 Simple division 

 Division by levels 

 Division with proportions 

2) Surcharge calculation 

3) Joint production calculation 

 By-product costing 

 Joint product costing 

4) Subtracting calculation 

Each of these methods needs to be described in more detail. Below we can take 

a closer look them. (Synek, 2011) 
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Simple division  

To calculate cost per unit n, we have to divide total costs N, attributed to the 

certain product, by the quantity of units produced q. 

𝑛 =
𝑁

𝑞
 

Division by levels 

Using this method allows to calculate costs in a precise way primarily for the 

companies whose production is divided into several levels, for more 

sophisticated products with different business units in different phases. The 

idea is to calculate costs of the period for the sold products only. For example, if 

a company produced 1500 units but sold only 1000 units, other indirect costs of 

sales or administration would be recalculated only for these 1000 units, making 

their costs higher than the ones that were not sold. In reality, there can be 

more levels, with stock half-stuff goods that need to enter further levels of 

processing in order to become a finished product. It is possible to see the main 

idea of the method in Exhibit 4. 

Exhibit 4: One level example of cost allocation 

 

Source: Author 

Division with proportions 

It is applicable when the company makes products differentiated in some 

physical characteristic as: size, weight, shape etc. For example, this method is 

used in industries that work with woods, masonry or metallurgy. Indirect costs 

are attributed based on proportions of time spent on producing each type of the 

product, salaries (bigger proportion for sophisticated products) or other indices.  
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Exhibit 5: Division of indirect costs with proportions based on time consumption 

 

Source: Author 

Surcharge calculation 

This calculation method is used when a company produces different types of 

products. Costs are divided into direct and indirect. Direct costs are calculated 

to the individual units and indirect costs per unit are calculated with the help 

of chosen basis of surcharge percent or coefficient. For example, the percentage 

is possible to calculate dividing indirect costs by certain chosen direct costs (for 

example direct labor costs). It will give a percent amount by which we can later 

on multiply direct cost per unit and receive indirect cost per unit. Conceptually, 

this method is similar to the division with proportions, as a company has to 

choose basis on which to allocate the indirect costs. 

Joint production calculation 

This method is used when production of one type of a product is always 

combined and cannot be technically separated from production of a different 

type of product. As an example it can be chemical or agricultural industry. The 

main idea is that costs are relative to the joint production of different products 
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and therefore, none of the costs can be set as direct. Joint product costing is 

used when the output products are more or less the same important for the 

company. A firm can set different bases to segment total costs by different 

types of production depending on its needs. In by-product costing there is 

usually just one main product and other outputs are considered as minor. 

Therefore, in order to estimate costs of the main product, company evaluates 

costs of minor product and then subtracts from total costs. Hence, this method 

should include estimations from the firm, as the methods described before. 

Subtracting method of calculation 

This aid method primarily belongs to the operational type of calculation. And 

the main idea of it is comparing planned, so-called standard costs, which were 

estimated before production, and real final costs. By subtracting planned costs 

from final costs, company can register deviations from the plans: overspends or 

underspends, which are later analyzed and the reasons of big deviations are 

investigated. This type of calculation is often used in FMCG companies as like 

any other firms, they have to forecast their profits way in advance, and after 

the end of the period, analysts compare forecasts versus reality and explain 

why the deviations had happened. For example, when foreign government sets 

an embargo on certain raw material, local producers have overstock of it and 

that can reflect in lower costs for local firms who purchase this raw material 

for further usage in production. This can by the end of the year lead to lower 

costs, comparing to the ones estimated in the beginning of the year.  

Exhibit 6: Subtracting method of calculation 

 

Source: Author 
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2.2.2 Modern Methods of Calculations 

In this part, in addition to the previous, it would be necessary to describe the 

calculation methods, which are becoming more popular nowadays in different 

companies and institutions.  

ABC cost modeling  

ABC cost model means that this method has so-called Activity Based Costing 

approach. The aim of this model is to attribute indirect costs by the source or 

activity of how they originated. In the beginning if this process, the company 

has to identify different business activities that help company to operate. For 

example, it can be ordering raw materials, procurement, transferring, quality 

assurance, packing of the goods and so on. Primarily, these activities 

concentrate on the source where the indirect costs originate. Having this sorted 

out, a firm can track which activities create highest expenses or lowest. This 

information helps it to investigate if some of those activities are necessary and 

efficient or not. In order to have it measurable, there are so-called cost drivers, 

which show, for example, in case of procurement, how many orders were made, 

number of clients. In case of production, it can calculate the number of working 

hours of equipment, number of technical controls etc. This would be the first 

step in this method – identify activities and make them measurable. 

Second step in the ABC cost modeling is to allocate activity costs to different 

outputs – such as services or products. The calculations always have the 

relationship that processes consume resources and outputs consume processes. 

(Synek, 2011) Simplified relationship is presented in the Exhibit 7.  

Exhibit 7: Cost relationship in ABC model 

 

Source: Author 
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In practice we can represent ABC Cost model as shown in the scheme below 

with the steps that company needs to make. 

Exhibit 8: Detailed method of ABC model 

 
Source: Internal data of PwC Belgium 

All in all, ABC cost model can have many advantages, especially for a service-

oriented company. These advantages include: 

 Compliance 

 Appropriate budget allocation 

 No double funding 

 Responsibility of cost centers 

 No under/overestimation 

 Transparency 

Target costing method 

Another relatively new method of cost management is target costing. This 

assumes, that price of the final product is not derived from the expenses on it, 

but the market: local, regional or worldwide. The methodology is made top-

down, from the market price of the similar product on the market, needed 
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margin and to the allowable costs that company can spend in order to achieve 

such a market price. If the real costs that company achieves are higher, it 

needs to analyze how to get to the target cost. This method was first introduced 

by Toyota. (Synek, 2011) It can be effective, if the company strives for long-

term declining costs and when the competition on the market is high, which 

makes the price of the good critical. Exhibit 9 shows see simplified relationship. 

Exhibit 9: Target costing method principles 

 

Source: Author 

Thanks to the this chapter we were able to get introduced to the different cost 

methodologies that companies use in order to make their business operate as 

efficient as possible. It gave us as well a basic outlook on cost division and 

partially on price estimation. But pricing strategy is another very important 

part of any business. That is why the next chapter will present different logical 

methods of how companies set prices depending on their business priorities. 
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3. PRICING STRATEGIES 

In this chapter, we will pay attention to the pricing strategies in theory. 

How they work in companies and what different types of them can exist. As the 

main problematic of the thesis is connected to the costing and pricing of the 

FMCG goods, this chapter is necessary for understanding main priorities, 

strategies and logics behind a price-making process. 

3.1 Main Objectives 

Firstly, it is needed to identify the objectives of pricing. According to Stone 

(2007), there are four main objectives: 

 Income-related 

 Volume-related 

 Competition-related 

 Societal 

Income-related objective 

As one can tell by the name, income-related objective of pricing represents one 

of the most important priorities for the company - earning money and gaining 

profits in the most efficient way. Most companies do not give up the 

opportunity of setting the highest possible price for their good, as every penny 

counts. Therefore, if after taking into account other conditions, the situation 

lets them to set a decent price, no company would reject this opportunity. 

In the real world, if a big company, especially a multinational FMCG company, 

raises the price to at least 5%, in absolute amount it can bring really big cash 

profits thanks to the huge volumes sold. The main concern that is connected to 

the price increase is so-called price elasticity.  “Price elasticity of demand is 

a measure of the responsiveness of quantity demanded to changes in price”. 

(Arnold, 2014) 
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Price elastic demand means that if the price of a good A declines by 1%, the 

demand for this good will increase by more than 5%. And if the price of a good 

B increases by one 1%, while demand for it will not drop by more than 1%, the 

relationship between the price and demand is inelastic. As an example we 

can say that scarce products in a monopoly firm would be price inelastic. 

Because if the price for electricity rises, most probably people would still be 

dependent on it, and hence, would not spend significantly less of electricity due 

to the price increase. And on the other hand, if a market is competitive, and 

products of different firms are similar, the demand is more elastic. For 

example, Nike and Adidas sneakers can be named as similar substitute goods. 

If the price for Adidas sneaker rises by 10%, then people would rather buy 

cheaper Nike shoes, and the sales of Adidas might fall by more than those 10%. 

But of course, there are many other factors that influence demand power, such 

as brand image, consumer loyalty and so on. 

Volume-related objective 

This objective is connected to the company trying to achieve as big market 

share on the market as possible. With lower price for its good, more potential 

customers may prefer the product to the other competitive. Thanks to 

that a firm will sell big volumes and will have big sales. The question would be 

if selling bigger volumes has to be necessarily more profitable. In some cases 

the answer would be yes. But in real world, especially for highly saturated and 

competitive market as FMCG, it is quite hard to reach enormous profits by 

selling more products with lower price than fewer products with higher price. 

Despite this, many sales managers strive for bigger volumes sold in order to 

overtake the market. Sometimes, such behavior can ruin company’s 

profitability as well as the brands value. 

Competition-related objective 

This objective is also a very important pillar for the price-setting process. If 

a firm operates in a competitive market, it is necessary for a company to track 

competitor’s prices. Moreover, it is valid for the FMCG industry, where the 



23 

 

products of a competitor can easily substitute the biggest part of another firm’s 

portfolio. Here we can also observe the dilemma similar to the volume-related 

objective. Some of the companies decrease their prices on purpose, in order to 

have bigger volumes. And this “forces” other firms to decrease their prices too, 

to keep the market share. This, very often, does not play the cards right for the 

profitability and brand image of the product. But in general, these are the rules 

of a competitive game, which means that a single company in a saturated 

market cannot be the king of the price and set it the way it wants disregarding 

its competitors. 

Societal objective 

This objective is connected to the regulatory control of the market competition 

by the government. When the competition is big, the prices are pushed down. 

But when there is just one big monopolistic player or several ones, who create 

an oligopoly, it is necessary for the governmental institutions to pay closer 

attention to such companies. In times, when such companies do not feel like 

competing for the price or market share, they tend to overtake the market and 

set quite high prices for their services. Mostly these are companies in a gas, 

telecommunication or public transport industry. In order for the society to be 

able to pay for their services, the government has to regulate the price levels 

that such companies set. 

3.2 Pricing Strategies  

Now it is the time to take a look at the pricing strategies from the company 

point of view. In this part we will be able to identify the main strategies that 

companies choose for themselves and what motivates them to do so. It will also 

let us understand company’s psychology, in order to be able to explain the 

pricing methods a chosen FMCG firm uses in the practical part of the thesis. 
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3.2.1 Skimming Strategy 

This strategy is mostly used for new products that are just being introduced on 

the market. Usually, we can relate IT or high-tech goods to have such a pricing, 

or newly invented niche products. In the strategy of price skimming, producers 

set the initial price rather high; in order to underline its uniqueness and use 

the pioneer positioning. Even though the sales will not be tremendously big, 

such products can be quite profitable due to high margin. 

3.2.2 Penetration Strategy 

This strategy can be connected with the volume-related objective that was 

mentioned before. It can also be quite useful for the new entrants on the 

market, but rather in later product cycle stages. Companies use penetration 

strategy when the market is already full of similar goods and therefore, in 

order to “steal” the share from the competition, the prices are set low. This 

strategy also gives the possibility to reach high profits due to large volumes 

sold and rapidly win the market. (Schindler, 2011) 

As we were talking about the product cycles, it would be good to see what it 

looks like. Exhibit 10 shows the main cycles. 

Exhibit 10: Product life cycle 

 

Source: Businesssetfree.com 
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3.2.3 Price-Neutral Strategy 

“When a new product is priced within the zone of indifference, the firm has 

taken a price-neutral position. From a price-neutral position, the firm has 

negated the potential to use price as a means to capture market share. To 

capture customers, executives place pressure on other marketing factors, such 

as promotion or distribution, when positioned as neutral.” (Smith, 2012) 

Price-neutral strategy can be easily named as one of the commonly used pricing 

strategies in the FMCG industry. As the products exist on the market for quite 

a long time, and the biggest players such as P&G, Henkel or Unilever overtake 

a big share in the market, the pressure is put on other marketing tools than 

price. Influence of the promotions on consumers in the retailers’ stores is 

gathering momentum. Exhibits 11 and 12 show how promotions in FMCG 

affect European markets. 

Exhibit 11: Revenue share of price promotions in food retail trade with FMCG in Germany from 

2001 to 2014 

 

Source: Statista.com 

As it is possible to see from the chart above, the revenue share of price 

promotion in food retail in Germany has drastically increased from 8,7% in 

2001 to 19,5% in 2014, by almost 11%.  
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Exhibit 12: Year-on-Year change in volume of FMCG sales and volume of FMCG sales on 

promotion in Europe in 2013, by selected countries 

 

Source: Statista.com 

From the chart above, we can also conclude that year-on-year volume sales on 

promotions confidently win over the volumes sales without promotions in most 

European countries presented, especially in the Netherlands. 

Knowing that the tool of promotions motivates consumers to buy more goods 

every year, companies do not tend to fight on regular standard prices anymore. 

Instead, they use the whole package of promo discounts, POS and other 

techniques to attract the potential buyer. 

 

 



27 

 

3.2.4 Prestige Pricing 

As the name says for itself, prestige pricing represents prices set above 

average. Usually, luxury and high-tech firms use this tool in order to indicate 

the premium quality, expensive brand or a modern design of the good. In case 

of high-tech products, the high margins gained thanks to such pricing can be 

used for R&D reinvestments to produce more advanced goods in future. In case 

of luxury cosmetics, perfumes or designer clothing, prestige pricing indicates 

expensiveness of the brand, its history and equity. For example, in an FMCG 

company such as L’Oreal, there are many different product lines and some of 

the brands (Lancome, Biotherm, Cacharel) are perceived as prestigious brands 

for which the corporation can charge higher prices and the consumer is ready 

to pay for it. 

3.2.5 Cost-Based Pricing 

If a company uses cost-based pricing, it means that the priority for it is to set 

the price bottom-up, starting from cost estimation and adding profit margin on 

top. Sometimes such method can lead to higher prices and consumers will not 

be ready to buy it. (Strydom, 2004) Therefore, before setting the final price, 

a firm should take the demand into account too.  

When the company notices that the prices are too high or the margins are too 

low, it can start driving profitability through cost cutting. Exhibit 13 shows 

different methods that a manufacturer can use in order to save some money on 

costs. 
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Exhibit 13: Cost-cutting techniques of manufacturers 

 Source: Russel, 2010 

As well as the previous chapter, Chapter 3 helped to look at the theoretical 

problematic of cost-pricing process in a company. The different price objectives, 

pricing strategies and methodologies were introduced in order to help 

understand the practical part better. As it will be possible to see later, in 

reality the cost-pricing process can be much more sophisticated and sometimes 

it is difficult to determine the perfect way to set the price, which would 

perfectly correlate with the costs.  
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4. COMMODITY-PRICE MODEL 

In this chapter we will get introduced to the Commodity-Price (further C-P) 

model that was built in order to calculate straightforward influence of the costs 

of raw materials’ change on the retail price of the product. In detail, it means 

that technically a user of the model can enter the change of price of raw/pack 

material (either negative or positive) into the edition section, after which he or 

she will be able to see what percent the price of the product should increase or 

decrease under the influence of the commodity cost change. By looking at this 

information, ideally, we could somehow predict what kind of changes we can 

expect in future when coming to the store and buying our favorite shampoo or 

tea. 

4.1 Introduction of the Commodity-Price Model 

Let’s first take a look at the basic “technical” characteristics of the C-P model: 

 The model was built in Excel 

 Calculation was based on simplified P&L data of an FMCG company* 

 For the sake of extension of the model and universal applicability we will 

take a look at different types of products 

 Detailed investigation of cost influence of raw materials on various types 

of products was done with the help of R&D department and applied on 

the products of different FMCG companies for comparison 

 Only results of the model will be described in the thesis due to the 

specifics of the thesis, in order not to make it too technical 

                                            

* due to privacy matters, the name of the FMCG company will not be displayed 
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Another important note, is that this part will show us the real case of an 

FMCG company’s costing and pricing practices, which we will later on connect 

to the theoretical part and try to assume if there is a space for improvement of 

their processes.  

As mentioned before, in the C-P model we are going to compare different types 

of products and brands. Table below shows the list of products used for the 

model and later compared. 

Table 1: Types of products and brands used in the C-P model 

 

Source: Author 

As it is seen in the table above, eight types of products were identified for 

further analysis (in each category two similar products). 
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4.1.1 Process Description 

It is important to describe the process of building the model and how each of 

the steps was studied in order to get to the result. Exhibit 14 shows the general 

idea of this process. 

Exhibit 14: Process description of C-P model 

 

Source: Author 

The first goal of the study was to identify how the raw material ingredients and 

pack materials needed for production actually affect the total cost of the final 

product. For this purpose we have to study the cost construction of a product. 

Generally saying, we need to identify all types of costs needed for production 

and to look at the size of the chunk of raw and pack materials in it.  

4.1.2 Cost Structure of the Company 

Chosen FMCG company has a quite complicated structure, which makes it not 

easy to identify which exactly method of cost calculation it uses from the ones, 

described in the theoretical part. That is why there is a need to show the 

structural network of the company first.   

On the Exhibit 15 it is possible to see that in the chosen FMCG company, there 

are several cost – accounting processes that happen in between different 

company entities: 

 

Study the cost 
construction of 

the product 
portfolio 

Identify the most 
influential (costly) 

raw & pack 
materials for each 
type of the product 

Build a 
connection 

between the most 
important raw/pack 

material change 
and the change of 

shelf price 
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 Costing process 1 – exists between factories and a logistic center 

 Costing process 2 – happens after factories account their costs to the 

logistic center, which later charges local branch of the FMCG company 

for the costs of goods that it purchases 

 Costing process 3 – exists between local FMCG branch and European 

headquarters. It is more oriented to accounting and controlling 

operations, rather than costs for goods purchased. 

Exhibit 15: Structure of a chosen FMCG company 

 

Source: Author  

As one can imagine, in a multinational FMCG company there is are many ways 

how to control costing processes, depending on their nature and needs of each 

entity. 
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In this thesis, we are concentrating on the cost-price problematic in a local 

entity in the Czech Republic. For this purpose we need to take a detailed look 

at the scheme below, which shows the hierarchy of the costs and its 

construction in practice in a local FMCG company branch. 

Exhibit 16: Cost construction hierarchy 

 

Source: Internal source 

As the scheme above shows, there are plenty of different types of expenses 

connected to the production of the item. 

We can see that in order to identify the costs of product, company uses direct 

costs (raw and pack materials), as well as indirect costs (labor, transport, 

support functions). These costs are usually calculated in the logistic center, 

which is able to provide local entity with costs for each type of a good. Thanks 

to this, it is easy to identify cost per unit using simple division method. 

Total Cost 

Product Cost 
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Cost 

Pack Material 
Cost 

Production 
Cost 

Labor Cost 

Depreciation 
Cost 

Utility Cost 

Repair & 
Manufacture 
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Supply Chain 
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Transport 
Cost 

Warehousing 
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Supply Chain 
Costs in HR, 
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Generally, all costs that can ever exist to produce and deliver the item are 

called total costs, from which we define two main groups of costs: product costs 

and supply costs.  

Product costs are directly connected with the production. We can split these 

costs into raw material costs, which are all the ingredients used (for ice cream 

it can be chocolate, cream, nuts, preservatives etc.); pack material costs used 

for packaging (i.e. aluminum foil in ice cream) and production costs – 

operational costs of equipment, labor, depreciation etc.  

Supply costs are the ones necessary for the product to get to the place on time 

and in a needed quantity and quality. They include transportation, 

warehousing, operational costs connected to the supply chain and fees, if it is 

a big FMCG company. Usually these fees are paid to the mother company 

headquarters of supply chain (logistic center), which operates all the supply 

chain procedures for different countries as well as controls the process of 

communication between the company and suppliers of raw and pack materials 

and factories. 

If we look at the general breakdown of costs in the pie chart below based on the 

analysis of internal P&L, we will see that product costs (represented by raw 

materials and their procession and pack materials and their procession) take 

around 65% of total costs in average. Other costs include supply costs, support 

operations, overheads, marketing costs etc. We can also see average margin for 

company and average margin for customers (such as Tesco, Kaufland or Ahold). 

We should note that the proportions are rough averages based on internal 

sources and precise numbers will not be displayed due to privacy matters. 
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Exhibit 17: Shelf price average breakdown on costs and margins 

 

Source: Author 

As one can guess, this breakdown of costs cannot be applied directly on all of 

the products, as the influence and shares of different types of costs varies 

depending on the nature of a product. Therefore, for the sake of the C-P model 

and analysis of the chosen products, we needed to investigate how much do 

these three parts presented above - raw materials, pack materials and other 

costs – affect different types of products. 

4.1.3 Practical Findings in the Cost Structure of 

a Company  

Let’s now take a look at the table below, which indicates the influence of above-

mentioned factors on the cost of the product, where their sum represents 100% 

of all costs. 

  

Raw Material+Production Pack Material+Production

Other Average margin for customer

Average margin for company
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Table 2: Influence of raw, pack and other costs on the total cost of the product 

 

RAW PACK OTHER 

KETCHUP 46% 27% 26% 

TEA 46% 27% 27% 

ICE CREAM 38% 14% 49% 

SHAMPOOS 45% 22% 32% 

DEODORANTS 21% 54% 24% 

TOOTHPASTES 29% 29% 42% 

CREAMS & LOTIONS 27% 46% 27% 

HOUSEHOLD 25% 44% 30% 

    Source: Author 

From this table we can clearly see that different types of products are affected 

quite differently by raw, pack and other costs. In most of cases we can tell that 

food products, such as ketchup, tea and ice cream are affected more by the raw 

material price than the pack. In ice cream case it is obvious that other costs 

may lead due to the nature of the product. It is more challenging to transport 

ice cream and store it, as ice cream needs freezers and special temperatures in 

order to keep the quality good. 

For the drugstore products (besides couple of exceptions) we can tell that 

packaging expenses affect costs the most. For these types of products it is very 

important in marketing purpose and user-friendly usage. Moreover, most of the 

raw ingredients are of chemical nature and do not as much depend on the 

commodity prices of raw materials.  

So at this point we looked at the cost construction of the chosen categories and 

now we can move on to the next step, which is digging deeper inside the raw 

and pack materials. 

In the previous part we have identified the level of importance of commodities 

on the products. It is time to analyze what lies inside raw materials for the 

products where its importance dominates over the pack and the other way 

around. Since our hypothesis was to look at the influence of commodities on the 

costs and later on the shelf price of a product, we will keep other cost factors 
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(such as supply chain costs or production costs) constant and will not calculate 

their influence in the C-P model. Chosen types of costs for analysis are marked 

bold in the Table 3. There it is possible to see the result of the analysis made 

with R&D department regarding the most “influential”, e.g. costly ingredients 

for raw and pack materials.  

Table 3: Importance level of unique raw and pack materials on different categories 

 

Source: Author 

For the ingredient analysis it was necessary to study what each of the products 

contains and how much does it affect the cost within total raw costs or pack 

costs used in production. That is why, if by looking at the Table 2 we could see 

what affects the total costs more – raw or pack materials, now we can dig even 

deeper. We are able to tell what is the most expensive ingredient within raw or 

pack cost for different type of good. These commodities are marked with red 

color. And their price change we will further try to connect to the shelf price. 

For instance, it is obvious that for ketchup tomato is the most expensive 

ingredient in raw material. For Pegas or Magnum, chocolate and milk are quite 

important, with slight domination of chocolate. Knowing that pack materials 

TYPE RAW im % PACK im%

ICE CREAM Chocolate 28% PP (polypropylene) 37%

ICE CREAM Skimmed Milk 23% Aluminium 5%

ICE CREAM Cream 4% Paper 5%

KETCHUP Tomato 65% PP (polypropylene) 56%

KETCHUP Vegetables Mix 10%

TEA Black Tea 59% Tea Bag Material/Paper 43%

TEA Tea flavours 18%

DEODORANTS FRAGRANCED ITEMS 23% Aluminium 66%

DEODORANTS GAS HYDROCARBON 39%

DEODORANTS AL CHLOROHYDRATE, AC 12%

SHAMPOOS FRAGRANCED ITEMS 29% PP (polypropylene) 81%

SHAMPOOS ALKYL ETHER SULF 1EO 26%

SHAMPOOS Polyquaternium 10 6%

CREAMS & LOTION MINERAL OIL 29% PP (polypropylene) 40%

CREAMS & LOTION PETROLEUM JELLY 21%

CREAMS & LOTION FRAGRANCED ITEMS 9%

HOUSEHOLD ACID CITRIC 17% PP (polypropylene) 39%

HOUSEHOLD ALKOXYLATED AMINE 18%

HOUSEHOLD CETRIMONIUM CHLORIDE 29% 13%

HOUSEHOLD HYPOCHLORITE 14%

TOOTHPASTES FLAVOURS MENTHOL 37% PP (polypropylene) 66%

TOOTHPASTES SORBITOL 29%

TOOTHPASTES MONOFLUOROPHOSPHATE 6%
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are more important in most of the cases for the drugstore products, we can tell 

that polypropylene (plastic) is crucial for them. 

It is necessary to notice that while studying the commodities in detail we have 

come to a conclusion that the volume, in which the concrete ingredient is 

present, does not reflect on its price influence. For example, in most of the 

shampoos the biggest share of the raw material in volume is water, whereas 

flavors make only limited amount of share. Despite that, prices of flavors in 

shampoos (e.g. perfumes) can be many times higher than the price of water. 

That is why it makes us really study the cost effect in the C-P model. 

4.2 Application of the Model 

In order to see the benefits of the C-P model we can look at the practical 

application of the model. This part can be divided into two steps:  

 Step 1 is the identification of price change of the commodity from 2014 

to 2015, which may, by the hypothesis, affect the shelf price of the 

products in 2017 (taking into account a time lag that is usually 1 year). 

Therefore, the assumption is - if there was a change in the commodity 

price by the end of 2015, this change may be implemented during 2016 

production and negotiation with the customer. This may show us the 

result in the shelf price change the earliest in the 2017. 

 Step 2 will be a practical input of the findings from the step 1 into the 

C-P model interface, which would give out the final results of the shelf 

price changes of chosen products. 

4.2.1 Step 1: Price Changes of Chosen Commodities 

from 2014 to 2015 

Assumption: Previous years’ commodity price changes (from 2013 to 2014) 

were already implemented into P&L and affected the costs in 2016, with one-

year time lag. 
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All the changes in the commodity price can be typed into the Input sheet (Table 

4). 

Table 4: Excel Input sheet in the C-P model 

 

Source: Author 

If to start monitoring the price changes of commodities in 2015 from tomatoes, 

it is possible to notice that the commodity cost has decreased in comparison to 

the previous period (already implemented in the P&L) by 8%. European tomato 

market is mostly influenced by Spanish tomatoes, which have now lower price 

than before. (Freshplaza.com) 

Exhibit 18: Tomato price in 2015 

 

Source: Internal sources 

Next commodity is chocolate, needed to produce the Ice cream glazing in 

Magnum and Pegas. Cocoa/chocolate has even bigger influence on ice cream 

costs mainly because of two reasons: firstly, it is naturally a more expensive 

commodity, secondly, milk prices have been decreasing for quite some time now 

due to growing supply of it in Europe, Russian embargo and slowed down 

demand from China. (Arla.com) 

RAW LIST CHANGE

Tomato 0%

Chocolate 0%

Black Tea 0%

Fragranced Items 0%

Flavours Menthol 0%

PP (polypropylene) 0%

Aluminium 0%
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Exhibit 19: Cocoa price in 2015 

 

Source: Internal sources 

From the graph above we can see that cocoa prices grew by 4% in 2015, which 

may reflect on the shelf price in future. 

The third commodity to look at is black tea. The price in 2015 grew 

dramatically by 26 %, which was mostly caused by Kenya, one of the biggest 

exporters of black tea. (Bloomberg.com)                                              

Exhibit 20: Black tea price in 2015 

 

Source: Internal sources 

Now it is time to identify commodity price changes for the drugstore products. 

Here there are two packaging materials: plastic (for household products and 

lotion pack) and aluminum (for deodorants/antiperspirants). The graphs with 

changes can be found below. Both of them decreased, by 3% in Plastic, and by 

5% in Aluminum. 
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Exhibit 21: Price of Plastic 2015 

 

Source: Internal sources 

 

Exhibit 22: Price of Aluminum 2015 

 

Source: Internal sources 

When investigating the last two commodities used in the model – menthol 

flavors for tooth pastes and fragrances for shampoos, it is important to notice 

that these two have chemical background and are used by FMCG companies as 

ready commodities even though they are technically a mixture of different 

chemical and natural ingredients. Thanks to the internal sources it was 

possible to identify the price change of the two ingredients as a whole 

commodity (see below). 
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Exhibit 23: Price of Fragrance 2015 

 

Source: Internal sources 

 

Exhibit 24: Price of Menthol Flavors 2015 

 

Source: Internal sources 

In both cases above there is a decline in the commodity (mixture of 

commodities) price - 8% in Fragrances and just 1% in Menthol Flavors. 

4.2.2 Step 2: Findings Input into the C-P Model 

Interface 

Now we can enter the results of the price changes of commodities into a C-P 

model and that will help us to calculate the expected price change by the 

influence of commodity, while keeping other factors constant. In the Table 5 it 

is possible to see the results of input. 
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Table 5: Excel Input sheet in the C-P model 

 

Source: Author 

As seen on the Table 5, we mostly have positive influence of commodity prices 

besides tea and chocolate. Therefore, Table 6 shows us the results of a possible 

future price change, which is in case of Tea, quite high – 10%.                                                       

Table 6: Price change of products under the influence of commodity cost changes 

 

Source: Author 

The last step of the C-P model is to apply results in reality. In the Appendix 

section it is possible to find current prices as well as ingredients of the chosen 

products found on iTesco.cz We can take Tesco as an example to show how the 

commodities could influence real shelf prices there in future according to the 

hypothesis. To apply the changes it is possible to use simple mathematics 

because other factors are kept constant. The results are presented below. 

 

 

RAW LIST CHANGE

Tomato -8%

Chocolate 4%

Black Tea 26%

Fragranced Items -8%

Flavours Menthol -1%

PP (polypropylene) -3%

Aluminium -5%

CATEGORY PRICE CHANGE

KETCHUP -2,96%

TEA 10,21%

ICE CREAM 0,32%

DEODORANTS -2,88%

SHAMPOOS -1,97%

TOOTHPASTES -0,83%

CREAMS & LOTIONS -1,22%

HOUSEHOLD -1,19%
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Table 7: Result of price change in future on the chosen products from iTesco (in CZK) 

Category Product 1 Old 

Price 

New 

Price 

Product 2 Old 

Price 

New 

Price 

KETCHUP HEINZ 39,90 38,9 HELLMANNS 42,90 41,9 

TEA PICKWICK 34,90 38,5 LIPTON 39,90 44,00 

ICE CREAM MAGNUM 35,90 36 PEGAS 17,90 18 

DEODORANT REXONA 73,90 71,9 NIVEA 87,90 85 

SHAMPOO SCHAUMA 64,90 63,9 ELSEVE 81,90 80 

TOOTHPASTE LACALUT 94,90 93,9 ELMEX  94,90 93,9 

LOTION NIVEA 119,90 118,9 DOVE 124,90 123,9 

HOUSEHOLD DOMESTOS 55,90 55 SAVO 39,90 39,5 

Source: Author, iTesco.cz (May 2016) 

In the conclusion of the part about C-P model description, it is necessary to say 

that it is possible to build an Excel tool, which can calculate a straightforward 

connection between the commodity price change and shelf price change in the 

store. But the hypothesis was rather about if it can work like this in reality or 

not. Therefore, looking only at the factors presented in this part will not be 

enough. Following chapters will help the reader to go deeper into a price-

creating process in the FMCG company and have a complete overview of the 

main factors which affect the price changes besides commodities, which will 

help us to either approve or disapprove the hypothesis and if so, to identify the 

main objectives why the C-P model cannot completely reflect the reality. 
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5. LIMITATIONS OF THE COMMODITY-PRICE MODEL 

This chapter describes the limitations of the C-P model, which can create 

obstacles for the model to be implemented in reality. We will look at it from 

different perspectives. 

Firstly, we have to statistically approve or disapprove the fact if commodities 

did have impact on the shelf price of the chosen products. Here we will analyze 

5 years of historical data on eight pairs of products, which makes in total 

sixteen different analyses. For that the p-value method was chosen as one of 

the most reliable tools to be used. The results of the p-value test will show us if 

the hypothesis can be valid from the statistical point of view. 

Secondly, we will take a look at the influence of promotions of the products. It 

is known that nowadays when seeing the prices in the store, there are a lot of 

products on discounts. Therefore, for companies to be competitive, it is needed 

to make as many promotions as possible. Recent study by Nielsen proved it to 

be in many cases quite unfavorable for the FMCG companies. (Warc.com) That 

is why it can be important to also look at the correlation between the price 

changes and the growing or decreasing levels of promotions. For example, if the 

customer (Tesco, Billa etc.) wants to have more and more promotions on the 

products, it will be better from a strategic standpoint of an FMCG company to 

increase the recommended prices in order to somehow compensate the losses 

from bigger discounts. 

Thirdly, it is necessary to get introduced to a couple of other factors, which 

could affect the final prices. These belong to a so-called Strategic Pricing. It can 

be market conditions, tough negotiations with customers and marketing 

strategy of a company itself – anything that affects the price besides 

promotions and production costs. These factors will be described in the last 

part of this chapter. 
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5.1 Statistical Testing of Hypothesis 

In this part we will analyze the correlation between prices of the chosen 

products and prices of commodities. There are several assumptions under 

which the calculation was done: 

1. There is a 5 year time period of analysis – it is not a big period of time 

but due to lack of information it had to be done based on the data 

accessible  

2. The average yearly prices (promo and non-promo) of products were based 

on internal data from Nielsen, the prices were taken for the whole 

market (not only Tesco) 

3. The prices of commodities were taken as percentages, assuming that in 

year 2014 they were in most of categories 100% (1) and then relatively 

could be more or less than 100% in different years depending on the 

development of prices 

4. Due to a very limited amount of years used it was decided to analyze all 

the products presented and calculate correlations for sixteen individual 

products to have a bigger quantity of observations 

 

As was mentioned before the P value method of calculation of probability was 

chosen in order to test if the hypothesis is valid and the data analyzed could be 

considered as statistically significant. 

Under the P value testing, we assume the null hypothesis (H0) to be true and 

then we either accept it or reject it based on the results of the testing. 

The term significance level is used to refer to a pre-chosen probability and 

P value is the indication of probability after the calculations of data. 

(Statsdirect.com) 
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H1 is the alternative hypothesis that exists as opposite to the H0. Therefore, 

the overall outcome of the analysis should be as follows:  if the P value is less 

than the significance level, then we reject the null hypothesis, i.e. support the 

alternative H1 hypothesis.  

5.1.1 P Value Test Statistical Hypothesis 

Let’s now identify the statistical requirements for the P value test: 

H0: there is no correlation between the prices of chosen products and 

corresponding commodity prices 

H1: there is correlation between the prices of chosen products and 

corresponding commodity prices  

Significance level: standard – 5% (Alpha 0,05) 

Therefore, if P<0,05 the results are statistically significant and we can reject 

H0 accepting H1. Simply saying, to have our results valid and prove the 

correlation between two variables, P value has to be lower than 0,05. 

5.1.2 Data Used for P Value Test 

Having identified the main assumptions and requirements for calculation it is 

important to take a look at the data analyzed. This part introduces the reader 

to the data used for the testing with basic overview of it. Table 8 shows the 

average prices of products during five years: 

Table 8: Average price development of products in 2012-2016 

  AVERAGE PRICE IN CZK 

BRAND 2012 2013 2014 2015 2016 

MAGNUM 33,4 33,8 34,7 35,3 35,4 

PEGAS 25 25,3 25,8 25,9 25,9 

LIPTON 35 34,8 34,7 34,1 33,9 

PICKWICK 29,2 29,7 30,8 30 30,1 

HEINZ 38,9 39,7 42,9 46,1 46,1 

HELLMANNS 36,7 38,2 41,2 42,2 42,3 

REXONA DEO 61,1 65,5 71,5 71,4 71,7 
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NIVEA DEO 74,1 78,9 76,9 74,1 76 

DOVE LOTION 96,9 97,8 97,4 105,9 107,2 

NIVEA LOTION 103,4 111,4 118,9 105,5 104,8 

ELSEVE 

SHAMPOO 

72,5 79,3 77,3 76,4 76,1 

SCHAUMA 

SHAMPOO 

53 56,4 56,8 62,1 61,3 

ELMEX 79,7 78,9 78,8 81,9 81,4 

LACALUT 82,1 84,3 87,8 90,1 90,3 

SAVO WC 38,1 41,3 41,7 38,2 38 

DOMESTOS WC 48,8 50,7 51,6 50 49,6 

Source: Calculated based on Nielson internal 

As we can already see from the table above, the development of prices during 

this period was not really consistent and for some pairs of product it was even 

contradicting. For example Nivea lotion’s price decreased in 2015 from 118,9 to 

105,5 whereas Dove lotion’s price increased from 97,4 to 105,9.  

Table 9 shows the development of commodity prices over five years (with one 

year time lag for implementation). 

Table 9: Commodity price development in 2011-2015 

  RELATIVE DEVELOPMENT IN % 

COMMODITY 2011 2012 2013 2014 2015 

CHOCO 85% 81% 90% 100% 104% 

TEA 130% 114% 100% 126% 118% 

TOMATO 81% 79% 89% 100% 92% 

ALUMINIUM 101% 98% 97% 100% 95% 

PP 99% 99% 98% 100% 95% 

FRAGRANCE 95% 95% 97% 100% 93% 

MENTHOL 108% 113% 104% 100% 99% 

PP 99% 99% 98% 100% 95% 

Source: Calculation based on internal data of FMCG’s Commodity trading markets  

As it is possible to notice from the table above, the changes of commodity prices 

were also various and from the first glance not always similar to the changes 

occurring in the average shelf prices of products. 

To have a visually comprehensive picture we can take a look at the series of 

charts below, which graphically show the development of prices in percentage 
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and brief comments about visible negative correlations that are obvious from 

the charts. 

Chart series 1 shows percentage development of average shelf prices vs. 

commodity prices valid for the time period in comparison to 2015 (year 2015 is 

taken as basis year with 100% index for shelf price, to which 2014 year of 

commodity price is taken as 100% cost implemented). 

Chart Series 1: Average price development for different products (2012-2016) 

 

Chocolate price decrease in 2013 was not reflected on the prices, which were 

growing for both Magnum and Pegas. 

 

Big increase of tea price in 2015 did not affect any increase in tea prices for 

both Lipton and Pickwick. They, otherwise, decreased compared to the previous 

year. 
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Tomato price decrease by year 2016 did not make the prices neither of Heinz 

nor of Hellmann’s to fall. 

 

Aluminum price has been decreasing since 2012 to 2014 whereas Rexona’s 

price has been increasing. As it is possible to see, Nivea’s price position was 

higher. This small observation implies the possibility of marketing strategy 

effect, which caused the price increase for Rexona, as these two brands are 

competitive. 
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Similar case as in deodorants can be observed in the chart above. Nivea lotion 

had overpriced position versus Dove lotion and declined the price by 2015, 

whereas Dove price was growing. PP price increase apparently had very small 

and limited effect on the pricing strategy of both brands 

 

Here we can as well see negative correlation between the products price 

decrease from 2013 to 2014 whereas fragrance price has been growing until 

2015. 
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Prices of tooth pastes have been growing since 2013 while menthol flavoring 

cost used in production has been declining until 2015. 

 

Source: Calculation based on internal data from Nielsen  

Similar case as in shampoos can be observed on the chart above. Price of PP 

increased between 2014 and 2015 and despite that fact, both Domestos and 

Savo’s price have significantly decreased.  

5.1.3 P Value Test Conclusions 

After the brief overview of the available data that could be used for P value 

test, we can move onto the testing itself.  

From just looking at the charts series described in the previous part it is 

already quite possible for us to have doubts if from the historical standpoint 
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there is a correlation between the shelf prices of the products and commodity 

prices. But it is obvious that the conclusion cannot be made without 

statistically testing the data used. 

To refresh one more time the requirements we identified in the beginning of 

the chapter, it is necessary to name them again:  

H0: there is no correlation between the prices of chosen products and 

corresponding commodity prices 

H1: there is correlation between the prices of chosen products and 

corresponding commodity prices  

Significance level: standard – 5% (Alpha 0,05) 

Table 10 shows brief results of the statistical P value test.  

Table 10: Results of P value test 

Comparables P value < or > than 0,05 

DENY/ACCEPT 

H0 

Magnum vs. Choco 0,03 < DENY 

Pegas vs. Choco 0,09 > ACCEPT 

Heinz vs. Tomato 0,02 < DENY 

Hellmann's vs. Tomato 0,05 = DENY 

Lipton vs. Tea 0,89 > ACCEPT 

Pickwick vs. Tea 0,08 > ACCEPT 

Rexona vs. Alu 0,25 > ACCEPT 

Nivea vs. Alu 0,35 > ACCEPT 

Dove vs. PP 0,49 > ACCEPT 

Nivea vs. PP 0,93 > ACCEPT 

Elseve vs. Fra 0,86 > ACCEPT 

Schauma vs. Fra 0,63 > ACCEPT 

Elmex vs. Menth 0,11 > ACCEPT 

Lacalut vs. Menth 0,06 > ACCEPT 

Domestos vs. PP 0,91 > ACCEPT 

Savo vs. PP 0,79 > ACCEPT 
Source: Author 

Unfortunately, as we can see from the table above, the doubts we had in the 

beginning of this part are now proved statistically. In the vast majority of the 
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analyses we cannot say that the data was statistically significant and we have 

to accept the null hypothesis, which declares that there is no correlation 

between the prices of chosen products and corresponding commodity prices. 

Therefore, the first perspective we looked at in order to study the limitations of 

the C-P model, concludes that this model does not respond to reality in the 

historical data. Hence, the price increase cannot be predicted in such 

a straightforward way as it was presented in the C-P model, even though raw 

material costs have significant influence on the cost structure of the company.  

5.2 Influence of Promotions  

In this part, as in addition to the previous one that was disapproving the 

practical application of the C-P model, it is necessary to briefly look at the 

connection between the promotional discounts made for the customers and 

prices.  

5.2.1 Promotion Data Analysis of an FMCG Company 

As was mentioned before, each year customers require more and more 

discounts on the volume purchased from an FMCG company. They do it firstly 

because the prices of products have tendency to grow each year. Secondly, they 

want to be competitive on the retail market offering more discounts and best 

prices to the consumers.  

These offers that the FMCG’s make to the retailers, do not only include simple 

discounts on purchasing the products, but also budgets for promotion the 

product when it’s on discount. All in all makes it a total Promo Depth Discount 

(PDD), which basically represents all the “favorable” conditions provided by an 

FMCG to its customer. 

The market is getting tighter and tighter and the competition between the 

players is not only high for the retail market but for the FMCG companies 

themselves, they are getting tension also from private brands that are sold for 
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lower prices with moderate quality. Therefore, it is possible to say that in some 

scope, these market conditions affect many price decisions more than simple 

change of the commodity price. 

A simple analysis was made in order to take a look at the trend for the price 

growth or decline each year (using the prices used in the previous chapters) 

and the trend of increase or decrease of the PDD. 

On the series of charts below it is possible to see if the price was reacting to the 

trend of the discounts made for the customers. 

Chart Series 2: Relative change of prices and PDD (2012-2016) 

 

In case of ice cream one can notice growing trend in the price, about 5% for 

both Pegas and Magnum while the PDD offer made to the customers has grown 

by almost 20% from the base 2012 year. It is possible to see that with growing 

discounts, the prices were growing too. 
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If we take a look at the tea category, we can notice that PDD has grown as well 

by around 20% but the prices of the products did not really reflect on it. This 

can imply the presence of other factors influencing – costs of production 

(including commodities) or strategic decision. Since we know that from 2014 to 

2015 the price of tea commodity has grown, as well as PDD, the only reasoning 

why both prices of Lipton and Pickwick did not respond to the conditions, were 

strategic. 

 

In the category of ketchups, we can see almost perfect example of price 

reactions on the PDD.  

PDD increase by 20% was each year followed by Heinz and Hellmanns and 

reached 20% increase by the year of 2016. Knowing that tomato prices were 
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going slightly down these years, it is obvious that the customers’ requirements 

for discounts affected the price increase happened in these years in the 

strategy of pricing. 

 

In case of deodorants we can clearly see that the prices of Nivea and Rexona 

did not respond to the PDD increase (which had grown by 24% in 2016 

comparing to 2012). We also know that aluminum price was slightly 

decreasing, but for Rexona we can see a growing price from 2012 to 2016 by 

17% and more or less stable for Nivea. Therefore, in this situation the reasons 

for price changes were rather mixed and most probably included some strategic 

background. 
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Very unstable situation can be observed in Lotions. The apparent increase (by 

around 10%) in PDD was only somehow reflected in the price of Dove. As we 

can tell, some weird pricing decision was made between 2013 and 2015, when 

the Nivea average price firstly increased dramatically and then decreased 

dramatically. Fluctuating price of PP was obviously not a reason for the pricing 

decisions made by respective companies. 

 

PDD for shampoos has not been changing much surprisingly and stayed stable. 

For Elseve the price has increased by 5%, but we also know that the fragrance 

commodity price was slightly growing during these years. Schauma’s price has 

increased by 16% in 2016. Hence, there might be two reasons for a change: 

either commodity price increase or the strategic pricing of Henkel. 
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Toothpastes’ PDD has only increased by 4% by 2016. Price for Lacalut 

increased by 10% and Elmex’es price only by 2%. Methol flavouring cost has 

been declining. Therefore, here we can say that PDD influenced the price 

decision in some way. 

 

Source: Calculations based on internal data  

Very controversial situation can be observed in the Household category. Drastic 

increase of PDD and fluctuating price of PP could not influence such a big price 

decrease for Savo and slight decrease for Domestos. We can also tell that the 

pricing has not been consistent during the 2012-2016 period. Hence we can 

only assume high influence of the strategic or marketing reasoning behind the 

price changes. 

5.2.2 Promotions Complexity Influence 

As we can see, this part of analysis has not also given us a direct answer that if 

the shelf price is not influenced directly by the commodity prices, then it should 

be influenced by the promotion discounts to the customers. We can now tell 

that in none of the cases it is possible for a third party – a consumer in the 

store – to tell with a 100% guarantee that the price change he noticed 

happened because of the commodity price increase or maybe because all the 

competing products are on sale and that the number of discounts for the 

category has been increasing with time.  
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Apparently, no such conclusion can be made easily. A reader might understand 

it better in the concluding part about the strategic pricing, which shows that 

the price decision-making is influenced by many more variables than just the 

costs of production or promo discounts. In the end, the price of an FMCG is a 

recommendation to which the retailer customer does not have to obey. And 

since we are studying the situation from the perspective of a consumer, the 

asymmetry of information, happening in the process of negotiation between the 

recommendation and an actual printed price in the store, can be dominating 

and deciding. 

5.3 Strategic Pricing 

As was mentioned in the previous parts, each FMCG company has its own 

methods of the pricing strategy, which is not necessarily affected by the direct 

components of the price such as costs or margin. Besides these components 

companies set a number of steps in order to get to the so-called “perfect price”. 

If to simplify the perfect pricing method, we can see the process below: 

Exhibit 25: Perfect Pricing Approach 

 

Source: Author 

5.3.1 Step 1: “Set the Price” 

The first step in the above-pictured process is setting the price. It is divided 

into two parts: Strategic Price positioning and Local price optimization. 

The purpose of strategic price positioning is to define clear strategy aligned 

with the Brand’s positioning and franchise strength. For example Magnum ice 
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cream is positioned as a premium brand, therefore it can be two times more 

expensive than a cheap ice cream but the costs to produce it do not have to be 

two times higher than the competitor’s. It means that part of the profit belongs 

to the premium status of the product. Correct positioning is usually a task of 

marketing department, which consults the ideas with finance department.  

In order to position the product correctly, marketing department uses several 

tools. One of them is so-called 4C framework.  

Table 11: 4C Framework 

4C’s Information needed to know and source 

COMPANY 

What is the current portfolio role of each brand? 

Depends on global strategy, brand strategy plan and 

brand range architecture 

What have been financial and share implications of 

recent Pricing? 

Can be taken from financial analysis and commodity 

forecast 

CUSTOMER 

Is there a significant Channel or Retailer Pricing 

Structure affecting Price dynamics? E.g. different 

retailers and contracts with them, difference between 

Hypermarket, Supermarket, Drugstore or other types 

Local knowledge is the only reliable source of information 

CONSUMER 

What are the relative strengths of the brands? 

Can be used several tools such as Brand Equity Index, 

Price elasticities, Price vs. Perceived value  

COMPETITION 

What are the market shares and relative prices vs. 

competitive benchmarks? 

Brand Ladder, Price Piano, S-Curve 

Is the competitive price strategy understood 

correctly? 

Pricing history + Local knowledge 

Source: Table based on internal sources 

As it is possible to see from the table above, the approach of strategic price 

positioning using 4C framework is complex and includes many different 

analyses, which are connected to studying market environment. 
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Local price optimization is a second part of setting the price. It is very 

important to study market conditions in each of the countries where the 

product is launched or where the company is planning to change the price. 

For example in the countries with low purchasing power high price of a product 

will not make much sense as well as entering with many premium products. 

Hence the purpose of this part is to create localized and integrated strategy 

that takes into account consumer and customer needs. Marketing department 

studies the local market with the help of Sales. After that it proposes the 

pricing strategy to the Finance department, which modulates the price. 

Here, it is important for Marketing to set yearly plan of local pricing for the 

products and adjust the strategy depending on the sizes, “popularity” of the 

product, geography or customer.  

Besides that, companies have to analyze opportunities or needs to change the 

price based on different metrics. The metrics used are: 

 Strategic price index 

 Relative price index 

 Brand equity index 

 Gross margin 

 Volume share 

 Price elasticity 

 Brand Health metrics (6P, Millward Brown) 

 Pricing history 

 Promotional intensity 

 Basic channel mix 

 Others 

In the previous parts we looked at the historical evolvement of prices and at 

the promotional intensity.  It is possible to say by this point that in order to set 

the “perfect” price inside the company, it is necessary to study man variables, 
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which can affect the price decision. And commodity cost or costs in general are 

not the only important variables to make the final decision. 

Table 12 shows the examples of reasons that can affect the price as opportunity 

or need (necessity) to change it and a strategic alignment. 

Table 12: Opportunities and Needs for price change 

 

Source: internal sources 

Very important is to communicate all the factors between the departments, 

because setting a price at the “corporate” level does little if it is not properly 

communicated through key channels and later on to the customer. The crucial 

part in the conclusion of localization of the price is preparing a so-called 

Customer Selling Story. That is basically the key message, which includes all 

the reasons (that should be valid for the counterparties) to change the price. 

5.3.2 Step 2: “Get the Price” 

After the “Set the price” step when the company has already a prepared pricing 

strategy it is necessary to “Get the price”. It would be very nice to have the 

price in the store as was proposed by the company. But FMCGs can only 

recommend the price, not to direct it to the customer. The purpose here is the 

price communication to field, alignment of sell in prices. This is the task for 

Sales department and key-account managers to communicate with the 

respective customers and to be able to explain the reasons behind the certain 

price level of a new product or reasons of the change of the old product’s price. 
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All in all it is about properly presenting a Customer Selling story so that the 

price recommended by the company could be reflected at the POS. This part 

depends very much on the negotiation skills of both counterparties. 

At this level all the preparations done in the previous parts will not be effective 

if the customer denies accepting the change in the price. Therefore, we can 

conclude that commodity cost has even lower influence at this stage if not 

properly communicated along with other potential factors affecting the pricing 

strategy. 

5.3.3 Step 3 “Track the Price” 

After the price is set in the customer’s store, it is time to start tracking the 

price from the financial perspective. The purpose of it is post-pricing analysis, 

making appropriate conclusions and changes when necessary. This is usually 

a task of the Finance department. 

Scope of this part includes different types of analyses of which we can name 

several most important: 

 Tracking of actuals vs. plan 

 Tracking of actuals vs. strategy 

 Governance framework 

The points described above speak for themselves. After the prices were set and 

recommended to the retailer, a company has to see how big of deviations have 

happened during the chosen period. In case if the retailer does not display the 

recommended price in its stores for a long period of time, it might be a signal to 

the FMCG company that something should be changed either in the 

communication with the customer, or in its own pricing strategy. Tracking the 

price is a crucial step for making better decisions regarding pricing in the 

future.  
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CONCLUSION 

The aim of the thesis was to give a reader a comprehensive outlook on the cost-

price problematic of an FMCG company. In order to reach this aim both 

theoretical and practical approaches should have been applied. 

In the first three chapters we looked at the theoretical side of the FMCG 

industry, costing methods and pricing strategies. First chapter presented us 

the motivations of the companies to constantly improve their business, look 

deeper into the consumers’ needs and CSR motives. These trends nowadays 

can represent a serious lever on the decisions made by the management of 

FMCG companies due to growing competition between them, retailers and 

other players. Second chapter helped us to understand why the companies use 

different cost models. It also gave us an overview about the types of costs that 

exist in the company. This is helpful to draw conclusions about the costing 

structure in the practical part. Third chapter showed a variety of pricing 

strategies, which are applied depending on the company’s needs. 

At this point it is important to see what was found out in the fourth and fifth 

practical chapters of the thesis: 

The analysis of the results of C-P model, which was developed in order to 

calculate direct correlation between the change in the commodity cost and the 

shelf price of a product, was proved by the P Value test to be rather invalid in 

reality. First of all, historical data and a sample of different products did not 

show that there was correlation between the changes of the commodity costs 

and average shelf prices. Secondly, the company’s decisions were very much 

dependent on the promotions and marketing strategy. Even though in a brief 

analysis of the PDD we could not find direct correlation either, the conclusion 

is that the most possible key to the price setting in such a company is a mix of 

different reasons: commodity costs, promotion discounts, marketing strategies, 

relationships with customers etc. 
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Therefore, we can say that the company we studied uses a price-neutral 

strategy. As was mentioned before the prices between the competitive firms are 

more or less on the same level, even though the costs to produce could be 

different. This can signal that none of the companies uses the cost-based 

pricing, because that would reflect in significant difference in the shelf prices of 

similar products. Another reason is that neutral pricing methodology supposes 

competition rather with marketing tools, than standard shelf pricing. This 

thought can be supported by the increasing level of promotions on products. 

Despite the fact that the company uses price-neutral strategy, it can still 

implement cost-cutting techniques described in the third chapter. In reality, 

many companies try to compensate increasing uncertainty from the commodity 

prices improving the production facilities, supply chain process and R&D 

investments into cheaper formulas of the products. 

Although we realized that the C-P model cannot guarantee a 100% correct 

answer on how much a certain product will cost in the future, from the side of a 

company it can be a useful tool. Firstly, it can help to draw a general idea of 

how big of a price change to implement based only on one variable such as 

commodity. It can work if the commodity cost deviation is very significant that 

there is no other way than for it be reflected in the price of a product. Secondly, 

based on this, C-P model tool can be used in negotiations with the retailers 

when it comes to price increase decisions, in order to support it. Of course, 

many other supportive arguments should be provided in order to win the price 

increase, but C-P model can be the first step in case the commodity price 

change is significant.  
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