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Using Customized Pricing Solutions to Your Advantage

Aggressive apartment managers 
may change their rents once a 
month or even once a week, de-
pending on market conditions. 

However, at Archstone-Smith the rents 
are changed daily and are set not by the 
apartment manager but the central office 
in Englewood, Colo.

The change from standard industry 
practice is significant because Archstone-
Smith owns or has an ownership posi-
tion in over 265 communities, represent-
ing more than 82,000 apartment homes, 
including residences under construction.

Archstone-Smith must be doing some-
thing right because it is a Fortune 1000 
company and has been recognized as one 
of Fortune Magazine’s Most Admired 
Companies.

The company did not start with the con-
cept of daily rental changes. Rather the 
idea emerged from Archstone-Smith’s 
decision to re-evaluate how it conducted 
its business and then look for a better 
way.

“We set the goal of creating a dominant 
operating platform, one which would 
allow us to break away from the pack,” 
said Archstone-Smith’s Executive Vice 

President Dana Hamilton. “Companies 
in any particular industry tend to do 
things in a similar way. We felt that, 
to be a leader, we have to set ourselves 
apart.”

Hamilton said the company wanted to 
develop pricing and management tools 
to address a couple key concerns. The 
first was how to retain pricing knowledge 
within the company. Some managers 
became very good at pricing; but when 
they left the company, they took that 
knowledge with them. Thus it would be 
difficult for the company to learn and 
improve over time. In addition, even if 
managers applied successful strategies in 
their particular communities, they might 
not be accessible to the company’s work 
force as a whole.

Second, Archstone-Smith wanted to be 
able to evaluate the thousands of vari-
ables that have to do with all the com-
pany’s rental transactions. This was far 
beyond the capability of any individual. 

The company turned to Talus Solutions 
(later acquired by Manugistics) to de-
velop a pricing and revenue management 
solution that would work in the apart-
ment industry. 

Donald Davidoff, who led the team that 
built the software, later joined Arch-
stone-Smith as Group Vice President to 
oversee its Pricing and Revenue Man-
agement Program. The software is now 
owned by Archstone-Smith, which 
makes it available for other management 
companies to use.

Pricing by Demand
But, in putting this software to use to 
help find a new pricing model, the com-
pany looked to different industries, espe-
cially hospitality, to see how price-setting 
was handled.

“At that time, the airline industry had 
a one-price-fits-all approach,” Davidoff 
said. “But after flying with too many 
empty seats, they learned to price in 

terms of supply and demand. Price-con-
scious customers will be flexible to fly 
at the lowest prices. Others understand 
they may need to pay more to fly in a 
certain time frame.”

Along these lines Davidoff said, “The 
same is basically true of apartments. 
Instead of looking at the product as 
a bunch of empty boxes that have to 
be filled, if we can understand the de-
mand, we can stimulate it when needed 
by lowering prices. And when there is 
more demand than supply, we can raise 
prices.”

The result is that by maximizing the 
leasing of the apartments, the company 
not only maximizes its assets and return 
to shareholders, it is also able to provide 
better customer service.

Pricing Structure is Flexible
“Now, we don’t have to say ‘no’ to cus-
tomers,” Davidoff said. “We can simply 
give the prices associated with the lease 
terms from 2 to 12 months and let the 
customer decide. There is a bigger sand-
box to play in for both sides to find the 
right match. Usually when people think 
about revenue management, all they do 
is raise rents. It doesn’t have to be that 
way. It’s really about providing options.”

According to Davidoff, because of the 
options, the presentation is very user-
friendly. “If a resident wants to lease for 
6 months but wants an option for 12 
months, we can now offer those options. 
It used to be we would avoid anything 
under 6 months because a short-term 
lease was not worth the hassle. But as 
we’ve learned through our system, we’re 
able to charge a premium price for short-
er lease terms and don’t have to think 
that much about it.”

Davidoff explained that the computer 
does the number crunching and does a 
better job of forecasting and handling 
a number of variables. For instance, a 
number of lease expirations might be due 
in a certain time period, but there are 
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also evictions as well as people leaving 
early and paying the difference.

Do Residents Know?
Do customers know what the company 
is doing, and does it make any differ-
ence? 

“When I’m shopping for a sweater, all 
I care about is if it’s what I want at the 
price I’m willing to pay,” Davidoff said. 
“The fact is we give customers options. 
It’s not as if we give 8,000 possibilities. 
Rather, we talk to our customers to see 
what their concerns are, then narrow 
the possibilities to 2 or 3 choices. This 
increases customer appeal. And even 
those people who are looking for longer-
term leases feel good because they see 
that we are more open and accommodat-
ing than others.”

Dana Hamilton explained that for this 
type of pricing strategy to work it needs 
the full support from the CEO and 
COO level, and it needs an executive 
fully in charge, like Archstone-Smith’s 
Davidoff. She observed: “It’s not simply a 

matter of rolling out a new technology. It 
involves an entirely new way of running 
the company.”

According to Davidoff that means mak-
ing a key decision first: “You decide 
whether you’re a service leader like 
Hertz or a low-price leader like Dol-
lar Rent-A-Car to determine your basic 
pricing structure. Then it’s basic Eco-
nomics 101 supply and demand.”

While the computer system is compli-
cated, the application and its use are not. 
“It’s Web-based and not a huge task to 
implement or use,” Hamilton said.

The real task is changing the company 
culture. Apartment managers easily can 
think their skills are being undercut. 
“We have to show them that the data ac-
tually helps them to do their job better,” 
Hamilton noted. 

Managers are encouraged to question 
or raise issues when they feel their par-
ticular market is registering changes that 

aren’t anticipated by the computer. If ap-
propriate, adjustments will be made. 

However, Hamilton said, the opposite 
scenario is more likely. “Managers tend 
to raise rent to a certain point, then 
make an emotional decision to stop be-
cause they feel they might be going too 
far. But the computer is dispassionate 
and will often take it higher.”

Does the computer ever make mistakes? 
“Yes, sometimes, but they’ve been rela-
tively small ones,” Davidoff said. “But 
the system always learns from its mis-
takes and makes an automatic adjust-
ment the next time around. Humans 
are often not that willing to admit their 
mistakes.”

Positive Results
The system was installed first in a sin-
gle Archstone-Smith community then 
rolled out to all the rest over the next 20 
months. After more than a year and a 
half of full implementation, the new 
pricing system showed positive results. 

“We’ve seen a 2 percent to 3 percent 
lift,” Hamilton said. “Other industries 
have seen a 4 percent to 6 percent im-
provement, but have taken a while to get 
there. It didn’t happen on day one.”

Having set out to differentiate itself from 
the pack and having come up with an in-
novative new pricing strategy, Archstone-
Smith might have chosen to keep its dis-
covery a secret to maintain a competitive 
edge, but the company did not.

“We would like to see the industry adopt 
this strategy,” Davidoff said. “The worst 
thing that happens to us is when one 
of our competitors gives away a couple 
months rent when it doesn’t need to.” 

Archstone-Smith has leased the soft-
ware to some apartment owners as part 
of a pilot program and is moving toward 
a more formal marketing of the soft-
ware to make it available to others. “I get 
about one call per week from others who 
have heard about what we are doing and 
would like to learn more. We’re glad to 
help.”

“The worst thing that happens to us is when one of our 
competitors gives away a couple months rent when it 
doesn’t need to.” 

— Donald Davidoff




