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to Improve Pricing Performance 

The effective execution of well-designed, profitable 
segmentation is a primary goal for every pricer. Pric-
ing and business leaders seeking to implement effec-
tive segmented pricing need to be able to determine 
if their segmentation strategies are well designed and 
being well executed. In this article, the author explores 
best practices for designing, developing and imple-
menting profitable segmentation strategies. Peyton 
Marshall is the Chairman & CEO, LeveragePoint Inno-
vations Inc. He can be reached via leveragepoint.com. 
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T
he effective execution of well-
designed, profitable segmen-
tation is the holy grail of pric-
ing. As consumers and as 

business buyers, we all face tiered 
pricing as we choose between differ-
ent offerings that add or subtract prod-
uct and/or service features. Most well-
structured tiers are simple: Platinum, 
Gold and Silver; Standard, Enhanced 
and Deluxe; Economy, Business Class 
and 1st Class. These are all examples 
of segmented pricing strategies.  B2B 
commercial leaders seeking to im-
plement effective segmented pricing 
should consider two questions:  Is your 
segmentation strategy well designed?  
Is it well executed? 

B2B Segmentation
In the current issue of the Harvard 

Business Review, Rafi Mohammed 
provides a useful roadmap to com-
mercial teams on how and why to de-
ploy “Good-Better-Best Pricing,” the 
clearest, simplest approach to pric-
ing segmentation. He demonstrates 

through examples how Good-Better-
Best pricing can be used offensive-
ly to grow revenues and defensively 
as a more profitable way to discount 
than simple price concessions. He has 
some great practical advice on how to 
design good tiered pricing structures.

For complex B2B technology, pric-
ing is frequently quoted based on mul-
tiple dimensions of a buyer’s choice, 
creating many possible configurations 
that can be customized to buyer-spe-
cific needs. Quoting prices based 
on complex configurations, instead 
of Good-Better-Best, is also an ap-
proach to pricing segmentation. Com-
plex configuration pricing is often 
based on the separate costs of com-
ponents of a bundled offering. Config-
uration pricing is sometimes part of a 
deliberate sales strategy intended to 
get sales engineers, solution consul-
tants and other subject matter experts 
in direct contact with customers fre-
quently as part of a presales diagnos-
tic process. The natural objectives of a 

™

http://leveragepoint.com


December 20182Pricing Advisor

PPs HAPPenings

Click on event graphics below or go to the PPS website at PricingSociety.com for more information on programs and events.

PPS offers the tools, knowledge to boost your career
Pricing, revenue management, 

and related fields are gathering 
more attention and becoming even 
more important. 

The Professional Pricing Soci-
ety aims to connect profession-
al across the globe with the train-
ing, the expertise, the networking, 
and the education needed to per-
form better. 

Our conferences, online training 
options, publications, and events 
are all designed for you to get the 
information, skills, strategies, and 
tactics that you need. 

The recent, very popular PPS conference in Dallas attracted  
pricing professionals from throughout the world.

http://PricingSociety.com
https://pricingsociety.com/conferences/


December 20183Pricing Advisor

presales process focused on configuring 
solutions are to build trusted advisory re-
lationships, simplify customer choices and 
establish your competitive edge.

At one level, tiered pricing of several of-
fering types based on a few buyer types is 
common sense.  At a second level, tiered 
and/or configuration-based pricing is a 

key deliverable for pricing professionals 
where segmentation of buyers, together 
with well-structured bundles of products 
and services, are intended to generate in-
dividual transactions that are better suit-
ed to customers and more profitable. At 
the most strategic level, segmented tiered 
and configuration pricing should be de-
signed based on customer value relative 
to the competition, with a careful eye on 
profitability and a well-structured, effec-
tive approach to execute through sales, 
presales and post-sale customer suc-
cess teams.

Strategic Segmented Pricing Design – 
Understand Customer Value  

Dr. Mohammed provides guidance for 
designing tiered pricing, indicating that, 
“…customers’ perceived value must be 
the North Star…” He uses an approach he 
calls the Value Barometer to consider the 
perceived value of adding and subtracting 
product features in coming up with appro-
priate pricing tiers.

In a recent webinar focused on Price 
Negotiation, Joanne Smith, author of The 
Price Negotiation Playbook, emphasizes 
the confidence required for sales to nego-
tiate better pricing outcomes. “As we ac-
tually get down to price negotiations we 
need to understand our customer needs-
based segmentation… Segmentation is 
all about understanding value. No matter 
what segment we look at, we must un-
derstand quantified value and commu-
nicate it.”

The most profitable segment-based 
B2B pricing strategies require an under-
standing of customer value. Evaluating 
perceived product positioning with a value 
map is a good start. Quantified custom-
er value based on Economic Value Analy-
sis, EVE or TCO moves beyond qualitative 
value to provide more objective and more 
readily communicated customer insights.  
These insights: (i) support better quantita-
tive pricing decisions to capture currently 
perceived value and (ii) build a stronger 
foundation for changing current customer 
perceptions of value.

Execute on Segmented Pricing – Com-
municate and Sell Customer Value  

Successful implementation of well-de-
signed, segmented pricing demands more 
than quoting tools and website posting 
of price lists. It requires marketing strate-
gies and content that are consistent with 
segmentation. It requires sales practices, 
content and tools that help teams identify 
segments and communicate differentiated 
value to those segments.

For pricing professionals, the good 
news is that new technology and evolv-
ing best practices in both marketing and 
sales support better alignment between 
pricing theory and practical approaches 
to its execution.

For many marketing teams, Account-
Based Marketing (ABM) is their current 
number one priority. The goal of ABM is to 
create helpful relevant and specific content 
and deliver it through the most effective 
channels, including (perhaps especially) 
sales channels as Account-Based Sell-
ing (ABS) tools. Segment-specific mar-
keting content that communicates value 
is the first step to unlock the potential of a 
segmented pricing strategy.

For virtually all B2B sales teams, the 
priority is near term revenue growth. The 
best sales leaders seek to empower their 
average reps with tools that support and 
spread the best practices of their top per-
formers. The best account executives know 
how to engage buyers in specific conver-
sations that help buyers realize what your 
solution can do for them.  Sales teams col-
laborating effectively with Value Proposi-
tions transform technology-focused prod-
uct presentations into customer-centric 
conversations about delivering successful 
business outcomes. Effective value selling 
is the second step to drive results from a 
segmented pricing strategy.

Value Propositions to Design and Exe-
cute on Pricing Segmentation  

Strong Value Propositions, effective-
ly deployed in sales, drive better design 
and more effective execution of B2B seg-
mented pricing strategies.  As sales tools, 
good Value Propositions help commercial 
teams: (1) design more profitable fits be-
tween customers and offerings, (2) exe-
cute by collaborating with individual buy-
ers more effectively in identifying the best 
fit for them, and (3) refine segmentation 
design based on customer feedback and 
choices.  Let’s look at each in turn. 

1. Design. Great Value Propositions 
help pricing professionals and commercial 
teams design better fits between custom-
ers, offerings and pricing. The very pro-
cess of creating a Value Proposition suit-

ed to Account-Based Selling identifies 
important differences between B2B ac-
counts that serve as a foundation for val-
ue-based segmentation. Insights to de-
sign good segmentation arise directly from 
the account-based differences underlying 
great ABS content:

a. Account identity and business. El-
ements of an account’s identity and 
business are almost always useful for 
segmentation and differentiated pricing. 
Offerings can be tailored and priced to 
suit different customers in different ver-
ticals, different geographies (including 
nationalities) and different operating 
characteristics measured by operat-
ing metrics or by sensitivity of results 
to your differentiation.

b. Account problems and objec-
tives. Identifying differences in key buy-
er problems and objectives can be very 
useful in designing good segmentation.  
Tailored offerings that solve some prob-
lems and not others or that fit differ-
ent sets of objectives help to segment 
price more profitably based on value 
delivered. A problem-based and objec-
tives-based framework for segmenting 
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accounts is in turn very helpful to sales 
and onboarding teams as they simul-
taneously build connections based on 
what account stakeholders care about, 
while they select the right solution.

c. Account decisions. One prima-
ry objective of any segmentation strat-
egy is to provide more suitable and 
more profitable choices to customers 
from among your own offerings.  Good 
Value Propositions for presales ad-
dress this objective directly.  Other el-
ements of an account’s decisions, how-
ever, can also be critical in designing 
good segmentation and pricing strat-
egies.  Different product applications 
and use cases, different timing for 
commitment and decisions and differ-
ent reference competitors or reference 
alternatives can all be useful bases 
for segmentation and pricing struc-
tures that capitalize on segmentation.  

2. Execute. Value Propositions are 
core sales content for sales teams to col-
laborate with individual buyers to identify 

the best fit for them. Good Value Propo-
sitions facilitate more effective execution 
of a pricing segmentation strategy in three 
ways:

a. Simplify and improve the choice 
of best fit for each account. The big-
gest challenge of most segmentation 
strategies is their complexity. This is a 
primary reason to dedicate resources 
to a presales team. Good Value Prop-
ositions help sales teams qualify ac-
counts so that costly presales time is 
focused on the right accounts.  Within 
those Value Propositions, good diag-
nostics, that help choose the right of-
fering for each account based on qual-
itative value, is a good first step. But a 
tool that helps to choose the right of-
fering and shows the quantitative and 
financial value of that offering is even 

better, helping to confirm a good fit at 
the same time that it collaboratively 
provides the buyer with a rational, out-
comes-based choice of solution.

b. Focus on selling value, not 
price. When value is the basis for se-
lecting among alternative offerings, it 
inherently focuses customer conver-
sations on what you deliver to them.   
Framing the discussion in terms of 
customer success, targeting the con-
versation on your quantitative impacts 
on their business and the correspond-
ing financial impacts, provides a strong 
basis to build a shared business case 
to buy between sales and buyer spon-
sors.  Realizing your price in practice is 
more likely if customer outcomes and 
value replace price as the focal point 
of stakeholder conversations.

c. Provide a stronger basis for ne-
gotiation. Good Value Propositions are 
a confidence-enhancing tool for sales 
teams. As Joanne Smith highlights, con-
fidence is key to successful price ne-
gotiations.  Value is a strong foundation 
for sales to defend a solution choice 
and its price point. Value is also a rea-
sonable basis to provide give-get pro-
posals when faced with a tough price 
negotiator from procurement. The es-
sence of good segmentation is that it 
provides good alternatives to generate 
price-value tradeoffs in negotiation.  

3. Refine. Great pricing strategies are 
never finished works of art, destined for 
preservation through the ages. They need 
to be dynamic, responding to market con-
ditions and information. The customer 
feedback and data associated with active 
deployment of Value Propositions provides 
critical information that allows commercial 
teams to iterate and improve segmentation 
and pricing design.

a. Improve initial execution. Value 
Proposition feedback provides data on 
outcomes and success stories.  Suc-
cess stories, well disseminated, en-
courage further adoption of value sell-
ing and more effective implementation 
of a segmentation strategy. Just as im-
portantly, success stories bolster sales 
confidence, providing a key and often 
missing element in successful price ne-
gotiations.

b. Evaluate and improve on your 
original design. There is no such thing 
as a perfectly designed segmentation 
strategy. Value Propositions used in the 
sales process provide a basis for cap-
turing data on specific accounts. This 
helps identify what is working and what 
is not working in the Value Proposition 
itself. Just as importantly, the feedback 
and data provides better insights into a 
sales team’s win-loss record and may 
highlight aspects of a segmentation 
strategy that are falling short of their ob-
jectives. Agile Value Propositions and 
agile segment-based pricing strategies 
go hand-in-hand as the way to execute 
successfully.

c. Understand competitive develop-
ments and reactions to make dynam-
ic strategic choices. The world never 
stands still.  Competitors emerge. Ex-
isting competitors innovate. Competi-
tors react to current and emerging mar-
ket leaders. Good Value Propositions 
provide content that supports direct 
conversations between sales and buy-
ers about the competition. When well-
deployed, Value Propositions provide 
stronger and earlier signals of chang-
es in the competitive environment as 
well as of specific actions being tak-
en by specific competitors. Commer-
cialization and pricing strategies need 
this information as soon as possible to 
make the best-informed and fastest ad-
justments to change.

Value Propositions  
Improve Commercial Outcomes 

It is time for marketing, sales and pricing 
to be aligned on profitable product com-
mercialization strategies. The momentum 
behind ABM and ABS initiatives provide 
pricing professionals with an opportunity 
to design and execute better segmenta-
tion and pricing strategies.

Capitalizing on marketing investments 

and different operating characteristics measured by operating metrics or by sensitivity of 
results to your differentiation. 

b. Account problems and objectives. Identifying differences in key buyer problems and objectives 
can be very useful in designing good segmentation.  Tailored offerings that solve some 
problems and not others or that fit different sets of objectives help segment to price more 
profitably based on value delivered.  A problem-based and objectives-based framework for 
segmenting accounts is in turn very helpful to sales and onboarding teams as they 
simultaneously build connections based on what account stakeholders care about, while they 
select the right solution. 

c. Account decisions. One primary objective of any segmentation strategy is to provide more 
suitable and more profitable choices to customers from among your own offerings.  Good 
Value Propositions for presales address this objective directly.  Other elements of an account’s 
decisions, however, can also be critical in designing good segmentation and pricing 
strategies.  Different product applications and use cases, different timing for commitment and 
decisions and different reference competitors or reference alternatives can all be useful bases 
for segmentation and pricing structures that capitalize on segmentation.  
 

 
 

2. Execute. Value Propositions are core sales content for sales teams to collaborate with individual 
buyers to identify the best fit for them. Good Value Propositions facilitate more effective execution 
of a pricing segmentation strategy in three ways: 
a. Simplify and improve the choice of best fit for each account. The biggest challenge of most 

segmentation strategies is their complexity. This is a primary reason to dedicate resources to a 
presales team.  Good Value Propositions help sales teams qualify accounts so that costly 
presales time is focused on the right accounts.  Within those Value Propositions, good 
diagnostics, that help choose the right offering for each account based on qualitative value, is 
a good first step.  But a tool that helps to choose the right offering and shows the quantitative 
and financial value of that offering is even better, helping to confirm a good fit at the same 
time that it collaboratively provides the buyer with a rational, outcomes-based choice of 
solution. 

b. Focus on selling value, not price. When value is the basis for selecting among alternative 
offerings, it inherently focuses customer conversations on what you deliver to them.   Framing 
the discussion in terms of customer success, targeting the conversation on your quantitative 
impacts on their business and the corresponding financial impacts, provides a strong basis to 
build a shared business case to buy between sales and buyer sponsors.  Realizing your price in 
practice is more likely if customer outcomes and value replace price as the focal point of 
stakeholder conversations. 
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c. Provide a stronger basis for negotiation. Good Value Propositions are a confidence-enhancing 
tool for sales teams. As Joanne Smith highlights, confidence is key to successful price 
negotiations.  Value is a strong foundation for sales to defend a solution choice and its price 
point. Value is also a reasonable basis to provide give-get proposals when faced with a tough 
price negotiator from procurement. The essence of good segmentation is that it provides 
good alternatives to generate price-value tradeoffs in negotiation.  
 

 
 

3. Refine. Great pricing strategies are never finished works of art, destined for preservation through 
the ages. They need to be dynamic, responding to market conditions and 
information.  The customer feedback and data associated with active deployment of Value 
Propositions provides critical information that allows commercial teams to iterate and improve 
segmentation and pricing design. 
a. Improve initial execution. Value Proposition feedback provides data on outcomes and success 

stories.  Success stories, well disseminated, encourage further adoption of value selling and 
more effective implementation of a segmentation strategy.  Just as importantly, success 
stories bolster sales confidence, providing a key and often missing element in successful price 
negotiations. 

b. Evaluate and improve on your original design. There is no such thing as a perfectly designed 
segmentation strategy.  Value Propositions used in the sales process provide a basis for 
capturing data on specific accounts.  This helps identify what is working and what is not 
working in the Value Proposition itself.  Just as importantly, the feedback and data provides 
better insights into a sales team’s win-loss record and may highlight aspects of a segmentation 
strategy that are falling short of their objectives.  Agile Value Propositions and agile segment-
based pricing strategies go hand-in-hand as the way to execute successfully. 

c. Understand competitive developments and reactions to make dynamic strategic choices. The 
world never stands still.  Competitors emerge.  Existing competitors innovate.  Competitors 
react to current and emerging market leaders.  Good Value Propositions provide content that 
supports direct conversations between sales and buyers about the competition.  When well-
deployed, Value Propositions provide stronger and earlier signals of changes in the 
competitive environment as well as of specific actions being taken by specific 
competitors.  Commercialization and pricing strategies need this information as soon as 
possible to make the best-informed and fastest adjustments to change. 

 
Value Propositions Improve Commercial Outcomes.  It is time for marketing, sales and pricing to be 
aligned on profitable product commercialization strategies.  The momentum behind ABM and ABS 
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in ABM, pricing professionals should drive 
the direction of ABM content to support 
the design and execution of good seg-
mented pricing strategies. Knowing that 
final pricing outcomes are grounded in 
sales execution, pricing professionals 
should drive the best ABM content toward 
robust ABS content.  Strong Value Prop-
ositions deliver sales results and pricing 
outcomes. CRM data from organizations 
adopting value selling show that opportu-
nities where Value Propositions are used 
have 5-15% higher win rates and 5-25% 
higher price outcomes.

Your sales teams should compete with 
your competitors and partner with your 
key accounts, understanding your buyers’ 
business objectives to make more valu-
able selections between well-designed of-
ferings through effective sales conversa-
tions.  Partners need to collaborate based 
on solutions that deliver results and cus-
tomer value at sustainable, profitable pric-
es. Helpful, specific, relevant and robust 
Value Propositions are the cornerstone 
of an effective commercial strategy that 
achieves this objective.

The best B2B enterprises deploy Value 

Propositions to improve B2B sales perfor-
mance, addressing sales challenges in a 
way consistent with an organization’s sales 
training, throughout the B2B sales cycle. It 
isn’t hard to start value selling or to gener-
ate value selling momentum. Value Prop-
ositions provide core sales content that 
helps sales teams engage in specific, rel-
evant conversations about what your so-
lution does for your customers and for its 
individual stakeholders. Value Proposi-
tions are a shared basis for collaboration 
that help sales teams win. v
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Software Optional

Pricing transformations are a big topic in the business 
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ful by the World’s Most Profitable Companies (Bloom-
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P
ricing transformations are a 

hot topic. People have been 

preaching to CEOs, CFOs, 

CMOs, and CCOs for years 

that a 1% improvement in price can 

lead to 8 to 13% improvement in prof-

its. Even better, experience has shown 

that 1% improvement is a low-estimate 

of the expected outcome of a pricing 

transformation. Pricing transforma-

tion efforts routinely deliver two ad-

ditional margin points, and have been 

observed to deliver an additional 9% 

to margins. But where is the origin of 

these improvements, and how do com-

panies get this improvement?

Pricing Transformation is a Trans-

formation in Decision Making

At its core, pricing transformations 

is about transforming how organiza-

tions make decisions regarding pric-

ing. It is a transformation of the pro-

cesses used in pricing, the people 

engaged in pricing decisions, the in-

formation applied to pricing decisions, 

and the goals of those pricing deci-

sions. It is an organizational structur-

al change to align with the corporate 

strategy and goals.

A wide variety of coordinated profit-

focused decisions are required to drive 

a strong pricing transformation. These 

profit-oriented decisions will coordi-

nate list prices, target prices, commer-

cial policy, tactical price management, 

and sales-incentives towards more ac-

curate pricing.
It isn’t a single decision nor single 

process that delivers the improve-

ment, but rather the coordinated ef-

fort across many decision points, pro-

cesses, and routines to ensure pricing 
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Hulu.com’s Pricing Plan

The Balancing Act Between  
Customer Experience and Price 

Customer experience can absolutely be the competitive differ-
entiator for your company. However, many companies don’t 
feel they’re getting the best business results from customer ex-
perience because of the costs of implementing CX. On the oth-
er hand, if you do it right, it will drive the positive impact you 
seek, as the author explains. Author Brian Doyle is Vice Pres-
ident at Holden Advisors and is an expert in strategic sales, 
marketing and customer experience. He can be reached at 
bdoyle@holdenadvisors.com. 

by Brian Doyle

81% of companies say they will 
compete mostly or completely 
based on customer experience 
(CX) (Gartner). At the same time, 

72% of CX professionals do not feel their 
programs are very successful at driving 
business outcomes (MaritzCX). Does that 
mean those 81% of companies that plan to 
differentiate themselves are going to fail? 
It does if they’re using the same approach 
as the 72% doing it now.

“But, wait!” you say, “All I ever read is 
that customers are better educated than 
ever before, they do their homework before 
ever speaking with a sales per-
son, and their standards are higher 
than ever (thanks Amazon).” How 
can pursuing customer experi-
ence be a bad thing? 

Customer experience is crit-
ical – you just have to ensure 
you’re getting paid for it!

The main reason companies 
don’t feel they’re getting the busi-
ness results they expect out of 
customer experience is because 
CX costs money. Beyond the 
salaries associated with the CX 
team, many companies are doll-
ing out discounts and freebies for 
unhappy customers. Threaten to 
quit your cable company and see 
what happens. I bet you end up 
with a plan that’s less expensive 
than your current one and you may 
even get a free premium channel.

The CX group at your cable company 
will tout a “saved customer,” but did they 
really buy your loyalty and increased rev-

enue, or did they just reduce the revenue 
of a customer that didn’t have any other 
great options and probably wasn’t going 
to leave? Considering I have this conver-
sation with my cable company about once 
a year, I’m guessing it’s the latter.

The key is value, and with it you can le-
verage customer experience to get the re-
sults you and your senior leadership team 
seek. When you create an awesome cus-
tomer experience, it’s valuable to your cus-
tomers. Once you’ve done that, the critical 
component is your ability to quantify and 
communicate that value.

Sticking with the cable company ex-
ample, when a customer calls threatening 
to quit, the customer service rep should 
speak with the customer about the value 

they’re currently receiving – perhaps even 
in comparison to alternatives.

Here’s an example: 
Hulu with live TV is only $40/month 

and the customer pays the cable compa-
ny $100/month.

Except:
• The cable company lets you stream on 

an unlimited number of devices vs. 2 
devices

• You get 500 channels with cable vs. 
50 channels

• You can record 100 hours on your DVR 
vs. 50 hours

• You can record live shows and still fast 
forward through commercials (price-
less!)

Instead of swiftly caving on price, the 
more experienced (e.g. retention special-
ist) customer service rep can have a con-
versation with the customer about what 
parts of their service are most valuable. If 
it’s watching on several devices at once, 
they might even speak to them about up-
grading their internet speed (something a 
cable TV customer likely contracts through 
their cable company). Instead of giving 

away revenue, there might even 
be a chance to increase it while 
still keeping the customer happy 
(of course, the positive customer 
experience needs to be there too).

If the customer insists on low-
ering their monthly bill, that’s ok – 
just don’t discount without getting 
something in return. I call these 
“Give Gets.” When the custom-
er asks for a discount, the ca-
ble company can happily com-
ply, but they’ll need to reduce the 
number of channels, take away a 
premium or reduce the number of 
DVRs. Each of those has a quanti-
fied value that is clearly articulat-
ed to the customer. It’s then up to 
the customer to choose the value 
they want – and the cable com-
pany maintains their profitability.

Customer experience can absolutely 
be your competitive differentiator. And, if 
you do it right, it will also drive the positive 
business results you seek. v
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Customized Pricing:  
Fully Capture Customer Value 

In this article, the author explores the inherent benefits of cus-
tomized pricing and best practices for implementation through 
cross-selling and up-selling strategies. He also presents 3 learn-
ings that companies need to keep in mind when leveraging 
customized pricing. Arjen Brasz is a Senior Director at the Am-
sterdam office of Simon-Kucher & Partners. He is leading the 
Dutch Manufacturing division and can be reached at arjen.
brasz@simon-kucher.com.

W
hen you order a sandwich 
online at Salata, a salad 
chain in the United States, 
you are provided 28 cross- 

and up-sell options to customize your salad 
or to purchase additional food and drinks. 
Options for customizing your offering can 
for example include extra sauce, additional 
ingredients, increased order size or sides 
and drinks. Food chains, like Salata, are 
increasingly providing customers op-
tions to customize their offering, and 
by doing this, they apply what we call a 
Customized Pricing strategy.

Customized pricing has been used in 
different forms for years, from airlines that 
up-sell a business class seat, to custom-
ization of your brand new car. The foun-
dational concept is that customers have 
a different willingness-to-pay for similar 
products, thus providing cross- and up-
sell options can help differentiate price and 
fully capture the customer value. 

The main reason why Customized Pric-
ing is gaining traction now is the rise of 
digital. When communicating a product to 
a customer, one of the key success fac-
tors for conversion is the simplicity of your 
proposition. Traditionally, when communi-
cating the proposition during the custom-
er journey is too complex or tedious, you 
will lose your customer. However, the rise 
of digital has changed that.

Nowadays we pre-order our lunch on-
line and pick it up from the takeaway coun-
ter, adding a digital touch point in the cus-
tomer journey that provides an opportunity 
for Customized Pricing. A company that 

has successfully embraced Customized 
Pricing in the food industry is McDonalds. 

After a pilot, the company introduced 
its digital ordering kiosks in 2.500 US 
restaurants in 2017. It turned out that in 
the restaurants where the digital kiosks 
were installed, sales increased by 5-6%. 
Whereas in traditional McDonalds res-
taurants the menu is shown static above 
the ordering counter (only a limited num-
ber of products can be displayed), digital 
kiosks give the option to display an enor-
mous amount of products for cross- and 
up-selling purposes. 

Based on the product chosen first, Mc-
Donalds can give recommendations for 
matching products. For example, when the 
first product you pick is a burger, you can 
get a recommendation for fries, or even for 
an entire burger menu. In this case, the use 

of digital communication channels helped 
to customize pricing and to generate up- 
and cross-sell opportunities.

However, the implementation of Cus-
tomized Pricing is dependent on custom-
er acceptance. The airline industry is an 
example. 

During the past years, budget airlines 
have increasingly unbundled services and 
components of their key offering. For ex-
ample, Spirit Airlines has not only unbun-
dled your check-in luggage, but since 
April 2017 also your cabin carry-on can 
cost you an additional $35 for a 2-hour 
one-way flight. 

While Spirit Airlines claims the fees 
have been a great success, these hidden 
costs can also have a strong negative im-
pact on the customer experience.

In conclusion, there are 3 learnings 
that companies need to keep in mind 
when leveraging Customized Pricing.
1. Ensure that your Customized Pricing 

propositions are in line with your over-
all Customer and Price strategy.

2. Leverage digital opportunities, which 
can result in adding a digital touch point 
in your customer journey.

3. Ensure that when you are implementing 
Customized Pricing it is in line with bun-
dling principles and allows for effective 
value communication. v

by Arjen Brasz
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Are We Using AI in the Wrong Place?
In this article, the author explores key questions that businesses 
need to ask when deploying sophisticated price optimization 
methods driven by machine learning, algorithms and artificial 
intelligence (AI) solutions. Dominic O’Regan, Business Consul-
tant at Vendavo, has spent the last 7 years as a price optimi-
zation consultant working on projects with industrial manufac-
turers and distributors throughout Europe, the Middle East, and 
Asia Pacific. He is passionate about the ability for data mod-
els to support key business decisions in the pricing arena. He 
can be reached at doregan@vendavo.com.

I
’ve never met a senior executive who 
said: “Demand for our products is driven 
by the same factors, with the same lev-
el of influence, across all our markets.”  

Neither have I heard anyone say: “We don’t 
expect anything driving demand to change 
in the next 12 months.”  Yet business lead-
ers often choose to deploy seemingly so-
phisticated optimization engines that have 
both of these premises at their core.

This fundamental mistake is well known 
when deploying traditional cost plus, mar-
ket driven, or even value driven methodol-
ogies. It might be that factors, attributes, 
or value drivers are given different consid-
eration by market or business sector. Of-
ten, global structures are ‘flexed’ within a 
reasonable tolerance market by market, or 
sector by sector.

When deploying more sophisticat-
ed price optimization methods, the im-
portance of segmentation as a founda-
tion can be overlooked or misunderstood. 
Companies are beginning to leverage the 
next generation of optimization where ma-
chine learning and AI are leveraged to get 
the most out of a given segmentation ap-
proach, but could this focus on the price 

setting algorithm and its AI be misplaced?  
Are we fine tuning the output based on a 
failing foundation? Are we re-arranging the 
deck chairs on the Titanic?

Traditional segmentation approach-
es are hierarchical, consistent, and 
static. 
• Hierarchical: Think of segmentation 

like a computer’s file structure. Imagine 
starting with your customer type, then 
for each customer type you can separate 
into segments by customer size, then for 
each type and size you further segregate 
by product group, etc. The higher up the 
hierarchy an attribute is, the more influ-
ence that item has on a model.

• Consistent: A single order of data 
types is applied and any groupings are 
the same. You might have a hierarchy 
which starts with customer country, and 
then customer size. Since the model is 
consistent, the first step after country is 
the same for all countries and so on, and 
the size of groups used is also the same.

• Static: This approach can’t be easily 
changed. Technically, a segmentation 
can always be changed, but often the 
work involved to evaluate alternatives, 

and deploy the change 
means that change is a 
rarity.

Optimization algorithms 
have been built to operate 
on this foundation, but the 
restrictions created by the 
consistent and static ap-
proaches create funda-
mental flaws. Price optimi-
zation tries to work around 
these issues and fill in the 

blanks, but what are the flaws?

Consistency
By creating a consistent model, we are 

deciding that we won’t segment in each 
area of the business based on its price 
drivers, but rather we will segment the 
whole business based on the best over-
all drivers. In effect, you’re telling each of 
your markets that what is driving demand 
is the same in every other market. Con-
sistency in grouping is also problematic. If 
you have 3 customer size categories, but 
a given country has only small customers, 
they might all be in the same size catego-
ry. The fundamental flaw with consistency 
is that it leads to segments which are not 
perfect in any market, and historical trans-
actions in the segments do not represent 
truly comparable business.

Stability
The same issue can be caused by sta-

bility. When market conditions change but 
the segmentation model doesn’t, we cre-
ate segments which don’t correctly group 
similar transactions for our price setting. 
The introduction of new pricing based on 
segmentation and optimization will change 
the market signals in the historical price re-
cord. In effect, using a segmentation will 
make that same approach invalid unless it 
can be adapted.

Optimization to the Rescue?
We are asking that the optimization en-

gines set prices based on groups of trans-
actions which are not truly comparable, 
while also dealing with segments which 
have little or no data. Could relying on ma-
chine learning and AI to fix these problems 
simply be wasted effort?

Dynamic Pricing Segmentation
There is a new concept, whereby ma-

chine learning and AI are applied to the 
creation and maintenance of the segmen-
tation. Dynamic pricing segmentation has 
the potential to create and maintain seg-
ments which all have sufficient data, and 
are always relevant to their market. If you 
can accurately group and maintain your his-
torical data by market specific willingness 
to pay, it is easier to use that data to set reli-
able market or customer specific pricing. v

by Dominic 
O’Regan

Title: Are We Using AI in the Wrong Place? 

Author: Dominic O’Regan 

Word Count: 800 

Intro: In this article, the author explores key questions that businesses need to ask when deploying 
sophisticated price optimization methods driven by machine learning, algorithms and artificial 
intelligence (AI) solutions. Dominic O’Regan, Business Consultant at Vendavo, has spent the last 7 years 
as a price optimization consultant working on projects with industrial manufacturers and distributors 
throughout Europe, the Middle East, and Asia Pacific. He is passionate about the ability for data models 
to support key business decisions in the pricing arena. He can be reached at doregan@vendavo.com.  

 

I’ve never met a senior executive who said: “Demand for our products is driven by the same factors, 
with the same level of influence, across all our markets.”  Neither have I heard anyone say: “We don’t 
expect anything driving demand to change in the next 12 months.”  Yet business leaders often choose to 
deploy seemingly sophisticated optimization engines that have both of these premises at their core. 

This fundamental mistake is well known when deploying traditional cost plus, market driven, or even 
value driven methodologies. It might be that factors, attributes, or value drivers are given different 
consideration by market or business sector. Often, global structures are ‘flexed’ within a reasonable 
tolerance market by market, or sector by sector. 

When deploying more sophisticated price optimization methods, the importance of segmentation as a 
foundation can be overlooked or misunderstood. Companies are beginning to leverage the next 
generation of optimization where machine learning and AI are leveraged to get the most out of a given 
segmentation approach, but could this focus on the price setting algorithm and its AI be misplaced?  Are 
we fine tuning the output based on a failing foundation?  Are we re-arranging the deck chairs on the 
Titanic? 

Traditional segmentation approaches are hierarchical, consistent, and static. 
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