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Fact: A sandwich in an airport 
terminal costs more than in the 
same deli downtown. Region-
al price differentiation means 

that a business offers the same product 
or service in different locations for dif-
ferent prices. It enables that business to 
more effectively tap into its customers’ 
varied willingness to pay and thereby 
generates a clear increase in revenue and 
profits; gains of up to several percentage 
points are within reach. 

This is already common practice in the 
“real” world. A sandwich tends to be 
more expensive at the airport than at 
the downtown location of the same deli. 
Similarly, if you pick up your rental car 
at the airport, you will likely be charged 
an extra fee. A subway ticket in down-
town New York City costs more than a 
light rail ticket in downtown Portland, 
OR. And that’s only the tip of the ice-

berg. 

These examples all exist in so-called 
“real” marketplaces where the custom-
er is at a physical location and is con-
fronted with the prices of the regional 
provider(s). A hungry traveler waiting to 
board a flight doesn’t have time to leave 
the airport to buy a (cheaper) sandwich. 
Yet in the digital world we face a dif-
ferent situation: the World Wide Web 
is a global market. If you can overcome 
the language barrier, you’ll have access 
to products and their prices around the 
world. Regional differences are obso-
lete… aren’t they? 

Regional price differentiation on the 
Internet can work—under certain con-
ditions. 

Internet retailers have a hard time pric-
ing their products and services by re-
gion—but why? Regional pricing is 
not only possible in the digital world; 
it makes a lot of sense. Regional pric-
ing transcends the real marketplace and 
“real” products. There are several condi-
tions that, when met, can help an Inter-
net retailer to successfully price by re-
gion. 

1. Do your homework to determine 
how much customers are willing to 
pay.

The number one prerequisite for suc-
cessful regional price differentiation is 
that, from region to region, customers 
are willing to pay different prices for 
the same product. These days, several 
tools are commonly used to measure an 
individual customer group’s willingness 
to pay and the potential of regional price 
differentiation. Typical means of mea-
surement include conjoint measurement, 
the van Westendorp methodology and 
transaction data analyses (before and af-
ter price changes). 

In our airport deli example, the airport 
location can demand higher prices than 
the city deli because of its strong market 
position. At the point of sale, the cus-
tomer experiences a scarcity of goods; 
he or she has limited options and a 
higher willingness to pay. Such a scar-
city is seldom found online, as the point 
of sale encompasses the entire Internet.

In the real world, price thresholds 
amongst a region’s residents are driven 
by factors such as differences in income, 
relative affluence and the competitive 
situation. For example, taking into con-
sideration the various national and inter-
national income situations, you can as-
sume that the average North American is 
willing to pay more for a good or service 
than the average African. To maximize 
and exploit the varying levels of willing-
ness to pay, many companies are success-
fully practicing Internet price differentia-
tion that goes beyond country borders. 

Airlines are a good example of this prac-
tice: If you’re booking a flight from New 
York to Beijing on a particular airline 
website, you will find significant price 
deviations depending on your home 
country (and not only because of the 
exchange rate). Internet retailers also use 
this practice to their advantage: Ama-
zon sells the DVD “Scott Pilgrim vs. the 
World” in the UK for £9.99, in the US 
for $23.99 and in Germany for €17.99. 
The American and German prices repre-
sent an increase of over 50% above the 
price in the UK. Even purely digital ser-
vices can be priced selectively. Just look 
at Apple’s iTunes store: Rihanna’s cur-
rent album “Loud” sells for $9.99 in the 
US—about 40% less than in the Ger-
man iTunes store. 

2. Access to international portals is 
nearly impossible for Internet shop-
pers.

How to Regionally Differentiate 
Prices for the Internet

For many companies, regional price dif-
ferentiation is nothing new. Yet in the 
world of Internet sales, the topic is just 
starting to gain attention. Contrary to 
what many believe, regional price dif-
ferentiation does work online, although 
the customer—at least in theory—has 
access to the prices of anything around 
the world. It’s becoming increasingly 
clear to Internet vendors that regional 
price differentiation, when practiced 
effectively, can offer immense profit 
potential, as the authors explain. Sebas-
tian Voigt is a Senior Consultant, and 
Gosia Schweizer is a Director in the 
Online Services & Media Competence 
Center of the international consulting 
firm Simon-Kucher & Partners, Strat-
egy & Marketing Consultants, headed 
by Frank Bilstein.  
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Figure 1: Prerequisites for Regional Price Differentiation in the Internet

Still, companies run the risk of jeopar-
dizing their revenues with regional price 
differentiation on the Internet. If a Ger-
man iTunes shopper could access the US 
iTunes store and buy Rihanna’s “Loud” 
for considerably less, this would cause 
major problems for Apple. Businesses 
with regionally differentiated prices ab-
solutely must ensure that their buyers are 
regionally categorized and offered the 
appropriate price. A common practice 
on websites is to identify the IP address 
of the customer’s computer, determine 
its country (and, if possible, the region 
within a country) and re-direct the cus-
tomer to the appropriate offers and pric-
es. Ideally, the customer is unable to 
view the prices because he is automati-
cally re-directed to the website intended 
for him. 

Beyond that, there are other ways of 
leading customers to country-specific 
offers and prices, e.g. exchange rate or 
cross-border disadvantages or fees, lan-
guage barriers and, if necessary, payment 
options or (with non-digital goods) high 
shipping costs. To purchase the “Loud” 
album in the American iTunes store, 
German Apple users must have a credit 
card registered in the US. It is extremely 
critical to minimize regional price differ-
entiation. If a company is unable to put 
up similar barriers, cherry-pickers and 
gray importers will be quick to exploit 
the prices. 

3. Regionalize services and offer them 
to the “right” customer group.

Many Internet services can be regional-
ly customized to capitalize on a custom-
er’s willingness to pay. Two men, Rick 
and Michael, are interested in joining 
an online dating service for which the 
monthly price is $29. Rick lives in Los 
Angeles, CA and Michael, in Redding, 
CA. Assuming that a high number of us-
ers from L.A. are registered at this site, 
the value for Rick is relatively high. Red-
ding, however, is a smaller city in a low 
population density region. As such, there 
are fewer potential partners registered in 
the region and Michael might find the 
monthly fee too expensive as a result.

On the other hand, the platform might 
offer Michael a new means of meeting 
women, thereby carrying greater value 
than if he lived in an urban metropo-
lis like Los Angeles. In other words, it’s 
imperative for the online dating com-
pany to identify the regional value (and 
thereby the willingness to pay, see point 
one). Only then is a regional custom-
ization possible: If you want to interact 
with singles in Los Angeles, you should 
choose the “Los Angeles” package. Want 
to meet Northern Californians? Then 
choose the “Northern California” pack-
age. The prices of the packages are there-
by dependent on the respective customer 
value.

The advertising industry dove into price 
differentiation early on. The cost per 
mille (CPM) for an ad in the New York 
Times costs significantly more than the 
CPM for a newspaper in Fargo, ND. It 

took the Internet many years to make 
this distinction. How were you to know 
whether your website’s visitor came from 
New York City or Fargo? 

Today, this distinction is made with the 
help of personal customer information 
collected by sites such as Facebook, Ya-
hoo!, and Google. With just a few clicks, 
a cellular provider in New York City can 
place an ad on Facebook and ensure that 
it is only seen by residents of New York 
City. The NYC advertiser pays a different 
price for this option.

Craigslist.com is another platform with 
differentiated advertising. You’ll pay $75 
to place a job advertisement in the San 
Francisco Bay Area; in NYC and eight 
other cities, only $25. Elsewhere in the 
US? It’s free. Real estate ads are free as 
well—except in New York, where agents 
pay $10 per listing.

What drives customers’ willingness to 
pay? Market strength.

A customer’s willingness to pay for a ser-
vice can vary significantly depending on 
the region. A region is not only defined 
by the customers’ regional income lev-
el, but also by the value of the services 
rendered. In the example above, Rick, 
the single man in Los Angeles, prob-
ably gains more from the online dating 
service than Michael in Redding. This 
has a positive effect on his willingness 
to pay. As in any business environment, 
the competitive situation in the region 
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must also be taken into consideration. If 
a strong regional dating service is active 
in Redding, it could weaken the other 
providers. 

In our example, an online dating plat-
form provider could utilize several indi-
cators to measure its regional competitive 
strength: e.g. the number of singles cur-
rently registered in the region, the num-
ber of daily clicks on a profile, the 
average number of messages sent, 
etc. What’s critical then is not how 
well a product performs, but rather 
how well the customer perceives its 
performance. If Rick or Michael 
feels he’s getting top value for his 
money, he’ll be less likely to switch 
providers. It’s imperative that com-
panies be aware of how customers 
perceive the price-performance rela-
tionship.

In the telecommunications sector, prices 
are differentiated more and more often 
based on an operator’s market share. In 
Germany, for instance, the operator E-
Plus slashed its prices by 50% in Munich 
to boost its regional market shares. In 
return, its main competitor o2 (strong 
in Munich) cut its prices in Cologne, E-
plus’ home turf. In a similar move, the 
Internet service provider 1&1 offered its 
customers in large cities a low DSL flat 
rate over a long period of time. Custom-
ers in non-urban regions, where there are 
fewer competitors, did not receive the 
special flat rate. 

In essence, the regional willingness to 
pay of customers depends primarily on 
these three factors:

•	 General willingness to pay in the 
region. The higher the regional will-
ingness to pay (due to higher average 
incomes and other factors), the easier 
it is to push higher prices.

•	 Regional performance perceived 

by customers. The better the cus-
tomers perceive the performance in a 
certain region, the easier it is to push 
higher prices.

•	 Your company’s regional market 
share. The higher your own mar-
ket share, the more assertively you 
should pursue a high-price strategy 
to levy potential.

Customers should be able to easily un-
derstand regional prices.

Even if you are aware of the customer’s 
price threshold in various regions and 
have met the above criteria, a regional 
price strategy will still fall flat without 
intelligent regional customization and 
a strong communication strategy. As 
a basic principle, the regions should be 
tailored to the willingness-to-pay criteria 
(listed above) and then bundled into ap-
propriate regional packages. 

On top of that, customers should clearly 
understand the pricing system. A region-
al pricing system with several categories 
is hard to communicate and difficult for 
customers to grasp. In the world of on-
line dating, a single woman whose search 
is restricted to single men from only one 
zip code wouldn’t have a very high suc-
cess rate nor would she feel very satisfied. 
Online dating services would be wiser to 
bundle neighboring cities, areas or states. 

Despite its potential for success, regional 

price differentiation can still go wrong. 
Customers might feel unhappy at be-
ing grouped into an “expensive” region 
or feel they’ve been handled unfairly; 
they might complain or even switch 
platforms. To avoid this, Internet com-
panies must work hard to avoid being 
overly transparent about prices with 
their customers, although this isn’t al-
ways feasible. 

If price differences are communi-
cated openly on the website, then 
customer service and sales must be 
prepared to deal with ensuing com-
plaints. Customers typically ask 
about the price model’s complexity 
(“What belongs to a region? What 
doesn’t?”) or fairness (“Why is my 
region more expensive than X re-
gion?”). In B2C business, Internet 
retailers should set up a FAQ page 
for customers; on the B2B side, 

sales team members should be given ar-
gumentation guidelines to handle com-
mon inquiries with confidence.

Conclusion: Think globally, 
price locally—if the 
conditions are right.

The regional differentiation of prices in 
the Internet is not limited to domains 
or countries. If you can regionally group 
customers by their willingness to pay, 
and thereby ensure that they do not want 
or are not able to buy specific services 
from other regions, then you have ful-
filled the prerequisites for regional price 
differentiation. 

In the “real” marketplace, price differ-
entiation is a common means of tapping 
your customer’s willingness to pay. Yet if 
you can master regional price differentia-
tion in the Internet, including the chal-
lenges of complexity and communica-
tion, the payoff could be substantial.

If you can master regional price 
differentiation in the Internet, 
including the challenges of 
complexity and communication, 
the payoff could be substantial.




