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Discrete Choice Pricing Studies: 
A Hierarchy of Designs to Think About

For new products or existing products, a 
discrete choice pricing study (DCP) has 
many advantages over an observational 
one. However, the attributes included 
in the DCP have a great bearing upon 
the study’s success and applicability. In 
this article, the author offers guidelines 
for choosing which attributes to include 
in a DCP in which pricing is the focal 
point. Author Walter R. Paczkowski, 
Ph.D. is the founder and president of 
Data Analytics Corp. He is currently on 
the faculty of the Department of Eco-
nomics, Rutgers University (Adjunct) 
and formerly with the Department of 
Mathematics & Statistics, The Col-
lege of New Jersey (Adjunct). He can 
be reached at walt@dataanalyticscorp.
com.
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When a discrete choice 
study is designed, espe-
cially with pricing as the 
focal point, a major de-

sign issue to handle is what attributes to 
include in the study. This article outlines 
some guidelines. But first, let’s put a dis-
crete choice pricing study in perspective.

For new products or existing products, 
a discrete choice pricing study (DCP) 
has many advantages over an observa-
tional one. Observational studies, based 

on data maintained in a data warehouse 
or data mart, are fraught with data is-
sues, such as multicollinearity, omitted 
variables, and missing data to mention 
just a few. A DCP study avoids these is-
sues by the very nature of having a de-
sign to collect and analyze the data spe-
cifically for the purpose of studying the 
effect of price on choice of the product 
or service.

In a DCP study, the pricing analyst cre-
ates sets of alternative products, which 
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Figure 1: Discrete Choice Pricing Study Design Hierarchy

may or may not currently exist in the 
market, each product consisting of a 
group of features or attributes. The sets 
are called choice sets and the products 
are choice alternatives within a set. The 
consumer is asked to choose one of the 
alternatives from each choice set shown 
to him or her. 

Weights, sometimes called partworths, 
for the attributes making up the alter-
natives are estimated from the resulting 
choices. These partworths are then used 
to calculate the probability that each 
alternative will be chosen. Choice elas-
ticities, based on these probabilities, are 
easily calculated.

Many design issues have 
to be addressed in a DCP 
study, not the least of which 
is the specification of the 
composition of the alterna-
tives making up the choice 
sets. In general, we can di-
vide the design of the com-
positions into four groups1, 
not all of which, however, 
are applicable to a pricing 
study:

1. Brands-Only

2. Attributes-Only

3. Brands and Attributes

4. Brands and Attributes with Interac-
tions

These form a hierarchy of specifications, 
each more complicated than its predeces-
sor and each giving different insightful 
results for pricing.

Brands-Only Designs
A Brands-Only design is the simplest 
choice design in the sense that the com-
ponents are just the competitive brands 
in the market. Consumers are presented 
with a list of the brands as a choice set 
and are asked to choose one from the 
list, perhaps the one they are most likely 
to buy from. 

The brands do not have to be brand 

names per se (such as Tide, AT&T, or 
Pepsi), although they typically are. They 
could be generic names reflecting a ser-
vice concept such as economy-class and 
first-class on an airline or a set of slo-
gans for marketing messages. A MaxDiff 
study rather than a discrete choice study 
is best for these types of choice sets.

This design is not useful for a DCP 
study simply because prices are not in-
volved. Some may be tempted to just 
provide a list of prices rather than brands 
or concepts, but since consumers will 
always take the lowest price nothing will 
be learned: the lowest price will always 
dominate all others.

Also, some may say that this design is 
useful for pricing because the reputation 
of the brand name reflects a perception 
of value as measured by price. So the 
brand name is a surrogate for price. This 
may be true to an extent since different 
brands are often associated with different 
price levels, but price could also be con-
founded with other attributes that reflect 
quality so a clear statement about a price 
effect is not possible. But more impor-
tantly, price elasticities cannot be calcu-
lated so effects on key business metrics 
such as revenue cannot be determined.

Attributes-Only Designs
Comparable to a Brands-Only design, 
only attributes are used in an Attributes-
Only without regard to the brands. Ex-
amples of attributes would be price, 
package size, package weight, product 
color. Basically, these are factors useful 
for marketing strategy development or 

new product development. Price is cer-
tainly a major factor since it determines 
revenue and is included in the list. Brand 
name, however, is not included.

The advantage of this design is that 
price, the focal attribute, is clearly distin-
guished from other attributes so that the 
marginal effect of price on choice and 
other key business metrics can be un-
ambiguously calculated; in other words, 
price elasticities can be calculated. 

There are four disadvantages, however: 

• First, competitive brands are ignored 
so that we’ve gone to the other extreme 

from the Brands-Only design. Only the 
own-brand can be studied. 

• Second, research has shown that brand 
name is a cue used by consumers for 
judging the quality of a product; not the 
name per se but the reputation behind 
the name. Ignoring the brand ignores the 
effect of the reputation. 

• Third, higher familiarity with a brand 
often leads to a less elastic demand mere-
ly because consumers know the value of 
the product. 

• Finally, brand name tends to have a 
greater effect on product evaluation at 
higher prices than at lower ones. This all 
points to an interaction between brand 
name and price. An interaction shows 
how the effect of one attribute on choice 
depends on the level or setting of anoth-
er attribute. Omitting the brand name 

Discrete Choice Pricing Study 
Design Hierarchy 

  Design 
Attribute Components    Complexity  Pricing Usefulness  

Brands‐Only 

Attributes‐Only 

Brands/Attributes 

Brands/Attributes/Interactions 

None 

Own‐Price Elasticities Only 

Own‐ and Cross‐Price Elasticities 

Brand Elasticities 

Low

High
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omits this brand-price interaction.

The implication for pricing is that the 
price elasticities can only be own-brand 
price elas ticities. The pricing analyst can 
only tell how one of his/her own prod-
ucts does against another, not against a 
competitor. This would be acceptable if 
the issue is cannibalization of a 
product line by another product 
in the line. Cross-brand price 
elasticities reflecting the impact 
of what a competitor might do 
are impossible to calculate since 
the competitors, by definition, 
are not in the data. The useful-
ness of the price elasticities is re-
duced, but not completely with-
out some usefulness.

Brands and  
Attributes Designs
Consumers do comparison shop, not 
only within a brand’s line but also across 
brands. One of the advantages of a dis-
crete choice study in general is its mar-
ket realism: the study mimics market 
opportunities confronting consumers. 
Including brands along with the attri-
butes in a Brands and Attributes design 
is realistic. So the advantage is realism. 

Own- and cross-price elasticities can be 
calculated to show the effect on a brand’s 

choice probabilities if its (own) price 
changes as well as if another brand’s 
(cross) price changes. The usefulness for 
measuring impacts on key business met-
rics is clear.

A disadvantage is that interactions are 
still absent; only the main effects of 

brand, price, and the other attributes are 
measured. This design does not allow 
for the brand-price interaction which we 
said is important.

Brands and Attributes with 
Interactions Designs
A Brand and Attributes design with In-
teractions is the most general of the de-
signs because it allows for brands, attri-
butes, and their interactions. 

There are two-way, three-way, and high-
er interactions, although most studies 

would use two-way only. The reason for 
two-way is that the cognitive ability of 
consumers to consider more than two is 
severely reduced. The two-way interac-
tions could be between attributes such as 
price and brand name or price and pack-
age size. Price and brand name is the 
most common since the pricing analyst 

could calculate a different price 
elasticity for each competitive 
brand.

Recommendation
Designing a DCP study is 
not easy. There are many fac-
tors to consider. But one factor 
that should not be overlooked 
is the attributes. Since price is 
the focal attribute for a DCP 
study, extra thought has to be 

given to how consumers view price by 
some of the attributes, especially brand. 
Consumers would be more sensitive for 
some brands than others. The Brand-At-
tribute-Interaction design is the best to 
capture this differential pattern.

Endnote

1 This division is based on Raghavarao, Wi-
ley, and Chitturi. Choice-Based Conjoint 
Analysis (2011, CRC Press)

Cross-brand price elasticities 
reflecting the impact of what a 
competitor might do are impossible 
to calculate since the competitors, 
by definition, are not in the data. 
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Pricing: Why You’re Doing It Wrong 

I don’t know you. How can I know 
you’re pricing all wrong? Obviously, 
I don’t, and there’s a chance you’re 
actually doing it right, but years of 

pricing experience lets me play the odds. 
So in this article, we’ll look at the most 
common ways small business owners 
hold back their own businesses by pric-
ing badly.

Before we go into that, a quick primer 
on why this is so important.

Let’s take a simple example first. Many 
businesses start out as sole proprietor-
ships where the owner trades his or her 
time for money. (If your business is dif-
ferent, bear with me for a moment.) If 
you can bill 70% of the time (we’ll as-
sume 2,000 hours is full time– 50 weeks 
at 40 hours per week) at $75/hour, you 
make 2,000 x 0.7 x 75 = $105,000. Now 
suppose you can bill at $100/hr. If you 

keep the same 70% utilization rate, you 
make $140,000. 

Of course, you might lose some business 
(many small business owners are pleas-
antly surprised that their volume increas-
es as they raise their prices, but that’s an-
other story), but you could go all the way 
down to 53% utilization and still make 
the same money you made before. Plus, 
you now have an extra 350 hours of time 
in your year, to grow your business in 
other ways, spend time with your family, 
enjoy your hobbies, etc.

Let’s say you grow your business (you 
priced at $100/hr. and used the extra 
time and money to do a lot of business 
development), and you now have 5 sub-
contractors. You still bill clients for their 
time, but you also have to pay them. 

To keep the math simple, let’s say that 
each person costs you $60 per hour, plus 
you have $20,000 in fixed expenses for 
office space and other overhead. You 
keep them busy and billing 80% of 
the time and as junior people, they bill 
at $75. Now each employee brings in 
$120,000 in revenue and $20,000 in 
profit ($24,000 – $4,000 for their share 
of overhead). 

Now let’s say you increase their billing 
rate to $100/per hour. If you can keep 
their utilization at 80%, they now bring 
in $160,000 in revenue and $60,000 
in profit. In other words, when you in-
creased the rate by 33%, you increased 
your profit by 200%! Let’s say their uti-
lization falls to 60%, they still bring in 
$120,000 in revenue, but your profit has 
gone up to $44,000! In fact, your uti-
lization would have to fall all the way 
to 30% (600 hours per year) for you to 
make the same $20,000 profit per per-
son. This is powerful stuff.

Now imagine that you want to increase 
utilization, and you offer a price discount 
to $70/hr. How much more work do you 
have to get to make the same profit? You 

need to get to 120% utilization, which is 
a recipe for burnt out people.

The exact amount that price and volume 
changes impact your profit depends on 
your fixed and variable costs. High fixed 
costs *and* low variable costs generally 
push prices down, to cover fixed costs 
and drive volume. High variable costs 
must push high prices. But even within 
those guidelines, there’s a lot of flexibil-
ity.

Now let’s look at how you’re (probably) 
doing it wrong.

You’re pricing based  
on costs
The “easiest” way to set a price when you 
have no idea where to start is to look 
at your costs and mark up. There are 2 
problems with this.

1. It can be really hard to accurately al-
locate your costs, include all variable 
costs, etc. You can go nuts just trying 
to think about it. Why do that when:

2. Customers don’t care about your 
costs. They only care about the value 
they get. If you achieve some supply 
chain efficiencies and reduce costs by 
10%, do your prices go down 10%? 
Perhaps, but they shouldn’t automati-
cally. You should lower your prices if 
that will drive a volume change that 
will increase your profits.

You should have a basic idea of your 
fixed and variable costs. You can then 
sanity check your pricing to make sure 
you will actually make money. But don’t 
start with your costs. If you price based 
on your costs, you make the minimum 
you can viably make and stay in busi-
ness. This would be like Apple charging 
$299 instead of $499 for an iPad.

Many software startups try to calcu-
late server and support costs and derive 
a price from there. They are developing 
something innovative and valuable, but 

In this article, author Reuben Swartz 
explains the most common ways small 
business owners hold back their own 
businesses by pricing badly. The author 
also provides numerous pricing strategies 
that business owners can apply to grow 
their businesses and increase profits and 
efficiency without increasing workloads, 
staff or work hours. Reuben Swartz is 
President of Mimiran, LLC, a PPS 
CPP Faculty member, and a frequent 
PPS contributor and conference present-
er. His online pricing training courses 
can be accessed at www.PricingSociety.
com and he will deliver a presentation 
entitled “Pricing & Sales:  From Rivals 
to Allies” at the Spring 2012 Conference 
in Chicago (May 8-11, 2012). He can 
be reached via www.miriman.com or 
at reuben@mimiran.com. 
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Wal-Mart can’t provide great service, but it can provide 
cheap bikes. If local bike shops tried to compete with 
Wal-Mart on price, they would lose. So they sell more 
sophisticated bikes, with great service, catering to a 
different part of the bike market. 

pricing it like a commodity. This will 
lead to problems down the road.

You have no idea  
what your value is
It’s hard to price based on value if you 
have no idea what your value is. This 
is where a lot of people go wrong. They 
come up with something that they want 
to sell, or something that they can make, 
or something that they can build, and 
then try to figure out how to price it. 
This is when they usually revert to cost-
plus. The interesting question is not what 
can you sell it for, but what do customers 
buy it for? Customers need or want to do 
something. 

Depending on the customer, the way 
that gets expressed is very different. For 
example, if you need a car for transpor-
tation, your best bet, economically, is to 
buy a reliable used car. Yet many people 
buy new cars. And new cars run any-
where from a little over $10,000 to well 
over $100,000. Different buyers place 
different value on the different things.

To get an idea of your value, think about 
what your customers would do if they 
didn’t buy from you. Would they “do 
nothing” (keep doing what they do to-
day)? Buy from a direct competitor? Buy 
from a larger company? Buy from an 
indirect competitor (competition for the 
local sports bar includes not just other 
sports bars, but people’s own homes, and 
even the internet). In some cases, the al-
ternatives are dire. If you just developed 
a cancer drug that cures otherwise incur-
able cancer, your offering’s value is very 
high. If you sell something that’s directly 
substitutable, you have no pricing pow-
er– you are at the mercy of the market.

“Value” is really perceived differential 
value. This means that value is in the 
mind of the buyer. You can influence 
this perception, but ultimately the buyer 
decides. It’s also differential– compared 
to one or more alternatives. One problem 
many well run small firms have is com-
peting against “cheaper” alternatives that 
aren’t cheaper. For example, a boutique 
firm charges $200/hr and can complete 
a project for $50,000. A larger firm with 

less qualified staff charges $100/hr, but 
it will take more people, more time, and 
the total bill will be at least $60,000. 
Without help in perceiving the value, 
many buyers choose the “cheaper” $100/
hr option.

Notice further that your value is prob-
ably not related to the exact number of 
hours you work. So don’t price by the 
hour. All you do is invite complaints that 
you’re overpriced and join in a race to 
the bottom.

If you have a virtual good, try to scale 
the price the same way the value scales, 
at least in general terms. For salesforce.
com, they assume that value scales by the 
size of the enterprise and the needs for 

different features, and the number of us-
ers. The type of features required dictates 
the edition, which then determines the 
per user cost. It’s not a perfect match for 
value, but it’s reasonable.

You are trying to be cheaper, 
not better or different
Many small business owners don’t know 
how to compete against larger, more es-
tablished players, so they think they have 
to be cheaper to attract business. Unfor-
tunately, most of the value buyers don’t 
want “cheap” they want “value” and the 
lower price actually undercuts the value 
message. One enterprise software com-
pany could not get traction in the mar-
ket until they increased their price 50X. 
Buyers just didn’t think they were cred-
ible because their prices were too low.

There can be only one low cost provider 
in any market. In most cases, unless you 
have some defensible, sustainable cost 
advantage (think Southwest airlines), 

this will not be you. So don’t get in a 
price war with bigger competitors. All 
you do is transfer money to your cus-
tomers’ pockets, and greatly reduce your 
income. You have the advantage that you 
don’t need a huge slice of the market, so 
you can focus on a niche that perceives a 
lot of value in what you do. 

For example, Wal-Mart can’t provide 
great service, but it can provide cheap 
bikes. If local bike shops tried to com-
pete with Wal-Mart on price, they would 
lose. So they sell more sophisticated 
bikes, with great service, catering to a 
different part of the bike market. Almost 
any market can be segmented so you can 
deliver great value to a small niche, at 
higher prices and higher margins than 

the broader market. A corollary is that 
you can also segment the market to pro-
vide “enough” value at low prices to be 
very profitable if you have the right cost 
structure. This is how Microsoft came to 
dominate desktop computing.

When you pursue your market segment, 
you will find prospects in nearby seg-
ments who don’t value what you do the 
same way you do. That’s OK. The sooner 
you can identify that they are not really 
in your market segment, the more time 
you can save. As a small business owner, 
every minute that you waste is a minute 
not spent growing your business, enjoy-
ing your family, or sleeping.

You don’t believe  
in your own value
Most conversations with small business 
owners about value end up with “OK, 
but I can’t charge that, that’s twice what 
I charge now.” Why not? Because funda-
mentally, they don’t think they are worth 



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

6 April 2012

it. They are embarrassed about their cur-
rent prices, let alone the potential future 
prices. If you don’t believe in your value, 
you can’t expect your customers to be-
lieve in it, either. Don’t kid yourself and 
inflate your value, but if you have the 
numbers to back it up, be proud of it. 

When you talk about 
pricing, never sound 
apologetic. Make price 
part of the value. If you 
walk into a Ferrari deal-
er, they will tell you all 
about the car, includ-
ing the price. They don’t 
go into an embarrassed 
whisper. 

You fear price 
objections
A related problem is 
fearing price objections. 
When someone tells you 
that you are too expen-
sive, it’s a great chance 
to explain why you are 
different, better, and an 
overall better value. It’s 
also the only way you 
can know if you’re charg-
ing enough. If you nev-
er get price objections, 
you have a big problem. 
When you explain your 
pricing, without apology or reference 
to your costs, your customer can either 
agree and buy (great outcome) or push 
back. They may not perceive some as-
pects of the value you profess. They may 
not even be in your target market. Or, 
they may simply not have the budget. 

You surprise your prospects 
with your price
Prospects should not be shocked when 
they see the price. (“Sure, the Ferrari 
sounds great– can you send me a pro-
posal? … “What, this is way out of my 
budget, I only had $20,000.”) Even if 
you don’t know the exact price when you 
start discussions with a client, you can 
give a range, or a “starting from…” 

For example, I recently had someone in-
quire about a pricing workshop. I gave 

a brief outline of some options in an 
e-mail, and noted that prices depend on 
the solution, but start at $5,000. That 
was more than he wanted to spend, so 
we all saved a lot of time. If instead, 
we had been embarrassed to talk about 
price, I might have wasted my time and 
his finding out more, creating a proposal, 

etc, only to find that it was never a fit. 

Even if there is a potential match, don’t 
surprise your prospects. If you can’t 
quote a price on your website or in your 
initial discussion, start discussing prices 
as soon as you have collaboratively devel-
oped a potential solution. Some people 
say this puts you in a bad negotiating 
position. I say it saves everyone time and 
helps you become a real partner to the 
customer. 

You can start upfront with some rang-
es (“in past projects like this, we have 
charged between about $40,000 and 
$100,000. I know that’s too big a range 
to be useful, but we can adjust who does 
what and how much we get done in this 
phase to suit your needs”). 

After more detailed discussions, you 
can offer a preliminary proposal with a 
menu of options. This way the customer 
pays for what is valuable to them, and 
you don’t waste your time on things that 
aren’t valuable. Whatever you do, the 
price should not be a shock on the pro-
posal.

You have no plan  
for negotiation
Now even if every-
thing has gone relatively 
smoothly, you will of-
ten get drawn into nego-
tiations. This is often a 
symptom that you didn’t 
understand what the 
buyer(s) really needed and 
how they make their deci-
sion. 

In some cases, you need 
to help buyers understand 
their own problem, be-
cause they may not have 
the expertise to diagnose 
it properly and formulate 
the right solution on their 
own. In any case, cus-
tomers will push back on 
pricing, even after hear-
ing your value message. 
The important thing here 
is having a plan and ex-

ecuting it. Many people forget to prepare 
for this step, and then, in the heat of the 
moment, end up discounting the heck 
out of their business. 

Be prepared to trade value – don’t just 
give away value. For example, a custom-
er might get a discount in exchange for 
paying early, pushing the delivery date 
back, doing a case study for your web 
site, committing to a certain volume, ac-
cepting a reduced service level, or some 
other mutually beneficial exchange. Be 
willing and able to take something away 
if the customer doesn’t value it. The plan 
should never be “just discount up to 
X%.”

You think you need 1 price
Following on from the previous point, if 
you have different discounts for different 

When someone tells you that you are too 
expensive, it’s a great chance to explain why 
you are different, better, and an overall better 
value.
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If you provide something 
valuable, your customers 
will understand that you 
need to change the way 
you price it sometimes.

scenarios, you have, in effect, different 
prices, even if you only sell one offering 
at one price. No matter what “optimal” 
price point you pick for your offering, 
you will leave money on the table with 
some customers, and price others out of 
the market. 

You can use good/better/best offerings 
to sub-segment your market. This is 
what car makers do with different trim 
lines, what Apple does with different 
iPad models, and, more subtly, what res-
taurants do with early bird specials and 
movies do with matinee and senior pric-
ing. Software is particularly amenable to 
this kind of thinking, as it’s easy to cre-
ate different editions with different value 
to slightly different audiences. 

You’re too busy
“I can’t keep enough inventory. Every-
thing sells out as soon as it’s available.”

“I’m so stressed out about all the proj-
ects we need to deliver. I’m not sure how 
we’re going to get them done.”

These are the good problems to have– far 
better than the reverse. Yet they can still 
make life miserable for the small busi-
ness owner, her employees, and family.

I like to say “you don’t have a supply 
problem, you have a pricing problem.” 
Many of the folks making these com-
plaints haven’t raised prices in years. 
They are not even keeping up with infla-
tion, let alone increases in the perceived 
differential value of their offering. Being 
“too busy” is a symptom that you are not 

managing demand well. 

Going back to the introduction, what 
would you rather do: work half the year 
on the best projects, or delivering to the 
best customers, 
who really care 
about what you 
do, or working 
all year, getting 
really stressed 
out, losing out 
on family time, 
and making the 
same money? 

The market sets 
the maximum 
price you can charge (as limited by your 
perceived differential value), but it’s up to 
you to charge it. Going back to planning 
for negotiation and needing more than 
one price, you can use pricing to help 
move demand to off-peak times. 

Thinking that you have to 
get it all right the first time
No matter how strategically and cleverly 
you think about pricing, no matter how 
well you think you know your market, 
things change and you will need to re-
vise your pricing from time to time. This 
can be simple tweaks, like a small price 
increase in January (good to do small, 
regular price increases so customers are 
used to them and you never end up hav-
ing to do a huge price increase to stay 
in business), to changing discount pro-
grams, to completely changing the way 
you price.

Communicate as openly and honestly 
as you can with your customers. If you 
provide something valuable, your cus-
tomers will understand that you need to 
change the way you price it sometimes. 

For example, 
many companies, 
including soft-
ware companies, 
change the price 
they charge new 
customers, while 
keeping old cus-
tomers on their 
familiar payment 
plans. This keeps 
your customers 
from getting up-

set and is helpful if it’s viable technically 
and economically.

You’re doing it right
If you’ve made it this far and you’re 
thinking, “none of this applies to me,” 
then you are doing a great job and I 
might want to hire you. All these things 
are much easier said than done. Even as a 
“pricing expert” I have been guilty of all 
of these things at one (or more) time or 
another.

Take a look back through this list and 
see where you can apply some tips to im-
prove your pricing, your business, and 
your life. Small improvement can mean 
amazing changes. As one of my custom-
ers said to me a few months after a price 
increase, “thank you for my new patio.”
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Third-Brand Offerings in the Telecom Industry 
In a commodity market such as telecom-
munications, successfully launching a 
third brand offering can be challenging, 
especially from a pricing perspective. In 
this article, the author outlines the five 
golden rules for this type of launch, and 
provides best practices for pricers in mul-
tiple industries for planning to launch 
third-brand offerings. Dr. Ekkehard 
Stadie is a partner and global head 
of Simon-Kucher & Partners’ telecom 
practice. He can be reached at Ekke-
hard.Stadie@simon-kucher.com.

A third-brand offering is de-
fined as a product that is dis-
tributed under the brand of 
a sales channel partner. In 

the telecom industry this is quite com-
mon, especially in the prepaid segment. 
This approach enables telecom provid-
ers to penetrate the customer base of a 
third party through an already rolled 
out distribution system and benefit from 
an existing brand in the consumer mass 
market in terms of brand awareness, rec-
ognition and brand image. It is driven by 
the fact that customers are more familiar 
with telecom products and the purchas-
ing process for telecom products is be-
coming increasingly commoditized. The 
five golden rules for a successful third 
brand offering are:

#1 Ensure that the management set 
clear brand-specific strategy guide-
lines concerning target group, price-
value positioning and level of price 
aggressiveness. In the underlying case 
the third-brand offering was targeted on 
the price-sensitive customer segment that 
was not penetrated by the company’s 
main premium brand. Due to ongoing 
competitive pressure the company risked 
losing price-sensitive customers to low-
er priced competitors. The third brand 
should act as an internal fallback option 
for these likely to churn price-sensitive 
customers and should be perceived as a 
price “leader” through a “no-frills” strat-

egy, but without really undercutting the 
price of the main competitor to avoid 
price erosion in the market. Further-
more innovations had to be attributed 
only to the main brand. This led to clear 
guidelines regarding which price mod-
els might be offered under which brand. 
The overall goal was to protect the main 
brand and limit risk of cannibalization 
– the management defined a clear-cut 
threshold. Guidelines like these are es-
sential for subscriber growth and neces-
sary to circumvent brand dilution, price 
erosion or cannibalization.

#2 Be aware that a new brand comes 
also with a new market positioning 
(attacker) that requires a market lead-
er to undergo a certain shift in mind-
set. Developing a differentiating product 
portfolio in a commodity mass market 
with high fixed costs and low custom-
er willingness to switch is challenging, 
however, even more so for an incumbent. 
Incumbents have to be aware that they 
are entering the market under a third 
brand as an attacker. You need to ensure 
an attacker-like offer by de-bundling the 
default market offer model to achieve a 
perceived price leadership. 

#3 Remember that not only the brand 
but also the sales power of the distri-
bution partner provides core guide-
lines for offer design. Besides the route 
guiding principles that are set by the 
management of the main brand, there 
are also restrictions coming from the 
sales partner. The established offer-
ing has not only to correspond to the 
brand values, for example, providing fair, 
transparent and price worth products, 
but also has to ensure that the product 
matches the partner’s sales processes. A 
food retailer might be less experienced 
with selling a telecom product and pro-
vide only a limited service level at POS 
compared to an electronic department 
store. Therefore offering a simple product 
supporting a smooth selling process has 
to be the management’s main target.

#4 Choose the optimal sales partner 

for distributing the product carefully. 
The core decision criteria to identify the 
most promising sales partner(s) are stra-
tegic fit to your positioning (e.g. fit to 
“no frills” or target group), size of market 
potential (number of distribution chan-
nels, number of POSs, market share in 
their respective market, regional cover-
age), distribution cost (e.g. brand fee, 
POS material) and the sales brand. The 
brand heritage should fit to your product 
category or should be adaptable enough 
to cover also your product category. The 
absolute number of alternative sales part-
ners for one product is limited due to 
potential customer overlaps and therefore 
growing cost of acquisition as fixed in-
vestments (marketing spend, POS mate-
rial, brand fee) result in fewer additional 
gross adds. 

#5 Secure a cutting-edge communica-
tion concept for market launch. For 
market launch under the sales partner’s 
brand, the new product could be tied 
to existing brand elements to facilitate 
brand extension. Brand values have to be 
carefully transferred to the new product 
and an integrated communication con-
cept with an attractive, differentiating 
marketing approach has to generate the 
required product brand awareness.

Increasingly more industries are matur-
ing and many products are developing 
into commodities. These developments 
are a big challenge for global telecom 
providers. This includes pricing, offer 
design and brand strategy for second 
and third brands. It also implies having 
guidelines, frameworks and systems in 
place which ensure that the combina-
tion of first, second and third brands are 
devised optimally. There are prominent 
examples, particularly in the automotive 
industries, where second brands became 
— at least in the perception — more 
successful than premium brands. This 
had negative consequences for manage-
ment and market performance. Clear 
rules and an honest attribution of costs 
to the variety of brands help to avoid 
these conflicts.



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

April 2012 9

How to Avoid Being Just Another Commodity
In this article, the author gives examples 
of pricing strategies that will help pricers 
circumvent these commoditization traps 
and capture the price that awards a 
product’s value. Paul Hunt is the presi-
dent of Pricing Solutions and a frequent 
PPS contributor, instructor and present-
er. He can be reached at phunt@pric-
ingsolutions.com. Paul will be leading a 
workshop on “Building a High Impact 
Pricing Strategy” at the 23rd Annual 
PPS Spring Conference in Chicago on 
May 9. He also writes a pricing column 
that appears monthly in the Financial 
Post (www.financialpost.com).

Marketing professionals work 
hard to bring innovative 
new products to market, 
but often the customers’ 

procurement department figures out 
ways to commoditize the product thus 
negating the pricing power that you 
expect to get out of an innovation. The 
result is poor profit margins and less 
investment in innovation — not an ac-
ceptable formula for long term success. 
This trend is prompting some marketers 
to find ways to make sure they capture 
a price that rewards the value they have 
created. Here are a few examples:
 
1. Pay per use. Pay per use is common 
for services and subscription based prod-
ucts.  In recent years, it has been intro-
duced as a new pricing model for hard 
goods.

• A manufacturer of aircraft compo-
nents developed a tire that would last 
longer than anything else on the mar-
ket.  Despite being a premium product, 
customers had a difficult time accept-
ing the premium price.  The manufac-
turer regrouped and set the pricing strat-
egy based on the key benefit:  increased 
number of landings.  Instead of buying a 
set of tires, customers would pay for each 
landing they achieved with the new tires.  
The lower per-use price appealed to cus-

tomers and generated higher revenues 
than the manufacturer forecasted with 
its original pricing strategy.

• In healthcare, large capital investments 
for equipment are necessary but difficult 
with tight budgets.  A medical device 
manufacturer developed a new delivery 
system for anesthesia and introduced 
a pay-per-procedure model.  Hospitals 
would essentially “rent” the equipment 
and pay for each time the device was 
used.  The pricing model was a huge 
shift in thinking for the healthcare in-
dustry but made it easier to adopt this 
device because they didn’t have to bud-
get for a large capital expenditure.

Pay Per Use is an effective strategy 
when the customer doesn’t want to 
make a large capital investment and the 
manufacturer can generate recurring 
revenue from frequent product use.

2. Pricing based on Cost-Benefit Anal-
ysis. Cost-Benefit analysis is a regular ex-
ercise for procurement departments eval-
uating between product offers.  It can 
also be an effective exercise for a Pricing 
Manager to do when setting prices.

• A medical equipment manufacturer 
developed a new line of hospital beds.  
Based on specifications, these beds did 
not appear to be different than existing 
beds but they were twice the price.  The 
manufacturer knew its new line of beds 
had advantages over the competition 
so it invested in a cost-benefit analysis.  
With the results, the manufacturer was 
able to show that its beds reduced work-
place injuries, therefore reducing time 
off and worker compensation costs.  The 
savings made up for the premium price 
of the bed and sales took off.

Proving to your customers the long 
term savings that can be achieved with 
an investment up front can drive suc-
cess.

3.  Pay what you want. This strategy 
has gotten a lot of press, but the results 

have been fairly dismal…..except in a 
few very unique situations.   Instead of 
the marketing team selling the value of 
the product and setting the price, the 
customer determines the value and pays 
accordingly.

• The band Radiohead released its last al-
bum as a digital download and listed the 
price as “up to you.” The strategy gener-
ated publicity and interest in the album.  
However, Rolling Stone reported that 
while the album was popular, most fans 
decided Free was the best price for the 
digital download.

• Even organizations and individuals 
that are reliant on Pay What you Want 
have made some modifications to try and 
increase what they receive.  

An example:  I was at a “Busker” fest 
(e.g. street performers) recently.  It was 
very interesting watching them imple-
ment their pricing strategies. After they 
finished their act they pointed out what 
made them unique and the value that 
they brought: “Where else can you get 
to see world class entertainment like this 
and not have to pay a substantial price?  
I am only asking you for a minimum 
donation of $5!”  I used to give $1 and 
feel good about it…..not any longer!  In 
speaking to a few of the buskers they 
have found that the donation size has 
gone up….more than enough to offset 
any loss in the number of donations!

“Pay What You Want” is necessary in 
some situations (e.g. not-for-profit, busk-
ing, etc.) but even they are setting refer-
ence prices to push their constituents to 
“dig a little deeper.” And when it comes 
to consumer goods, “Pay What You 
Want” will bring out the spendthrift in 
all of us.

Be sure you are not letting yourself be 
commoditized. Remember, when it 
comes to pricing it is just as important 
to have the right pricing model as it is to 
have the right price. 


