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Adaptive Choice Based Conjoint

The success of many marketing and 
pricing initiatives often lies in a thor-
ough understanding of how purchasers 
make decisions, which makes the mod-
el chosen for predicting buyer behavior 
and conducting market research cru-
cial to the success of any pricing initia-
tive. In this article, author Nicholas 
Pompa discusses the strengths of Adap-
tive Choice Based Conjoint (ACBC) as 
compared to traditional conjoin ap-
proaches in new product pricing. Pom-
pa is a Consultant and Simon-Kucher 
& Partners. He can be reached at 
nicholas.pompa@simon-kucher.com.

The success of many marketing 
and pricing initiatives often 
lies in a thorough understand-
ing of how purchasers make 

decisions. There are countless tech-
niques to understand buyer preferences 
and model buyer behavior. These tech-
niques range from simple rating scales 
and product rankings to more complex 
methods designed to mimic real world 
decision making, such as conjoint ap-
proaches that replicate buying behavior 
and force respondents to make tradeoffs 
between products.

The purpose of this article is to provide 
insight into the strengths and weak-
nesses of different methodologies used 
and to provide a better understanding of 

how to apply them in order to derive the 
best possible data. We will discuss Adap-
tive Choice Based Conjoint (ACBC), an 
innovative technique that delivers high 
quality data on buyer decision making 
for complex products.

Traditional conjoint approaches such 
as Discrete Choice Modeling are lim-
ited in their ability to study many dif-
ferent product attributes. Typically only 
a low number (fewer than 6-8) of at-
tributes can be studied without fatigu-
ing respondents and thus lowering data 
quality. ACBC overcomes these chal-
lenges by interacting with and learning 
from each respondent individually and 
subsequently narrowing the study to the 
most relevant attributes. Answers from 
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each question are used to adapt follow-
ing questions and ensure all choices are 
100% relevant for that particular respon-
dent. This allows the survey to collect all 
the relevant data it needs without asking 
extraneous questions.

Due to its respondent-specific nature, 
the ACBC can be used with smaller 
sample sizes than traditional conjoint 
approaches. While ACBC can take lon-
ger than traditional techniques, respon-
dents are more engaged. The increased 
length does not seem to be a major prob-
lem. Creators of conjoint software have 
found that respondents seem to prefer 
the ACBC testing experience more than 
other conjoint methods since it is less 
monotonous and more tailored to their 
specific interests. An additional benefit is 
the way that ACBC treats price. 

In traditional 
studies, price is 
treated as another 
attribute, which 
limits testable 
prices (usually be-
tween 3-7). Tra-
ditional conjoints 
may also pair pre-
mium prices with 
a concept com-
posed of non-pre-
mium attributes 
in some scenarios, 
resulting in non-
meaningful data. 

In contrast, with 
ACBC the re-
searcher can assign 
incremental prices 
to different attri-
butes of the prod-
uct. These prices 
are then summed 
for each product 
concept shown to 
get a realistic esti-
mate of the buyer’s 
willingness-to-pay. 
Varying prices us-
ing this method 
allows for more 
realistic price sce-

narios and gives the researcher more flex-
ibility when modeling price.

Example ACBC
A typical ACBC uses the following 
structure:

1. Build Your Own Section

2. Screening Section

3. Choice Tasks Section

Each section contains a different style of 
questions that mimic how buyers make 
decisions. Each of these sections will 
be illustrated in the following example, 
where a medical diagnostic machine is 
tested via ACBC.

Build Your Own Section:
In the first portion of the interview, the 
respondent is introduced to all possible 
product characteristics that are to be 
tested in the questionnaire. He is first 
asked to select the attributes that are im-
portant to him when purchasing a new 
diagnostic analyzer for his hospital/lab. 

Example: In Figure 1, the respondent has 
chosen type, brand, throughput, foot-
print, samples on hand, calibration, and 
24-hour service availability as important 
attributes. Our respondent has also told 
us that assay spaces onboard and test 
menu are not important to his purchase 
decision. This is the first place where the 
ACBC learns from the respondent and 
will not ask any questions to the re-
spondent about the two attributes they 
deemed “not important.” This prevents 
asking irrelevant questions and collect-
ing non-meaningful data.

The respondent is then asked to build 
his ideal product. It is possible to assign 
specific price premiums to each level in 
order to understand the customer’s will-
ingness-to-pay.

Example: As shown in Figure 2, the re-
spondent has chosen an immunoassay 
machine produced by Manufacturer A 
with the capacity of 200 tests/hour, 29 
samples onboard, a footprint of 17 sq ft, 
24-hour service availability, with cali-

Figure 1

Figure 2
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bration required every 7 days. The “level 
price premium” for each level he has 
chosen is summed to show him that his 
machine will cost him $119,000. If that 
price is more than he wants to spend, he 
can change or remove levels until a bal-
ance is found. This is the second place 
where ACBC learns from responses to 
customize future questions. It uses the 
respondent’s answer to generate a full list 
of product concepts to test during the 
survey that include all possible product 
attributes, but makes sure to focus on 
the ones the respondent preferred.

Screening Section:
In the second section the respondent is 
shown about 7 screens, each one con-
taining 3-5 product concepts. On each 
screen, he rates each concept as ei-
ther “A possibility” or “Won’t work for 
me” (see figure 3). After he has rated 
product concepts on a few screens, the 
previous answers are scanned by the 
ACBC program to determine whether 
there are any particular levels that the 
respondent has systematically avoided 
as “Won’t work for me.” If so, the re-
spondent is asked directly if the level 
is considered “totally unacceptable.” If 
that level is deemed “totally unaccept-
able” it will be avoided in future ques-
tions. 

For example, if the lab does not per-
form immunoassays, it does not make 

sense for our survey to keep that level 
in for future questions, so it will be re-
moved. The process is also done for lev-
els for which the respondent systemati-
cally selects “A possibility” and, when 
prompted, identifies them as “must 
have.” Once again, this helps ensure 
that the respondent sees concepts most 
relative to them and does not force 
them to make unrealistic tradeoffs. The 
model keeps track of this information 
and as an end result will generate re-
ports about what levels were deemed 
“must haves” or “totally unacceptable.”

Choice Tasks Section:
In the last section, respondents see 
screens with 2-4 prod-
uct concepts and must 
choose the most desir-
able. Respondent pref-
erences from previous 
sections are factored in, 
so concepts should be 
the most relevant to the 
respondent and thus 
mimic a real-life final 
decision. The prod-
uct selected out of the 
group on each screen 
is carried over to the 
next screen and put up 
against 1 or 2 other 
concepts in a tourna-
ment fashion over the 
course of 7-9 screens 

until one product is revealed as the re-
spondent’s choice to purchase.

ACBC yields meaningful results both 
directly and through indirect modeling. 
Directly, it is possible to measure the 
percentage of respondents who selected 
attributes as important when build-
ing their ideal concept. For instance, it 
is possible to analyze what percentage 
of respondents would select “calibration 
frequency” as important to them when 
selecting a machine, as well as what per-
centage of respondents would prefer 
“500 tests/hour” (considering the addi-
tional cost). 

It is also possible to directly examine 
which attributes are least and most de-
sirable from the screening section. This 
type of analysis gives researchers insight 
into respondent preferences and how re-
spondents narrow the field of products 
when making a decision. Understand-
ing how respondents make purchase 
decisions can also provide insight into 
potential market segments. This allows 
researchers to test if different segments 
have different price sensitivity and in-
form potential pricing or contracting 
strategies. 

Indirectly, it is possible to model each 
respondent’s behavior to gain an under-
standing of the degree to which each 
attribute is valued by that respondent 
and the likelihood to purchase differ-

Figure 3

Figure 4
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ent products. This can then be extended 
over the entire sample to understand the 
market share and revenue- optimization 
of different product concepts. This can 
be helpful not only in modeling the cur-
rent situation, but also in testing the suc-
cess a new product expects to achieve in 
the marketplace based on various perfor-
mance scenarios. 

ACBC is an exciting new research tech-
nique that allows marketers to under-
stand how consumers make purchasing 
decisions for complicated products with 
clarity that is not possible using other 
methods. But as with other research 
methods, it is important to understand 

in which situations to use ACBC. One 
particular weakness is the inability to test 
fixed concepts, such as specific existing 
products. 

Consequently, ACBC is better suited 
to simulating future scenarios. ACBC 
would be the best method for a marketer 
looking to simulate the future launch of 
new products. The ability to test a large 
number of attributes and levels means 
that even if exact product specifications 
are not currently available, marketers can 
test and model a wide range of outcomes 
(worst, likely, best, etc), thus understand-
ing the implications of all possible sce-
narios. SKP has found this to be a partic-

ularly useful tool when strategic decisions 
must be made in the face of unclear fu-
ture competitive situations. ACBC can 
be used in situations where adaptive con-
joint analysis (ACA) would typically be 
used but it is necessary to test additional 
attributes or to understand the buyer’s 
purchasing behavior in greater detail. 
As with the other research methods dis-
cussed in previous “Behind the Curves” 
columns, ACBC can be an immensely 
powerful tool when used in the correct 
situations and can allow marketers to 
make better strategic decisions even when 
faced with larger uncertainties.

Figure 5

Figure 6
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IBM has recently introduced an in-
novative new line of servers. The 
eX5 line of servers features some 
truly exciting technology and, after 

reviewing IBM’s press release, it is clear 
that they have done their homework 
on how much that technology could be 
worth to customers. They have done a 
nice job defining in simple terms key 
value drivers and the financial benefits 
that customers can get – and some of the 
number are big, really big. Here are a 
couple of nuggets from the release.

IBM eXFlash technology would elimi-
nate the need for a client to purchase 
two entry-level servers and 80 JBODs 
(storage drives) to support a 240,000 
IOPs (Input/Output Operations Per 
Second) database environment, saving 
$670,000 in server and storage acquisi-
tion costs.

A 1,000 user SQL Server 2008 data-
base will cost $50,000 on a two-sock-
et eX5 system. IBM is expected to be 
the only vendor to deliver a two-sock-

et system in this space, therefore us-
ers of competitive systems will have to 
purchase a four-socket server to run a 
1,000 user SQL server database and 
pay $100,000. Pricing based on Mi-
crosoft List Pricing as of January 2010. 
Pricing model used is per processor li-
censing which is based on $24,999 per 
physical socket on the server (logical 
cores are not counted).

These numbers don’t take into account 
additional savings in space, power, labor, 
or maintenance. So what we have here 
is a really interesting dilemma. How do 
you price something that potentially 
brings hundreds of thousands – maybe 
even millions – of dollars of benefit over 
and above competitive offerings when 
those competitive products cost around 
$7,000?

In theory IBM could get a significant 
premium here. Based on the data above, a 
pure value-based pricing approach would 
point to prices that range from 3 to 50 
times what the competition is charging. 
After doing a little internet sleuthing, I 
found prices on the IBM Canada website 
that seem to indicate that new machines 
are priced roughly at parity with inferior 
competitive offerings.

Pricing innovations really does present 
a dilemma. On the one hand, why not 
go with premium pricing? Maybe cost-
conscious customers won’t buy, no matter 
how compelling the value is. Also, it is a 
safe bet that IBM wants to move quickly 
to grab share before competitors move in. 
And yet, the value seems so compelling. 
This is the other side of the Innovator’s 
Pricing Dilemma – worrying too much 
and under-pricing what seems like a 
breakthrough technology. Unfortunately 
this is what usually happens as nervous 
managers take the safe route.

So let’s assume a market share grab has 
something to do with this but let’s also 
give IBM credit for being a well-run 
company. What questions should they 

have addressed to support such low 
pricing?

For each unit sold, is there a significant 
stream of ancillary revenue from addi-
tional hardware, software, and services? 
If so, how much is it?

Do customers tend to be loyal? Put an-
other way is market share sticky? If so 
what is the value of each point of market 
share gained?

Is IBM’s technological advantage going 
to be short-lived? If so, how long before a 
credible competitor appears and what is 
their likely price point?

Pricing is so much more than analyz-
ing value and setting price levels pro-
portionally. As these questions indicate, 
it has to be conducted with a view to-
ward a specific set of strategic goals and 
honest assumptions about the competi-
tive environment. Did IBM get it right 
here? It’s hard to tell but my bet is that 
they have left a lot of money on the 
table.

The Innovator’s Pricing Dilemma
Bringing innovative products to market 
invariably presents the question: will 
customers pay premium prices because 
of the clearly defined product value? 
Or should innovators price in line with 
the competition? In this article, author 
Mark Burton discusses the dilemma. 
Burton is Co-Founder and Vice Presi-
dent of Holden Advisors, Co-author 
Pricing with Confidence: 10 Ways 
to Stop Leaving Money on the Table, 
frequent PPS Speaker, and Presenter 
of the “Pricing Certainty in Uncer-
tain Times” online workshop, currently 
available at www.PricingSociety.com. 
He can be reached at mburton@ 
holdenadvisors.com. 

IBM eXFlash technology 
would eliminate the need 
for a client to purchase 
two entry-level servers 
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The recession has tested even 
the most resilient business 
model.  Through it, Nord-
strom has glowed while Aber-

crombie & Fitch glowered.  What caused 
the disparity in performance between 
these two strong firms?  Their pricing 
strategies.

Performance Differences
As the February 2010 fiscal reporting 
season began, Nordstrom indicated rev-
enue increased by 11%, same-store sales 
were up by 6.9%, and profit soared by 
153%.  In contrast, Abercrombie & Fitch 
reported revenue decreased by 4.6%, 
same-store sales were down by 13%, 
and profit earnings plummeted by 31%.  
Such a disparity in performance deserves 
a closer, more strategic, examination.

Strategy Differences
During the Great Recession, Nordstrom 
expanded its range of prices.  For in-
stance, they introduced a new exclusive 
line of Elie Tahari professional women’s 
clothing priced 30% lower than Elie 
Tahari’s main collection.  Nordstrom 
also introduced the under-$100 Easy 
Money jean brand.  

This wider variety of price points wasn’t 
a new recessionary response for Nord-
strom.  Even before the Great Recession, 
Nordstrom’s price and quality points 
varied widely, from a $29.95 pair of 
Crocs plastic clogs to $1,000-plus pair of 
Jimmy Choo boots.

In contrast, Abercrombie & Fitch held true 
to its strategy of high-end fashion.  With 
prices reaching twice that of its competi-
tors and a healthy aversion to discount-
ing, Abercrombie and Fitch unfortunately 
found itself lacking the strategic flexibility 
of firm’s like Nordstrom.  Hence, when the 
recession hit and customers began trading 
down, Abercrombie & Fitch increasingly 
found itself irrelevant.

Price Menus: A Route 
through the Eye of the 
Pricing Storm
Whether you call it price menus, ver-
sioning, or price range management, the 
pricing strategy of offering customers a 
variety of quality and price points better 
enables the firm to remain relevant to its 
customers throughout economic cycles.  
When a firm offers only a single price and 
quality point, its ability to consistently be 
relevant to customers is greatly hampered.

Given a horrid economic climate, many 
retailers which failed to offer a broad 
enough range of price points were driven 
to reach deep into discounting in order to 
remain relevant to their customer base.

Unfortunately, discounting high qual-

ity goods generally destroys profits fast-
er than it creates customers.  As Sergio 
Marchionne, the new Chief Executive of 
Chrysler, correctly noted, “Unprofitable 
volume is not volume I want … We have a 
very good track record on how to destroy 
an industry – run the [plants] just for the 
hell of volume, and you’re finished.”  

In a similar sentiment, we should praise 
Mike Jeffries, Chief Executive of Aber-
crombie & Fitch, in his stated avoidance 
of discounting of “… we have never and 
do not ever plan to be a promotionally led 
business…”

From the cases of Nordstrom and Aber-
crombie & Fitch, we can detect the value 
of price menus in a firm’s pricing strategy 
as a means to avoid excessive discounting 
while still offering a wide variety of price 
points.  

During high economic turbulence, a busi-
ness needs to offer a broad and flexible 
range of price points in order to create and 
keep customers.  A pricing and product 
strategy that offers its customers a broad 
menu of price and quality points from 
which to select enables the firm to remain 
relevant throughout turbulence.

It would be unfair to state that Aber-
crombie and Fitch missed the boat.  Per-
haps it would be more fair to state that 
Abercrombie & Fitch placed a bet on a 
short and shallow recession with the ex-
pectation of holding its brand value high 
and remaining relevant for future pur-
chases (an outcome which still may come 
true).  In contrast, we can see that Nor-
dstrom spread its bets and found their 
hedging strategy of offering a wide range 
of price and quality points, a winner.

To get through the eye of an economic 
storm, these business cases indicate that 
price menu management is key.

Getting Pricing Right –  
Nordstrom vs. Abercrombie & Fitch

To get through the eye of an economic 

storm, price menu management is key 

as these contrasting case studies in pric-

ing strategy will demonstrate. Author 

Tim Smith, PhD, compares the pricing 

strategies and outcomes of leading re-

tailers Nordstrom and Abercrombie & 

Fitch during the recent economic reces-

sion and points to why Nordstrom has 

come out on top. Tim Smith, PhD is 

the Managing Principal of Wiglaf Pric-

ing and an Adjunct Professor of Mar-

keting at DePaul University. He will be 

presenting a new workshop – “Quanti-

tative Methods in Discount Manage-

ment” – at the Spring Pricing Confer-

ence in Chicago. He can be reached at 

tsmith@wiglafjournal.com.
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History has not been kind to 
price controls. During the 
French Revolution, caps on 
food prices that were lower 

than the cost of production encouraged 
merchants to keep their wares for them-
selves or sell them on the black market. 
During America’s first energy crisis in 
the 1970s, a policy meant to encourage 
oil exploration set higher prices for new 
oil than for crude from already-discov-
ered wells, leading to the withdrawal of 
“old oil” from the market. 

Recently, price caps meant to address hy-
perinflation in Zimbabwe have resulted 
in scarcity: Demand surged, inventory 
plummeted, and Zimbabwe’s manufac-
turers could no longer afford to buy the 
raw materials to produce more goods.

Among some policy makers and econo-
mists, however, price caps still enjoy 
a reputation for protecting consumers 
from artificially high prices in a market 
dominated by one or just a few sellers. 

In the United States price ceilings have 
been employed in a number of indus-
tries, including telecommunications (re-
member Ma Bell?), insurance, and the 
apartment rental markets of New York, 
San Francisco, Washington, D.C., and 
other major cities.

A price cap—particularly a high one—
tends to cause sellers to decrease pro-
duction, trying to drive up demand 
and therefore prices close to that price 
ceiling. 

Among proponents, “everyone believes 
that price caps work when we know how 
much demand for a good is out there,” 
says the Kellogg School’s Karl Schmed-
ders (Managerial Economics and Deci-
sion Sciences). 

If a product’s price is limited, the seller’s 
motivation to limit supply and thereby 
drive price increases is removed, so sup-
plies are plentiful and prices are low. But 
Schmedders and a friend from graduate 
school, energy expert Robert Earle, saw 
just the opposite in another example of 
price controls: the California electricity 
markets a decade ago. 

Although the markets opened without 
regulation for the first time in 1998, 
wildly fluctuating prices convinced regu-

lators to impose price controls on some 
parts of the market. But instead of mod-
erating electricity prices, the price caps 
seemed to be associated with raising 
them. As the caps were lowered through-
out 2000, the average price for electricity 
increased.

The difference between other markets 
and California’s electricity market, it 
seemed to Schmedders and Earle, was 
that the sellers could not accurately de-
termine in advance the demand for the 
electricity they were producing. De-
mand is subject to the whims of weather, 
among other things, and electricity—
unlike most goods—cannot be easily 
shelved for sale later. 

“Now we had to wonder about this tra-
ditional theory: How does it work in the 
face of uncertain demand?” Schmedders 
asks. Schmedders, Earle, and Tymon Ta-
tur, then a Kellogg School graduate stu-
dent and research assistant, set to work 
on a new mathematical model of price 
caps. Their work appeared in the Review 
of Economic Studies.

Price Caps and  
Uncertain Demand
For all the faith that some economists 
and policy makers have in old-fash-
ioned price caps when demand is known, 
Schmedders and his colleagues couldn’t 
find any relevant mathematical models 
in the research literature. Their first task, 
then, was to develop a model that de-
scribed this condition. 

Uncertainty Principles -  
Uncovering Flaws in Old Price Cap Notions

Most people believe that price caps 

work when market demand for a 

product or service is known. However, 

in the face of demand uncertainty, the 

opposite effect often occurs and a good 

deal of conventional economic wisdom 

may get overturned. This article, based 

on the research of Robert Earle, Karl 

Schmedders and Tymon Tatur, ex-

plores the effects of price caps in cases 

where demand is uncertain and the 

model developed by the researchers to 

predict these outcomes. More informa-

tion about the research and its authors 

can be found at http://insight.kellogg.

northwestern.edu/index.php/kellogg/

article/uncertainty_principles.

Figure 1 
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Just as they and economic theory an-
ticipated, the model showed that a price 
cap—particularly a high one—tends to 
cause a seller to decrease production, try-
ing to drive demand and therefore prices 
close to that price ceiling. But if the price 
cap is lowered toward the seller’s mar-
ginal cost, which is the production cost 
of the last unit of any hypothetical good, 
the market reaches an “efficient level.” 

Schmedders explains, “Usu-
ally you only get this efficient 
level with infinitely many 
producers—perfect competi-
tion—and because competi-
tion is so intense, you get the 
best possible scenario.” At 
that efficient level, consumers 
enjoy low prices and adequate 
supply while sellers make 
enough profit to continue to 
produce goods.

When the team worked through their 
model, inspired by the conditions of un-
certain demand they saw in California’s 
electricity market in 2000, the outcomes 
predicted by traditional price cap theory 
were reversed. 

According to the model, when demand 
was uncertain and price caps got closer 
to the marginal cost of a good, sellers 
chose to decrease production or with-
hold their products from market.

“The producer gets punished when 
there’s high demand and prices would 

have been high, but now the producer 
can’t charge a really high price because 
there’s a price cap. The ‘good’ uncer-
tainty for the producer gets cut off, but 
the ‘bad’ uncertainty is still there, so 
the producers reduce their production,” 
Schmedders says. 

Consumers do not get the goods they 
want, but sellers also do not get to ben-
efit from high demand. “On average,” 

Schmedders continues, “there’s lower 
production and higher prices, which is 
exactly the opposite of what the policy 
makers intended.”

Applying Results to  
Varied Uncertainty
These outcomes held even when the mod-
el was adjusted to reflect different kinds 
of uncertainty in demand. “The uncer-
tainty may be that the demand for a good 
is between 100 and 200 units and every 
number is equally likely,” says Schmed-
ders. “Or it could be the 150 to 160 units 
in the middle are much more likely to be 

in demand than those on the sides, like 
a bell curve.” No matter the particular 
kind of uncertainty, “these results apply if 
you have some uncertainty.”

Finally, the team constructed an econom-
ic world in which the “product”—unlike 
electricity—did not have an expiration 
date and could be sold later once demand 
had stabilized. Again the model showed 
that production did not increase, prices 

did not decrease, and neither 
the consumer nor the pro-
ducer realized benefits.

These many schemes demon-
strate that the team’s model 
is applicable to a variety of 
potential—and potential-
ly messy—conditions that 
might occur in any market 
in which demand cannot be 
determined with confidence.

With America’s economy battered by 
one bursting bubble after another and a 
new leader at the helm, “we may enter an 
era where people say more regulation is 
better,” Schmedders says. But he coun-
sels that one really has to weigh both 
the long-term and short-term downside 
of price caps against what they might 
achieve in the short run. 

According to Schmedders, “In the face 
of demand uncertainty, a lot of conven-
tional economic wisdom may get over-
turned.” 

With America’s economy battered by 
one bursting bubble after another and 
a new leader at the helm, “we may 
enter an era where people say more 
regulation is better,” Schmedders says.


