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7th PPS Annual Conference on European & Global Pricing:  Princesa Sofia 
Gran Hotel – Barcelona, Spain; 30 November - 2 December 2011.  Workshops 
and special events offered include:
•	 Global Pricing for Executives Summit
•	 Core Pricing Skills – Chethan Sharma & James Brown
•	 Maximising Profits with Razor Sharp Pricing Research Insights – Paul 

Hunt & Tony Hodgson
•	 Implementing Value Based Pricing – Frederik Van Bever & Daniel Soto 

Zeevaert
•	 Business-to-Business Pricing – Dr. Andrea Maessen & Philip Daus
•	 Pricing Negotiations – Marc Abels
•	 Advanced Pricing Skills – Dr. Manu Carricano
•	 Unit, Tiered, and Bundled Pricing – Tim Smith

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Rate Forecasting in  
Bid Environments

This article describes how the concept 

of price forecasting can be applied in 

industries where bidding is the norm.  

The key to this type of work is how 

the building blocks of bids are under-

stood.  In this article, the author also ar-

gues that cost-based pricing approaches 

introduce more risk to a business than a 

segmented market focused pricing ap-

proach. Patrick J. Taylor specializes in 

business and process improvement, and 

is Managing Director at Strategy Pro-

cess & Analysis LLC. He can be reached 

at pjtaylor@spna-llc.com. 

Contrary to popular belief, fore-
casting prices can be applied 
to a business where bidding 
new business is the norm. Ex-

amples of this include companies who 
do construction, engineered or technical 
services, architectural design, contract 
manufacturing, and large equipment 
manufacturing. 

In many cases, those bidding the busi-
ness in these types of companies do 
not believe it is possible to do anything 
better than using a cost-based pric-
ing approach. After all, every bid seems 
unique.  And because there will be a 

project wrapped around the bid, costs 
will be heavily scrutinized as it is deliv-
ered. 

However, it is not very often these busi-
nesses cannot apply the concepts of rate 
forecasting, even companies that sell less 
than a dozen systems per year.  In these 
cases, while a statistically valid pricing 
model could not be done, they still had 
the opportunity to use costs as the be-
ginning point for customer price discus-
sions.  Why? Because, our costs are not 
relevant to the customer! The customer 
only cares about the value the vendor’s 
solution will bring them relative to the 
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alternatives and what they will have to 
pay for it.

Excluding those data poor opportuni-
ties, let’s return to the idea of creating a 
model for forecasting pricing in a bid-
based industry. In this situation, we 
need to understand the key to apply-
ing forecasted pricing techniques lies in 
our ability to properly understand the 
building blocks of the bid.

For example, when a bid is built we typi-
cally see a buildup of the key project ele-
ments or components; e.g.

•	 Labor hours by an engineer times the 
engineer’s labor rate plus the margin 
goal or

•	 Hardware plus software plus Other 
Equipment Manufacturer’s parts plus 
the margin.

There are issues common to both of 
these examples: We still have to under-
stand where the value lies. We have to 
understand the ability of the customer 
to “cherry pick” our offer apart. That is 
can the customer buy the hardware else-
where at a 
better price?   
Or could our 
services be 
de-bundled?   
Can the more 
mundane ser-
vices we of-
fer be bought 
elsewhere?

In both cases 
the best ap-
proach is to 
look at our 
solution as a group of mini-offers. Each 
core piece of each mini-offer may garner 
a separate set of pricing curves. This is 
defined by how we have created our pric-
ing segments. 

For example: we are asked to quote and 
deliver an engineered service which in-
cludes both, labor intensive construc-
tion and some very technical design 
work. Let’s assume the engineering work 

will have to be done by a specialist.

Since from the customer’s perspective, 
the construction crew could be out-
sourced to a local crew that does all 
kinds of generic construction, the addi-
tional value to be monetized for this ele-
ment will be limited to factors like:

•	 The convenience of getting the full 
job done by one vendor,

•	 The reputation of the vendor for proj-
ect management expertise and on 
time/quality delivery or reliability,

•	 And/or availability of crew and equip-
ment when construction season is at 
its peak.

For the highly competitive item of con-
struction the question then becomes a 
matter of how much of a premium can 
we command for this, if any, beyond 
what can be paid elsewhere by our pros-
pect?

This logic is the same whether applied 
to the building of a highly complex ma-
chine with a heavy iron element, an IT 

solution 
whereby 
hardware 
is required, 
architec-
ture where-
by drafting 
services will 
be needed, 
and so on. 
Most busi-
nesses will 
sell some-
thing that is 
highly com-

petitive in nature. The difference is that 
when we look at a portfolio of simple 
finished goods products, it is often more 
obvious which ones these are. In bid 
based solutions we often blend these into 
our total bid and smear a target margin 
across all of it.

The price curve of the construction rates 
will most likely behave in a very differ-
ent way from the engineering rates. We 

should expect to see more fluctuations 
and greater peaks/valleys in the data as 
supply and demand move in the market.  

In most parts of this country, we can 
expect to see a seasonal shift in pric-
ing when the peak construction season 
picks up – thus allowing us to garner the 
“crew availability” premium. Failing to 
understand this means the difference in 
winning a profitable deal and losing one 
altogether.

Additionally, in this example’s sector, the 
geographical location and travel distance 
to the project will have a major impact 
on the pricing we can command.  Non 
Productive Time (NPT) or “Windshield 
Time” is a major factor in many of these 
bids. Our total offer adds no value for a 
guy driving an hour to the job site. And 
if our competitor is closer to the job than 
we are, we cannot price for it. It sim-
ply becomes a cost factor that will de-
termine if we want to bid and win this 
work. However, if all of the competi-
tors for this project are going to have the 
same NPT costs to bid the project, we 
should have a price element tracking it 
over time and attempting to benchmark 
where the price for it is going. This ele-
ment can be tracked as rate per mile, per 
laborer hour, or a combination of both.

The technical elements will also have a 
pricing curve of their own. This can look 
like a lump-sum rate for engineering 
a specific service, e.g. survey price per 
mile, or it can be set as a per hour basis, 
e.g. remediation service per person for an 
eight hour day.

Continuing with the example above, we 
will want to price the value of the engi-
neered solution based on our price fore-
cast as well as with considerations for the 
following:

•	 What is the value this customer will 
get for our solution; e.g. will this save 
them three days of drilling time, allow 
the reduction of headcount, or avoid a 
government fine?  Just as importantly, 
what is the customer’s payback; e.g. 
a Return on their Investment (ROI) 
from our solution?  Does the benefit 

For the highly competitive item 
of construction the question 
then becomes a matter of 
how much of a premium can 
we command for this, if any, 
beyond what can be paid 
elsewhere by our prospect?
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If we find that large bids have more 
competitive pricing than small ones on a 
per hourly basis; the size of a deal or the 
customer better be accounted for within the 
segments we defined.

outweigh what we charged?

•	 Can the prospect get the job required 
done with an alternative solution; al-
beit from an inferior one? If so, what 
price would that translate into on an 
apples-to-apples basis with our offer?

•	 Is this a formal Request For Proposal 
(RFP), whereby a competitor helped 
write the technical specifications, help 
justify the investment, 
and create a budget?

Note: Even when we are af-
forded the luxury of being 
able to consider our cus-
tomer’s value in our pricing 
due to minimal competi-
tion, we must still use our 
data about what custom-
ers have been paying and 
the market’s trend for this 
offering. Past pricing is 
a reference point for our 
customer. And we need to 
make sure we are looking 
consistently at this segment, 
aware of any market trends 
or seasonal affects, and be 
appropriate in our response 
for this geography.

A key thing to remember 
is that we must be able to 
add up the pricing of each 
pricing element for a bid 
later. So the unit of mea-
sures to be tracked must 
be meaningful to bidding the work 
later. When we do the bid, we will es-
timate the number of days, hours, and 
units of raw materials to support the bid. 
These items will be the variable which 
will change for each bid based on the 
scope of the project or solution being 
built. Therefore, these should be removed 
from the price/unit being created for our 
forecast model.  

If we always know a service will take 
three men 40 hours to complete, then as 
long as we bid this way, the model may 
track the service price as a flat rate as-
suming the 120 man hours. Again, the 

key is to use consistent measures which 
can be used to track the price and which 
we can later use as bid building blocks.

Finally, care needs to be taken in how we 
approach segmentation. For example, if 
we find that large bids have more com-
petitive pricing than small ones on a per 
hourly basis; the size of a deal or the cus-
tomer better be accounted for within the 
segments we defined.

Pulling it all together…
Had we simply added up our costs and 
slapped a target margin on it, we are tak-
ing an unnecessary gamble. Had we put 
a low margin on the whole bid, then we 
risk leaving value on the table for our 
technical solution while still being over-
pricing for the competitive construction 
element.

Alternatively, we might find that our 
margin goal was so high the customer 
deemed us irrelevant. There is an espe-
cially high risk of this happening when 
projects have a higher percent of cost for 
the competitive elements than for the 

high value ones; e.g. 80% construction 
and 20% engineering.

Another risk is the customer may at-
tempt to buy select elements from our 
bid. In our example, the prospect may 
wish to buy the construction elsewhere 
as there is no perception of value added 
by buying it from us. Then she/he may 
want to buy our under-priced technical 
solution.  If we were counting on the to-

tal deal margin, we just lost 
it along with the higher rev-
enue of a combined sale.

The better approach is to 
have a price defined for bid 
elements. These elements 
will have been statically 
studied for their ability to 
predict price, adjusted for 
seasonal affects, and de-
fined by inclusion of known 
business factors like cus-
tomer or project geogra-
phy. This way, when the 
pieces are added together, 
we know that each element 
is priced competitively and 
have not left any value un-
monetized.

In conclusion, we might 
find it daunting to pull 
apart and study past win-
ning bids and spend time 
segmenting our offers and 
customers in order to drive 
a pricing model for a bid 

based businesses. However, it is actually 
less risky to do this work than it is to 
continue to price using a cost-plus ap-
proach. And we might find that we will 
spend just as much time understanding 
market pricing as might have spent allo-
cating fixed overhead appropriately. 

The challenge should not be a question 
of “Can price forecasting be applied to 
businesses where every quote requires a 
special bid be created?” Rather, the chal-
lenge must be, “If you are using cost-
plus, why are you willing to take a big 
risk that you are leaving margin on the 
table or of simply losing sales?”
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Actively and effectively 
designing the pricing 
structure can also make 
products which, viewed 
in absolute terms, are 
possibly not the most 
competitive, nonetheless 
appear inexpensive to the 
customer.

Psychological Price Profile
Price interest, price knowledge, and 

price assessment are frequently far more 

important for the purchase decision 

than the absolute price level. It is above 

all crucial to understand the actual 

course of the decision process in order to 

make corresponding adaptations when 

conceiving the project, as the author ex-

plains. Author Dr. Florian Bauer is the 

co-founder of Vocatus AG, a Munich 

based market research and consulting 

firm, and a world-renowned researcher 

in the fields of pricing, customer satis-

faction and image analysis. He can be 

reached at florian.bauer@vocatus.de.

Price interest, price knowledge, 
and price assessment are fre-
quently far more important for 
the purchase decision than the 

absolute price level. It is above all crucial 
to understand the actual course of the 
decision process in order to make corre-
sponding adaptations when conceiving 
the project. Standard methods such as 
conjoint analyses are often indispensable, 
yet in the case of multi-stage decision 
processes they do not necessarily lead to 
valid results.

Consumers don’t always react rational-
ly to prices, like the academic “homo-
economicus.” For example, prices are 
spontaneously felt to be appropriate or 
inappropriate, or serve as the basis for 
decisions even though actual knowledge 
of reference prices is often limited. This 
is why a sound knowledge of decision 
psychology can be very helpful when ini-
tially establishing prices, altering them, 
or developing price models.

Price interest, price knowledge, and 

price assessment are the crucial vari-
ables that differ in accordance with the 
products and markets that are under in-
vestigation. Many surveys show that the 
customer is frequently far less fixated on 
the absolute price level than companies 
suspect. Instead of the absolute price, it 
is far more the case that aspects such as 
“being treated properly” or “not being 
disadvantaged” are to the forefront of 
customers’ needs.

Whereas the absolute price level is thus 
often of somewhat minor importance, 
the pricing structure is an important 
variable for companies. Current pricing 
research surveys demonstrate that peo-
ple are regularly unable to estimate the 
effective price when dealing with more 
complex pricing structures. It’s very of-
ten asking too much of respondents in 
the research situation to undertake ratio-
nal comparisons, and a similar effect is 
also apparent when it comes to complex 
pricing structures in real life. 

These systematic 
and thus predict-
able effects of the 
pricing structure 
are frequently 
overlooked when 
setting prices. 
In markets with 
highly complex 
pricing structures, 
it is often no lon-
ger possible to 
get the customer 
to come up with 
the absolute price. 
Actively and ef-
fectively design-
ing the pricing structure can also make 
products which, viewed in absolute 
terms, are possibly not the most compet-
itive, nonetheless appear inexpensive to 
the customer.

The customer’s actual state of knowledge 
is also regularly overestimated when it 
comes to price transparency. Companies 

often assume that customers are familiar 
with competitor prices as well as prices 
taken from complex tariff models, and 
that they judge accordingly. 

By contrast, if one tests price transpar-
ency it is obvious that customers believe 
they have a good overview of the vari-
ous competitors’ prices; however, when 
asked concrete follow-up questions they 
are totally unable to correctly reproduce 
even those prices of products or services 
they’ve already used.

Insights gained from modern behavior-
al psychology, and which have already 
been confirmed many times in market 
research practice, demonstrate the limits 
of “rational” price optimization methods 
that are based upon a rational decision 
model. However, they simultaneously 
also provide valuable clues concerning 
operative price management. 

Companies often overestimate custom-
ers’ knowledge 
of prices.

The “psychologi-
cal price pro-
file” that we will 
now describe, 
presents three 
criteria whose 
characteristic 
questions explic-
itly incorporate 
the irrational 
factor within 
human deci-
sion behavior 
and pursue the 
“psycho-logic” of 

purchase decisions. The set of questions 
and the precise type of question vary, de-
pending on the sector and the customer 
segment. The topics under investigation 
here are price interest, price knowledge, 
and price assessment. 

The following questions are above all 
relevant in relation to price interest: in 
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which phase of the customer’s/prospect’s 
decision process do they make judg-
ments about the price, and how relevant 
is price for the decision-maker in this 
phase? For example, is it relevant as the 
factor that triggers the switch to a dif-
ferent provider/supplier, or only once 
the decision about the provider is immi-
nent and the decision-maker undertakes 
a concrete price comparison? Experi-
ence shows that it’s also possible to dif-
ferentiate types of decision-maker who 
go through very differing “decision rou-
tines” and lay down different purchase 
criteria.

The following questions should be asked 
in relation to price knowledge: 

•	 How does the customer proceed when 
searching for price information? 

•	 Which sources of information does 
the customer use? 

•	 How well informed about prices are 
they in the respective phase of the de-
cision process? 

•	 What are their price markers? 

•	 How well informed are they about 
price level and pricing structures? 

•	 Can they recall any price increases 
made by the provider?

Depending on the market and the 
product, pricing structure and price 
transparency are very differently pro-
nounced.

With regard to price assessment, one 
should finally inquire about the follow-
ing points: how sensitively do targets 
react to price changes? Which refer-
ence prices do they use for compari-
sons? Which price elements are excluded 
when making a price comparison? How 

do they rate price increases and savings? 
What image does the provider have, for 
example, in relation to fairness and the 
complexity of prices (buzzword: “tariff 
jungle”)? Which mutual dependencies 
exist between alternative elements of the 
offer?

Any meaningful price optimization 
should analyze these price-related crite-
ria in the customer’s decision process – 
that is to say, longitudinally. The meth-
odological and analytical tools must be 

duly attuned to this, since many stan-
dard methods assume a static decision 
process that people go through com-
pletely at a given time. However, this 
is not the case with many products: if, 
for example, the price is irrelevant as 
the trigger for switching providers, it is 
pointless for advertising to above all in-
form customers about inexpensive prices 
in the initial phase of their decision pro-
cess – however, it is important to under-
stand its role during the further course 
of this process.

Method Checklist: Pricing
In order to ensure that the decision process is adequately illustrated from the 
customer’s perspective, market research studies about price decisions should 
take account of the following questions from the “psychological price profile” 
when conceiving the project:

•	 Does the study design consider the context of the decision (assessment situ-
ation, role of price in the decision process, price knowledge such as level, 
structure, past price increases)?

•	 Is adequate notice taken of the dynamics of the decision process (multi-stage 
nature of decision processes where each stage has different decision routines 
and criteria?)

•	 Are psychological phenomena recorded, i.e. do people bear in mind that 
decision-makers try to simplify matters and decide intuitively and emotion-
ally rather than rationally?

•	 Do the features and characteristics take account of the diverse aspects of the 
decision and the variety of offer elements (there might be other elements of 
the pricing structure in addition to price level)? Can they be represented for 
test purposes, and are their possible mutual dependencies born in mind?

•	 Does one avoid an overemphasis on price in the questions asked when pre-
senting concepts? Do the brands that are included suggest a relevant set to 
the respondent?

•	 Are the issues that aren’t considered within the framework of the chosen 
method examined outside this method? Can other methods (such as experi-
mental research designs and longitudinal studies that record price-depen-
dent decision behavior in the real-life context) serve as additional modules to 
answer the question posed by the research?
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Figure 1: Influence of app offerings on smartphone choice

 

How much would you pay 
for an app? That’s a burning 
question on the minds of app 
developers as they race to de-

sign apps that will turn casual users into 
paying customers. 

The recent study “Smartphone Apps” 
revealed that 90 percent of Apple us-
ers and 60 percent of Google Android 
users that have downloaded apps be-
fore have also purchased an app. Yet the 
fact remains – 80 percent of app down-
loads are free. Turning freebie consum-
ers into paying customers poses a major 
challenge to content providers like news 
agencies, social networks and app devel-
opers. 

The solution, daunting as it may seem, 
lies in reassessing traditional advertising-

based revenue models, finding the right 
price points, and addressing the price 
and value index of apps compared to 
browser-based websites. 

To attract and keep paying customers, 
app developers have created numerous 
monetization strategies. While some 
apps are truly free, some are offered as 
“free for a day” but are otherwise avail-
able for purchase. Others still feature up-
grades and add-ons (e.g., in-app virtual 
products or currencies) and some apps 
contain embedded ads. 

Based on their varied attempts to create 
paying customers, it appears that app 
developers still rely largely on trial-and-
error pricing. And considering that al-
most 80 percent of Apple users and over 
half of Google Android users said they 
have bought an app (one without adver-
tising or with advanced features) after 
they had tried and liked the free version 
– the “freemium” strategy is an extreme-
ly popular approach. 

Many app developers and content pro-
viders may still be leaving too much 
money on the table when they price their 
paid, advanced versions. There are other 
opportunities to price more apps on a 
recurring (subscription) basis than as a 
one-time, upfront payment.

Finding the right price
$0.99, $1.99, and $2.99: The market has 
already established common reference 
points for paid apps despite clear differ-
ences in the degree to which they impact 
consumers’ lives. Findings from the sur-
vey suggest that some apps are under-
priced. 

A strong indication of consumer percep-
tion of apps is evidenced by the rapid up-
tick in online app sales. In the last three 
months, nearly 91 percent of iPhone us-
ers left the Apple app store a paying cus-
tomer. 

Also illuminating is the degree to which 
apps already influence consumers’ phone 
choices: 92 percent of Apple users said 
they considered the availability of inter-
esting phone apps when they decided to 
buy an iPhone. 

But the strongest support for the poten-
tial for higher-priced apps comes by way 
of a direct pricing question in the survey. 
The pricing experts tested price thresh-
olds and price expectations using the 
example of a news app where users can 
read stories, watch live videos, save con-
tent, receive alerts and post videos. 

A similar app is offered in the real world 
at $1.99, but the research suggested a dif-

Consumers are willing to pay good 
money for useful apps, according to a 
recent study of more than 200 smart-
phone users. This study revealed that 
app developers and content providers 
are in a position to turn freebies into 
cash – and tells them when the price is 
right. Andrew Conrad is a Senior Di-
rector with Simon-Kucher & Partners 
in San Francisco, CA and is a special-
ist for strategy and pricing for telecom-
munications, high-tech and software 
companies. Dr. Maxie Schmidt-Sub-
ramanian is a Senior Consultant with 
Simon-Kucher & Partners in Boston, 
MA and focuses on customer manage-
ment and revenue optimization for tele-
communications, cable and other service 
companies. The authors can be reached 
at www.Simon-Kucher.com.

Turning Apps into Cash 
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Influence of app offerings on smartphone choice

Apps and app store are a driver to select the iPhone and also the Google Android
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I selected my smartphone because…

Questions: Do you agree with the following statements? I selected my current smartphone because … .Top-2 box: Scores of respondents who completely agreed or agreed, N=207  

92% 88%
75% 71%

80% 83%

…many interesting
apps are available

for it

...the corresponding
app store is
convenient

Apple iPhone
BlackBerry
Google Android
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Figure 2: Reasons to download paid apps

ferent price point. If you drummed up a 
million users for your news app, increas-
ing its price from $1.99 to $4.99 would 
boost your revenues by approximately 40 
percent, or $390,000. 

The survey results suggest the value of a 
strategy of pricing to capture the higher 
willingness-to-pay of target segments 
that truly value the app rather than pric-
ing for the mass market. A stripped-
down app with less functionality could 
then be offered for $1.99 or for free with 
embedded advertising.

Changing patterns shake up 
traditional revenue streams
As an increasing number of online con-
tent providers also offer their services via 
apps, they must also consider the poten-
tial cannibalization of website-based rev-
enue streams. The study revealed that 85 
percent of respondents who download-
ed an app in the last three months had 
downloaded an app for a service they 
once used exclusively via web browsers – 
like Facebook and LinkedIn. Already 63 
percent of these respondents say they use 
the app more than the website and 26 
percent now use the app exclusively. 

As their visitors gravitate towards apps 
(where advertising is less prevalent partly 
due to smaller screens), content providers 
run the risk of losing significant adver-
tising revenues. In light of the inevitable 
migration toward the consumption of 
news via mobile devices, increased app 
prices are a logical counter to lost web-
site advertising revenues. 

However, in the hopes of appearing on 
Top 25 lists, many developers and con-
tent providers continue to market un-
derpriced apps. According to the survey, 
nine out of ten consumers cherry-pick 
their apps from lists which rank apps 
based on number of downloads. As a 
result, developers are inclined to offset 
low price points of $0.99 or $1.99 by 
creating higher sales volumes and in-
creased brand awareness. 

As app stores follow Google’s Android 
Market model and provide rankings 
based on customer reviews and scores 
and on the number of downloads, devel-
opers may feel less pressure to maintain 
low prices. Developers should explore 
higher price points and alternative pric-
ing models and base their pricing strate-
gies on target consumer segments that 
value their apps.

Eight factors to consider when pricing 
an app: 

1. Size of potential user base for app ad-
vertising revenue

2. Availability of advanced features for 
“freemium” strategy

3. Willingness-to-pay of target segments

4. Degree of engagement and impact on 
users’ everyday lives

5. Established psychological price 
thresholds for apps

6. Risk of cannibalization of advertising 
revenue from websites

7. Importance of clinching a spot on app 
store top 25 lists

8. Potential for subscription pricing 
model

Smartphone Apps
The online survey of 220 respondents tar-
geted smartphone users in the USA. The 
study addressed the following three areas: 
awareness, decision and top app catego-
ries; spending for apps; and influence on 
Internet usage and smartphone choice. The 
management summary is available upon 
request.
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Reasons to download paid apps

Providing attractive apps and free trial apps will turn “freebies” into payers. However, providing 
free apps will bring the necessary traffic to the app store

Found an app I really wanted and it was not free

Tried a free app and want to upgrade to the full version now

Tired of free apps - they don’t work properly

Other
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22%

78%

68%

31%

15%

60%

53%

20%

13%

Apple iPhone
BlackBerry
Google Android

% of respondents

Question: In which of the following situations have you been willing to pay for an app in the past? N=207
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Using services via traditional online browsing vs. via smartphone app

Point of use for social networking or news sites is transferred from websites to smartphone apps. 
Online advertising revenue could decrease and usage change due to lower functionality of apps

Question: Have you ever downloaded an app to access a service that you used via internet / mobile browsing before? (e.g. Facebook, LinkedIN, news sites, ..).Think of such an app that you 
use most often: How often do you now access the service via the app instead of via internet / mobile browsing? N=222/N=189
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Figure 3: Using services via traditional online browsing vs. smartphone app
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I abhor across-the-board price in-
creases; they have no connection to 
value and are driven by laziness and 
fear. Any price adjustment should be 

based on value.

If the value is strong, there is an op-
portunity either to raise prices or grow 
share. If the value is weak, pricing must 
be adjusted accordingly to protect your 
brand. Otherwise, you risk becoming ir-
relevant. Not all your products have the 
same value to the customer, and that’s 
why across-the-board price increases are 
so absurd.

Good pricing means knowing where 
your power is — and where it is not. For 
example, it may not be enough to take a 
product with real pricing power up 5%. 
By contrast, taking a product with no 
pricing power up by the same amount 
may be suicide.

We know intuitively that some prod-
ucts have pricing power and others do 
not. I have made it a habit to call prod-
ucts with real pricing power your “lake-
front property.” Why? Properties set on 
the lakefront in a new development are 
the first to sell, whereas the least desir-
able ones on the side road are the last. 

But that’s because neither of them is 
priced properly. The lakefront property 
is typically underpriced, so it sells quick-
ly, while the side-road property is over-
priced and sells slowly.

We tend to undervalue our most valuable 
offering and overvalue our least valuable 
one, because we have a cost-based pricing 
mentality – if the cost is not that differ-
ent, why should the price be? But cus-
tomers don’t care about your costs; they 
care about the value of your offering to 
them.

Once you understand the mentality of 
value, all kinds of opportunities open up. 
Some examples:

At the Olympics, figure skating is “lake-
front property;” demand always exceeds 
supply, and television viewing is at its 
highest for the gold medal performances. 
To capitalize on this “lakefront proper-
ty,” the tickets at a recent Olympics were 
auctioned off rather than pre-priced. 
Guess what happened? The tickets to the 
finals sold for as much as $10,000 a seat 
– astronomically higher than ever before.

Professional baseball has begun to rec-
ognize its lakefront pricing. Who does 
everybody love to hate in baseball? The 
Yankees, of course – unless you’re a Yan-
kees fan. Management realized that 
ballparks were selling out whenever the 
Yankees came to town, but when out-
of-division teams were playing, ticket 
sales were down. So now some ballparks 
have three classes of tickets: the Classics, 
which are the highest priced and include 
teams like the Yankees, Red Sox and a 
few others; division teams, which are ri-
vals in the same division; and out-of-di-
vision teams, which are priced the lowest 
because they generate the least interest.

William Marriott Jr. (of Marriott Hotels) 
relates that he wanted to buy a prop-
erty for a new hotel. However, he found 
it was just too expensive, until someone 
in the organization suggested charging 
more for ocean views. The company did 

just that and was able to proceed with 
the deal.

Google AdWords is the ultimate lake-
front-property pricer; the more valuable a 
search word is, and the higher you want 
to be listed when someone does a search, 
the more you pay.

You may be thinking: That’s great for 
professional sports, hotels and the Web, 
but how do I make this concept work 
for my organization? It doesn’t matter 
what business you are in; the principle of 
lakefront property applies. You just have 
to determine your company’s lakefront 
property and price it accordingly. Ask 
yourself: Where does demand exceed 
supply in my business?

My brother, a successful advertising 
executive, asked me what the lakefront 
property was in his business. In advertis-
ing, it’s all about the next hot campaign. 
The people with the best track record for 
producing results are the ones that cli-
ents most want working on their cam-
paign. Therefore, the solution is to raise 
prices for your high-powered creative tal-
ent rather than giving away their time to 
subsidize the efforts of everyone else.

A certain amount of confidence needs 
to be applied in pricing — you must 
believe in your lakefront property. After 
all, if you don’t believe in it, why should 
the customer? Conversely, if custom-
ers do believe in the value of your lake-
front property and you are not pricing 
it accordingly, they’re never going to tell 
you. They’ll just thank their lucky stars 
you’re giving them such a good price. 
You might recall an Ikea ad campaign 
in which a lady thought she had gotten 
such good prices that she hopped in the 
car and told her husband to drive fast be-
fore the store realized what it had done.

That’s funny, but you won’t be laugh-
ing if your customers feel the same way 
about how you are pricing your lakefront 
property!

Solid pricing strategy is based on know-
ing the value of your offering and pric-
ing accordingly, right? So why do so 
many companies make the mistake of 
applying across the board price increas-
es? In this article, the author candidly 
explains why these pricing decisions 
are poorly planned and ill fated. Paul 
Hunt is the president of Pricing Solu-
tions, a global pricing consultancy, and 
a frequent PPS contributor, instruc-
tor and presenter. He can be reached 
at phunt@pricingsolutions.com and 
his online pricing courses can be found 
at www.PricingSociety.com. He also 
writes a pricing column that appears 
monthly in the Financial Post (www.
financialpost.com).

Think Pricing Power, Not Costs 


