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Value Based Pricing Proposition  
for Evaluation of Projects

This article highlights the application 
of Value Based Pricing approach to 
evaluate a project. Applying this ap-
proach helps pricing managers over-
come the drawbacks of certain pricing 
techniques such as cost based pricing 
and enables optimization of prices for 
evaluating products. Author Megha 
Joshi, CPP, is Assistant Manager, 
Genpact Smart Decision Services. Her 
expertise includes driving best in class 
pricing practices and developing new 
methodologies for pricing in services 
industry globally. She can be reached 
at megha.joshi@genpact.com. 

1. Pricing Methods

No matter what type of prod-
uct you sell, the price you 
charge your customers or cli-
ents will have a direct effect 

on the success of your business. 

Pricing decisions often require time and 
in-depth research of intertwining fac-
tors such as competitive landscape, mar-
ket dynamics and overall objectives of 
the organization. The typical tendency 
for many companies is to benchmark 
prices against prevailing market prices or 
against own costs of goods, and to focus 
on other areas – such as cost reductions, 
revenue increases – to increase profits 
and sales. Many companies forego a sig-
nificant profit potential by not includ-
ing the benefit to the customer as part 
of their price mechanism.

To set the specific price level that 
achieves their pricing objectives, man-
agers may make use of several pricing 
methods. These methods include:

•	 Cost-plus pricing

•	 Target return pricing

•	 Value based pricing

Out of these, value based pricing is the 
method least adopted by companies. 
Part of the reason is that value based 
pricing can be difficult to sell to cus-
tomers, who may be wary that they’ll 
end up paying nosebleed prices rather 
than amounts based on what it cost the 
manufacturer to make their products. 
Figuring out the value of a product also 
isn’t a simple matter. One really has to 
start with an understanding of their cus-
tomer, and that takes a lot of work. Add-
ing up one’s costs and putting a (profit) 
margin on top of that looks much easier 
and more precise.

This whitepaper focuses on the high-
lighting the importance of the value 
based pricing approach and its advantag-
es, followed by a case study elaborating 
its application.
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2. Value Based Pricing – Approach 
and Advantages

Value based pricing sets selling prices 
on the perceived value to the customer, 
not just based on the actual cost of the 
product, the market price, competitor’s 
prices, or the historical price. Price for 
any individual customer can be custom-
ized to reflect the specific value deliv-
ered.

Customers may evaluate a product based 
upon its performance, services attached, 
price, risk, etc. Value Based Pricing tech-
niques like Conjoint Analysis, Buy-Re-
sponse, Financial Evaluation and Scenar-
io analysis may be used for valuation and 
price setting. 

They are summarized as follows:

•	 Conjoint Analysis: The consumer 
quantifies the economic value of the 
perceived utility for each product at-
tribute, making it possible to deter-
mine the ideal pricing of each product 
configuration.

•	 Buy-Response: Price comes out from 
market research estimating the con-
sumer’s intention to buy at different 
price levels. The outcome is a quanti-
fication of perceived value.

•	 Financial Evaluation: The analysis of 
a project for checking whether the 
project is profitable or not before tak-
ing the project in hand. One can also 
review the project by investigating its 
cost, risk and return.

•	 Scenario Analysis: One can analyze 
possible price points by considering 
a gamut of alternative possible out-
comes (scenarios). One can suggest 
a range of optimal prices dependant 
upon the variation in the input (such 
as costs, competitors’ prices and tech-
nical parameters).

Value based pricing is intended to make 
companies become more competitive 
and more profitable than using simpler 
pricing methods. It can also be used in 
product development and product man-

agement to configure products to maxi-
mize value for specific customers.

Some industries which apply this pricing 
technique are: Industrial Manufactur-
ing, Services, Pharmaceutical, Airlines 
and Hotels (the case study at end of this 
whitepaper explores the application of 
value based pricing method in Renew-
ables industry). For example, a phar-
maceutical company wanting to launch 
a new drug may use this technique to 
justify a higher price than the company 
might otherwise get from its medical in-
surers: studies which show that the new 
drug could help patients avoid expen-
sive surgery, which in turn would lead to 
lower costs for insurance companies.

Some of the advantages of this tech-
nique are:

•	 It takes into account industry struc-
ture, segmentation, competitor pric-
ing practices, and substitutes and 
alternatives, all of which can make 
pricing more coherent and complex. 
An example which highlights this ad-
vantage is in Renewables sector, where 
by increasing a factor by approximate-
ly 1% improves the energy output of 
an equipment, such that the margin 
increase opportunity is about 3% to 
get returns as expected by customer.

•	 Value based pricing can be the only 
way to price new product lines or 
“breakthrough” products as the data 
for value to the customer is easy to ex-
tract using this method.

•	 Pricing can be based on several cus-
tomer-focused methods: expert opin-
ion, customer surveys, price experi-
ments (for example by using conjoint 
analysis theories and techniques), and 
analysis of past, present and expected 
market data and conditions.

However, some disadvantages of this 
technique are:

•	 It requires more data gathering and 
analysis than market based or cost-
plus approaches.

•	 It uses all of market data available, 
thus making it more complex than 
other approaches.

•	 This method is difficult to do by it-
self. It requires relatively specialized 
methods (systematic business intel-
ligence), adequate level of expertise 
and coordination between different 
functions/departments to convert 
raw data to information to knowl-
edge.

3. Building the value proposition – 
The way ahead

If you have clearly-defined benefits such 
as cost effectiveness or superior tech-
nology that give you an edge over your 
competitors, you can charge according 
to the value you offer customers. Value 
based pricing offers some excellent op-
portunities for optimizing or increasing 
the profit margins as it depends on the 
strength of the benefits you can prove 
you offer to customers. 

For pricing to become a core competency 
in any business, pricers must incorporate 
the “5C’s of Value” into their practices:

•	 Create Value for Customers

•	 Comprehend Value to Customers

•	 Communicate Value to Customers

•	 Convince Customers They Must Pay 
For Value

•	 Capture Value with Strategic Pricing 

Value based pricing can 
be the only way to price 
new product lines or 
“breakthrough” products 
as the data for value to 
the customer is easy 
to extract using this 
method.
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Figure 1: The Logic Behind Value Based Pricing Model for Power Generation ProjectsBased on Value, Not Costs.

Companies that made the choice to in-
vest in such analytics would certainly 
get huge returns in the long run. The 
case study below attempts to reiterate the 
same.

Case Study 
A renowned manufacturing company 
with global presence catering to the re-
newables sector was facing problem in 
evaluating their projects due to limited 
knowledge about competitive position-
ing and hence pursued cost-based pric-
ing. They wanted to move from their 
usual margin based targets to deal price 
based targets and evaluate deals on an 
individual basis than following their ge-
neric pricing guidelines.

Various challenges were identified such 
as inconsistency in the way each product 
or deal was priced and existence of lo-
cal spreadsheet models which gave lim-
ited exposure to the pricing managers 
on pricing practices followed. They en-
gaged a pricing consulting team which 
understood that positioning their prod-
ucts against competition would require a 
value based pricing approach rather than 
a cost-based pricing approach, in con-
junction with their engineering, market-
ing and pricing teams.

A robust methodology was developed for 
customized analysis by studying an end 
to end view of existing processes. In-
puts were categorized into three types – 
market inputs (financing details, tariffs, 
depreciation etc.), regulatory inputs (in-
centives, taxes etc.) and product specifi-
cations (prices, towers, panels etc.). Once 
the inputs were collated for all regions, 
custom logics were built based on a dis-
counted cash flow concept of capital 
budgeting.

Following this, an easy-to-use financial 
model was developed with an easy to 
use interface to estimate the value of the 
projects and evaluate prices and project 
economics. This methodical approach 

enabled users of any region to generate 
outputs of their interest, such as prices, 
capital expenditure, tariff (power pur-
chase agreement), IRR (internal rate 
of return – rate of return on an invest-
ment), NPV (net present value – an indi-
cator of how much value an investment 
or project adds to a firm) for Pricing / 
Sales / Commercial Operations teams 
and enabled analysis such as product and 
market benchmarking for Marketing 
teams.

An interesting observation was that 
the value based pricing model’s results 
helped the manufacturer’s pricing man-
agers and customers understand the val-
ue of projects better and hence enabled 
year on year increase in price quotes by 
15%. 

The different teams across locations 
could use the model for:

•	 Customer perceived value analysis

•	 Product and Market benchmarking

•	 Product Value Optimization

•	 New Product Introduction

•	 Competitive Positioning

•	 Sensitivity to various factors affecting 
economics

For example, for a deal in US, the manu-
facturer quoted budgetary price for the 
equipment scope based on a standard 
contribution margin in range of 15-18% 
due to uncertainty of a factor affecting 
the annual energy output. While using 
value based pricing approach, several 
simulations were run for price by vary-
ing the factor. The simulations suggested 
that there was an opportunity to increase 
the price of the equipment, thus improv-
ing margins by 20% to 25%.

As seen from the above example, we 
may conclude that a Value Based Pricing 
technique helps one estimate the value of 
their product effectively and hence price 
it accordingly to one’s benefit.
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Consumers, especially the 
younger generation, have aban-
doned print, preferring free 
or low-cost online competi-

tors like blogs or aggregators. In fact, the 
paid circulation of U.S. newspapers has 
declined each year for the past 20 years, 
dropping more than 20% from 2004 
to 2010 alone.1 In light of this move 
away from print, does it make sense 
for newspapers to cut prices to attempt 
to replace these circulation losses and 
be more competitive in the market? 
The answer is a resounding no. Instead, 
newspapers should consider dramatically 
raising cover prices.

A recent study found that from 2007-
2010 price increases actually helped im-
prove circulation revenue for print news-
papers. This was derived from analysis of 
Audit Bureau of Circulation (ABC) data 
and company financial statements.2 

In declining markets facing technologi-
cal disruption, it’s almost always prudent 
to raise prices. This has been looked at 
from all sides, spanning benchmarks, 
project experience, and empirical analy-
sis. Here are several reasons why:

•	First,	when	a	market	starts	to	decline,	
the least loyal and most price sensitive 
customers are the first to leave. Who 
remains is a customer base that either 
highly values the product or does not 
want to switch to something else. 

•	Second,	raising	prices	discourages	price	
wars. These typically leave volumes flat 
due to declining demand, and simply 
erode the profitability of remaining busi-
ness.

•	Third,	raising	prices	generates	the	prof-
its that can help companies invest in 
changing their business model, which is 
essential for future success. In the news-
paper industry, this means investing in 
the digital side of the business, including 
tablet apps and digital advertising solu-
tions. The print business isn’t your lega-
cy; it’s your bank.

Let’s look at two companies facing a 
similar situation: one got it right and the 
other got it wrong. In 2001 AOL faced 
huge competitive pressure from broad-
band internet, which would eventually 
replace its old dial-up technology. In-
stead of lowering prices to retain cus-
tomers, AOL raised them, from $21.95 
per month to $23.90 per month. Pric-
ing experts estimate that this move alone 
generated an extra $70 - $100 million in 
revenue, which AOL could then use to 
invest in its online ventures.

Camera giant Kodak faced a similar situ-
ation. When the camera market started 
switching to digital, which would be a 
much less profitable business, Kodak de-
cided to keep its film prices low to slow 
down the transition.3 That left Kodak far 
less prepared for a majority digital busi-
ness than its rival Fujifilm. The result: 
Kodak filed for bankruptcy on January 
19, 2012. 

Price elasticity, the percentage change 
in customer demand divided by the per-
centage change in price, is a standard 
metric for comparing how sensitive cus-
tomers are to price. If a company de-
creases its price by 10% and sees a 10% 
increase in demand, then its price elastic-
ity would be -1. The move would leave 
revenue flat, but likely decrease profits 
(since there would be more customers to 
serve). 

Any price elasticity between 0 and -1 
is said to be demand inelastic. It’s the 
domain of such products as innovative 
pharmaceuticals and CD’s from cult 
rock bands. Would it surprise you that 
newspapers fit in here? Pricing research-
ers found that price elasticity for U.S. 
newspapers varied from -0.3 to -1.1, with 
an average of -0.7.

A drop in circulation will almost cer-
tainly impact advertising revenue. Each 
company must assess for itself whether 
newspaper price increases will more than 
offset potential losses in advertising.

The New York Times Co., for example, 
now generates more revenue from circu-
lation than from advertising (their Q3 
2012 results show circulation revenue of 
$235 million and advertising revenue of 
$183 million).

With the print advertising market drop-
ping precipitously in recent years as 
advertisers redirect spending to digital 
platforms, newspapers will have little 
choice but to shift their focus from ad-
vertising to circulation revenue. The 
shift in readership toward tablets, which 
currently have far lower advertising up-
side than print, may make this even 
more urgent.

Newspapers are in an unenviable, but 
not uncommon position: raising print 
prices will shrink their already anemic 
readership base, but may also be their 
best hope for staying afloat.

Endnotes

1. Pew Research Center’s Project for Excel-
lence in Journalism (2011): “2011 State of 
the News Media”

2. For publicly traded companies when avail-
able

3. Economist (2012): “Technological change: 
The last Kodak moment?”

Newspapers: A Premium Model Is Your Best Hope
With the rise of online media and its 
lower cost alternatives to traditional 
print publications, newspapers are faced 
with the challenge of keeping busi-
ness alive amidst declining circulation. 
Should they lower prices to compete 
with new alternatives? According to the 
authors, the answer is no. Andre We-
ber is a partner at Simon-Kucher and 
can be reached at andre.weber@simon-
kucher.com. Kyle Poyar is a consultant 
at Simon-Kucher and can be reached at 
kyle.poyar@simon-kucher.com.



 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

November 2012 5

Design Your Pricing Council  
to Become a Strategic Weapon 

The pricing council has become a stan-
dard and common team design pro-
viding a space for a thorough review 
of all pricing activities and developing 
new pricing strategies. In this article, 
the author analyzes the purpose behind 
a pricing counsel, provides best prac-
tices for establishing and maintaining 
a pricing counsel, and strategies for 
making the pricing council a strong, 
strategic weapon. Author Stephan 
Liozu, CPP, is President & CEO 
of Ardex America Inc (www.ardex.
com), a CPP Faculty Member and a 
PPS Board Member. He is also a PhD 
candidate in Management at Case 
Western Reserve University and can be 
reached at sliozu@case.edu.

Most firms involved in man-
aging pricing in a profes-
sional and scientific way 
have a pricing council in 

place either at the corporate level or at 
the divisional level. Nothing new there. 
The pricing council has become a stan-
dard and common team design provid-
ing a space for a thorough review of all 
pricing activities. While this design has 
been widely accepted among pricing pro-
fessionals, I conjecture that the pricing 
council should be designed and set up to 
become an organization’s strategic com-
petitive weapon.

In essence, how you frame it, who sits 
in it, how frequently it meets, how long 
it meets for, where it meets, what the 
agenda looks like, and how council ac-
tions are communicated are some of the 
questions to be carefully considered and 
integrated in the overall design. In the 

end, the goal is to create a council de-
sign and experience that are so unique 
and invisible that they cannot be imi-
tated by competitors. Then the pricing 
council becomes a place to build com-
petitive advantage helping the organiza-
tion make better pricing decisions and 
builds long term performance.

Some of the basic logistical tips that I 
can share about this unique design are 
pretty common sense. Here are a few:

1. Have the CEO, a C-suite executive 
or another top leader sit in every 
pricing council meeting. This is the 
best way to elevate the conversation, 
to get people to participate, and to 
get quick decisions made.

2. Create a team with sales, market-
ing, pricing, finance, innovation, 
management, R&D, operations. The 
more the merrier. People need to be 
familiar with the science and art of 
pricing.

3. Send the pricing dashboard or cock-
pit in advance so that the first 20 to 
30 minutes of the meeting can be 
spent discussing specific questions, 
outliers and special cases.

4. Have a consistent agenda with some 
expected subjects but leave enough 
time for creative discussions espe-
cially when reviewing new product 
pricing and other strategic subjects.

5. Create a fun branding for the pric-
ing council including logo, Power-
Point templates, graphs, dashboard, 
etc. Tie the brand image to the over-
all pricing vision.

6. Keep the meeting to under 60 min-
utes if you can. It is better to have 
one 60-minute meeting every two 
weeks than to have a 2-hour meeting 
once a month where people will lose 

focus and interest. This is why the 
basic dashboard has to be reviewed 
by participants prior to the meeting. 
The last thing you want is to spend 
60 minutes only on reviewing pric-
ing key performance indicators.

7. Make sure you have a balance of 
topic relating to cost, competition 
and customer value. Obviously, you 
will have a multi-functional team in 
this council and each council partic-
ipant will be responding to different 
information in a unique way.

If you have managed a pricing council 
before, this is not rocket science. What 
becomes a bit more tricky is designing a 
pricing council that generates and pro-
motes a different kind of experience. 
This forum or platform engages partici-
pants to the fullest, breaks down organi-
zational silos, disrupts mechanical pric-

ing routines and becomes more creative 
in nature.

1) A platform for candid and open dis-
cussions

Pricing is a subject that can generate 
tensions and conflicts. The council can 
be the platform to address tough issues, 
potential tensions, and organizational 
breakdowns. Having open and candid 

When teams openly 
and mindfully discuss 
new product pricing and 
when they have access 
to the scientific data 
supporting the pricing 
levels, a greater sense 
of rationality is created. 
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Figure 1: Pricing Councildiscussions in a safe and non-judgmen-
tal environment can help create greater 
alignment in pricing tactics. The role of 
the top leader sitting in the council is 
critical to opening the dialog and mak-
ing sure that people have a chance to 
vent, share, and give constructive feed-
back.

2) A platform for continuous improve-
ment in value and pricing manage-
ment 

Value and pricing management can be 
complex. It is important to create a cul-
ture of mindfulness in the pricing coun-
cil where problems are discussed and 
solved in teams. So the overall message 
from the council moderator is to seek 
continuous improvement in pricing and 
not to point fingers at anyone for diffi-
cult pricing situations or bad decisions. 
Pricing excellence is a journey and not a 
destination. Success is reached incremen-
tally and through continuous improve-
ment. 

3) A platform to create a higher level 
of rationality

When teams openly and mindfully dis-
cuss new product pricing and when they 
have access to the scientific data support-
ing the pricing levels, a greater sense of 
rationality is created. Sharing and dis-
cussing the science behind pricing deci-
sions helps remove subjectivity and judg-
ment.

4) A platform for strategic conversa-
tion

A greater portion of the pricing council 
should be spent on reviewing, discuss-

ing and challenging the overall pricing 
strategy. Special attention should be paid 
to strategic project review, to new prod-
uct pricing, to value creation and capture 
activities, and to competitive market dy-
namics. It is essential to elevate the con-
versation and to look at the big picture: 

•	 Are we living our pricing vision? 

•	 Are we getting our money’s worth for 
our innovation? 

•	 Are we as differentiated as we think 
we are? 

•	 Should we revise our market strategy? 

5) A platform for creativity and dy-
namic change

Finally, the pricing council should be a 
place of creative exploration and experi-
mentation. Pricing innovations should 
be proposed to further the overall pric-
ing strategy and to match the evolving 
marketing strategy. We are facing a very 
dynamic and competitive global busi-
ness world. Value and pricing strategies 
and tactics cannot be static. They have 
to change dynamically and sometime at 
the speed of light.

You may already have a fantastic pricing 
council design. Congratulations if that is 
the case. If not, try some of these recom-
mendations and create the platform that 
it needs to be. Be bold, join the pricing 
revolution!
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How Quickly Consumers Buy  
Says a Lot About How Much to Charge

We’ve come to expect the 
line-ups that form out-
side retail outlets when-
ever tech giant Apple 

announces the company is releasing its 
‘next generation’. Those queues are be-
coming almost iconic; synonymous with 
the brand. Even Apple’s competitors are 
taking notice and at times poking fun. 
Sometimes it’s hard to remember that 
the multi-billion dollar empire is more 
the exception than the rule.

Quick acceptance or rejection of a new 
product is most common for everyday 
consumer goods. For technology-laden 
products or services, it’s quite the oppo-

site – the process can be very slow. Apple 
aside, a substantial portion of the target 
population typically takes a ‘wait-and-
see’ attitude when considering a new 
gadget for adoption. Market acceptance 
needs to first reach a certain level be-
fore the rest can be enticed to “cross the 
chasm.”

Speed of adoption can have a signifi-
cant impact on the pricing strategy 
surrounding a new product launch. A 
recent pricing and value research study 
asked consumers if they would try a new 
product. Researchers looked at each con-
sumer’s commitment to the new offering 
and how soon they would likely jump 
that chasm and make the switch. They 
then estimated market adoption at vari-
ous price points during the launch year 
and following three years.

Because market adoption occurs in phas-
es, it is important to determine the per-
centage of customers your product or 
service will reach within those phases. 
If companies have a better idea when a 
product’s target market penetration will 
be attained, they can develop the con-
fidence to set 
higher launch 
prices. 

Aside from 
yielding higher 
margins, high-
er price points 
help compa-
nies reinforce 
the message 
that their new offering provides superior 
quality, more innovative features, better 
ease of use — the list can go on and on 
— compared to existing products in the 
marketplace.

This is especially important during the 
first few years of the product introduc-
tion when the majority of costs related 

to set-up and sales logistics are incurred. 
Having a better understanding of the 
adoption curve means companies can 
more efficiently apply scarce resources.

Launching at a higher price also mini-
mizes the risk that competitors, with 
products of lesser value, will react to 
the new product launch by reducing the 
price of their own offering. This decreas-
es the possibility of setting-off a price 
war that ultimately reduces the economic 
value of the category.

Lastly, profiling early adopters of any 
new product has value. This is particu-
larly true if these consumers are the in-
dustry’s likely influencers, facilitating the 
new product’s acceptance with the rest of 
its target market.

If you’re Apple, your industry’s influ-
encers might very well be those shop-
pers who have queued for 33-hours to be 
among the first in the world to buy, say, 
the new iPhone 5. Accurately estimating 
just how many consumers are actually 
willing to wait in line, and how much 
they are willing to pay, is all part of un-

derstanding 
how quickly 
the company’s 
newest gadgets 
will be accept-
ed by the mar-
ketplace. 

Apple’s ability 
to consistently 
report high 

margins over the past decade suggest 
shoppers are consuming what the com-
pany is producing – and across multiple 
price points too.  Although we may not 
be able to definitively understand Apple’s 
inner workings, in an industry where 
consumers typically are hesitant, they do 
make an interesting exception.

Although Apple’s ability to drive quick 
adoption of their next generation prod-
ucts is the exception and not the rule 
in the technology industry, for pricers 
in most industries, speed of adoption 
can have a significant impact on the 
pricing strategy surrounding a new 
product launch. If companies have a 
better idea of market adoption speed, 
they can set higher launch prices, as 
the author explains. Paul Hunt is the 
president of Pricing Solutions and a 
frequent PPS contributor, instruc-
tor and presenter. He can be reached 
at phunt@pricingsolutions.com. He 
also writes a pricing column that ap-
pears monthly in the Financial Post 
(www.financialpost.com).This article 
was written in partnership with Angie 
Barrozo, Senior Consultant with Pric-
ing Solutions.

Speed of adoption can have 
a significant impact on the 
pricing strategy surrounding 
a new product launch.
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Last month, Target did the 
once unthinkable. In addi-
tion to matching prices of local 
brick and mortar stores, it an-

nounced this holiday season it would 
also match prices of any product sold by 
major Internet retailers including Ama-
zon.com, BestBuy.com, Walmart.com, 
and Toysrus.com.

While many stores pledge to match pric-
es of local brick and mortar stores — 

consumers have to bring in a local com-
petitor’s advertisement as proof — until 
now matching Internet prices has been 
taboo. After all, physical store retail-
ers have higher costs and their mantra 
has been “buy from us because we offer 
more benefits,” including the ability to 
see/touch products, receive advice from 
knowledgeable sales people, and enjoy 
products instantly. But now some physi-
cal retailers are saying “the heck with it”: 
despite their own cost disadvantages and 
despite offering a better shopping experi-
ence, they are aggressively courting cus-
tomers with lowest price pledges. Best 
Buy is also matching prices — but only 
on appliances and electronics.

So price matching policies are good for 
consumers, right? Not necessarily. Con-
sider the following three reasons:

•	 They may reduce competi-
tion: Economists and antitrust au-
thorities have long been concerned 
that price matching policies may ac-
tually reduce the incentives of stores 
to lower prices. If retailers know that 
lowering prices (to sell more of a prod-
uct as well as spur additional purchas-
es) will be matched by rivals, there’s 
less upside to discounting — what’s 
the point if consumers will simply go 
to their favorite store and request a 
price match?

•	 They provide a false sense of secu-
rity: Academics Maria Arbatskaya, 
Morten Hviid, and Greg Shaffer pub-
lished a paper in the International 
Journal of Industrial Organization 
entitled “On the Use of Low-Price 
Guarantees to Discourage Price Cut-
ting” that empirically investigates 
price matching. The authors collected 
data on tire prices from Sunday news-

papers. They found that 86% of re-
tailers that offered to match any price 
— advertised or not — did not offer 
the lowest price. Interestingly though, 
75% of retailers that offered to match 
only advertised prices actually offered 
the lowest prices.

•	 They penalize inattentive shop-
pers: Under price matching guaran-
tees, consumers who play the game 
(by aggressively comparing prices 
before buying) will win, but those 
who don’t will pay more. With the 
significant extra operating costs borne 
by brick and mortar retailers, how 
will they make up margins lost from 
matching Internet prices? Physical 
stores will become more dependent on 
implementing differential pricing (the 
strategy of charging different prices 
for the same product to different cus-
tomers) to keep their bottom lines in 
check. To do this, they will likely in-
crease prices.

Price sensitive customers — those who 
credibly identify themselves by conduct-
ing pre-shopping research and entering 
stores armed with fistfuls of printouts 
proving lower prices offered by rivals — 
will reap excellent deals. However, those 
who purchase on the faith that they are 
getting a “reasonable price” will get the 
short stick — they’ll pay more. Realisti-
cally, how many of us are going to show 
up with price match evidence for the ma-
jority of our brick and mortar purchases?

So what do you think? Is price matching 
good for consumers? Will price matching 
increase or decrease discounting this hol-
iday season? What do you think are the 
long term implications of the willingness 
of brick and mortar stores to match In-
ternet retailer prices?

Target is taking pricing matching to a 

new level this holiday season. In ad-

dition to matching prices from other 

brick-and-mortar competitors, the 

mega-retailer recently announced that 

it would match prices from online 

competitors, including Amazon.com, 

for holiday shoppers as well. Is this a 

good strategy for Target and will con-

sumers really benefit from this price 

competition? Rafi Mohammed is the 

founder of Culture of Profit LLC, 

a Cambridge, Massachusetts-based 

company that works with businesses to 

help develop and improve their pric-

ing strategy, and author of the Pricing 

for Profit Blog. He can be reached at 

rafi@cultureofprofit.com.This article 

originally appeared in the Harvard 

Business Review blog at HBR.org.

Why Price Match Guarantees  
Can Be Bad for Consumers


