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Value-Based Strategies:  
Getting Trade Channels on Board

In this article, the author explains 
how pricers’ value-based strategies 
need to move downstream and in-
clude channel partners from the de-
sign phase to the execution programs. 
Otherwise, all of your efforts at im-
plementing value-based pricing strat-
egies can be defeated at the point of 
sale. Author Stephan Liozu, Ph.D., 
CPP, (www.stephanliozu.com) is the 
Founder of Value Innoruption Ad-
visors and specializes in disruptive 
approaches in innovation and value 
management. He earned a PhD in 
Management from Case Western Re-
serve University and can be reached 
at sliozu@case.edu. 

Can you deploy value-based 
strategies without having the 
trade channels on board? The 
answer is simple: no you can-

not. Obviously, you can debate for hours 
what “being on board” means. That is 
the subject of this short essay.

Figure 1 depicts the complexity of value 
and pricing management in the buyer-
seller relationship with trade channels 
in the middle and the end-user at the 
end of the marketing process. Both buy-
ers and sellers have specific goals, display 
specific behaviors, and manage their own 
optimization processes. The end game of 
value-based strategies is to establish a 
win-win collaboration between buyers 
and sellers where both parties can cap-
ture part of the created value. Pricers, 
marketers, and sellers on the selling side 
engage in activities to demonstrate to the 
buyer that there is worth in their offering 
and that the price premium is justified 
with high value delivery. But what hap-
pens when you go through trade chan-
nels that have their own processes, goals, 
and behaviors? How do you prevent 
retailers, distributors, and agents from 

becoming “value bottlenecks” because 
of their irrational focus on gross mar-
gins and because of the sheer number of 
brands they represent?

During my last PPS workshop, we dis-
cussed the following example. I recently 
purchased start-up fluid for my French 
1979 Citroen antique that would not 
start. I walked in AutoZone and request-
ed assistance finding the products. Two 
choices were available to me: Pennzoil 
for $3.70 a can and a branded generic 
for $2.70 for a similar can. Shocked by 
the price differential, I inquired with the 
sales associate which brand I should pur-
chase. Without hesitation the response 
was: “Buy the generic brand! It is the 
same product inside and you save a dol-
lar.” I was shocked by the quickness of 
the response and the lack of willingness 
to try to sell me the higher quality and 
higher priced product.

Herein lies the problem: you can con-
duct all the value-based pricing pro-
grams you want, but you need to get 
your trade channels on board on the 
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Figure 1

value journey. Easier said than done of 
course. Even if 100% of your activities 
go through distribution, you need to 
manage the value relationship with your 
channels with a vengeance. Either way, 
your value-based strategies need to move 
downstream and include your channel 
partners from the design phase to the ex-
ecution programs.

Here are some of the programs I often 
recommend:

1. Create differentiation for your 
channel partners: Your innova-
tion and marketing processes need 
to create excitement for your trade 
partners. Give them a reason to pay 
attention to your offerings among 
the hundreds of brands they might 
represent and carry. Being above the 
pack is a necessity to get the employ-
ee attention at retail locations and in 

their marketing materials. Differen-
tiation should not come from price 
unless your positioning is low cost/
low price. It should come from mar-
keting programs such as training, 
support, customer services, logistics, 
etc.

2. Conduct EVE® (Economic Value 
Estimation) modeling for trade 
channels: The main focus of your 
EVE® and value models is on your 
end-user customers. You need to 
do the same exercises for your trade 
partners to demonstrate to them the 
value of your offerings. Your value 
models will look very different. They 
will include value drivers focused 
on supply chain, cash flow manage-
ment, support activities, and pos-
sible gross margin differentials. This 
is part of your stakeholder mapping. 
Do not forget to do value models for 

trade channels.

3. Engage with top leaders and own-
ers: Your leadership needs to engage 
your channel partners’ leadership. 
They need to show the value score-
card and deliver the value of the 
strategic relationship. A customer 
value file is also a good tool to use to 
do so. High level discussions need to 
include strategic fit, cultural fit, and 
a collaborative desire to innovate, 
for example. As a manufacturer, you 
need to explain to your key trade 
partners what the direction of your 
business is. Show them how they fit 
in your long term plans. Show them 
the power of your organization in 
your eco-systems. As a former CEO, 
we often invited owners to “red car-
pet” HQ visits for strategic discus-
sions, site tours, and long discussions 
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My team quickly realized we could not go to market 
with our value-based strategies without paying close 
attention to trade channels and engaging them 
with intention. This was a big part of our success in 
deploying value-based pricing.

on value, innovation, and strategy. 

4. Design dedicated training pro-
grams: Value-based training pro-
grams have to be conducted with 
your trade channels’ commercial and 
store staff members. In other words, 
you need to explain to them how to 
sell the value of your products and 
services. That includes explaining 
product or service advantage and 
differentiation as well as concepts 
of dollarization. Training programs 
related to value have to be blended 
with your product training. The key 
for success here is to conduct the 
training yourself and to avoid leav-
ing this to your trade channel part-
ners who may not have the time 
and expertise. It might be tough to 
get approval for it but your chances 
of success are greater if you do this 
yourself. You can also train all store 
employees on concepts of value by 
equipping them with the right tools. 
For example, the AutoZone employ-
ee could have given me one or two 
value drivers to allow me to make 
a better educated purchase for my 
startup fluid. In my experience, if 
channels are a critical part of your 
supply chain, your pricing people 
should spend more than 50% of 
their time with them in the field. I 
know that sounds like a lot but it is a 
necessity to bring them on board.

5. Design special value incentives 
to channel staff: Smart incen-
tives might be offered for your trade 
channels’ sales and in-store asso-
ciates. Incentives can range from 
small gifts to small financial incen-
tives. With the approval from your 
partners, you can design competi-
tion for the sale of innovative and 
high-priced products. You can also 
create annual awards and invite the 
winners for a trip of some sort. The 
key success factor here is that the 
incentive program has to be related 
to value and price, not volume and 
market share. That works best when 

your sales force is also incentivized 
on margin and price. There is a need 
for alignment there.

6. Increase the focus on end users to 
create demand: If you have a direct 
sales model, then chances are you 
bring business opportunities to your 
channels. You have a greater chance 
to control market pricing and to 
enforce pricing strategies. Some 
companies design MSRP pricing as 
guidelines for trade channels. Others 
monetize the value of all the oppor-
tunities they bring to commercial 
trade channels and include the dol-
larized value in a quarterly customer 
value file. Demand generation activi-
ties bring lots of value for your chan-
nels. Make sure you include these in 
your value models with a value driv-
er focused on realized margin.

7. Design loyalty clubs and pro-
grams: I have found that preferred 
partner program can also be a good 
way to get channel attention. De-
pending on your positioning and 
your strength in the eco-system, you 
might be able to attract your loyal 
channel partners and your value 
buyers in well-designed loyalty pro-
grams. The key success with this 
point is to make sure you deliver 
tons of value to ensure these channel 
partners realize why they are paying 
a higher price for your offerings and 
why they are selecting you as a ven-
dor. In my experience, you cannot 
be successful with these activities if 
you go half way. You have to be all-

in and to make sure the execution is 
perfect. There is no room for average 
services or half-baked benefits. The 
perceived customer experience has to 
be superior. The level of required in-
novation is also critical to avoid the 
fatigue factor.

8. POS communication and brand-
ing support: As part of your val-
ue-based marketing programs and 
your potential loyalty programs, you 
might be able to design compelling 
and crisp value messages in your 
marketing communication cam-
paigns. That includes banner, bro-
chures, digital tools, and other ma-
terials that can convey value to your 
channels’ customers. Bringing your 
trade channels on board with your 
value strategies means giving them 
marketing communications support. 
Can you hire a graphic designer 

that can do work for your channels? 
Make sure you dollarize all of this of 
course and include it in your value 
models and customer value files.

There are other ways to bring your chan-
nels on board. I have used all eight rec-
ommendations as an executive and a 
value practitioner. The bottom line is 
that it is a design and innovation chal-
lenge to bring channels on board. My 
team quickly realized we could not go to 
market with our value-based strategies 
without paying close attention to trade 
channels and engaging them with inten-
tion. This was a big part of our success in 
deploying value-based pricing.
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In this article, the author explores val-

ue-based pricing from a mathematical 

perspective, and explains value-based 

pricing as a philosophical approach to 

pricing that aims to price offerings ac-

cording to the value customers associ-

ate with the offering in comparison to 

its alternatives.  Tim J. Smith is the 

managing principal at Wiglaf Pricing, 

adjunct professor at DePaul University, 

a frequent PPS speaker, instructor and 

presenter, and the Academic Advisor for 

the Certified Pricing Professional desig-

nation.  His most recent book is Pricing 

Strategy:  Setting Price Levels, Man-

aging Price Discounts, & Establish-

ing Price Structures (South-Western 

Cengage Learning, 2012). He can be 

reached at tsmith@wiglafpricing.com.

What is Value-Based Pricing?

Value-based pricing aims for 
prices to reflect the value that 
customers associate with a 
product or service offering. 

Simple enough to state, but what does 
this mean?

Defining Value
In the mind of a customer, the total 
value of an offering is the difference be-
tween the perceived benefits a customer 
gains in acquiring the offering and the 
perceived price they pay to acquire the 
offering.

Mathematically, we define value as:

V = B - P

where V is for value, B is for benefits, 
and P is for price.

This simple equation states, from the 
customer’s perspective, value is the ben-
efits gained less the price extracted.

According to this definition, if an of-
fering delivers more benefits, customers 
gain more value in transacting. If it de-
livers less benefits, customers attain less 
value in transacting. In contrast, if the 
offering’s price goes down, customers 
gain value in transacting. If price goes 
up, customers achieve less value in trans-
acting. That overcomes the rationality 
hurdle.

We use this specific definition of value 
because it (1) reflects the customer’s per-
spective to the issue of “what is a good 
value” and (2) it distinguishes the con-
cept of value from benefits and price. For 
defining value-based pricing, this is the 
most relevant definition of value.

In relation to economic terms, this equa-
tion defines the total value to be the 
same as consumer surplus. Benefits re-
flects the potential industry demand 
function, or the potential willingness of 
customers to pay. And price is price.

While the above equation defines the 
total value acquired by customers in 
transacting, it falls short of fully reflect-
ing how customers think and behave and 
therefore needs refinement. In particular, 
the challenge with using value alone ar-
rives from the fact that the full value of 
an offering rarely enters a customer’s pur-
chasing decision process.

To prove the point that total value is 
largely irrelevant for modeling customer 
purchase decisions, consider a thought 
experiment contrasting the total val-
ue you derive from water to diamonds 
and the price you pay for each. With-
out water, you die, but water tends to be 
a cheap, if not a free, commodity, even 
though most people associate a high level 
of benefit from living. In contrast, dia-
monds provide few intrinsic benefits, yet 
most people will pay dearly for them. 

Hence, as this simple thought experi-
ment demonstrates, prices are largely un-
correlated, that is, have little-to-nothing 
to do with the total value that offerings 
deliver.

Defining Differential Value
The needed refinement for modeling 
customer decision making is to move 
from considering the total value of an 
offering to the differential value. Dif-
ferential value is the difference in value 
acquired through the focal offer versus 
that acquired from a competing alterna-
tive offer.

Mathematically, we would define differ-
ential value as:

ΔV = VF - VA

where ΔV is the differential value associ-
ated with the focal firm’s offering. The 
subscripts F and A denote the firm and 
the alternative respectively. Therefore, 
VF is the total value delivered by that 
focal firm’s offering and VA is the total 
value delivered by the competing alterna-
tive offering. Differential value is simply 
the difference in total value delivered be-
tween two offers.

Customer Purchase  
Decision Criteria
Customers select between offers accord-
ing to the differential value. Economists 
talk about this selection as making trad-
eoffs, while marketing talks about the 
selection as making a purchase decision.

If an offer provides more value than its 
competing alternative, customers will 
choose that offering. If an offer provides 
less value than its competing alternative, 
customers will choose the alternative of-
fering. That is, customers choose the of-
fering which delivers the greatest differ-
ential value for them.

Logically, we would state the customer 
purchase decision criteria as:

CONTINUED ON NEXT PAGE �
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The goal in value-based 
pricing is to identify and 
use that maximum price.

The customer purchases if and only 
if ΔV ≥ 0.

Deriving Value-Based Prices
At this point, deriving the goal of defin-
ing value-based pricing is algebraic. Ex-
panding the use of the subscripts F for 
firm and A for the alternative across the 
terms of B for benefits and P for price, 
we ascertain:

ΔV = (BF - BA) - (PF - PA)

Then, using the customer purchase deci-
sion criterion of positive differential val-
ue, we are seeking:

(BF - BA) - (PF - PA) ≥ 0

Rearranging this equation to identify 
the price the firm can charge to drive the 
customer to purchase, we have:

PF ≤ PA + (BF - BA)

This last equation identifies the goal of 
value-based pricing. It states that the 
maximum price the firm can charge a 
customer is the price of the competing 
alternative adjusted for the firm’s differ-
ential value.

The goal in value-based pricing is to 
identify and use that maximum price. 
That is, value-based pricing strives to 
price offers in relationship to their com-
peting alternative, taking into account 
the difference in benefits—both positive 
and negative—that the firm’s offer deliv-
ers in comparison to the alternative of-
fers.

Implementing Value-Based 
Pricing
Notice we speak of goals and aims with 
respect to value-based pricing. Value-
based pricing is a philosophical ap-
proach towards pricing, not a specific 
tool, methodology, or structure. Formu-
las, techniques, software, methodolo-
gies, processes, and structures are useful 
in achieving value-based pricing; that 
doesn’t make them the same as the con-
cept itself.

Hence, the “based” within the term “val-
ue-based pricing.” Value-based pricing is 
an approach to pricing that is based in 
the concept of value from the custom-
er’s perspective. Its aim is to achieve the 
price which most accurately reflects the 
value that customers associate with the 
offering.

Given that value-based pricing is not a 
specific tool, methodology, or structure, 
operationalizing value-based pricing is 
challenging. Two major challenges that 
must be addressed by any specific ap-
proach toward value-based pricing are 
(1) measuring the perceptions of value 
and (2) understanding variations in 
those perceptions. Let’s take them in re-
verse order.

Perceptions Vary
Different customers will perceive differ-
ent benefits and prices differently.

Notice that we carefully mentioned per-
ceptions in defining value itself. Value is 
not necessarily an objective entity. Some 
customers may perceive a specific of-
fering as having great benefits to them, 
while other customers will see all offer-
ings within a category as delivering the 
same set of benefits. Some customers 
will perceive the price as the price paid, 
others may perceive it lower in anticipa-
tion of using a rebate or coupon. These 
and many other variations on this theme 
have been identified, studied, and used.

Moreover, the maximum price a firm 
can extract from a customer depends 
on the alternative under consideration. 
If the firm can shift the frame of refer-
ence, it can shift its pricing power. Or, if 
customers have a broader array of alter-
natives, then they may find an approach 
which leaves them far more net-value 
positive.

The variation in perceptions between 
customers of benefits, prices, and alter-
natives implies that value-based pricing 
aims for customer-dependent pricing. In 
economic terms, that would be called 
perfect price discrimination, which 

brings us to the other challenge.

Perceptions are  
Hard to Measure
Since the time of Arthur Pigou, no in-
formed and rational person has stated 
that perfect price discrimination is pos-
sible. The effort required to know every 
individual customer’s perception of an 
offer’s differential value exceeds the value 
which would be captured in those trans-
actions. Even measuring one person’s 
perception of differential value is diffi-
cult.

Researchers have devised many ways to 
estimate customer’s willingness to pay. 
Each of these techniques and approaches 
help managers get closer to the goal of 
value-based pricing, and anyone striving 
towards that goal can legitimately claim 
to be doing value-based pricing, but 
none of them reach that goal for every 
customer. They merely get a firm closer 
to it. The goal is to help narrow the un-
certainty around the price that most 
reflects the value customers are willing 
to pay.

Defining Value-Based Pricing
Hence, we arrive at a slightly more pre-
cise definition: value-based pricing is a 
philosophical approach to pricing that 
aims to price offerings according to the 
value customers associate with the offer-
ing in comparison to its alternatives. It 
really is that simple—but getting there 
is not.

References

• I have used this definition of value in many 
presentations. More recently, Anderson, Ku-
mar, and Narus have used this same defini-
tion in their book Value Merchants.
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Today’s Pricing in Mobile and  
Fixed-Line Networks is Toxic

Telecoms.com periodically invites ex-
pert third-party contributors to submit 
analysis on a key topic affecting the tel-
co industry. In this piece Dr. Ekkehard 
Stadie and Martin Deutschenbaur, 
of Simon-Kucher & Partners, look at 
current telco pricing models and why 
they need to change. Dr. Ekkehard 
Stadie is a Senior Partner at Simon-
Kucher & Partners, where he heads 
the global Telecommunications & IT 
competence center. Martin Deutschen-
baur is a Director at Simon-Kucher & 
Partners, London, where he heads the 
Telecommunications, Online Business 
and Technology Services competence 
center. They can both be reached via 
www.simon-kucher.com. This article 
was originally published on Telecoms.
com.

Revenue and profit sources of 
mobile and fixed-line net-
work providers are under much 
more pressure than originally 

thought. Users are radically changing 
their behaviour, over-the-top (OTT) of-
fers are highly competitive, and, most of 
all, non-future proof toxic price models 
are in place.

The most recent wake-up call came 
in the form of Facebook’s takeover of 
WhatsApp and its announcement short-
ly thereafter that it will start offering 
voice telephony. Classic telecommunica-
tion providers need to carefully scruti-
nize how their services are priced. Sim-
ply pricing units of megabytes, minutes 
and text messages is no longer sufficient 

to maintain profitability and growth.

The following six challenges have to be 
tackled with effective pricing solutions:

1. Mobile data usage with lower 
growth potential than expected
Data volumes in fixed-line networks 
have grown much more than in mobile 
networks. “Commercial” WiFi offers will 
cannibalise mobile data usage. It’s stan-
dard nowadays for restaurants, hotels, 
airports, companies and public transport 
to offer their customers and visitors free 
WiFi. There is no urgent need to use mo-
bile data offers in these places. The clear 
winner in volume growth is the fixed-
line network.

• The telecoms industry is just begin-
ning to re-balance its price mod-
els from voice and text messages to 
data. Maximum price differentiation 
on the data side is not fully exploit-
ed yet. On the contrary, CAPEX-
intensive industries, such as airlines, 
railways, and logistics are becoming 
increasingly mature in their progress 
towards strong price differentiation. 
In the telecoms industry three data 
dimensions are still growing: The 
need for data speed/performance, 
the data volume (sum of fixed-line 
and mobile) and the number of in-
ternet connected devices. Data pric-
ing should not only focus on the 
transferred data volume; pricing also 
has to incorporate other price ele-
ments like quality of service, prior-
ity, and speed/performance. The op-
timal price differentiation elements 
depend on the market position, gen-
eral positioning and assets of the 
provider.

2. Data roaming revenues under pres-
sure through WiFi
This highly profitable business line is not 
only feeling pressure from regulation, 
it’s also affected by the WiFi substitu-

tion. Many customers would rather com-
mute from one WiFi hotspot to the next 
instead of going through the effort of 
booking an extra data roaming option.

• Pricing is an effective tool here. An 
option for a different approach to 
pricing is the bundling of services, 
for example the packaging of roam-
ing calls and data with national ser-
vices. The proposition “calling and 
surfing always like at home” meets 
the customer need of a worry-free so-
lution and increases positive custom-
er experience.

3. Voice roaming revenue under pres-
sure through OTT solutions
Voice roaming calls, still considered ex-
pensive, are partially being replaced by 
better and free solutions. FaceTime and 
Skype are more multi-media-oriented, 
and to some extent, qualitatively better. 
Also in the B2B area teleconference calls 

and longer conversations with far-away 
locations are more attractively served by 
OTT providers. In its Skype service, Mi-
crosoft already offers multi-media fea-
tures like group video calls, screen shar-
ing and calls to specific countries can be 
added on. While this offer can still be 
considered as a consumer/prosumer solu-
tion, Microsoft offers the corresponding 
multi-media functionalities also through 

Many customers would 
rather commute from 
one WiFi hotspot to the 
next instead of going 
through the effort of 
booking an extra data 
roaming option.

CONTINUED ON NEXT PAGE �
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The text message is an outdated technology.

Lync in a business environment.

• Pricing can help here through bun-
dling of services and the introduc-
tion of other price elements like 
quality of service and priority as well 
as the integration of additional ser-
vices like video calls and file sharing. 
The key here is to extract the right 
product and price dimensions for 
the additional customer benefit de-
livered.

4. Text messages not yet re-positioned
The text message is an outdated technol-
ogy. We are already seeing mass migra-
tion to offers such as WhatsApp. Yet text 
messages are the most reliable means of 
delivery, have the highest degree of pri-
vacy and have the most direct character 
of all messaging forms in business com-
munication. But text messages are at the 
end of the life cycle. The end can only be 
slowed down.

• There are essentially two pricing op-
tions: either re-position the text mes-
sage as a 100% reliable and secure 
premium service (delivery guaran-
teed to all networks with the high-
est level of privacy) with the suitable 
unit pricing on a much higher level. 
Or offer it as a paid extra service 
bundled with other services.

5. National voice usage revenue can 
only get protected by differentiated 
service pricing
National voice usage is decreasing for 
many reasons. For one, OTT messaging 
is replacing traditional calls. Also, calls 
are being substituted by multi-media 
OTT calls. In the “Postpaid” area a rev-
enue safeguard is reached via unlimited 
voice offers.

• Pricing can generate added revenue 
through product and quality differ-
entiation (e.g. HD voice, priority). 
For “Postpaid” customers that are 
not yet making calls with unlimited 
propositions and for prepaid custom-
ers, a proactive migration into un-
limited voice models should be con-
sidered.

6. Home data usage is rising, but 
hardly being charged. In the current 
price model access can even be substi-
tuted 
As with public WiFi hotspots, unlim-
ited data usage is the dominant business 
model also for residential internet access. 
In an IP-based environment, it makes 
little sense for all apartments of an apart-
ment building to separately pay £20 to 
£30 per month for a fixed-line inter-
net connection. Instead of, for example, 
eight individual connections, one con-

nection with a higher bandwidth and a 
WiFi router for £50 per month would be 
enough for the whole building.

• Pricing can counteract this risk ei-
ther by getting rid of unlimited data 
usage or by switching the price mod-
el away from household connection 
to the number of internet connected 
devices. Pricing of internet con-
nected devices offsets old categories 
(fixed vs. mobile voice and data) and 
focuses on the full communication 
needs of the household. 

A pay per device price model could aim 
to differentiate prices for additional de-
vices connected to the internet (e.g. 

smartphone, tablet, laptop) next to a 
base offer price which includes all house-
hold services (e.g. fixed broadband, voice 
and TV). The price level has to depend 
on the brand strength and the network 
quality of the provider.

New pricing approaches: 
The time to act is now!
It is time for a completely new approach 
to strategic pricing. Voice, text messages 
and roaming are going through a down-
turn. Data volume is migrating at a high 

level into fixed-line networks with un-
limited usage models that do not mon-
etise any usage increase. Innovative price 
models can help to detox current pricing 
structures. 

The optimal pricing solution however 
depends on multiple factors like market 
environment and positioning of the pro-
vider. Telecoms companies have to evalu-
ate different routes as there is no one size 
fits all solution. Price model changes are 
needed and beneficial for telecoms com-
panies but they are the “decathlon” of 
pricing; a lot of experience and practice 
is required. It is like flying; the rougher 
it gets the more experienced the pilot has 
to be.

http://www.pricingsociety.com
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For fashion brands, the art of 
finding the profit-maximizing price 
point lies in quantifying the value 
to customers regardless of costs.

Quantified customer research is key 
to establishing the optimal price point 
and enables companies to capture more 
revenue. For fashion brands, the art 
of finding the profit-maximizing price 
point lies in quantifying the value to 
customers regardless of costs, as the au-
thor explains. Author Corinne Gold-
berg is a Pricing Analyst at Pricing 
Solutions UK, headquartered in the 
London office. She can be reached via 
www.pricingsolutions.com.

Quantified Customer Research is  
Key to Optimising Fashion Prices

Despite the downturn in many 
economies over the last sev-
eral years, prices of luxury 
fashion products have grown 

at more than twice the rate of general in-
flation. According to the U.S. Bureau of 
Labor Statistics, the cost of luxury goods 
has risen 60% in a decade.

Most fashion brands have long moved 
away from cost-plus pricing to adopt a 
value-based pricing approach, or price 
setting based on the perceived value to 
customers. They use competitor bench-
marks, customer insights and their mar-
ket experience to determine prices.

At all levels of the fashion industry this 
pricing methodology is especially impor-
tant because customers have accepted the 
status quo that prices far exceed produc-
tion costs. For fashion brands, the art 
of finding the profit-maximizing price 
point lies in quantifying the value to 
customers regardless of costs.

Imagine a designer jacket that appears 
on the catwalk during London Fashion 
Week priced at £1000. Let’s assume the 
company makes 20% net profit, or £200 
after all costs, including manufactur-
ing, sales, and distribution. Any increase 
to this price that does not impact the 

volume falls directly to the bottom line 
profit. A small increase in price, let’s say 
only a 2% difference to £1020, will in-
crease the company’s profits by 10%.

Small improvements in price can make a 
big difference to profit. Regardless of the 
industry, companies should be looking 
to improve their pricing processes be-
cause it can enable them to capture more 
revenue.

The challenge of making pricing im-
provements is being able to effectively 
quantify customer value. Both luxury 
and high-street fashion brands find this 
difficult because they typically lack ad-
equate investment in quantified pricing 
research to inform their strategies.

Imagine a similar jacket 
to the catwalk brand — 
aesthetically the same 
— featured in a high-
street storefront on Ox-
ford Street for a tenth of 
the price. Let’s say £100. 
The psychological bench-
mark of the catwalk jacket 
could be a powerful fac-
tor in high-street custom-
ers’ purchasing decisions. 
By using advanced pricing 
research techniques, such 
as discrete choice question-
ing and conjoint analysis, 
companies gain a more 
holistic understanding of 
their customers. From this 
research data, key value 
drivers, segmented willing-
ness to pay and the price 
volume relationship can be 
evaluated to determine op-
timal prices.

Value-based price opimisation is as much 
of a profit growth opportunity for high-
street brands as it is for luxury brands. 
With a greater understanding of their 

customers and the impact pricing deci-
sions have on volume, most fashion com-
panies are capable of finding the 2% dif-
ference through improved pricing.

The companies leading the way in terms 
of B2C pricing strategies are regularly 
doing extensive pricing research to in-
form their price setting. The growing 
availability of quality data on customer 
purchasing behavior enables pricing ana-
lytics to inform sound pricing strategies. 
This type of research can also measure 
how other factors influence sales, such as 
guarantees, payment terms, delivery per-
formance and additional services. With 
this insight they are often able to set bet-
ter prices and capture extra revenue with 
no loss in volume.

Investment in pricing research allows 
businesses in all industries to dramatical-
ly improve their understanding of what 
drives customers’ buying decisions.

http://www.pricingsociety.com
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