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In this article, the authors discuss strate-
gies for utilizing price differentiation to 
increase bottom-line results in whole-
sale. Arjen Brasz, MSc is a Senior Con-
sultant at Simon-Kucher & Partners 
in Amsterdam. He specializes in price 
and profit optimization for wholesalers 
and distributors with consulting project 
experience in Europe, the United States 
and Asia. Pieter Fourie, MSc is a Con-
sultant at Simon-Kucher & Partners in 
Amsterdam. He is a data analysis and 
modeling expert with consulting project 
experience in Europe, the United States 
and Africa. They can both be reached 
via www.Simon-Kucher.com.

Value Pricing through Needs Based 
Customer Segmentation

The tough current economic en-
vironment makes identifying 
revenue and margin growth 
opportunities difficult. As a 

result many wholesalers are experienc-
ing declining volumes and severe margin 
pressure. In an attempt to compensate, 
many try to maintain volume by lower-
ing prices and costs instead of optimiz-
ing prices.

This article offers a pragmatic approach 
to identifying customer segments based 
on similar buying patterns, supporting 
effective price differentiation. Experience 
shows that if this approach is implement-
ed appropriately, margins can improve 
by two to three percentage points.

The right price for  
every transaction 
Typically, wholesalers use a list price per 
product combined with a discount ma-
trix to differentiate net prices between 
customers. Since every customer has a 

unique willingness to pay, every custom-
er should ideally receive a unique dis-
count per product. In practice, however, 
extracting the full willingness to pay 
from all customers in a large customer 
base is complex. Due to this complexity, 
companies tend to set net prices based 
on a mix of gut feeling, cost-plus calcu-
lation and competitive price levels com-
bined with numerous additional manual 
discounts.

An unsystematic approach toward pric-
ing combined with numerous additional 
manual discounts has two main disad-
vantages:

1. Margin leakage 
Margin leakage occurs when customers’ 
perceived values of products are higher 
than the actual price they pay for the 
products. To improve margin the cus-
tomers’ willingness to pay must be ex-
tracted effectively. Specifically, price 
differentiation needs to be applied 
based on segmentation criteria that re-
flect a customer’s value to the company. 

These segmentation criteria should not 
be overly complex to ensure manageabil-
ity. Price differentiation entails offering 
multiple net price points to different cus-
tomers in order to match differences in 
willingness to pay. However, deal prepa-
rations or discount matrices are often de-
signed with insufficient understanding of 
differences in perceived value to custom-
ers. Understanding these perceived dif-
ferences is the key to extracting willing-
ness to pay. Depending on the segment, 
customers can have completely different 
perceptions of a product’s value.

2. Harmonization risks between cus-
tomers
The lack of a structured price differen-
tiation approach results in suboptimal 
profits. Furthermore, harmonization 
risks between customers increase dur-

ing mergers and acquisitions. There is 
a high risk of customers hearing about 
the prices paid for goods and services 
by other customers. If prices differ be-
tween customers, without a supporting 
price differentiation structure, credibility 
is often questioned and forced price de-
creases follow. To avoid such situations it 
is essential to be proactive, reducing risk 
through implementing a structured price 
differentiation strategy.

Customer base 
segmentation
Customer segmentation is a method 
that groups customers into homogenous 
combinations. Customers belonging to a 
single group are considered comparable 
and should therefore be treated similarly. 
Typically the segmentation process in-
cludes four steps as depicted in Figure 1. 

Commonly, customers are segmented by 
dividing them up into comparable peer 
groups based on factors such as revenue 
contribution, share of wallet and poten-
tial. However, it is far more effective to 
segment customers bottom up, that is, 
based on their similar buying patterns. 

The main advantage of this approach is 
that it creates a base for clear value argu-
mentation toward the customer as seg-
mentation is performed on actual cus-
tomer behavior. This makes it possible 
to create and maintain fair and effective 
price differentiation between customer 
segments, which in turn leads to im-
proved extraction of willingness to pay. 
In addition, it is a far better alternative 
to simply relying on assumptions of the 
internal (sales) organization. 

The technique used to conduct the cus-
tomer segmentation depends mainly on 
the size of the customer base. Small cus-
tomer bases can be segmented manually. 
However, as the size of the customer base 
increases alternative methods need to be 
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Figure 1: Customer segmentation approach

considered. Since wholesalers typically 
have several thousands of customers, us-
ing statistical methods is recommended 
when considering the bottom-up seg-
mentation approach. 

The bottom-up approach requires ana-
lyzing customer buying behavior to iden-
tify their buying patterns. These buying 
patterns can be used to group compa-
rable customers into segments. Once the 
segments have been identified they need 
to be commercialized. Commercializing 
entails naming segments based on the 
factors which make them unique. Ap-
propriate naming of segments is crucial 
to the success and the usability thereof 
and should be performed by (or with the 
assistance of) experts with sound market 
knowledge. Only after diligently com-
mercializing customer segments, can 
they be utilized.

Effective price 
differentiation by segment
Once customer segments have been iden-
tified, it is possible to determine the rel-
evant importance and value of different 
products and services to each customer 
segment. This information is typically 
used to sort products and services into 
categories such as core assortment and 
supplementary assortment. 

Core products and services are those that 
are purchased frequently and are there-
fore high on the customer’s price radar. 
Prices of these products and services 
should be competitive and will typical-
ly realize lower margins than the same 
products being treated as supplementary 
in other customer segments. Supplemen-
tary products are products that are rarely 
bought and perceived as an addition to 
the set of core products that are bought 
frequently. When supplementary prod-
ucts are bought, customers attach less 
importance to their prices. 

Having effective and structured price 
differentiation between customer seg-
ments that responds to buying behavior 
makes it possible to extract customers’ 
willingness to pay.

Further approaches to 
increase value extraction

Differentiated market approach
Utilizing customer segments supports 
comparing revenue (growth) and profit-
ability between groups. Additionally, it 
makes it possible to identify goals and 
focus areas per segment which can then 
be used to guide sales. 

White spot analysis
Customer segments, based on buying 
patterns, can be used to identify which 
products customers are purchasing from 
competitors. This can be derived from 
purchasing patterns of similar customers 
in the same peer group; useful informa-
tion that can later be used during nego-
tiations with customers.

Conclusion
Pricing hugely influences profitability 
and should be a main topic among low-
margin companies, such as wholesalers. 
Although there is much to gain, many 
companies do not take advantage of the 
improvement potential which lies within 
pricing. In order to improve profitabil-
ity pricing can and should, be used to 
extract customers’ willingness to pay.  
An effective way of doing this is to uti-
lize wholesale data to conduct customer 
segmentation based on buying patterns. 
From the buying patterns products high 
on customers’ price radar can be de-
duced and the perceived customer value 
of products and services can be derived. 
The identified segments should be used 
as a basis to design a structured price dif-
ferentiation strategy. When implemented 
appropriately, this will lead to improved 
extraction of willingness to pay thereby 
increasing profitability.

- 0 -

Phase

Central
questions

Content

Weighting Scaling & 
thresholds
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Which criteria should be 
selected for customer 
classification?

How should the criteria 
be weighed in order to 
fit strategic focus?

Which scales or metric 
should be applied in 
order to assess the 
customers?

How should customer 
groups be 
distinguished?
How are the customers 

distributed within the 
new classes?

Present value: revenue, 
profit, loyalty etc.
Future value: customer 

potential, cross selling 
potential

Weighting of chosen 
criteria according to 
strategic importance
Decision on matrix 

dimensions (e. g. 
industry)

Scoring model (e. g. 
scale from 1 to 5)
Absolute values (real 

customer figures)

Distribution of customer 
scores
Definition of customer 

segments

Definition of criteria


