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Although Dynamic Pricing is widespread across different branches “'
there is no clear acceptance among consumers NYPS WORLD 18

Consumers’ perspective: acceptance of flexible pricing among German consumers?

Products/branches Acceptance?

Flight tickets 23% QOverallifcceptance

Gasoline at the gas station 32%

Hotel accommodation 23%

Train tickets 30% Flexible Flexible

R pricing is pricing not
Supermarket food 35% accepted for accepted for
Electrical appliances all branches one or more
31% branch

(eCommerce)

Rental car 29%

Restaurant food 41%

Accepted (top-2) Not accepted (low-2)

1) More and more providers set the price for a product based on demand firmly, that prices for one and the same product vary. Please tell us first
product categories you have already experienced flexible prices.
2) Just tell us how much you accept such a flexible pricing for one and the same product in the following categories. (Scale 1 = “I fully accept” to 6 =
“I do not accept at all”)
Source: Kramer, Friesen and Shelton (2017) == University of Applied
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Consumers are not enthusiastic about prices that change (frequently) “'
over time, but are willing to accept it ... NYPS WORLD 18

Example Amazon customers: attitudes concerning flexible pricing?

amazoncom
| like price changes, because then | can wait | would appreciate if | could see the price
for the cheapest price for me history of the last days/weeks directly
Experience with price
variations? % Agreement % Agreement
Yes, | have noticed that
prices on Amazon vary 47%
43% 43%
30%
No, | have not noticed that ' ' ' ' ' '
prices on Amazon vary Amazon customer (No  Amazon customer Amazon customer (No  Amazon customer
Prime status) (Prime status) Prime status) (Prime status)
1) Have you noticed that prices on Amazon vary? And: What statements do you agree about price changes on Amazon?
Source: exeo Strategic Consulting AG / Rogator AG = University of Applied
exeo B ot Ba ot
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... provided consumers understand the pricing mechanism and “l

perceive it as fair

NYPS WORLD 18

Consumers’ perspective: understanding the pricing mechanism

Price variation over time: fuel at
German gas stations 2015

SO ANDERN SICH BENZINPREISE IM TAGESVERLAUF

Preis von Super ES5 an Shell- und Jet-Tankstellen Anfang Dezember (in Euro je Liter)

1,50
1,45
1,40
1,35
1,30
Di. Di Do. Do. Sa. Sa
5 Uhr 18 Uhr 5 Uhr 18 Uhr 5 Uhr 18 Uhr
Mo. Mo. Mi. Fr. So.
5Uhr 23 Uhr 23 Uhr 23 Uhr 18 Uhr

Tag und Uhrzeit

Typical ticket price function
(example Airlines)

Price variation over time (coffee
machine and camera, Amazon.de)

Passenger == . Revenue
200 $8.000
175 $7,000

i s Historic Bookings 8,600
1 .
s Current Bookings
125 Historic Revenue $6.000
=== Current Revenue
100 $4,000
% §3.000
50 $2,000
2% $1,000
0 $0

17 16 15 14 13 12 1 10 9 B 7T 6 5 4 3 2 1 Dept Boamw
Period before Depmun

Source: Kramer, Friesen and Shelton (2017)

exeo

Preishisorie fiir Xraps XN 3008 Mesprosse Bixie E\ectnt Red!

e coffee machine o
[E8 b ]
il
3 IPRRAE S IR FLD § 3 UL § RN SEAESE N FLT LY RO L »"' 162013 "
Individualized couponing
(example Deutsche Bahn)
] bahn.booss

Volltreffer] Jetzt Pramlen fir weniger Punktel
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Willingness to Pay: the maximum price the consumer does accept “l

NYPS WORLD 18

Defining “Value to to customer” and “Value of the customer”

Price
offered

Willingness to Pay (WTP)

Consumer surplus

Producer surplus ‘ Cost BB

Price high  Price low

Source: exeo Strategic Consulting AG == University of Applied

Em  Sciences Europe
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There are many methods to measure the Willingness to Pay (WTP)
— focus on price tests and customer data

il
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Methods to measure the ,Willingness to pay“ (WTP)

Sales / transaction data

Buying options

Customer preferences

Histo(rjictm;c\rket Price- s/ Auctions und similar
ata/ experiments methods
econometrics -tests
’_1 |
| | |
Customer (A/B-) Pay-What- Compositional methods
Profiling Tests You-Want (Direct questions)

eCommerce

2?77

Customer
surveys

Expert
judgment

Decompositional methods
(conjoint measurement)

Garbor- Van WTP
Granger Westendorp direct
|
PSM
Plus

Source: exeo Strategic Consulting AG based on Kramer (2016)
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Dynamic prices must always be evaluated from a company and "'

customer perspective — particularly in case of personalized prices

NYPS WORLD 18

— Company perspective

exeo

» Buying history
(transactions, prices

Customer perspective —

WTP = constant

EEE University of Applied
Em  Sciences Europe

WTP
etc.) The customer sees
Personal k : )
P — * Customer status: different prices while the
(Prime-customer)?... Price WTP is unchanged
* Household income, offered
Customer- lifestyle... etc.
centric
data Situation #1 Situation #2
Feedback loop ;
Artificial
: . Customer
Intelligence / Estimate - Experience
Machllne individual WTP und CLV
learning
Customer- « Search history
centric —
data (Search for products; WTP The customer sees similar
no purchase, time Bri prices while the WTP is
o spent; ...) rice different
Situative - Time, day of week, offered
IR location... etc
) Situation #3 Situation #4
Source: exeo Strategic Consulting AG
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Company perspective: Two-thirds of the price managers participating

in the survey do not use any form of dynamic pricing

1l
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View of pricing managers on Dynamic Pricing
Use of Dynamic Pricing?

... leads to uncertainty among customers
Yes

... requires a great know-how
... would annoy our customers

... requires high human resources

... does not correspond to our privacy philosophy
... we do not consider fair

... is not financially feasible for us
... is strategically too complex
n=24 pricing managers

1)
2)

... is technically not feasible for us

... can not be implemented in the business model
Do you already use the method of "dynamic pricing" or price differentiation in the company?
Partly”.
Source: Kramer, Kalka and Ziehe (2016)
exeo

1

Reasons for not using Dynamic Pricing?
... harms customer confidence

| 93%

| 86%

| 86%
| 79%
| 71%

| 64%

57%

Il

57%

U

50%

43%

Il

If no use of dynamic pricing: Which of the following statements apply to you to what extent? Dynamic pricing ... Percent "Fully Applies" and "Applies

43%
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Customer perspective: There is more to consider than WTP - complex "'
dependencies between pricing, CX and Customer Lifetime Value NYPS WORLD 18

How do consumers perceive price changes (before and after purchase)?

. Consumer
External reference price Q )
I:;]a§e 1 (EUR 329) feeling
¥ uying Current offer: EUR 199 Q
ecision = Good deal -> Purchase
Phase 2 Current offer: EUR 239 ‘
QUCESTICIERER = Good deal ... “very clever
t+2d
Samsung M4005 80cm
List price (recommended): EUR-329 _‘
Price: EUR 199 Current offer: EUR 175
Saving: EUR 130 (40%) = | paid too much!
_— lSJn‘iversitél of Applied
exeo B it st Haptt
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Price differentiation as an effective tool to increase revenues - “l

example Coca-Cola

NYPS WORLD 18

Prices for a 0.33 | can of Coca-Cola

Euro

Newsstand - railway station

1,12

Newsstand - airport

1,02

Newsstand - street

0,82

Vending machine - street

0,77

Gas station

Vending Machine - University

0,46

bakery

0,41

Grocery store

Large Supermarket

Source: exeo Strategic Consulting AG

0,35

0,33

0,61

239 % price
difference (highest

vs. lowest price)

Another attempt at differentiation (1999)

The higher the outside temperature, the
higher the price for the cooled Coca-Cola
— has not prevailed!
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Deutsche Bahn introduced Dynamic Pricing in Oct. 2002 and was “l
forced to modify the new tariff system only a few months later NYPS WORLD 18

New price and tariff system: Deutsche Bahn 2002

Experimental Spontanous evaluation
faktor: Presented ... in % (study 2002, 5-point scale)

Information
sheet only

Neutral-critical

press releases 23

(1

] 16
I

Very critical
press releases

N | 38
Very critical
press releases + 20
price examples
*[ ] Values measured in Feb. 2003
|:| Does (strongly) appeal to me
- Does not (at all) appeal to me
Source: exeo Strategic Consulting AG == University of Applied
Em  Sciences Europe
exeo B ot Ba ot
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Uber’s surge pricing: a core element of Uber’s business model "'

NYPS WORLD 18

Dynamic Pricing: low prices stimulate demand — high price stimulate capacities

Mechanism:

Uber’s pricing algorithm
automatically detects situations of
high demand and low supply and
hikes the price in increments,
depending on the scale of the
shortage. Those higher prices are
supposed to make drivers more likely
to bite, putting more Uber cars on the
road when they’re most needed.

Problem:
Australian in Dec.
2014
Source: exeo Strategic Consulting AG == University of Applied
exeo B ot Ba ot
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Consumers rate models to vary prices differently — pricing based on

customer profiles is particularly critical

il
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Acceptance of price models from consumers’ perspective (,,very good“/“good* in %)

If the consumer buys multiple products, he receives a discount
(quantity discount or bundle)

Special target groups receive discounts (eg seniors / pupils / students)

The consumer calls his maximum price. The provider decides whether
he sells for that price

The consumer decides if and how much he pays for the product

The consumer and the seller negotiate the price

Depending on the utilization, the provider offers different prices

The consumer pays nothing for a basic product, but for special additional
services

The consumer buys a subscription and receives a lower price per item

The product is free to the consumer using the provider - but the user
provides data (e.g., Google, Facebook)

Depending on the demand, the provider offers different prices

(for example at different times)

Based on the customer profile (previous purchases, search behaviour,
etc.), the provider decides what price he offers the customer

“Very bad” / “bad”

1) Question: "Lately, different pricing models are being discussed. How do you rate these? "(Scale 1 =" very good® to 6 =" very bad “)

Source: exeo Strategic Consulting AG / Rogator AG

| 48%
| 47%
| 46%
T e e
| 36%
| 35%
e 0 >

31%

45%
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Amazon: Head & Shoulders Classic clean, 300 ml with a price range from “l
€245 (Index=100) to € 3.89 (Index=159) NYPS WORLD 18

Range from € 2.45 -
€ 4.99 (average
€ 3.55) in May 2016

Example Amazon: Price differentiation at the same time of request

* Apple Laptop ' Apple Smartphone No Apple device
« With customer account Without customer account Without customer account
* less then 20 km from city city area city area

¢ Distance to market: near Distance to market: 2 km Distance to market: 0 km

rm5.16 Wednesday

Source: https://www.zdf.de/verbraucher/wiso/amazon---gnadenlos-erfolgreich-vom-18-dezember-2017-100.html == University of Applied
ciences Europe
exeo M Serin. Hambur
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Most Amazon customers indicate problems with prices that vary by

customer

1l
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1)

exeo

View of Amazon customers on dynamic pricing?

Statements regarding the price differentiation
at Amazon?

Customers of
Amazon (%)

| do not see any problems if the prices vary 13%
depending on the customer

| have personally experienced that the products
prices have been changed for inquiries when
different types of devices were used during a search

For the customer price security is a clear
competitive advantage of Amazon

When | search on Amazon, | can be sure to get
offered the lowest possible price

23%

RN
44%

Amazon can not afford to offer customers different prices,
depending on whether a PC or a Smartphone is used

If so, that would be a reason not to use Amazon
for purchasing any longer

Agreement (top-2)

VY 18%

When repeating this
study in 2016, the
results were confirmed.
In addition, the
statement "l have not
made any purchases
on Amazon because |
annoyed me about
changing prices" was
used. Here, 22% of
Amazons’ customers
approved.

67%

40% 38%

27%
o

24% WA

Disagreement (low-2)

In Internet blogs is discussed that Amazon customers get different prices displayed, depending on how you are looking for and from which device. Do

you agree to the following statement or not? (n=500 interviews; Germany 2015).
Source: Kramer, Kalka and Ziehe (2016)
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Dynamic Personalized Pricing and the key dimensions for pricing: “'

Some (relevant) open questions ...

NYPS WORLD 18

Key dimensions when introducing Dynamic Personalized Pricing

Company:
Is it feasible for
us?

WTP*
Customer:
Do they unterstand
what’s going on? Dynamic
Personalized
Pricing
Price CLv
psychology
Company:
Do we understand
implications?? A
Customer:

How do they react?

* Willingness to pay.

Source: exeo Strategic Consulting AG

Company:
Does it fit to our
strategy?

Customer:
Will higher prices

lead to lower
:| customer Loyalty?

Company:

Higher CLV in the
long run?

EEE University of Applied
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Open Questions? Please Do Not Hesitate To Ask ... “l

NYPS WORLD 18
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Further literature concerning Dynamic (Personalized) Pricing “'
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