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Yo-yo pricing
Dynamic pricing that automatically ratchets up and down with demand is spreading but
businesses should beware a customer backlash, as consultant Simon Proctor explains
The I-495 high occupancy toll road
in the US state of Virginia (part of
the ring road around Washington
DC) offers a perfect example of
how a dynamic pricing solution can
successfully be employed given
modern technology and a scarce
resource (road space).
The four-lane toll road runs parallel
to a toll-free alternative, where traffic
inevitably runs more slowly. Intelligent
traffic monitoring systems and
advanced analytics allow the road
operators to increase the toll road’s
pricing when traffic builds, resulting
in more drivers choosing the toll-free
option, which in turn reduces traffic
on the toll road. While this example is
novel, dynamic pricing is increasingly
prevalent, driven by the growing
importance of e-commerce and by
technological advances that enable
price setters to respond to changes in
demand in near real-time.
The early dynamic pricing
innovators were the airlines, in
particular American Airlines, which
took advantage of deregulation of
airline pricing in 1978. Faced with
stiff competition from budget airline,
People’s Express, AA put in systems

that allowed it to use dynamic pricing.
The airline would discount tickets on
first release, but raise prices for a given
flight as more tickets were sold (and so
fewer tickets were left available).
However, there is evidence that
dynamic pricing is not quite as modern
a development as is sometimes
thought. The idea of a single universal
price for a given product/service is very

▌▌▌THE ‘BIG DATA’ REVOLUTION HAS MADE THE
ABILITY TO CALCULATE APPROPRIATE PRICING NO
LONGER THE PRESERVE OF POWERFUL RETAILERS
much a product of mass retail and the
industrial age. Numerous accounts of
the great markets of the pre-industrial
era tell of merchants adjusting their
pricing with a rapidity similar to that of
modern online retailers.

How it works
There are a number of prerequisites
for implementing a dynamic pricing
regime. The most important is to
have a mechanism able to calculate
appropriate pricing for a certain

COCA-COLA FALLS FLAT
The cautionary tale of how Coca-Cola was forced into an embarrassing
climbdown over dynamic pricing for vending machine sales should act as an
example of how consumer psychology and cold economics can collide.
In 1999 Coca-Cola CEO M Douglas Ivester said it would be fair to use
intelligent vending machines that could increase the price of a can of CocaCola in hot weather when demand was less price-sensitive. While this was not a
definitive statement of intent, it led to accusations of price gouging, with CocaCola’s arch-rival Pepsi benefiting from the huge uproar. The company executed a
rapid volte-face and said that Ivester had been speaking hypothetically.
Nevertheless it is clear that the dynamic pricing model is now well established
in airline ticket pricing and driven by the gathering weight of e-commerce.
According to Marco Bertini of London Business School, the Coke case illustrates
the issue of ‘agency’: if consumers feel they are being punished for something
out of their control (the weather), they respond negatively. Where Ivester went
wrong was in not explaining that customers could also gain by being able to buy
Coca-Cola more cheaply during certain conditions and by not making more of
the increased costs (energy for refrigeration) imposed by hot weather.
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point in the demand cycle, along
with the ability to execute those price
increases with minimal effort. The ‘big
data’ revolution of the past decade
has made the ability to calculate
appropriate pricing no longer the
exclusive preserve of the world’s
biggest and most powerful retailers.
Venky Subramanian is vice
president, Europe, for Vistaar

Technologies, a software provider of
pricing solutions. He says that Vistaar’s
client base was initially multinationals
with turnovers in the multi-billiondollar range but that the company now
offers a ‘small, bite-sized approach to
dynamic pricing’ for companies that
are a fraction of the size of the original
customer base.
Further down the food chain, US
business Appeagle offers a dynamic
repricing tool for those selling on
marketplaces such as eBay and
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Amazon Marketplace. According to
chief marketing officer Zee Mehler,
Appeagle’s client base covers retailers
with a turnover of hundreds of millions
of dollars per year as well as ‘mom and
pop’ businesses operating from home.
The migration of so much trade
to the online world has been another
significant driver in dynamic pricing.
Repricing thousands of different
products is less disruptive for an online
seller than for a physical retailer with
similar product complexity. In 2013,
according to an IMRG/Cap Gemini
study, the value of online retail in
the UK is likely to be in the region of
£83bn. This represents roughly onefifth of retail spend, and has grown
hugely since the £2bn or so per year
recorded at the start of the century.
However, even traditional ‘bricks and
mortar’ retailers can use technology
to execute price rises dynamically.
Marco Bertini, a professor at London
Business School, has highlighted the
work of Swedish company Pricer, which
manufactures electronic shelf price
labels that can be quickly updated
from a central price database.

Consumer reaction
Dynamic pricing is now a wellestablished phenomenon. So why do
consumers understand and accept
it in some situations, but react so
negatively in others such as the CocaCola case (see box)?
There seems to be an acceptance
that a seller can raise prices with the
progression of time in a way that
is clearly not related to additional
cost – airline and train tickets are an
example. Academics in the field have
highlighted the concepts of distributive
fairness and procedural fairness in how
consumers react to pricing decisions.
Distributive fairness relates to the
balance of power between buyer and
seller and whether one side is seen as
having an unfair advantage. If it can be
shown that prices after the introduction
of dynamic pricing could be lower,
consumers are more ready to accept it
than when the benefits accrue entirely
to the seller.
The concept of procedural fairness
relates to how the rules of dynamic
pricing are demonstrated to the public
and how a dynamic pricing strategy is
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▲ CRUSH HOUR

Commuter traffic crammed onto the
toll-free section of the I-495 Washington
Beltway ring road in the US
implemented. If both sides are clear
on the new rules of the game (and
consumers can adjust their behaviour
accordingly), the new rules are more
likely to be accepted
In a world of depressed corporate
profitability increased revenues
through smarter pricing is clearly an
attractive option. Dynamic pricing is a
technologically more accessible option
than it has ever been. However, it is
also clear that price setters looking to
avoid a consumer backlash need to be
mindful of what is regarded as fair if
they are not to be seen as abusing their
power by using dynamic pricing to beef
up the bottom line. ■
Simon Proctor is a consultant and
lecturer
FOR MORE INFORMATION:

www.simonproctorconsulting.co.uk
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