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There’s a myth in business that price optimisation results in 

price increases. In fact, price optimisation is about 

matching your pricing strategy to your overall business 

strategy, for all segments of your products or services. It 

involves a trade-off between the multiple, and often 

competing, objectives of the commercial strategy (margin 

and volume improvements) and brand objectives (value 

perception among others).

Value can be extracted from pricing in all areas of the 

business by exploiting the opportunities arising from 

differing price sensitivities across your customers and 

products. To do so, you need to properly understand your 

customer base and your competitors’ pricing strategies.

Allocating the required amount of resource to pricing, and 

applying the right approach enables you to be more 

effective, both in terms of your profitability and your 

business strategy and targets. The financial rewards for 

doing so can be significant; we have typically observed 

opportunities to improve incremental margin by 2-5% of 

top line revenue.

Price optimisation is not just about immediate margin 

improvements. There’s a balance to be found between 

short-term margin gain and your overall business 

objectives if you are going to deliver more sustainable 

profitability over the long term. There’s also a balance to be 

found between increasing margins, customer satisfaction, 

brand and competitive strategies.

This eBook has been created to share our insights into how 

maximising the pricing opportunities open to you can help 

you develop your strategies, create more value and build 

more rigorous practices.

Tim Ham

CEO, Pearson Ham

The UK motor insurance sector is good at 

understanding price elasticities by microsegment, 

all-encompassing lifetime value, and how to 

trade-off volume and margins on price comparison 

websites.

The airline industry stands out for its ability to adjust 

prices dynamically, reflecting varying levels of 

demand, essentially using price to balance supply 

and demand.

The retail sector is highly effective at pricing and 

does this in conjunction with the other elements of 

the marketing mix to gain competitive advantage 

and drive value performance.

Sectors price in different ways, for example:

INTRODUCTION: PRICE OPTIMISATION



Businesses lose margin when they don’t have the insights 

and processes needed to set the right price. 

Pearson Ham is a specialist pricing consultancy with 

experience across a wide range of sectors. We take great 

pride in our collaborative approach and are passionate 

about finding and unlocking value where you didn’t know it 

existed.
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INTRODUCTION TO PEARSON HAM
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Bright, inquisitive, experienced, 
respectful and collaborative; they were a 
pleasure to work with
CEO

Our approach is insight-led and influenced by your 

industry, market and customers. As trusted experts, we 

use our insight, analysis, implementation and 

monitoring framework to design tailored pricing 

strategies that optimise your profits, margins and 

overall business performance.



4

Price optimisation is not a new concept, but it has become 

inherently more sophisticated in recent years due to 

increased access to data and analytical methodologies. 

It’s an opportunity that most businesses can further 

leverage, with specialist help and knowledge, to improve 

margins. Good price optimisation should always be 

integrated with your broader commercial and business 

strategy, and will both influence and be influenced by 

high-level decision-makers within your business. 

There’s a common view that price optimisation is a deeply 

analytical and automated process done using complicated 

algorithms and using mountains of data. While data 

analysis does play a vital role, and informs the various 

pricing scenarios that you may run, an in-depth knowledge 

and understanding of the key factors specific to your 

market and competition are also necessary to achieve 

optimal pricing. To get the maximum value, you need a 

combination of both data and specialist judgement, and 

the knowledge to analyse it. Most businesses believe their 

“Everyone does price optimisation in their 
own way, but the majority could do it better”

A one price strategy on left limits volumes and margin. On right, repackaging the offer into five different prices, based on 
customer segmentation, increases volumes and margin by enabling more precise value realisation.

PRICE OPTIMISATION: WHY YOU NEED IT

pricing is broadly right given the consumer, market and 

competitive context. But, however sophisticated their 

approach, we have found that the majority could still boost 

their margins by between 2%-5%, and in some instances 

by more, of their top line revenue. 

Making money vs consumer value

Price optimisation is the sophisticated skill of finding the 

optimal pricing point to match your business objectives, 

whilst at the same time maintaining your customers’ value 

perception. It sits on a continuum between the minimum 

viable cost of the product or service you deliver, and the 

maximum the consumer is willing to pay for it. Therefore, 

price optimisation is about finding where, between those 

two points, to place your price at any one time to get the 

best margin. By its nature it will always be a trade-off 

between the value you’re offering the consumer, and the 

price they are willing to pay.
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What are businesses doing wrong?

The most obvious way that businesses can make mistakes 

with their pricing is through inconsistent pricing. Done well, 

variance in price should be understood and accepted by 

the consumer; for example, mobile phone companies will 

reduce the price of their new products over time. 

Consumers accept that there is a premium for buying the 

product on immediate release. Here, the business is 

maximising the value of different levels of willingness to pay 

in the market.

Done badly, inconsistent pricing can have severe impacts 

on brand credibility. A high street retailer has been in the 

news recently for its inflated prices in hospitals compared 

to the high street. In a more extreme example, a beverage 

company released a vending machine that automatically 

charged higher prices for products on hot days. To be 

successful, price differentiation must be justifiable to the 

customer.

Less obvious may be that you’re pricing in a suboptimal 

way and giving away margin without realising it, either by 

pricing too high or too low. Due to a combination of market 

pressure, sales targets and a strong internal focus on 

market share and volume, we have seen businesses 

frequently under-price their products. Interestingly, 

over-pricing appears to be a less frequent occurrence, as 

the effects on volume are immediately obvious, resulting in 

quick responses.

Price differentiation done well

Apple has been able to price at a premium despite 

lower prices offered by competitors. For example, it 

recognises the value of students who desire premium 

technology products but have lower disposable 

income, and therefore offer 25% discounts. This is 

price differentiation done well; different prices offered 

to different people for the same product. But here, the 

difference is justifiable, enhances the brand, continues 

to position the product as premium, enables an 

increase in overall incremental margin and improves 

long term loyalty.

Maximising Margins Through Sophisticated Price Optimisation

Observations

Optimal price levels unknown

Elasticities not well understood

Lack of focus on customer value

Under pricing

Lack of discrimination

Incorrect segmentation

Opportunity for 2-5% margin 

improvement (as a % of top line)

Further value captured through 

long term competetive strategy
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Most businesses, even if they are good at pricing, are still 

not making the most of the opportunities available to them 

to optimise their pricing and increase value. This may be for 

several reasons:

Pricing isn’t as mature or developed within the 

business strategy as other areas, for example product 

development, marketing and sales

Businesses think that they have solid pricing 

strategies, and so don’t seek to develop them further. 

However these strategies are often not informed by a 

sufficiently deep understanding of customers’ value 

perceptions

Fear of pricing differently to competitors and/ or the 

rest of the market, and lack of confidence from sales 

teams to be able to sell the product at its perceived 

value

Price elasticities change and businesses fail to keep 

up with these fluctuations

Inadequate research and analysis to understand 

which prices to move and by what amount for best 

gain

Pricing is a specialist area that demands specialism 

and more allocation of resource than businesses 

recognise

Price elasticity is a measure of the responsiveness of 

demand for a product or service when the price, and 

only the price, changes. This in turn can be used to 

model the profitability (revenue and margin impact) of a 

price change. There are a number of ways to estimate 

elasticity, depending on the situation however the most 

generally used formula is:

Price elasticity (E) = 

% change in volume / % change in price

In the graph, product bubbles with low elasticity, below 

and to the left of the curve, can increase prices and 

improve margins. Bubbles with higher elasticity, above 

and to the right, can reduce price and improve overall 

margin through greater volume gains.

A lack of awareness of the KPIs to measure that will 

ensure pricing is kept at the optimal level

The issue, therefore, is not that businesses are not working 

to optimise their prices, it is the levels of sophistication and 

precision with which they are doing it. Decisions are often 

made based on assumptions that lack accuracy, or that 

aren’t adequately segmented, and therefore fail to fully 

unlock opportunities that exist.

The benefits of understanding price elasticities

A fundamental element of price optimisation is developing 

insight into price elasticities across your entire customer 

base. Overlaying likely competitor reactions to price moves 

and margin inconsistencies for different products enables 

scenario modelling to assess impacts on volumes, 

revenues and margins. Further benefits include being able 

to segment customers and product offerings to broaden 

appeal to a wider customer base, or tailor products and 

prices to specific segments. This provides a far more 

targeted and informed basis to make optimised price 

moves and improve top and bottom lines.
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Why should businesses adopt price 

optimisation?

There are a number of reasons why businesses should 

adopt price optimisation strategies. Most invest heavily in 

developing, managing and improving core areas of their 

business, such as product development, marketing and 

sales. Given the important role pricing can play, it would 

also make sense to give an equal focus to optimising, 

monitoring and managing their pricing consistently over 

time.

Focusing on price optimisation is particularly 

advantageous:

If your business lacks a clear pricing strategy that 

reflects its market context and capabilities

If you lack understanding of how customer value varies 

and how price sensitivities vary

When changes occur in the market place – e.g. if new 

insights or new competitors emerge

If your business is competing in complex market 

conditions or has a complex product portfolio

However, even if none of the above apply, there is always a 

gain to be made from continually reviewing and updating 

your price strategy.

Maximising Margins Through Sophisticated Price Optimisation

The issue, therefore, is not that 
businesses are not working to optimise 
their prices, it is the levels of 
sophistication and precision with which 
they are doing it
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Prime areas for price optimisation

There are typically four prime areas to be considered, 

specifically relating to price:

1. Customer psyche

2. Customer behaviour

3. Margins and profitability

4. Competitive landscape

INCORPORATING PRICE OPTIMISATION

Customer knowledge of pricing, and their attitude towards 

it, can vary significantly and should be considered in 

combination with their behaviours. It’s important to 

recognise that what customers do in the marketplace, and 

the decisions they make, are not always aligned to how 

they think. 

By understanding these two factors, you gain a solid grasp 

of how they will respond to changes in price. This 

understanding is the fundamental principle behind price 

elasticity and will give you greater insight into how to adapt 

your prices: the changes people will accept, and the 

changes that may cause problems.

The customer’s knowledge and awareness 

of price

Price perception and consumer attitudes

Thinking and decision making processes

Margins and customer value performance

Discounting, promotional and  channel 

effects

Cost drivers, product attachment rates and 

loyalty

Responses to different price moves

Channel, product and customer segment 

variations

Threshold effects, slippage and 

cannibalisation risks

Price levels and how they compare

Alignment of pricing with competitive 

positioning

Competitive responses to price moves, 

past and future

Customer Psyche Customer Behaviour

Margins & Profitability Competitive Landscape
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While most businesses have a clear view of the different 

levels of their customers’ profitability, it is rarely well refined. 

For the best pricing decisions, you need a precise 

understanding of the margin you are achieving on each 

individual segment, and the cost drivers behind it. Price 

optimisation looks at the different profitabilities by 

customer group. Those making a loss or little to no profit 

provide opportunities for quick wins, but performance can 

generally be improved in most areas. Your response should 

vary by segment, and target margins can be set by 

mapping current margins against price sensitivities and 

likely competitor reactions.

The fourth area for consideration, the competitive 

landscape, is the one we have found to be most 

inconsistently tackled. Most companies are acutely aware 

of their competitors’ price levels, and sometimes 

excessively so. However, insufficient attention is often paid 

to pricing dynamics in the market – how the competition is 

likely to respond to your future price moves. Because 

businesses have a lot of data about customers and how 

they respond, they can take past reactions and use them 

to predict the future; consumer behaviour generally 

doesn’t change

all that much from one year to the next. The competition 

and their response are, however, much more 

unpredictable. As a result, they are often neglected when in 

fact, scenario modelling and war gaming of competitor 

dynamics are required to achieve optimal pricing on an 

ongoing basis.

Monitoring price optimisation

One of the reasons that pricing is often not given as much 

consideration as some of the other operational areas, is 

that it is not as clear cut which metrics are most useful and 

how they can be monitored. They often also lack the 

maturity and sophistication of metrics from other areas, 

and are certainly more challenging to evaluate.

The following are useful metrics to consider alongside 

brand, sales and marketing performance:

How your price elasticities vary over time in aggregate, 

and on a segmented basis

How far your prices are from the optimal point at any 

one time

How competitors move their prices independently

How competitors are reacting to your price moves, 

and how that changes over time

How competitors react to your sales and promotions

The extent to which you’re promoting or discounting 

something your customer would have bought without 

the sale or promotion

Maximising Margins Through Sophisticated Price Optimisation

For the best pricing decisions, you need 
a precise understanding of the margin 
you are achieving on each individual 
segment
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There are a range of pricing practices that place differing 

emphases on key pricing considerations.

Most businesses lean towards adopting a preferred 

strategy when it comes to pricing. These can be divided 

into four scenarios:

1. Cost plus 

Cost plus pricing is the most obvious and simple way to set 

a price, and has some benefits, such as guaranteeing a 

marginal profit on each item sold. Businesses have a solid 

understanding of their costs and a clear sense of what 

margin they are comfortable adding to their cost base. 

Pricing in this way, while straightforward and easily 

measurable, has a limiting impact – it fails to recognise 

customers’ knowledge and behaviours, or competitor 

pricing, and to extract value from those factors. It will also 

make a business vulnerable to cost changes, as any 

increase in the cost base will be passed on to customers or 

be absorbed, therefore reducing profitability.

2. Value-based

Using a value-based strategy focuses the attention firmly 

on the customer. It involves collating detailed research into 

the habits and attitudes of the customer and what they’re 

prepared to pay for a product or service. But what this 

method doesn’t reference is competitive price levels or the 

trade-off between price and volume. It therefore tells you 

what the maximum price point would be, or gives you a 

clear customer-focused reference point from which to 

base your pricing, but it doesn’t give you all the insights you 

need to find the optimal price point.

3. Competition-driven

A third scenario is driven by the prices being offered by the 

competition and the desire to offer prices within a certain 

margin from those of the competition. This is especially 

common in retail, although it’s becoming more familiar in a 

number of other sectors. There’s an assumption that 

customers have all the knowledge they need to find the 

best value; and this is certainly true with the growth of 

online shopping and price comparison websites. 

Businesses are typically driven by where their brand sits 

within the market, and they price in a way that is consistent 

with that. However, competition-driven pricing can limit 

PRICING: THE VARIOUS APPROACHES

your ability to differentiate your brand from others and 

extract the true value of your products. It can also lead to 

price wars and games of ‘cat and mouse’, which ultimately 

erode margin for all, and may put some businesses’ 

models at risk.

4. Dynamic pricing

There is a group of businesses, with perishable products or 

services (for example: airlines, hotels, theatre shows), that 

are exceptionally dynamic in the way they are constantly 

moving their prices based on demand. This is, however, 

often done without a full understanding of the 

interrelationship between price and demand. As a result, 

the price elasticity assumptions embedded within their 

revenue management models may be flawed. 

What each of these scenarios is doing is considering one 

particular price reference point more than the others. To 

find the optimal price, consider all elements, including your 

costs, the value you create, your competition, and where 

your price is at any one moment.

The price optimisation process creates a balanced 

approach to all these considerations. Understanding that 

each of the elements is subject to change and that one 

element may, at any time or across different sectors and 

markets, have more prominence than the others is key. 

It is not easy to balance these competing considerations. 

This is where the analysis, judgement and experience we 

provide at Pearson Ham, combine to find the best and 

most practical way to deliver the right prices to fulfil your 

pricing strategy.
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4. PRICING APPROACHES WITH LIMITATIONS

The price optimisation process creates a balanced approach across the six key reference points
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Why Pearson Ham?

Because we are specialists in pricing and price 

optimisation. While most businesses are advanced in their 

own ways, there is always more they could do in order to 

get the most value from their pricing strategies. We enable 

that to happen. 

We bring the strengths of our processes and 

methodologies that have been developed and finessed 

over time and across many businesses and sectors. 

Combined with our advanced analytical skills, we help you 

derive the insights necessary to make the correct pricing 

decisions.

Every market is different, and the right solution will vary 

across sectors; as such, we recognise the need for creative 

thinking and adapted solutions in every situation. We 

continually review and evolve our processes to incorporate 

the new ideas and solutions we find in different scenarios, 

and consider how we can tailor those methodologies and 

new ways of thinking across all sectors.

The team / our experience

The award-winning team at Pearson Ham is a mixture of 

consultants and industry practitioners, but ultimately, we 

are all pricing specialists. We have broad experience 

across a wide range of sectors, so not only can we apply 

our same-sector intelligence, we can also bring our 

knowledge of other sectors to your business.

How does Pearson Ham help?

We offer a bespoke service, tailored to your business 

strategy, that is both highly analytical and collaborative. 

Our experience, our commercial knowledge and our key 

analytical skills help you better understand the world in 

which you are pricing, for both your business and your 

sector. By combining our pricing experience with your 

expert market knowledge, we are able to find and unlock 

value where you didn’t know it existed.

CONSIDERING PEARSON HAM FOR PRICE OPTIMISATION

Our methodology

The Pearson Ham methodology is built around five stages: 

design, analyse, evaluate, implement and monitor. Each 

stage has a clearly defined set of activities and 

deliverables:

Design
In this stage we define the objectives and the data sets 

needed, review the data and gain an understanding of the 

market context. The ultimate aim is to develop our 

hypothesis around your pricing strategies, to check that 

the required work can be done, and agree the timeframes 

required to deliver the price moves.

Analyse 
During the analyse stage we look at price elasticities to 

discover the optimal price point. This comes from analysis 

of customer attitudes and behaviour, market research and 

historical analysis and controlled price tests.

Evaluate
We use the results of the analysis to define assumptions 

and test a range of different pricing scenarios. The 

scenario modelling we do at this stage allows us to assess 

impacts on volumes, revenues and profits, review key 

sensitivities, make recommendations and,  ultimately, 

agree price moves.

Implement 
Before the price move can take place, we work with you to 

refine your plan. This includes defining the precise price 

points, integrating any discounts, installing the necessary 

systems, conducting a full risk assessment, designing and 

creating any communications, and putting KPIs and 

timings in place.

Monitor
Once the price moves have been implemented, we monitor 

the effects on a weekly basis by reporting KPIs and 

adjusting the price points where necessary. It’s a long-term 

partnership

It’s a long-term partnership

Many of our clients take the view that they can get the best 

value from our service over a long-term partnership. The 

optimal price naturally changes over time; our cyclical 

methodology helps you stay at that optimal point to get the 

maximum value from your customers.
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Ferry Operator

Situation

A ferry operator had a well-developed revenue 

optimisation model that dynamically adjusted the prices 

each day, based on several assumptions. If the ferry was 

looking very full they’d increase prices and vice versa, 

based on how close the ferry was to sailing. They had 

prices varying as a function of different product types. 

However, they were aware that their prices needed to be 

optimised to remain competitive.

Process

Pearson Ham conducted price tests over four months, 

performed historical analysis and found, through scenario 

modelling, opportunities for margin improvement.

Insights

We found that the elasticity assumptions embedded within 

their revenue model were not intrinsically understood by 

the business. We found three independent dimensions that 

drove price elasticities.

Outputs

Price tests enabled us to establish where the rules and 

assumptions within their revenue model could be adjusted 

for price optimisation. We conducted a series of phased 

price moves over six months to track and assess 

competitor responses.

Benefits:

Helped develop a deeper insight into the behaviour 

of their customers.

Gave a clear strategy and tools to monitor the 

effects their price changes had on the competition.

Margins improved by around 3% of revenue.

Benefits:

More consistent branding strategy and pricing, 

which are aligned to the marketing goals.

Better understanding of their customer behaviour 

by region and product type.

Margins improved by 3.7% of revenue.

CASE STUDIES

Convenience Store

Situation

Our client owns and operates a chain of 24/7 convenience 

stores competing against supermarkets, convenience 

stores and petrol stations. Research had found that it was 

considered to be more expensive than its competitors. 

Their approach to pricing was based on the size of the 

store and proximity to supermarket competitors.

Process

Pearson Ham ran a six-month pricing experiment, 

changing prices in different locations by different amounts 

to derive key elasticity insights. We also did some market 

research to understand customer attitudes and 

behaviours. Scenario modelling also allowed us to discover 

revenue improvements.

Insights

We measured strong price elasticity variations as a 

function of location and product category.

Outputs

A combination of price increases and price decreases, 

resulted in an improvement in both revenue margin and 

volumes. Initially we did these price moves for a whole 

category of goods. We are now working on a second round 

of intracategory price optimisation, and have also built a 

performance dashboard to enable on-going tracking of 

new pricing.
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Motorway Services

Situation

Our client had multiple quick service restaurant outlets. 

They wanted to make sure they were getting their pricing 

right both within and across outlets, without weakening 

their competitive edge. Their prices were perceived to be 

expensive, but they were struggling to meet business 

targets. An additional complication were the franchise 

constraints, which weren’t always aligned with price and 

value perceptions.

Process

Pearson Ham led a series of sessions with key stakeholders 

to map out a full plan. We analysed their historical price 

moves to derive price elasticities, conducted market 

research and looked at the competitor price levels, and ran 

scenario models to assess alternative price moves.

Insights

We measured how price expectations varied versus the 

high street for motorway services. The research also 

demonstrated that they were cheaper than direct 

competitors, but that there was inconsistency in their 

pricing.

CASE STUDIES

We also found that customer awareness of, and sensitivity 

to, price changes was highly variable. We helped this client 

to understand that their existing pricing represented a risk 

to the brand, and this enabled us to reorganise their pricing 

and get rid of the anomalies.

Outputs

As a result of our insights, we put rules in place to help our 

client manage the pricing strategy at both product and 

outlet levels. Outlets were scored in value and quality 

perception to inform these rules. We also helped build the 

case to take to the franchisors to negotiate new pricing 

thresholds.

They built pricing capabilities in the 
organisation so that price improvements 
can be sustainable and continuous
Pricing Director

Maximising Margins Through Sophisticated Price Optimisation

Benefits:

A clear price hierarchy and guidelines for increasing 

their margins with greater consistency.

Help to put new agreements in place with 

franchisors to enable greater pricing flexibility.

Margins improved by 2.4% of revenue, over a 

two-year programme.



We know pricing. It’s why we exist.

To help companies improve their business 
performance, we develop strategies, solve 
problems and find opportunities.
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Contact:
Pearson Ham Consulting Ltd
18 Noel Street,
London, W1F 8GN

Tel: +44 (0)20 3583 9969

Email: contact@pearsonham.com

Website: www.pearsonham.com


