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How do you set prices? 

The way a company sets its prices has an impact on its financial 

statements.  All too often, companies tend to set prices that do not 

optimize profits, using methods such as: cost-plus pricing, pricing 

relative to a similar product or substitute, gut feel, or a combination of 

these methods.  A poorly set price affects volume, costs, and eventually 

the bottom line. 

 

 

How should you? 

If you want to stop relying on gut feelings or rules of thumb, our Pricing 

and Profitability Optimization techniques will transform your data into 

valuable insights that can increase both the top and bottom line. We 

demystify customer behavior and provide strategies for higher business 

performance by analyzing price sensitivity, purchase and use patterns, 

loyalty programs and more. By analyzing a continuing stream of data, 

our pricing optimization tool evolves over time to maximize your profits 

into the future. 
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Price Optimization 

Using factual, scientific methods to set price

Pricing Maturity 

Statistical and econometric models have 

been used for many years to study 

consumer behavior. In recent years, these 

models have been applied to business and 

corporate settings. Price optimization 

leverages these models to set optimal 

prices using factual data rather than 

instincts or rudimentary pricing models. 

Different industries and customer 

environments place different demands on 

pricing decisions. For example, retail 

markets, with their hundreds or even 

thousands of price point combinations 

(location x product x customer x channel x 

region) and ever-shifting competitive 

behavior, require powerful, agile price-

setting capabilities. Identifying your price 

optimization needs and your current 

position on this maturity curve will allow 

you to derive maximum value from price-

setting efforts for your business. 

Our Approach 

Economists, statisticians, programmers, 

and strategy experts at Advanced 

Analytical Consulting Group (AACG) have 

assisted numerous clients with their price 

optimization needs. Our approach consists 

of building a sophisticated optimization 

engine that draws on decades of research 

and experience, but is heavily customized 

to the client’s business model and go-to-

market strategy. The engine is powered by 

multiple analytical and statistical models 

that compete against each other to 

generate various revenue and profit 

scenarios. Clients choose and implement 

an optimal pricing scheme that is aligned 

with their long-term and short-term 

business objectives. 

Market Complexity
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Sample Identifying Characteristics

Primitive

Basic 
Optimization

Dynamic 
Optimization

• Dynamic optimization of elasticities and cross-elasticities
• Multiple models that continuously test and adapt to changes 

in the business model
• Feedback of actual price and volume for model refinement
• Includes competitive price and volume
• Includes advertising and promotional elasticity effects 

• Price lists adjusted as a percent change from prior price
• Volume forecasting done separately from pricing 

decisions
• Volume effects associated with price changes are not 

calculated

• Fixed elasticities by product across regions
• Predicted volume impacts based on future prices
• Simple optimization model not considering cross product 

effects
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The price optimization engine and the 

underlying models are designed to 

receive data feeds as often as possible – 

multiple times per year, weekly, daily, or 

even hourly. Using this information, the 

engine evolves over time to determine 

how you can further optimize prices, 

promotion, and advertising to maximize 

profits as customer and competitive 

behavior changes. 

Outcomes and Benefits 

By enhancing their price-setting capabilities, our clients have typically realized 

profit improvements worth 2%-4% of revenue (as high as 7% in some cases). 

Quantitative Benefits Qualitative Benefits Deliverables (examples) 

 Centralized price setting at 

customer, product, geographic, 

and channel levels down to the 

transaction level 

 Evaluate multiple scenarios, 

weighted for different objectives 

(profit, revenue, and market 

share) and constraints (capacity, 

competition, supply chain, and 

price arbitrage) 

 Identify opportunities to raise 

prices and rationalize SKUs and 

customers 

 Measure ROI of advertising and 

promotion dollars 

 Provide better insight and ability 

to anticipate changing consumer, 

channel, and competitive 

behaviors 

 Establish price floors and controls 

on prices derived from factual 

data 

 Highlight operational 

inefficiencies and areas for 

improvement 

 Enable faster rollout and price 

setting for new products 

 Provide consistent evaluation 

metrics for sales and operational 

performance 

 Technology-based analytical 

engine that evolves with changing 

customer, competitor, and 

macroeconomic conditions, 

available for the client’s continued 

use 

 Databases that provide access to 

massive amounts of consumer, 

retailer, and competitor data 

 Real-time price quote tool 

 “What-If” analysis tool that allows 

for evaluation of the impact of key 

contractual and operational 

changes 

AACG Price 
Optimization 

Engine

Model 
I

Model 
II

Model 
III

Model 
IV

Model 
…

Model 
...

INPUTS

► Historical sales
► Variable costs
► Competitive data
► Customer perception
► Marketing and promotion spending
► Plant capacity
► Distribution and supply chain 

constraints
► Substitutes
► Pricing contracts and manual 

overrides
► Macroeconomic variables

OUTCOMES

► Set pricing for each customer, 
product, region, channel and more

► Improve existing pricing
► Budget advertising and measure 

effectiveness
► Acquire competitive intelligence 

capabilities
► Quickly adapt to changing 

customer trends and behaviors

THE ANALYTICAL ENGINE

► Different  analytical models are better for different business 
environments and conditions  

► Our analytical engine combines many models that compete against 
each other to generate multiple revenue and profit scenarios

► These models are designed to evolve by capturing new behaviors and 
competitive activity as they occur
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Selected Industry Experience 

Beverage Manufacturer | Major international company engaged in the production, distribution, and sale of beer and 

bottled water for domestic  and export markets 

Issue 

Client’s low-margin, high-

volume business profits 

threatened by changing 

competition, consolidation, 

and consumer behavior 

Approach 

› Used advanced analytics and demand 

modeling to create a price-setting and 

optimization process to provide fact-based 

pricing capabilities 

› Developed a sustainable technology solution, 

which received and used sales, cost, and 

market activity data on a periodic basis 

Outcomes 

› Client’s annualized benefits were 

approximately $150M 

› Deployed leading-edge, price-setting 

capabilities that can quickly react to 

consumer and competitive changes 

Major US Supermarket Chain 

Issue 

Client wanted to group 

stores into pricing clusters 

based on price 

responsiveness of customers 

instead of geography 

Approach 

› Estimated store-specific price elasticities for 

major products in each supermarket 

department 

› Established a pricing process to optimize 

profits across the store 

› Focused on the use of private label and 

interaction with national brands 

› Used elasticities to forecast profits under 

various pricing scenarios 

Outcomes 

› Identified actionable pricing clusters 

within the store network 

› Pricing process enhanced by 

incorporating facts about customer 

behavior 

Telecommunications Company | One of the nation’s leading telecommunications companies, offering bundled services 
and products 

Issue 

Determination of the 

business impact associated 

with various pricing 

strategies and bundled 

offerings 

Approach 

› Established the estimated own-price and 

cross-price elasticities using internal and 

external data for select products across 

several geographies 

› Used elasticities by product and geography 

to test critical hypotheses related to model 

structure, cannibalization, and competitive 

pricing non-linearities 

Outcomes 

› Influenced the development and 

introduction of several products and 

service bundles 

› Improved the effectiveness of product 

and service introductions as 

measured by take-up rate and 

profitability 
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Selected Industry Experience (Continued…)

Major Transportation Company | Major provider of intercity bus transportation 

Issue 

› Evaluation of the pricing 

structure to understand if 

routes were over-priced 

or under-priced 

› Definition of the effect of 

previous price changes on 

passenger volume 

› Estimation of optimal 

price to charge on specific 

routes 

Approach 

› Utilized airline transactional data along 

with external data and Origin/Destination 

(O/D) pairings for clients to estimate the 

elasticities for O/D bus route pairing 

› Evaluated pricing in light of estimated 

elasticities to determine routes that were 

candidates for price changes 

› Recommended price changes for a subset of 

city O/D pairs  

› Incorporated statistical models into a 

streamlined user interface that allowed 

client to perform “what-if” pricing scenarios 

Outcomes 

› Price increases were implemented on 

designated routes resulting in an 

increase in revenues of over 10% 

› Client continues to use optimization 

software to identify additional 

opportunities for price changes 

Fortune 500 Beverage Company| Global producer and distributor of can and bottle beverages with over $16 billion in 

revenues 

Issue 

› A reduction in consumer 

demand created the need 

to expand consumption 

and product demand by 

better understanding and 

satisfying consumer 

preferences  

› Understand the volume, 

price and profitability 

effects associated with 

changes in input costs, 

product price elasticities, 

and retail market 

conditions 

Approach 

› Developed an integrated model for retail 

products that considered the firm’s input 

costs and operations, as well as consumer, 

retailer, and competitor behaviors  

› Used historical data from finance, 

marketing, and operations to calibrate the 

model 

› Developed several scenarios that forecasted 

retail prices, sales volumes, and profitability 

using different input costs and market 

conditions 

› Forecasted at specific product, package, and 

retail channel levels 

Outcomes 

› Identified over $50 million in 

improved bottom-line performance 

› Established pricing optimization 

models 

› Restructured supplier contracts to 

improve alignment of incentives 
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Professionals at Advanced Analytical Consulting Group have 

helped numerous clients spanning multiple industries to 

enhance their pricing and profitability management 

capability, which has led to identified savings worth over 

$500 million.  We have developed and deployed 

econometric models for quality control, performance 

measurement, and profit maximization at major 

corporations in the US and internationally. 

 

 

 

 

For more information, contact: 

Daniel S. Levy, PhD 

National Managing Principal 

617 338 2224 

DanLevy@AACG.com 

Stephen Nyquist, MS 

Principal 

313 657 5862 

StephenNyquist@AACG.com 

Karthik Padmanabhan, MBA, MS 

Senior Manager 

415 433 2224 

KarPad@AACG.com 

 

BOSTON 
211 Congress Street 
Boston, MA 02110-2477 
Phone:  617 338 AACG (2224) 

SAN FRANCISCO 
100 California Street 
San Francisco, CA 94111-4572 
Phone:  415 433 AACG (2224) 

AACG.com 


