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Wi’rh the media industry facing lean times, many
organizations have implemented some form of

pricing strategy to help mitigate rising costs and declining
circulation volumes. Some companies execute a “Step Up”
strategy, where customers are tiered to a predefined high-
er rafe. At Mather Economics, we have seen success with
dynamic Market Based Pricing (MBP), which incorporates
individual subscriber characteristics, such as tenure, auto-
pay status and demographics to determine optimal pricing
strategies. Using advanced statistical refention modeling,
our algorithm assigns customers a tailored price based on
individual willingness to pay.

Mather has seen success
with dynamic Market Based
Pricing (MBP), which
incorporates individual
subscriber characteristics,
such as tenure, autopay
status and demographics

to determine optimal
pricing strategies.

With dynamic MBP, organizations have managed to op-
fimize subscriber revenue while minimizing churn more
effectively than fraditional step up pricing. Recently, in a
major metropolitan market, both a step up pricing strategy
and a dynamic strategy were applied during the course of
the year. When the dynamic strategy was implemented,
customers exhibited a lower responsiveness to price than

during the step up strategy. The following case study details
the methodology and results of both approaches.
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Market-Based Pricing in a Metro Market

The goal of MBP is to maximize home delivery revenue while
minimizing pricing-related volume loss. To achieve this, Ma-
ther Economics leverages historical fransaction information
for each specific market to create a tailored retention model.
Combined with subscriber characteristics and demograph-
ic information, our model produces an optimal rate for each
subscriber in the market. In economic terms, we are trying
to tailor pricing to a market’'s demand curve. In addition to
recommending prices, Mather Economics conducts A/B
festing fo evaluate the true impact of our MBP program.
Using this methodology, we have managed to help our
clients increase subscriber revenue significantly over the
course of the program while minimizing churn.

This methodology was implemented in a large media
market during the first half of 2017. Based on the retention
model, the market increased their customers’ weekly prices
by an average of 25%, with each subscriber’s price tailored
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dynamically according to their individual characteristics. A
percentage of customers exhibiting the same characteris-
fics as the customers who are targeted for a price increase
are held out from pricing as controls to allow us to track their
behavior. When comparing stop percentages across tar-
gets and controls, after 52 weeks of pricing in this market,
the incremental stop percentage was 1.3%. For customers
paying less than a $1.50 weekly rate, the average increase
was tailored, by client request, to be around 90%. For these
customers, the incremental stop percentage was approxi-
mately 3.8%. On the other end of the spectrum, subscribers
who were paying more than $10 were given an average of a
20% increase and had an incremental stop rate of less than
1%. Thus, when given dynamic increases, customers pay-
ing higher rates exhibited a lower responsiveness to price,
allowing the publisher to achieve a higher yield on the pric-
ing initiative.

Application of the Step-Up Strategy

During the second half of the year, this market decided to
implement a more traditional step up pricing strategy. Cus-
tomers were segmented into $0.50 increments by weekly
rate. After the segments were defined, the increases were
applied to reach the desired target weekly price. For sub-
scribers paying less than $1.50, the average increase was
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approximately 250%, with the increase percentage de-
creasing as the price of the segmentsincreased. The highest
paying customers who were paying more than $10 a week
were given an 11% increase. To approximate the effect of
the price increase, similar fo the MBP process, accounts in
each segment were held at their original rate as controls. In
fotal, during the second half of the year, 290,000 subscribers
were given an average increase of 50% across all segments.
After accounts were given a chance o accept or reject the
increase, performance metrics were compared across the
segments, with a focus on stop percentages.

On average, the incremental stop percentage in the market
was 2.4%. For subscribers paying less than $2.50 per week,
this rate was significantly higher at 7.5%. This is also frue
when looking at the other end of the spectrum. For custom-
ers paying greater than $10 a week, the incremental stop
percentage was double the market average. This signals
that for this type of flat price increase, subscribers across
the rate spectrum responded less favorably compared to
dynamic increases.

When comparing the results of both pricing programs, we
can see that there is a stark difference in the price elastici-
fies of subscribers between a step-up price increase and a
dynamic increase. The effect is most prominent on high-end
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TYPE OF PRICE
PROGRAM ELASTICITY
Step-Up 0.14
MBP 0.05

subscribers. During the MBP program, customers paying
$10 and up were given a 20% increase, resulting in an in-
cremental stop percentage of only 1%. However, during the
step up program, while this same segment of customers
was given anincrease of only 11%, the incremental stop rate
was quadruple that of the MBP program at 4.2%. Blended
across all rate ranges, the MBP program was three fimes
more effective at reducing volume loss per unit of increase
compared to the step-up program.

So what insights can be gained from this
case?

While there are pros and cons to all pricing strategies, if the
goal of a pricing program is to maximize revenue while mini-
mizing volume loss, market based pricing has provento be a
more effective solution when compared to more traditional
step-up approaches. With dynamic increases, a customer is
priced according to their demand for the product; therefore,
the churn risk is minimized. By tfaking a more dynamic ap-
proach, markets can significantly improve the yield on their
pricing programs.

For more information about our pricing services, visit
www.mathereconomics.com
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