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New algorithm allows e-tailers to maximize profits by personalizing

discounts to individual shoppers

WHAT WERE THE MAIN FINDINGS?

1. The study showed that e-tailers can maximize profits
by using dynamic pricing to offer customized bundle
discounts and instant coupons at the same time. This
combined approach can generate more profits than
offering either bundle discounts or coupons on their
own.

The following table shows profit gains in the triple
digits:
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2 1984.41 5711.87 3727.46 188
3 2759.94 9279.65 6519.71 236
4 3436.77 13094.33 9657.56 281
5 4015.07 17112.40 13097.33 326
6 4586.64 21440.62 16853.99 367

2. The approach of offering bundle discounts and
coupons at the same time works for all types of
customers, whether or not they prefer coupons and
whether or not they prefer bundle discounts. Even
for customers who don't prefer coupons, the model
combining coupons with bundle discounts proved
just as profitable as the traditional approach of
offering only bundle discounts.

“The profit improvements with
bundle discount are always larger
than that without bundle discount.
This is because coupons require a
sales threshold. Without a dynamic
bundle discount, the pricing strategy
cannot motivate enough customers to
purchase, as many customers cannot
reach the coupon threshold to realise

the savings they desire.”

HOW CAN YOU APPLY THE FINDINGS
IN YOUR BUSINESS?

To maximize your online profits, use dynamic
pricing to offer bundle discounts and instant
coupons at the same time. This combined
approach will generate more profit than the
traditional approach of offering one kind of price
incentive at a time.

Before you implement dynamic pricing, you
may need to analyze your different customer
segments and estimate each segment's
reservation price (the maximum amount a
customer is willing to pay for an item).

As you implement dynamic pricing, be sensitive
to privacy concerns. How can you show
customers that the benefits to them outweigh
the perceived risks? If you use dynamic pricing,
you may want to disclose that in your website's
privacy policy.
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