
VIEW POINT

HARNESSING THE POWER 
OF DYNAMIC PRICING: 

Dynamic pricing is transforming retail by enabling real-time price 
adjustments based on demand, competition, and inventory. Initially 
used in ecommerce, it’s now being adopted by physical stores through 
various technologies like electronic shelf labels and AI. This PoV explores 
the mechanics of dynamic pricing, its transformative potential, and the 
critical considerations for its ethical and effective adoption in retail. 
This approach boosts revenue, improves inventory management, and 
enhances customer personalization. However, it also raises ethical 
concerns and requires careful management to maintain customer trust. 

Abstract

How retailers are using AI-driven strategies to maximize revenue, 
enhance customer value, and navigate pricing complexities
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The concept of dynamic pricing has 

evolved from a niche ecommerce strategy 

to brick and mortar stores, setting through 

innovations like digital shelf analytics and 

AI algorithms. Dynamic pricing permits 

retailers to change prices in real time, 

based on factors like the current market 

demand, competitive offerings, inventory 

levels, and consumer preferences.  

Unlike static pricing, dynamic pricing 

empowers retailers to respond quickly to 

changing demands and market conditions, 

making it a powerful tool to maximize top 

line and stay competitive.

Ecommerce platforms such as Amazon, 

Flipkart, and Alibaba have mastered 

dynamic pricing, updating prices 

frequently to maximize sales and 

market position. Walmart and Target are 

implementing electronic shelf labels, 

which enable quick price updates in stores. 

This technology boosts revenue as well 

as enhances operational efficiency and 

customer experience. 

Walmart’s ambitious plan to roll out 

electronic shelf labels in thousands of 

stores by 2026 exemplifies this trend. 

(Walmart to use digital price tags: 

What does it mean for shoppers? - Fast 

Company)

Introduction

Core areas of dynamic pricing

DYNAMIC 
PRICING

Prices fluctuate depending on 

the current level of demand. 

If demand is high price will be 

high, and vice versa.

Pricing is determined by analyzing 

how competitors price their 

products.  This requires keeping an 

eye on competitions pricing trends 

and modifying your own prices to 

stay competitive.

Prices are determined 

for various customer 

segments based on 

specific customer traits.

Prices change according to 

the time of the day, week, 

season, or events. Prices 

are higher at peak time and 

low at non-peak time.

Prices are changed based on the performance 

and future availability in the market.

Demand-based pricing

Competitive pricing

Customer 
segmentation 
pricing

Time-based pricing

Product-level pricing
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Benefits and outcomes

Revenue growth

Improved inventory management

Enhanced competitiveness

Hyper personalized pricing

Better customer segmentation

Seasonal and event-based profit maximization

Increased customer conversion

Dynamic pricing empower retailers to maximize top line by adjusting prices based on real 

time factors such as demand, competition, and inventory. For instance, during major events 

like the Prime Day, prices on Amazon fluctuate  based upon the customer response and 

stock levels.

Dynamic pricing helps reduce overstock and stockouts by aligning prices with inventory 

levels. Retailers can lower prices to clear slow moving items, reducing storage cost and 

wastage. Conversely, high prices can be attained during high demand to protect stock 

availability. For example, retailers like Zara use real-time data from stores and online 

platforms to adjust prices based on Inventory level and inventory performance. Zara has 

one of the lowest inventory-to-sales ratio in fashion retailing. 

By monitoring competitors’ prices in real time, retailers can adjust their own pricing to stay 

competitive. As an example, Flipkart’s pricing algorithm updates prices every 10 minutes to 

ensure it offers competitive deals. 

Dynamic pricing allows businesses to offer tailored discounts or deals based on customer 

preferences and behaviors. For instance, Kroger uses loyalty card data and mobile app to 

offer personalized pricing and promotions. Pricing and promotions are customized based on

•	 Customer shopping frequency

•	 Basket category

•	 Past purchase behavior

Retailers use dynamic pricing to segment customers based on willingness to pay, offering 

varied pricing tiers that cater to different demographics or shopping behaviors. For example, 

Sephora leverages its beauty insider loyalty program and online behavior data to offer tier-

based personalized pricing. 

Dynamic pricing allows retailer to capitalize on trends, seasons, or local events by raising 

prices during peak demand times. Retailer such as Target implement real-time pricing tools 

to modify their prices during major shopping events like Black Friday, Back to School, or 

Clearance sales. 

Dynamic pricing when aligned with consumer expectations can convert more customers by 

offering appealing discounts or perceived value during periods of low demand. 
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Potential Outcomes

Challenges and risks in dynamic outcomes

Key take aways

Improvement 
in revenue

Improvement 
in margins

Reduction in 
stock out

Improvement in 
on shelf availability

Forecasting 
accuracy

Better 
customer 
engagement

˜15 % ˜30 %

˜10 %˜30 %

˜15 %

While dynamic pricing empowers retailers and gives competitive edge, it comes with some associated risks related to customer trust, fairness, 

and operational complexity.

While the benefits of dynamic pricing are immense, its success hinges on accurate implementation, transparency, and ensuring that 

customers trust is not compromised. Dynamic pricing will continue to be a powerful tool in retail, evolving through AI-driven personalization, 

real-time analytics and integration to sustainability. However, its success depends on balancing profitability with fairness and customer trust. 

Retailers who use careful and clear strategies will succeed in a dynamic retail market. 

Price discrimination concerns Increased price pressure Complexity in implementation

Dynamic pricing can feel unfair if 

customers are charged different prices for 

the same product based on factors like 

location or past shopping behavior. Such 

practices may negatively impact customer 

perception towards brand and could 

potentially trigger disloyalty.

If dynamic pricing is not executed well, 

constant repricing to stay ahead of 

competition can reduce overall margins. 

Continuous downward pressure on prices 

may erode profit margins and harm overall 

profitability.

Smaller retailers may struggle to compete 

with larger players who can afford 

advanced pricing tools as it requires 

significant investment in technology, data 

analytics and AI capabilities.
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