Menu-Based Choice Modeling:
Optimize your menu of products or services

"Fictional MBC case study: ‘Your Furniture Your Way’ seeks to break out of the mold"

"Determine which products and options to offer with Menu-Based Choice modeling”
If your company offers
products that allow
customers to choose their
preferred options or features,
how can you efficiently and
accurately determine the
options to offer and the
optimal price points for each?
The answer is Menu-Based
Choice modeling - or
in short, MBC.

MBC modeling is the latest
development in the field of
discrete choice methodology.
MBC describes choices in
markets where customers have
freedom to customize the design
of a product – think of a fast-food
environment, where customers
create their meal by selecting
the size, burger type and adding
side orders. This is a choice that
traditional Choice-Based Conjoint
modeling (or CBC) can’t capture,
as it can only describe choice
between fully-configured, noncustomizable products - such as
an mp3 player or a can of soda.
By using MBC, you can compare
the performance of portfolios of
different options and different

prices. Depending on your
business objective, you could
identify the portfolio that yields
the highest average expenditure
per customer, or that maximizes
the sale of highly profitable
items. That is just a sampling
of the value your company can
realize by employing the MBC
methodology.
To provide you with concrete
ideas on how MBC could
be relevant to you and your
company, we have developed
a series of fictional MBC case
studies. In this booklet you find
one of them.

Enjoy the read and
be inspired!
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"Your Furniture Your Way seeks to break out of the mold”
Background: The pressure is on to turn around diminishing returns
As a long-time merchandising
manager, Jessica Dupree is
accustomed to the pressures
associated with hitting quarterly
and annual revenue numbers.
But these days the strain feels
like it has increased ten-fold.
That’s because the company she
recently joined – Your Furniture
Your Way – is seeing lower
returns on its products and every
executive is turning to her for
answers – and a solution.
Your Furniture Your Way, offering
build-your-own furniture, has
been around for decades and
is a well-known company in
numerous countries around

the world. Its bookshelves,
introduced in the 1970s, were
the company’s first hit and
still are one of its best-selling
products. In fact, they are a
symbol of what the company
stands for: design, value for
money, and the ability to adapt to
the customer’s style and needs.
Jessica joined Your Furniture
Your Way just a few months
ago, but already loves it. She
knows she’s fortunate to be in a
role that keeps her challenged,
especially working for a company
that produces products she can
believe in. The same

qualities that appeal to her are
what keep customers coming
back – affordable yet stylish
furniture that fits their homes and
lifestyles.
The problem is that with so many
products, optional items and
components for each product
line, the company has been
struggling to turn a profit as
of late.
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"Market research can deliver the insights required to profi tably meet customer needs”
Challenge: Less-than-strategic product development and pricing
Jessica’s first step is to meet
with the head of product
development, Lars Johanson.
Lars has been responsible for the
delivery of over 800 new options
in just the past 18 months, about
200 of which were specifically
designed to revitalize sales in the
bookshelf product line. He’s still
basking in the honor he received
for this accomplishment at the
annual company meeting.
Though Jessica is aware of all
new furniture and components as
they’re launched, she’s not clear
on how the company determines
which options to produce. When
Lars proudly tells her that the

decisions are based on what he
sees their competitors producing,
she’s less than impressed. After
all, some of these competitors
produce shoddy products and
are barely scraping by, from what
she can tell.
Next she sits down with the head
of pricing, Sebastian Holmes.
When she asks Sebastian how
he determines the price points for
each of the hundreds of options,
she can’t believe her ears.
According to Sebastian, one of
the company’s founders – Erik
Mortensen – was inspired to try
his hand at pricing one evening
while working late.

In what appears to have been a
completely random exercise, Erik
produced a spreadsheet detailing
pricing based on a component’s
shape and color. Jessica has
worked in the retail industry for
nearly two decades and had
never come across such an
absurd pricing method.
With this information, Jessica
realizes that the company may as
well be throwing darts at a target
– the results would likely be
the same. She also knows that
market research can deliver the
insights the company requires to
profitably meet customer needs
and preferences.

MBC Case Study | ‘Your Furniture Your Way’

4/8

"MBC can help 'Your Furniture Your Way' identify the optional items to offer”
Approach: Turning to market research to uncover and
measure customer choices
While Jessica has engaged
a market research firm in the
past, she’s not clear how it
will conduct the research she
needs. In the past, she often
commissioned Choice-Based
Conjoint studies to optimize
the price and features of new
products. However, she sees
few similarities in the decision
of, for example, which camera
or smartphone to buy vs. how
to configure a bookshelf. The
choice Your Furniture Your Way
offers, really involves many
simultaneous decisions given the
myriads of options.
Not sure where else to turn, she
calls Allison Franklin at MIKS

Insights. Allison was Jessica’s
account manager when Jessica
worked at her former company.
After Jessica explains the
situation, Allison excitedly tells
her about a somewhat new
research methodology that is
perfect for delivering the answers
she needs: Menu-Based Choice
modeling (or in short, MBC). It
can help Your Furniture Your Way
identify which optional items to
offer – such as doors, shelves,
and drawers – and at what price,
so customers can customize
their products.

be able to optimize its portfolio
of options, discontinuing those
that don’t add any value and
optimally pricing the remaining
ones to maintain or even increase
customers’ expenditures.
Jessica is quite excited by the
news – simplifying the company’s
offerings will lead to huge cost
savings, and if it can do that
without diminishing revenues,
she would be the one receiving
honors.

As Allison tells it, with these
insights, Jessica’s company will
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"Discontinuing certain low-volume options will increase profiit”
Results: Transforming business with real customer insights
Once Allison explains how MBC
works, Jessica wastes no time
signing an agreement to launch
a market research exercise.
Allison engages a team of
market researchers in her firm
and they get started right away.
Jessica has decided to focus the
research on a popular bookshelf
sold by her company.
The respondents are asked to
customize their ideal bookshelf
within set budget limits. This
exercise mirrors the real-world
experience of customers who
must make choices and tradeoffs
as they consider purchasing a
bookshelf and options from Your

Furniture Your Way.
As soon as the survey is
complete, the data analysts at
MIKS Insights prepare a report
with the findings. After receiving
the report, Allison arranges a
meeting with Jessica and key
executives to review the results.
The presentation surprises
- and delights - all of them.
First, it shows how different
price points for the optional
bookshelf components can
significantly impact whether
or not a customer will choose
to purchase. For example, the
results show that the sales for
the glazed door option will

increase by over 20% if its price
is kept under the psychological
price barrier of € 20.
Moreover, it provides insight into
how a price change in one area
can impact sales in another area.
For example, a price increase in
the drawers option will cause a
volume increase in small carbon
storage boxes.
Finally, the results show that
discontinuing certain low-volume,
low-margin options, such as the
flower-power carbon storage
boxes, will significantly increase
profit with a negligible effect on
average customer expenditure.
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"Your Furniture Your Way can forecast demand for each item and improve their portfolio”
For the first time, Your Furniture
Your Way executives get a sense
of how well-considered pricing
can boost sales.
After the debriefing, Jessica
shares the results with Lars and
Sebastian. Sebastian is thrilled
to have scientific support for
a more strategic approach to
pricing. Lars is not immediately
convinced that the survey results
should change his approach to
product development. However,
he changes his tune when he
receives the company-wide email
from the CEO that summarizes
the research findings and
mandates that all employees take
the findings into consideration to
make adjustments as necessary.

With this information, Your
Furniture Your Way can forecast
revenue and demand for each
item and hence improve their
portfolio of options. Based
on the research results, Your
Furniture Your Way has decided
to decrease the price of its birch
veneer bookcases, to increase
prices for the most popular
accessories, and to discontinue
the fluorescent drawers and
flower-power carbon
storage boxes.
Within three months, Your
Furniture Your Way has started
testing the newly reduced
portfolio in selected countries,
and is seeing an increase in
average expenditure per

customer and in overall profits.
At the same time, Lars is
producing a more select set
of bookshelf options and is
pleasantly surprised to find
that he enjoys taking a more
disciplined approach to product
development.
When Jessica sees the
changes occurring across the
organization, she breathes a
sigh of relief. Then she gets to
work, analyzing the company’s
bedroom furniture portfolio to see
what impact the MBC results can
make there.
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Capitalize on our MBC expertise
As you can see, MBC can provide numerous insights that allow
companies to optimize their menu of products and services. This is just
one example, but MBC can be used to solve very different business
challenges, in many industries. We invite you to have a look at our other
case studies illustrating the diverse value of MBC, or sign up at our
website at www.skimgroup.com/MBC-casestudies for our
monthly updates.
If you would like to discuss what MBC can do for your company,
please contact our experts:
•
Carlo Borghi, SKIM Methodologist & Project Manager
(c.borghi@skimgroup.com | +44 208 222 7704)
•
Gerard Loosschilder, SKIM Chief Methodology Officer
(g.loosschilder@skimgroup.com | +31 10 282 3535)

About SKIM
With a methodological heart and conjoint in our roots, SKIM has been
a discrete choice specialist since 1979. We have been closely involved
in the development and testing of Sawtooth Software’s Menu-Based
Choice conjoint technologies and have written and presented various
papers on MBC. We have applied MBC multiple times to solve complex
business questions from top multinationals worldwide.

www.skimgroup.com/MBC-casestudies

