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23rd Annual PPS Spring Conference: InterContinenal Chicago O’Hare 
Hotel; May 8-11, 2012. Workshops offered include:

Two-Day Workshops (May 8-9) – Core Pricing Skills (Kent Monroe) / 
Consumer Products (Frank Luby)

One-Day Workshops (May 8) – In Pursuit of Value (Rich Eagles & Oliver 
Griebl) / Sales & Profit Growth through a Pricing Improvement Initiative 
(Robert Sherlock) / The Pricing Story – Decisions & Outcomes Case Studies 
(Tim Smith)

One-Day Workshops (May 9) – Extracting Full Value from New Product 
Launches (Madhavan Ramanujam) / The First & Second Laws of Pricing 
(Ron Baker) / A Framework for Implementing Value-Based Pricing in Your 
Organization (Harry Macdivitt) / Building a High Impact Pricing Strategy 
(Paul Hunt) / A Holistic Approach to Effective Price Management (Shruti 
Kahlon & Julian Ryu)

For the most up-to-date information about PPS events and programs, please 
visit our website at www.pricingsociety.com frequently.

Discrete Choice Pricing Studies: 
A Hierarchy of Designs to Think About

For new products or existing products, a 
discrete choice pricing study (DCP) has 
many advantages over an observational 
one. However, the attributes included 
in the DCP have a great bearing upon 
the study’s success and applicability. In 
this article, the author offers guidelines 
for choosing which attributes to include 
in a DCP in which pricing is the focal 
point. Author Walter R. Paczkowski, 
Ph.D. is the founder and president of 
Data Analytics Corp. He is currently on 
the faculty of the Department of Eco-
nomics, Rutgers University (Adjunct) 
and formerly with the Department of 
Mathematics & Statistics, The Col-
lege of New Jersey (Adjunct). He can 
be reached at walt@dataanalyticscorp.
com.
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When a discrete choice 
study is designed, espe-
cially with pricing as the 
focal point, a major de-

sign issue to handle is what attributes to 
include in the study. This article outlines 
some guidelines. But first, let’s put a dis-
crete choice pricing study in perspective.

For new products or existing products, 
a discrete choice pricing study (DCP) 
has many advantages over an observa-
tional one. Observational studies, based 

on data maintained in a data warehouse 
or data mart, are fraught with data is-
sues, such as multicollinearity, omitted 
variables, and missing data to mention 
just a few. A DCP study avoids these is-
sues by the very nature of having a de-
sign to collect and analyze the data spe-
cifically for the purpose of studying the 
effect of price on choice of the product 
or service.

In a DCP study, the pricing analyst cre-
ates sets of alternative products, which 
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Figure 1: Discrete Choice Pricing Study Design Hierarchy

may or may not currently exist in the 
market, each product consisting of a 
group of features or attributes. The sets 
are called choice sets and the products 
are choice alternatives within a set. The 
consumer is asked to choose one of the 
alternatives from each choice set shown 
to him or her. 

Weights, sometimes called partworths, 
for the attributes making up the alter-
natives are estimated from the resulting 
choices. These partworths are then used 
to calculate the probability that each 
alternative will be chosen. Choice elas-
ticities, based on these probabilities, are 
easily calculated.

Many design issues have 
to be addressed in a DCP 
study, not the least of which 
is the specification of the 
composition of the alterna-
tives making up the choice 
sets. In general, we can di-
vide the design of the com-
positions into four groups1, 
not all of which, however, 
are applicable to a pricing 
study:

1. Brands-Only

2. Attributes-Only

3. Brands and Attributes

4. Brands and Attributes with Interac-
tions

These form a hierarchy of specifications, 
each more complicated than its predeces-
sor and each giving different insightful 
results for pricing.

Brands-Only Designs
A Brands-Only design is the simplest 
choice design in the sense that the com-
ponents are just the competitive brands 
in the market. Consumers are presented 
with a list of the brands as a choice set 
and are asked to choose one from the 
list, perhaps the one they are most likely 
to buy from. 

The brands do not have to be brand 

names per se (such as Tide, AT&T, or 
Pepsi), although they typically are. They 
could be generic names reflecting a ser-
vice concept such as economy-class and 
first-class on an airline or a set of slo-
gans for marketing messages. A MaxDiff 
study rather than a discrete choice study 
is best for these types of choice sets.

This design is not useful for a DCP 
study simply because prices are not in-
volved. Some may be tempted to just 
provide a list of prices rather than brands 
or concepts, but since consumers will 
always take the lowest price nothing will 
be learned: the lowest price will always 
dominate all others.

Also, some may say that this design is 
useful for pricing because the reputation 
of the brand name reflects a perception 
of value as measured by price. So the 
brand name is a surrogate for price. This 
may be true to an extent since different 
brands are often associated with different 
price levels, but price could also be con-
founded with other attributes that reflect 
quality so a clear statement about a price 
effect is not possible. But more impor-
tantly, price elasticities cannot be calcu-
lated so effects on key business metrics 
such as revenue cannot be determined.

Attributes-Only Designs
Comparable to a Brands-Only design, 
only attributes are used in an Attributes-
Only without regard to the brands. Ex-
amples of attributes would be price, 
package size, package weight, product 
color. Basically, these are factors useful 
for marketing strategy development or 

new product development. Price is cer-
tainly a major factor since it determines 
revenue and is included in the list. Brand 
name, however, is not included.

The advantage of this design is that 
price, the focal attribute, is clearly distin-
guished from other attributes so that the 
marginal effect of price on choice and 
other key business metrics can be un-
ambiguously calculated; in other words, 
price elasticities can be calculated. 

There are four disadvantages, however: 

• First, competitive brands are ignored 
so that we’ve gone to the other extreme 

from the Brands-Only design. Only the 
own-brand can be studied. 

• Second, research has shown that brand 
name is a cue used by consumers for 
judging the quality of a product; not the 
name per se but the reputation behind 
the name. Ignoring the brand ignores the 
effect of the reputation. 

• Third, higher familiarity with a brand 
often leads to a less elastic demand mere-
ly because consumers know the value of 
the product. 

• Finally, brand name tends to have a 
greater effect on product evaluation at 
higher prices than at lower ones. This all 
points to an interaction between brand 
name and price. An interaction shows 
how the effect of one attribute on choice 
depends on the level or setting of anoth-
er attribute. Omitting the brand name 

Discrete Choice Pricing Study 
Design Hierarchy 

  Design 
Attribute Components    Complexity  Pricing Usefulness  

Brands‐Only 

Attributes‐Only 

Brands/Attributes 

Brands/Attributes/Interactions 

None 

Own‐Price Elasticities Only 

Own‐ and Cross‐Price Elasticities 

Brand Elasticities 

Low

High
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omits this brand-price interaction.

The implication for pricing is that the 
price elasticities can only be own-brand 
price elas ticities. The pricing analyst can 
only tell how one of his/her own prod-
ucts does against another, not against a 
competitor. This would be acceptable if 
the issue is cannibalization of a 
product line by another product 
in the line. Cross-brand price 
elasticities reflecting the impact 
of what a competitor might do 
are impossible to calculate since 
the competitors, by definition, 
are not in the data. The useful-
ness of the price elasticities is re-
duced, but not completely with-
out some usefulness.

Brands and  
Attributes Designs
Consumers do comparison shop, not 
only within a brand’s line but also across 
brands. One of the advantages of a dis-
crete choice study in general is its mar-
ket realism: the study mimics market 
opportunities confronting consumers. 
Including brands along with the attri-
butes in a Brands and Attributes design 
is realistic. So the advantage is realism. 

Own- and cross-price elasticities can be 
calculated to show the effect on a brand’s 

choice probabilities if its (own) price 
changes as well as if another brand’s 
(cross) price changes. The usefulness for 
measuring impacts on key business met-
rics is clear.

A disadvantage is that interactions are 
still absent; only the main effects of 

brand, price, and the other attributes are 
measured. This design does not allow 
for the brand-price interaction which we 
said is important.

Brands and Attributes with 
Interactions Designs
A Brand and Attributes design with In-
teractions is the most general of the de-
signs because it allows for brands, attri-
butes, and their interactions. 

There are two-way, three-way, and high-
er interactions, although most studies 

would use two-way only. The reason for 
two-way is that the cognitive ability of 
consumers to consider more than two is 
severely reduced. The two-way interac-
tions could be between attributes such as 
price and brand name or price and pack-
age size. Price and brand name is the 
most common since the pricing analyst 

could calculate a different price 
elasticity for each competitive 
brand.

Recommendation
Designing a DCP study is 
not easy. There are many fac-
tors to consider. But one factor 
that should not be overlooked 
is the attributes. Since price is 
the focal attribute for a DCP 
study, extra thought has to be 

given to how consumers view price by 
some of the attributes, especially brand. 
Consumers would be more sensitive for 
some brands than others. The Brand-At-
tribute-Interaction design is the best to 
capture this differential pattern.

Endnote

1 This division is based on Raghavarao, Wi-
ley, and Chitturi. Choice-Based Conjoint 
Analysis (2011, CRC Press)

Cross-brand price elasticities 
reflecting the impact of what a 
competitor might do are impossible 
to calculate since the competitors, 
by definition, are not in the data. 




