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Four Things You Think  
You Know about Pricing

This article presents several assump-
tions related to price sensitivity and 
elasticity in consumer goods industries, 
and provides data from recent analysis 
that debunks these beliefs. The author 
uses this data to point out the danger 
of using unproven assumptions when 
developing pricing strategies. Author 
Maureen Arink is Research Director 
at SKIM, where she is responsible for 
method development for the consumer 
research division. This results examined 
in this article are drawn from an analy-
sis of SKIM’s pricing database that 
includes more than 200 pricing studies 
conducted in 18 countries in 45 product 
categories, yielding price elasticity infor-
mation on more than 7,000 individual 
products. The author can be reached via 
www.skimgroup.com.

Pricing is one of the most power
ful marketing levers available. 
Get your price right and you can 
maximize profit and strengthen 

your brand. Get it wrong and you can 
lose revenue, confuse consumers, or even 
start a price war. 

The results of 200 pricing studies carried 
out over the last five years were used to 
create a database of consumer behavioral 
trends between countries, categories and 
consumer types. A metaanalysis of this 
pricing database was recently conducted 
to examine common pricing beliefs to 
determine whether they should be dis
missed as myths, or whether there is 
supporting evidence for their continued 
acceptance.

In this article you will learn about a few 

insights from this meta-analysis, all of 
them related to price sensitivity of con-
sumers and price elasticity of products:

•	 Price sensitivity describes consumer 
behavior. Consumers are sensitive to 
price changes if they switch from one 
product to another as prices move – 
consumers are price insensitive if they 
remain loyal to one product despite 
price changes.

•	 When we think and talk about prod
ucts, we rather use the term price 
elasticity. The elasticity of a product is 
said to be 1.0 when a change in price 
of +1% leads in a change in volume 
sales of 1%. A price elasticity of 2.0 
infers that as price increases by 1%, 
for example, volume sales will de
crease by 2%.
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Belief 1: Price elasticity to lowered 
prices is the same as price elasticity to 
raised prices.
Stating that Product A’s price elasticity 
of 1.5 includes an inherent assumption. 
It assumes that the elasticity of A is sym
metric – move price up 10 percent and 
you lose 15 percent volume; move price 
down 10 percent and you will win 15 
percent. When asked, most marketing 
professionals will take this as an accept
able simplifying assumption. But it is 
a big assumption. And it’s a wrong as
sumption.

Furthermore, academic literature on 
pricing often refers to prospect theory, 
a cognitive psychology phenomenon 
developed in the 1980s that states that 
people judge a loss of a given amount as 
more painful than they judge the gain 
of an equal amount. Try to take a toy 
away from a toddler and you will quick
ly be reminded that the angst of loss is 
bigger than the joy of receipt. Applied 
to grownups and their shopping behav
ior, prospect theory would imply that if 
I take up the price of your favorite gad
get by $50, your disappointment will be 
greater than the joy you would feel if I 
took the price down by $50.

However, neither the symmetrical price 
elasticity belief, nor academic prospect 
theory are found here. When we look 
across studies, we see that price elastic
ity is lower for price increases than for 
decreases. In fact, we see that on average, 
products are 30 percent less elastic to a 
price increase than they are to a price 
decrease.

This effect can be explained quite sim
ply. CPG markets are open markets; they 
have many brands, with multiple vari
ants, perfumes, sizes, etc. Sales for any 
one of the products on a shelf can be 
broken down into sales coming from its 
loyal consumers and sales coming from 
nonloyal consumers (a.k.a. switchers). 
Loyal consumers tend to be less price 
sensitive, where switchers tend to be 
more sensitive.

As you increase price, sales coming from 
switchers will drop; as you decrease 

price, sales coming from switchers will 
increase. For the most part, sales from 
loyal consumers will remain relatively 
stable as prices change. This means that 
as you increase your price, loyal consum
ers become relatively more important in 
determining your product’s price elastic
ity as they are a bigger part of your user 
base; as you decrease prices, the switchers 
determine a bigger part of your product’s 
price elasticity. The net result is a more 
sensitive reaction to down pricing, than 
to uppricing.

The symmetrical pricing belief is de-
bunked as myth in a world of open 
market where consumers have choice 
to change easily from one product to 
another as prices move. When making 
pricing decisions, it is important to dif
ferentiate between the price elasticity for 
taking price down and that for taking 
price up. Note that 
prospect theory is cer
tainly not debunked 
with this analysis.

Belief 2: It is better 
to change your pack 
size than to change 
your shelf price if 
you want to increase 
prices.
This database analysis 
also compared average 
price and size elastici
ties. Specifically, how 
do shoppers react to an 
identical price change 
when executed via a 

shelf price change ($ 3.49 to $3.99 for 
example) or a pack size change (74 ml. to 
65 ml. for example)?

Analysis shows that, for price increas
es, the difference in sensitivity between 
playing with price vs. playing with size is 
not significant. For price decreases how
ever, reducing shelf price is a more effi
cient way to gain volume.

This implies it is better to adapt your 
price than your pack size whether you 
want to price up or price down. When 
pricing up, both methods are equally 
effective to sustain volume sales. When 
pricing down, you will increase volume 
sales more if you change your price rath
er than pack size. Given that changing 
pack size is a costly business, requiring 
changes in production lines, manufac
turing and package designs, this is great 
news for most people. Generally speak
ing we are saying you don’t need to 
change your pack sizes, but change your 
price instead.

Having said this, there are some clear 
exceptions to this general rule – cases in 
which downsizing the pack is clearly a 
better option than taking the price up. 
Most of these cases involve price barri
ers or strong category norms towards line 
pricing. This belief is debunked as myth: 
Overall, a size change is equally or even 
less effective than a price change. How
ever, category norms on how pricing is 
presented to the shopper mean ad hoc 

Figure 2: Explaining the Reality of CPG Price Elasticity Curves

Figure 1: Mythical Symmetrical 
Price Elasticities
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Belief 1: Price elasticity to lowered prices is the same as price elasticity to raised 
prices.

Mythical symmetrical price elasticities 

Stating that Product A’s price elasticity of -1.5 includes an inherent assumption. It assumes that the 
elasticity of A is symmetric – move price up 10 percent and you lose 15 percent volume; move price 
down 10 percent and you will win 15 percent. When asked, most marketing professionals will take this 
as an acceptable simplifying assumption. But it is a big assumption. And it’s a wrong assumption. 

Furthermore, academic literature on pricing often refers to prospect theory, a cognitive 
psychology phenomenon developed in the 1980s that states that people judge a loss of a given 
amount as more painful than they judge the gain of an equal amount. Try to take a toy away from a 
toddler and you will quickly be reminded that the angst of loss is bigger than the joy of receipt. Applied to 
grownups and their shopping behavior, prospect theory would imply that if I take up the price of your 
favorite gadget by $50, your disappointment will be greater than the joy you would feel if I took the price 
down by $50. 

However, neither the symmetrical price elasticity belief, nor academic prospect theory are found here. 
When we look across studies, we see that price elasticity is lower for price increases than for 
decreases. In fact, we see that on average, products are 30 percent less elastic to a price increase than 
they are to a price decrease. 

This effect can be explained quite simply. CPG markets are open markets; they have many brands, with 
multiple variants, perfumes, sizes, etc. Sales for any one of the products on a shelf can be broken down 
into sales coming from its loyal consumers and sales coming from non-loyal consumers (a.k.a. 
switchers). Loyal consumers tend to be less price sensitive, where switchers tend to be more 
sensitive.
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As you increase price, sales coming from switchers will drop; as you decrease price, sales coming from 
switchers will increase. For the most part, sales from loyal consumers will remain relatively stable as 
prices change. This means that as you increase your price, loyal consumers become relatively more 
important in determining your product’s price elasticity as they are a bigger part of your user base; as 
you decrease prices, the switchers determine a bigger part of your product’s price elasticity. The net 
result is a more sensitive reaction to down pricing, than to up-pricing. 

Explaining the reality of CPG price elasticity curves 

The symmetrical pricing belief is debunked as myth in a world of open market where consumers 
have choice to change easily from one product to another as prices move. When making pricing 
decisions, it is important to differentiate between the price elasticity for taking price down and that for 
taking price up. Note that prospect theory is certainly not debunked with this analysis. 

Belief 2: It is better to change your pack size than to change your shelf price if you 
want to increase prices. 
This database analysis also compared average price and size elasticities. Specifically, how do shoppers 
react to an identical price change when executed via a shelf price change ($ 3.49 to $3.99 for example) 
or a pack size change (74 ml. to 65 ml. for example)? 

Analysis shows that, for price increases, the difference in sensitivity between playing with price vs. 
playing with size is not significant. For price decreases however, reducing shelf price is a more efficient 
way to gain volume. 

This implies it is better to adapt your price than your pack size whether you want to price up or price 
down. When pricing up, both methods are equally effective to sustain volume sales. When pricing down, 
you will increase volume sales more if you change your price rather than pack size. 
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research is needed to know what to do in 
specific cases.

Belief 3: Women are more price sensi-
tive than men.
It is often said that women are more 
price sensitive than men, simply because 
they are often in charge of managing 
the household budget and are therefore 
more inclined to look for good deals. As 
men are more often buying products for 
themselves, they are probably price sensi
tive. Or not?

In order to shed some light on this mat
ter, researchers looked at the price elas
ticity of female dominated categories vs. 
male dominated categories. Female dom
inated categories are defined as categories 
in which all (100 percent) of respondents 
in pricing studies were female consumers 
(and similarly for male dominated cat
egories).

The results show that female dominated 
categories are slightly more price elastic 
than male dominated categories. There
fore, even though we looked at female / 
male dominated categories rather than 
males and females themselves, so far this 
belief seems to hold true.

Belief 4: The lower the personal in-
volvement of a category, the higher the 
price elasticity.
This is something heard quite often in 
the CPG industry. The assumption is 
that categories with high personal in
volvement  products that are closer to 
consumers’ hearts, minds and skin  are 
more precious to consumers, and there
fore she/he won’t mind paying that little 
bit extra.

One of the problems faced in address
ing this belief is that there is no objec
tive measure of personal involvement of a 
category. Furthermore, brand managers 
working in most categories will readily 
to argue that theirs is a highly personally 
involved category.

Approaching the question from a dif
ferent angle, one can take a look at the 

price elasticities to see if there is a pattern 
between this and the category defini
tions. The research addressed four broad 
categories of products: household clean
ing, food, personal beauty and hygiene, 
and consumer health products.

A clear picture emerges from the data: 
Household cleaning products are signifi
cantly more price elastic than personal 
beauty, consumer health and personal 
hygiene products. In other words, con
sumers are more willing to stretch to pay 
more for products that are close to their 
skin or used for taking care of them
selves. Consumers are less willing to pay 
more for products being used to clean 
their homes, offices, cars and clothes.

In addition, consumers show a broad 
range of willingness to pay more for 
foods. Unfortunately, the analysis does 
not reveal any patterns dictating which 
food products will be more or less elastic 
beyond the marketing strategies of the 
companies manufacturing and market
ing them. 

There is a kernel of truth behind the be
lief that low personally involved catego
ries show higher price elasticities if one is 
willing to: 1) exclude all food categories 
from this statement 2) define personal 
involvement as selfpampering, and not 
taking care of the home.

A common theme among 
common beliefs
One common emerging theme is that 
the most relevant trends for price elastici
ties are not driven by natural consumer 
tendencies; rather the differences are 
better explained by the marketing and 
retailer strategies going on in CPG mar
kets.

The danger with myths is that if every
one in the industry believes them, they 
may become selffulfilling. Take for ex
ample belief 3: There was only a small 
difference in price sensitivity between 
women and men. But if marketers start 
believing that women are more price 
sensitive than men, and thus place more 

emphasis on price differentiating mar
keting activities in female focused cat
egories (more special packs, more pro
motions, communicating price when 
talking about value for money) they may 
actually train women in this category to 
become more price sensitive. And mak
ing the consumer more price sensitive is 
the last thing any branded goods manu
facturer should be trying to achieve.

Methodology and origin
This article is an updated and shortened 
version of research that was presented at 
the ESOMAR Congress 2010 (Europe
an Society for Opinion and Market Re
search) where it was nominated for best 
methodological paper. 

Price elasticity can be measured using 
different methodologies. When looking 
at a measure that represents the market 
and interactions between competitors 
following price, size or other changes in 
products, conjoint analysis  in particu
lar, choicebased conjoint (CBC)  is a 
good method to measure price elastic
ity. The data was collected using choice
based conjoint analysis.

In CBC, products are constructed of dif
ferent attributes including brand, price, 
pack size and promotion. In order to 
estimate the sensitivity of consumers 
towards each of these different product 
attributes, each consumer is shown so
called choice tasks. In these choice tasks, 
they see shelves with products from 
which they select the product they would 
buy in that situation. The products on 
the shelves are randomly generated by 
combining the different product attri
butes. Each consumer will go through 
several choice tasks, each of which con
sists of a new set of products, with differ
ing prices, pack sizes and sometimes on
shelf price promotions. While making 
the choice for the product they would 
buy in each choice task, the consum
ers reveal their sensitivities towards the 
underlying attributes (brand, pack size, 
price, onshelf price promotion).




