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Cash and the Consumer:  
Strange Bedfellows

In this article, the author examines 
the continued use of cash for pay-
ments, despite the global availability 
of electronic payments, and some of 
the psychological motivators explain-
ing certain customers’ continued in-
sistence on using cash is specific situa-
tions. The author also examines how 
the use of cash versus electronic pay-
ment affects consumers’ perceptions 
and behaviors in certain situations. 
Hermann Simon is Founder and 
Chairman of Simon, Kucher & Part-
ners Strategy & Marketing Consul-
tants. He can be reached at hermann.
simon@simon-kucher.com. His lat-
est book, Confessions of the Pricing 
Man, tells his story from student to 
professor to global pricing guru.

The discussion about abandon-
ing cash or putting limitations 
on cash payments is creating 
quite a stir. Harvard economist 

Kenneth Rogoff was the first to cause a 
commotion with his suggestion to get 
rid of cash. More recently, support for 
this idea has come from a totally differ-
ent angle. Deutsche Bank Co-CEO John 
Cryan described cash as a model wor-
thy of being “phased out.” Related top-
ics such as the connection of cash and 
freedom, data protection, and the fight 
against terrorism have so far dominated 
the discussion. Less well-known are some 
surprising research results regarding the 
impact of cash on the behavior of indi-
vidual consumers. 

Cash and the pain center
Modern brain research has revealed that 
price information activates the brain’s 
pain center. This is hardly surprising 
since paying the price is the unpleasant 
part of making a purchase. Cash pay-

ments, however, activate the pain center 
more strongly than credit card or online 
payments. Also, the customary presen-
tation of prices in the form of “$16.70” 
has a stronger impact on the pain center 
than if a price is presented without the 
currency symbol as “16.70”. The pain ef-
fect is lowest when a price is written sim-
ply as “17”. This is why more and more 
restaurants are communicating their 
prices in this manner. 

Preference for  
cash payments
Today, card or digital payments are pos-
sible almost everywhere. It’s quick and 
easy. Why then do many people still pre-
fer to pay with cash? Economists used to 
assume that the transaction costs deter-
mine the method of payment. However, 
from a consumer perspective cash pay-
ments have advantages that go beyond 
this. Prospect theory, for which Daniel 
Kahneman won the Nobel Prize, pro-
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vides an answer. This theory distinguish-
es between the perception of gains and 
losses. Spending cash produces a high-
er negative loss perception than pay-
ing with a debit or credit card. If you 
would like to reign in your compulsion 
to spend money you’re better off pay-
ing cash. Economists from Germany’s 
Bundesbank have discovered a further 
effect. A study of 25,500 in-
dividual transactions showed 
that consumers who want 
to have a better overview of 
their expenditures prefer to 
pay with cash. Researchers 
describe this effect as “the 
reminder function of cash.” 
You see in your wallet how 
much you’ve already spent 
and how much is still there. 
Particularly people with low 
financial means should use 
the cash payment as a con-
trol mechanism - and ac-
tually do so. They pay for 
two-thirds of their purchases 
with cash. The Bundesbank 
researchers give heavily in-
debted individuals the following advice: 
pay cash. 

Cash back 
In business and trade, there are some 
tricks that seem absurd at first glance. 
Car dealers in the U.S. frequently use 
a tactic known as “cash back.” You buy 
a car for $30,000 and then get back 
$2,000 in cash. What is the purpose of 
this tactic? An explanation can again be 
found in the prospect theory. First, the 
payment of $30,000 generates a loss per-
ception. This is in contrast to the benefit 

gained from owning the car. Cash back 
now adds a third positive component 
to the transaction, the $2,000 obtained 
in cash. For many Americans the three 
components (one negative, two positive) 
seem to generate a higher total perceived 
benefit than simply paying $28,000 for 
the car with no cash back. This effect 
is reinforced by the fact that the actual 

purchase price is paid by check, bank 
transfer or credit card, which produces 
a loss perception that is less intense than 
the strongly perceived benefit from the 
repayment in cash. 

Business or economy class
When my wife and I were checking in at 
the business class counter in Boston for 
a return flight to Frankfurt, a Lufthansa 
employee informed us that business class 
was overbooked and offered each of us 
$1,000 cash to downgrade to economy.  
I said to my wife: “For a flight of 6.5 

hours, that’s not bad.” My wife, how-
ever, had a different opinion and replied: 
“That’s less than the additional amount 
you were willing to pay when you origi-
nally booked the business class tick-
ets. Why didn’t you just book economy 
tickets to begin with? Then you would 
have saved more than $2,000.” She was 
right. Back when I was booking the 

flight, I couldn’t have imag-
ined spending this overnight 
flight in economy. So why did 
I suddenly think of the offer 
as attractive? Prospect theory 
provides a plausible explana-
tion: The perceived loss at the 
original booking, which oc-
curred in an abstract way via 
my credit card, must have 
been lower than the perceived 
gain from the immediate cash 
amount that the Lufthansa 
employee offered me.

Cash as tip
Until a couple of years ago, 
taxi drivers in New York only 
accepted cash payments for 

fares. Customers decided on how much 
to tip – of course also in cash. On aver-
age, tips were around ten percent. Then, 
New York taxi drivers introduced the op-
tion of paying by credit card. Passengers 
simply swipe their credit card through a 
reader device. Tips can be entered either 
manually on the keypad or by pressing a 
button with one of three default options: 
20, 25 and 30 percent. After this system 
was introduced, the average tip jumped 
to 22 percent; taxi drivers generated ad-
ditional revenues of 144 million dollars.

http://www.pricingsociety.com
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Data’s Impact on Pricing Strategies  
Stephan M. Liozu is Chief Value Of-
ficer of the Thales Group (www.thales-
group.com) and Chief Marketing Of-
ficer of Thales Inc. in the USA. He is 
also an Adjunct Professor & Research 
Fellow at the Case Western Research 
University Weatherhead School of 
Management. He is a Certified Pric-
ing Professional (CPP), a Prosci® cer-
tified Change Manager, and a Strat-
egyzer Business Model Innovation 
Coach. He authored four books, Value 
Mindset (2017), Dollarizing Differ-
entiation Value (2016), The Pricing 
Journey (2015) and Pricing and Hu-
man Capital (2015). Stephan sits on 
the Advisory Board of LeveragePoint 
Innovation and of the Professional 
Pricing Society. He is a Strategic Ad-
visor to 360pi, The Kini Group, and 
PriceSenz.

Find the Quick Wins that Are 
Hidden in Plain View
There is a big misconception in the field 
of pricing that you need to wait many 
months to see the impact of your pricing 
insights and your pricing decisions. With 
the right strategies based in solid data 
and analytics, you can actually see posi-
tive contributions as soon as two weeks 
in the project! That is a pretty quick 
turnaround! 

You actually do not have to be a large 
organization to see a very quick sales 
and/or profit improvement. You have to 
get started with your analytics and ap-
proach this process as a discovery process 
while adopting a mindful attitude. Why 
a mindful attitude? Because you might 
find some pretty interesting opportuni-
ties that were hidden in plain view and 
you can capture very quickly. That will 
trigger a lot of questions from manage-
ment: What happened? Why did we not 

catch this? How can we be so wrong? 
Who is responsible for this? The critical 
point here is stay on task and not to en-
gage in finger pointing and blaming any-
one. The focus should be in capturing 
the quick wins and to list priorities for 
short term improvements. Do not look 
in the past but focus on what you can do 
better in the short term future.

Here are more details of what you could 
find: 

1. The data is going to reveal some 
aberrations that need to be fixed: 
included in these are legacy process-
es, legacy rules, or old discounts that 
do not make sense anymore. Some 
examples are: wrong discounts ap-
plied to wrong accounts; discounts 
that are not limited in time; auto-
matic discounts to new products; 
customer outliers; free products in-
stead of samples, etc.

2. The data will allow you to take 
quick tactical actions: some of 
these nuggets of changes and quick 
wins can be changed in a heartbeat 
and communicated to customers 
with days. 

3. The data will provide a long list 
of short term programs to investi-
gate: these opportunities will require 
a little bit more digging in your sys-
tems. They should be listed as part 
of the pricing council short term 
wins and worked on one-by-one.

4. The data will reveal large oppor-
tunities for incremental revenues 
and profits: this is really where the 
analytics kick in. These opportuni-
ties are still hidden in plain view 
but require some analytical power 
to identify them. These will have to 
be validated by a multi-functional 
group of professionals including 
sales, marketing and pricing.

Quick wins are powerful. Depending 
on where you stand in the analytics and 

pricing maturity curve, you will identify 
quite a few areas of improvements. You 
actually might have to form a separate 
task force to manage these. Quick wins 
serve two purposes for your analytical 
agenda: 1) they generate very quick bot-
tom line results that can help you justify 
some of the investments you have made 
or you are about to make; 2) they gener-
ate confidence that the team is doing the 
right thing and is on the right path. 

This is not new. If you are a Six Sigma 
expert, you know that quick wins are 
encouraged at any stage of the DMAIC 
(Define, Measure, Analyze, Improve and 
Control) process. Why wait for the 90 
days when you can generate bottom line 
improvement right away? The same goes 
with pricing. So do not wait, get started 
today with your pricing discovery pro-
cess. You will find out that just by pay-
ing attention to pricing and discovering 
quick wins can actually be a very positive 
organizational development.

Segmentation is at the Heart 
of Customer Data Analytics
Segmentation is at the heart of market-
ing. It’s actually one of the most essential 
steps in progressive market management, 
and it’s also one of the most neglected. 
By neglected, I mean it’s either not per-
formed at all or it’s designed in a very 
traditional fashion using demographics 
or firmographics parameters. Over the 
last decade, the science and art of seg-
mentation has evolved. Best-in-class or-
ganizations have embraced the scientific 
data revolution and have begun to design 
both qualitative and quantitative seg-
mentation processes that leverage their 
rich data. 

In both B2C and B2B markets, best-in-
class organizations have quickly realized 
that the one-size-fits-all approach is no 
longer relevant. As a matter of fact, prog-
ress in the science of segmentation and 
the availability of data allows market-
ers to become more refined in their seg-
mentation depth. For example, there has 

http://www.pricingsociety.com
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been a lot of media attention surround-
ing Netflix’s lack of segmentation with 
its one-size-fits-all streaming offers and 
its pricing level offers. Netflix is now try-
ing to better segment their rich customer 
base to design a variety of packages and 
bundles in various price ranges. Big data 
in marketing and sales allows for micro-
segmentation and more relevant one-on-
one marketing.

I could write a whole book on segmenta-
tion types and techniques. As a matter of 
fact, there are a number of books already 
published on this subject matter. As a 
practitioner, there are very compelling 
benefits to conducting a thorough and 
scientific segmentation analysis as shown 
in Figure 1.

You might not realize it, but you already 
have all of the data required to conduct 
a basic segmentation analysis. The data 
might be fragmented and not located in 
a centralized place, but with a bit of in-
tention and focus, it can quickly be as-
sembled and mined to start the segmen-
tation process. You might also consider 
conducting additional surveys to collect 
need-based customer preferences, but 
starting with the data you already have is 
a good first step. 

The primary objective of segmentation 
through data analytics is to identify the 
profile of your most successful and prof-
itable existing customers. Your sales force 
might think they know who they are 
but chances are they will mostly rely on 
intuition and experience. By adding the 
data analytics dimension in the identi-
fication process, you can validate some 

of these impressions and accelerate the 
process. The next step is then to be able 
to identify similar profiles in the market 
i.e. customers who used to buy from you 
and do not longer do so, and prospects 
who might have similar characteristics. 
So you are equipping your sales force 
with better sales intelligence so they can 
better qualify prospects, find greater 
revenue opportunities with ideal clients, 
and focus their time with the customers 
who have the greatest potential and/or 
understand the concepts of value. When 
lead generation and sales effectiveness 
increase, you allocate your efforts at the 
right time with the most profitable ac-
counts. 

Successful segmentation allows for a 
scientifically based deployment of sales 
resources that leads to expense optimi-
zation with your existing assets. Finally, 
when it’s all said and done, your market-
ing and sales efforts are targeted to the 
right customers with the right messag-
ing. Guess what? That makes customers 
happy and their loyalty level increases. 
So you get the picture. Segmentation is 
not easy and requires skills and science. 
When done right, it really delivers tre-
mendous benefits for you and your cus-
tomers.

Optimize Costs Without 
Cutting Cost
Scientific segmentation offers numerous 
advantages for businesses in search of 
margin improvements. And these im-
provements can be made in a matter of 
weeks following the discovery of custom-
er segments and the operationalization 
of dedicated segment activities. That can 

have a significant short term impact on 
the bottom line.

Segmentation allows organizations to 
optimize cost and resource allocation 
without necessarily engaging in painful 
cost cutting activities. In fact, resources 
can be reallocated swiftly to engage more 
profitable customer segments or to right-
size a suite of product and service offer-
ings.

There are five ways in which segmenta-
tion can help businesses optimize their 
costs as shown in the figure below. There 
might be more but let us focus on these 
five and discuss them in detail. 

1. Sales Expenses: Get your salesforce 
in front of the right account and the 
prospects with the highest potential. 
Your sales revenues per sales rep and 
per customer will significantly in-
crease. So your selling expenses for 
every sales dollar that is uncovered 
should go down. An existing better 
equipped salesforce in front of the 
right clients will boost your growth 
rate as well.

2. Marketing Resources: And because 
your segments will be clearly defined 
and their needs better understood, 
your marketing efforts will be more 
focused to respond to these needs. 
In the end, it becomes a matter of 
the quality of marketing and not 
the quantity. Moving away from the 
one-size-fits-all marketing approach 
will improve your conversion rate 
and boost the ROI of your market-
ing investments.

3. Customer Cost-to-Serve: The com-
bination of cost-to-serve analysis 
from your pricing analytics solutions 
and of scientific segmentation will 
allow you to refine the pricing and 
service conditions that are offered to 
distinct segments. For example, your 
“value” customers will be offered 
higher service levels that they are 
willing to pay for. For your sophis-
ticated technology-driven buyers, a 
technology-based supply chain ap-

Quick wins are powerful. Depending on where you stand in the analytics and pricing maturity curve, you 
will identify quite a few areas of improvements. You actually might have to form a separate task force to 
manage these. Quick wins serve two purposes for your analytical agenda: 1) they generate very quick 
bottom line results that can help you justify some of the investments you have made or you are about to 
make; 2) they generate confidence that the team is doing the right thing and is on the right path.  

This is not new. If you are a Six Sigma expert, you know that quick wins are encouraged at any stage of 
the DMIAC process. Why wait for the 90 days when you can generate bottom line improvement right 
away? The same goes with pricing. So do not wait, get started today with your pricing discovery process. 
You will find out that just by paying attention to pricing and discovering quick wins can actually be a very 
positive organizational development. 

Segmentation is at the Heart of Customer Data Analytics 

Segmentation is at the heart of marketing. It’s actually one of the most essential steps in progressive 
market management, and it’s also one of the most neglected. By neglected, I mean it’s either not 
performed at all or it’s designed in a very traditional fashion using demographics or firmographics 
parameters. Over the last decade, the science and art of segmentation has evolved. Best-in-class 
organizations have embraced the scientific data revolution and have begun to design both qualitative 
and quantitative segmentation processes that leverage their rich data.  

In both B2C and B2B markets, best-in-class organizations have quickly realized that the one-size-fits-all 
approach is no longer relevant. As a matter of fact, progress in the science of segmentation and the 
availability of data allows marketers to become more refined in their segmentation depth. For example, 
there has been a lot of media attention surrounding Netflix’s lack of segmentation with its one-size-fits-
all streaming offers and its pricing level offers. Netflix is now trying to better segment their rich 
customer base to design a variety of packages and bundles in various price ranges. Big data in marketing 
and sales allows for micro-segmentation and more relevant one-on-one marketing. 

I could write a whole book on segmentation types and techniques. As a matter of fact, there are a 
number of books already published on this subject matter. As a practitioner, there are very compelling 
benefits to conducting a thorough and scientific segmentation analysis as show in the graphic below. 

 

Figure 1
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proach might resonate better. 

4. Product Mix: Scientific segmen-
tation also allows you to right-size 
your product offering to specific seg-
ments of the markets. It also allows 
you to create unique offerings such 
as product bundles and product/ser-
vice packages. You might realize for 
example that a large portion of your 
accounts do not care for the extra 
performance of your product and are 
not willing to pay for it. It may trig-
ger a category management discus-
sion with R&D and marketing that 
might lead to right-sized products 
being offered. That implies savings 
in raw materials, in engineering, and 
in manufacturing of advanced prod-
uct and technologies.

5. Versioning of Offerings: Put points 
1 to 4 together, and you can imagine 
the possibilities. Scientific segmenta-
tion allows you to version business 
offerings to respond to specific cus-
tomer needs. While it might create a 
bit of complexity, it also allows you 
to customize your business models 
to your customer segments. The sav-
ings will be immediate!

In times of soul searching, many busi-
nesses will race to cut costs without 
engaging in deep exploration of their 
customer segmentation process. Cost 
cutting is a short term process that rips 
short term gains. Scientific segmenta-
tion can achieve the same optimization 
of cost and resource allocation, and it 
will also allow your team to redesign the 
firm offerings and positioning for the 
long-term. The effect of such a scientific 
exploration can revolutionize a go-to-
market strategy while minimizing the 
incremental needed to better serve mar-
ket segments.

Scientific Selling: Deals that 
Close & Products That Sell
Scientific segmentation is a powerful 
approach that can transform your mar-
keting strategy. In fact, your marketing 
planning process might be revolutionized 
by some of the findings you will uncover 
from your segmentation process. With a 

strong marketing position and an execut-
able marketing mix strategy, the process 
can proceed to the next step: scientific 
selling. This is the last step of your data 
transformation and it has be done with 
this logic in mind. Selling excellence will 
not happen without a thorough segmen-
tation process and a robust marketing 
planning process. Too many companies 
try to improve their level of commercial 
excellence without first conducting pre-
liminary exercises on segmentation and 
pricing analytics.

Scientific selling is all about leveraging 
the power of your existing data to cre-
ate fact-based selling strategies and tac-
tics. It is about extracting the power of 
your data insights to guide the actions of 

your commercial assets and resources. As 
such, it implies that you become laser fo-
cused on critical customer segments and 
on data-derived sales opportunities. 

Here are some of the critical benefits of 
scientific selling:

1. Deals that close: Not only will your 
salesforce spend more time in front 
of the right account and with the 
most promising prospects, but it will 
also be equipped with the right facts, 
the right buying data, and data-de-
rived pricing recommendations. The 
conversations with customers will be 
based on real historical data and an-
chored in rational exchanges. With 
the right data in their hands, your 
sales force will be able to avoid mak-
ing uneducated decisions and falling 
into the buyers’ negotiation traps. 
They will in fact be better equipped 
than the buyers in front of them! 
That will result in a greater ratio of 
deals that close and an increase in 
your win/loss ratio.

2. Products that sell: Armed with rec-
ommendations for optimized prod-
uct offerings, for potential product 
bundles, and for unique adjacent 
services, the right offering is pre-
sented to your customers at the right 
time and the right price. Internally, 
this level of science also benefits your 
Sales & Operation Process (S&OP). 

Figure 2
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1) Sales Expenses: Get your salesforce in front of the right account and the prospects with the 
highest potential. Your sales revenues per sales rep and per customer will significantly increase. 
So your selling expenses for every sales dollar that is uncovered should go down. An existing 
better equipped salesforce in front of the right clients will boost your growth rate as well. 

2) Marketing Resources: And because your segments will be clearly defined and their needs better 
understood, your marketing efforts will be more focused to respond to these needs. In the end, 
it becomes a matter of the quality of marketing and not the quantity. Moving away from the 
one-size-fits-all marketing approach will improve your conversion rate and boost the ROI of your 
marketing investments. 

3) Customer Cost-to-serve: The combination of cost-to-serve analysis from your pricing analytics 
solutions and of scientific segmentation will allow you to refine the pricing and service 
conditions that are offered to distinct segments. For example, your “value” customers will be 
offered higher service levels that they are willing to pay for. For your sophisticated technology-
driven buyers, a technology-based supply chain approach might resonate better.  

4) Product Mix: Scientific segmentation also allows you to right-size your product offering to 
specific segments of the markets. It also allows you to create unique offerings such as product 
bundles and product/service packages. You might realize for example that a large portion of 
your accounts do not care for the extra performance of your product and are not willing to pay 
for it. It may trigger a category management discussion with R&D and marketing that might lead 
to right-sized products being offered. That implies savings in raw materials, in engineering, and 
in manufacturing of advanced product and technologies. 

5) Versioning of Offerings: Put points 1 to 4 together, and you can imagine the possibilities. 
Scientific segmentation allows to version business offerings to respond to specific customer 
needs. While it might create a bit of complexity, it also allows to customize your business 
models to your customer segments. The savings will be immediate! 

In times of soul searching, many businesses will race to cut costs without engaging in deep exploration 
of their customer segmentation process. Cost cutting is a short term process that rips short term gains. 
Scientific segmentation can achieve the same optimization of cost and resource allocation but it also 
allow to redesign the firm offerings and positioning for the long-term. The effect of such a scientific 

exploration can revolutionize a go-to-market strategy while minimizing the incremental needed to 
better serve market segments. 

Scientific Selling: Deals that Close & Products That Sell 

Scientific segmentation is a powerful approach that can transform your marketing strategy. In fact, your 
marketing planning process might be revolutionized by some of the findings you will uncover from your 
segmentation process. With a strong marketing position and an executable marketing mix strategy, the 
process can proceed to the next step: scientific selling. This is the last step of your data transformation 
and it has be done with this logic in mind. Selling excellence will not happen without a thorough 
segmentation process and a robust marketing planning process. Too many companies try to improve 
their level of commercial excellence without first conducting from preliminary exercises on 
segmentation and pricing analytics. 

 

Scientific selling is all about leveraging the power of your existing data to create fact-based selling 
strategies and tactics. It is about extracting the power of your data insights to guide the actions of your 
commercial assets and resources. As such, it implies that you become laser focused on critical customer 
segments and on data-derived sales opportunities.  

Here are some of the critical benefits of scientific selling: 

1) Deals that close: Not only will your salesforce spend more time in front of the right account and 
with the most promising prospects, but it will also be equipped with the right facts, the right 
buying data, and data-derived pricing recommendations. The conversations with customers will 

Figure 3
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It will allow you to have the right in-
ventory at the right place and at the 
right time.

3. Prices that win: Scientific selling is 
grounded in strong pricing analyt-
ics and in deep pricing optimization 
activities. The guessing in the price 
setting process disappears. Pricing 
recommendations are based on data 
from similar peer groups, from his-
torical buying patterns, and on your 
population sensitivity and elasticity 
analysis. Pricing accuracy dramati-
cally improves leading to more pric-
ing power in front of customers. 

4. Happy customers: Scientific seg-
mentation and scientific selling in-
crease your customers’ perceptions 

about the capabilities of your sales-
force. Gone is the traditional level 
of uncertainty in the buyer-seller 
exchanges and in the price negotia-
tions. Because your sales force is well 

prepared with real time data for spe-
cific customers, discussions are more 
relevant and rational. Customer sat-
isfaction with the transactional pro-
cess increases and so does your sales 
force confidence.

The power is in your data. Leveraging 
that power to equip your salesforce with 
science-driven decision support allows 
you to capture it. Your Excel spread-
sheets and your business intelligence 

tools cannot provide you with this level 
of scientific sophistication. Are you ready 
to outperform your competition and 
turn your sales force into confident sell-
ers? Scientific selling is the future of the 
commercial excellence field.

The power is in your data. Leveraging that power to 
equip your salesforce with science-driven decision 
support allows you to capture it. 

http://www.pricingsociety.com
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How Pricing Research  
Can Protect Your Sales 

Pricing Research can go a long way 

in helping you discover and create 

new opportunities for your business. 

Increasing your company’s prices can 

be a hard step, but it is pivotal for 

the health of any company. So wheth-

er your objectives are to reevaluate 

your current pricing structures or to 

raise prices, it is important to capital-

ize on the psychological pricing and 

set optimal price points, as the author 

explains. Author Paul Hunt is the 

president of Pricing Solutions and a 

frequent PPS presenter, instructor, 

and contributor. He can be reached 

at phunt@pricingsolutions.com.

There are two key benefits of 
conducting pricing research: 
(i) the prediction of consum-
ers’ response to price changes, 

and (ii) the discovery of psychological 

effects of price points on sales (demand). 
Indeed, pricing strategies based on ac-
curate predictions of potential outcomes 
give organizations a strong advantage to 
improve revenues.

When used correctly, pricing research 
is able to predict customer perception 
of the new price, and as the result, 
what impact a price increase may have 
on revenue. Whether you are planning 
to increase prices or thinking to price a 
new product, research is the key to effec-
tive pricing strategy.

Understanding the Effects  
of Changing Prices
Determining the effect of changed prices 
on sales volume is one of the most diffi-
cult challenges in the management sec-
tor. While it is expected that initially, 
sales will drop after a price increase, the 
crucial question is: by how much? Would 
the drop in sales equal the increase in 
prices, percentage wise? Would sales 
drop at a rate greater or less than that of 
the price increase? Figures 1a, 1b and 1c 
show 3 potential outcomes.

To avoid unexpected revenue drop after 
implementing a price increase, it is cru-
cial to conduct price-point testing and 
pricing research prior to the changes. For 

cost-plus pricing businesses, understand-
ing the psychological effects of pric-
ing (price points, price structures, price 
formats, price framing and price com-
munication) not only can help to set op-
timal price points, but also identify new 
profit opportunities. Consumers perceive 
additional messaging/information from 
price-points and react atypically to cer-
tain types of prices.

The Left-Digit Effect
In the presence of psychological pric-
ing, consumers will react more drasti-
cally at key price points. This results in a 
kinked demand curve (sales) with inflec-
tion points. As explained in World Class 
Pricing: The Journey, “once you price over 
a pricing threshold, demand may drop 
precipitously.” One reason for this being 
consumers perceive these price points as 
being significantly lower than they actu-
ally are. 

Consumers usually process prices by fo-
cusing on the far left digit and separating 
prices into parts instead of processing 
them as an entity. For example; $0.99 
would seem a lot cheaper than $1.00 
even though it is only 1 cent less. The 
number of digits on the price tag does 
not affect this tendency, as even luxury 
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From left, figures 1a, 1b, 1c: Three potential outcomes 
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property in Beverly 
Hills sells better “for 
$7,995,000 rather 
than $8 million.”

Choice Based 
Models
To evaluate new price 
impact on sales, one 
must be able to pre-
dict how customers 
will react. The choice-
based model is among the most suit-
able marketing research tools for pric-
ing. The model suggests the following 
evaluation criteria for prediction:

• Buying Occasion: The buying occa-
sion accurately mimics the market-
place.

• Blind: The respondent is not aware 
of which product is the key focus of 
the study.

• Indirect: The respondent is not 
aware that the study is focused on 
pricing.

The model is calibrated based on a series 
of purchasing scenarios made by respon-
dents. The choice share at different price 
points provides insights regarding the 
existence of price thresholds. Essentially, 

2 hypotheses can be tested in the same 
study with 2 different model specifica-
tions, as shown in Figure 2.

In one example, a leading toy manufac-
turer wanted to predict consumers’ reac-
tions to a price increase of 10% across 
their product portfolio. The research 
indicated that Product A was a price 
threshold (Blue Graph). The potential 
decrease in demand for moving the price 
over this threshold was larger relative to 
the loss in demand at other price chang-
es. The demand curve of Product Red as 
opposed to Product Blue, was a smooth 
line with no “kinks” or inflection points, 
meaning a price increase – even of 20 
– does not have a significant negative 
impact on demand. Ultimately, market-
ing research provides ample opportuni-
ties for gaining insights into consumers’ 
responses to price changes. The payoffs 

include better pricing strategies that con-
tribute to sustainable revenue increases.

Developing a Strong Pricing 
Strategy
Pricing Research can go a long way in 
helping you discover and create new op-
portunities for your business. Increasing 
your prices can be a hard step for busi-
nesses to take, however, it is pivotal for 
the health of any company. So whether 
your objectives are to reevaluate your 
current pricing structures or to raise 
prices, it is important to capitalize on 
the psychological pricing and set optimal 
price points. Any change in your prices 
might see a decrease in volume, so it is 
important that you reanalyze your pric-
ing method. By doing so you can accu-
rately see the effects of the price change 
and ensure that you are not leaving any 
profits behind.

Figure 2: How new price points impact sales
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