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Behavioral Economics of Paywalls  

Primarily aimed at media owners from 
the newspaper, consumer and business 
media worlds, Paywall Strategies 2011, 
held in London on February 24th, 
brought together European media ex-
perts to discuss the current online con-
tent landscape and methods for mon-
etizing online content. In this article, 
author Leigh Caldwell delves into many 
of the issues that have plagued online 
content providers in terms of pricing, 
consumer behaviors and purchasing 
barriers.  Leigh Caldwell is a researcher 
in behavioural economics and pricing. 
He is chief executive of Inon Pricing 
Advisers (www.inon.com), which ad-
vises clients on the right prices for their 
products, and blogs at pricingrevolu-
tion.com and knowingandmaking.com. 
His book, The Psychology of Price, 
will be published at the end of this year. 
He can be reached at leigh@inon.com.

The whole question of pay-
ing for online news – and 
other information – combines 
two of my main research ar-

eas. First, it’s all about pricing, and one 
of the most interesting and important 
new phenomena in pricing at that. And 
second, because the argument can only 
be resolved with a deep understanding of 
cognitive incentives (and disincentives).

In fact, the area of micropayments was 
one of the earliest case studies I consid-
ered when getting into the pricing world 
several years ago. It’s one of the clearest 
departures from conventional supply and 
demand dynamics. Here’s an example:

13% of people say they would be will-
ing to pay for content online. And yet 
only 4% do. Why the gap? Yes, there’s 
always a difference between what people 
say they’ll do, and what they actually do. 
But from experience with other products 
we would expect this gap to be in the op-
posite direction, if publishers were using 
the right methods to win paying custom-
ers. With many products, people who say 
they would not pay, or would pay only a 
low price, can be persuaded to hand over 
more money if the structures are right. 
Why not with electronic content?

One of the conversations I’ve been 
watching on the #paywalls11 hashtag has 
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Three Failures of Willingness to Pay

22nd Annual PPS Spring Conference:  InterContinenal Chicago O’Hare Ho-
tel; May 3-6, 2011.  Workshops offered include:
•	 Influencing Customer Price Acceptance (May 3) – Tim Smith
•	 Pricing with Confidence:  Ten Ways to Stop Leaving Money on the Table (two-

day workshop, May 3-4) – Reed Holden
•	 Core Pricing Skills (two-day workshop, May 3-4) – Kent Monroe
•	 Progressing to World-Class Pricing (May 4) – Avy Punwasee
•	 Pricing to Stay Whole in Wholesale (May 4) – Alice Wachol & Oliver Griebl
•	 Consumer Pricing:  How You Can Make Pricing a Key Competitive Advantage 

(May 4) – Frank Luby
•	 Positioning, Pricing, and Profits for Better Performance (May 4) – Reuben 

Swartz

For the most up-to-date information about PPS events and programs, please vis-
it our website at www.pricingsociety.com frequently.
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gone down the route of “What can 
we offer that consumers want to pay 
for?” This tweet is typical (and seems 
reasonable at first):

This is a trap. Of course there’s some 
truth in it: quality will have an influ-
ence on the price point achieved. But 
in fact, it’s not what you offer that de-
termines whether people pay – but how 
you offer it.

Back to that demand curve. In econom-
ics, the cheaper a product gets, the more 
of it people are meant to buy. But with 
content, below a certain point, when 
price drops, quantity demanded does not 
rise. In fact, the actual price level is not 
really the force that the seller is working 
against. Instead, there are two distinct 
cognitive barriers to purchase, neither of 
which is directly related to the price level 
as such.

The first barrier is the inconvenience of 
making payment. It’s a hassle to enter 
your credit card number, register an ac-
count with your e-mail address, or what-
ever it is they make you do. In fact, peo-
ple who are quite willing to enter their 
credit card details for a £1.50 purchase 
become unwilling to do so for a 5p pay-
ment. In conventional economics this 
makes no sense. But what if individuals 
are using the price of an article as a cue 
to its value? The cheaper the article gets, 
the less valuable it looks, and the less 
worthwhile it is to bother with entering 
their details. Consumers are quite logi-
cal, sometimes.

(A secondary consideration here is on the 
supply side – publishers may incur credit 
card processing costs which are greater 
than the revenue received from each 
transaction. But that kind of problem is 
easier to overcome, if a genuine revenue 
stream exists.)

The second barrier is an issue of prin-
ciple: many people simply refuse to pay 
for online articles, having grown used 
to getting them for free. In this regard, 
the difference between free and 1p is far 
greater than the difference between 1p 
and 5p – or 50p. And this psychological 
and behavioral barrier is the most impor-
tant thing for online publishers to over-
come.

Many people are trying to lower the first 
of these barriers: a constant stream of 
new micropayments schemes have en-
tered the market over the last fifteen 
years. Until recently I expected Facebook 
credits to have the best chance of suc-
cess, but Google OnePass looks like it 
might also be a competitor. Each of these 
two has the benefit of universality: many 
people are logged into both sites all the 
time already, meaning there is no need to 
log in to yet another system in order to 
trigger a payment. I am sure that, sooner 
or later, this will stop being a problem.

The second is harder to bypass. In-
grained assumptions are notoriously hard 
to shift, especially when there is compe-
tition out there who are happy to pan-
der to them. One way to do this is to 
reframe the product as something differ-
ent. With the launch of new platforms 
– notably the iPhone and especially the 
iPad – publishers have had the oppor-
tunity to start afresh, with few exist-
ing expectations working against them. 
Since there is no history of free news 
content on iPad, there are lower barri-
ers for many people to the principle that 
they might have to pay for it. The draw-
back of this approach is that by changing 
the nature and name of what you offer, 
you risk losing the momentum and loy-
alty of the 20-50 million unique users 
which several of the top news sites each 
have. The more seamless the migration 
from standard web use to any new access 
method, the more people will expect it to 
remain free.

But apart from “make an iPad app,” 
what more can behavioral economics tell 
us about how to improve takeup and in-
crease revenue from selling news?

I’m going to go a bit deeper to analyze 
this, to the level of decision theory. The 
goal is to understand the whole lifecycle 
of a person’s decision to consume, and/
or pay for, news and the influences on 
it. So consider the cognitive process of a 
person who is about to show up at a page 
on your online newspaper’s website.

They come to this in one of three ways: 
through searching for something spe-
cific; browsing in an undirected way and 
happening upon it; or checking the page 
as a part of an ingrained news-reading 
habit. Each of these involves its own be-
haviors and motivations.

1. Directed Searchers
Those searching for something specific 
are the most purposeful and “rational” 
group – the most likely to be willing to 
accept a conventional offer to pay for 
something. They have a goal in mind, 
they are carrying out a specific strategy 
to achieve it, and a financial transaction 
– at least potentially – can form a legiti-
mate part of that strategy. This model 
works well for many types of special-
ist content – clip art, legal documents, 
iTunes, or films. But the challenge with 
news is twofold: one, most people prob-
ably don’t look for news in this way; two, 
there are lots of free competitors out 
there who will be found just as easily as 
your paid content.

To convert directed searchers, you have 
to make salient why your offer is differ-
ent to all the others they are seeing next 
to it on Google. Here’s the challenge. 
Almost any form of words you could 
use to do this; any format of news page 
you could design, or any keyword strat-
egy, can be copied by the free people too. 
There’s one exception. They will never 
copy the phrase “You must pay for this 
article.”

My suggestion would be, in this case, to 
make a virtue of the paywall. Emphasize 
that this is a paid-for article – put it in 
the title tag so it shows up right in the 
search results – and is correspondingly 
higher quality than the free alternatives. 
Higher quality could be on a number 
of dimensions. It might mean “better 
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What NOT to do is get people into 
the page in the belief that it’s free 
and THEN ask them to pay. If you 
let people know up front, conversion 
will be much higher. 

checked.” It might mean “more personal-
ized.” It might mean: news, analysis and 
opinion, balanced and all in one page. 
That hardly matters. The point is that 
price is a signal of quality, and at least 
some people are going to be willing to 
pay for it.

What NOT to do is get people into 
the page in the belief that it’s free and 
THEN ask them to pay. If you let peo-
ple know up front, conversion will be 
much higher. Yes, many people will be 
put off clicking on the link. But those 
people are unlikely to pay anyway. The 
people who might pay, will be more 
likely to click; and (subject to testing, as 
always) I’d predict this approach would 
significantly increase revenue.

2. Undirected Browsers
A different approach altogether is re-
quired for people who browse semi-ran-
domly. This behavior occurs on twit-
ter, on Facebook, and when people are 
looking around the Web for one thing, 
but get distracted by another. There’s no 
explicit goal here, so you are relying on 
mini-goals created by the individual in 
the moment of browsing. These provide 
short-term motivation when there 
is no conscious goal.

The most common mini-goal 
is satisfaction of curiosity. So 
you must pique curiosity, and 
then tease them, holding back 
fulfillment until the reader 
coughs up. A clever way to do 
this is to show the article com-
ments but not the article itself. 
An excellent way to build curiosi-
ty is to read what other people have been 
saying about something.

Other mini-goals are revisiting a forgot-
ten goal, affiliating with a friend and var-
ious time-management goals such as one 
more click or getting back to work. Each 
of these calls for its own pricing mecha-
nisms, but this short article isn’t the 
place to go into them.

3. Habitual Readers
For many people, reading the news is 
part of a regular habit. They may do it 
once or twice a day at certain times, or 
on a Sunday morning (that particular 
tradition is already well monetized by 
printed Sunday newspapers, of course) or 
when there’s a break, a boring moment 
or a tricky task at work they want to dis-
tract themselves from.

For these people, satisfying the habit 
triggers reminders of certain previous 
happy events (or deflection of negative 
feelings such as hard work) and that is 
the value being provided. Anyone who 
regularly satisfies a specific need is likely 
to develop specific strategies for doing so. 
The publisher’s job is to become the ha-
bitual starting point of the reader; and to 
achieve this you need to:

•	 achieve trial

•	 make payment acceptable

•	 make payment automatic

The Financial Times’ strategy for this 
looks effective: offer a little for free, per-

suade people to sign up very cheaply (4 
weeks for just £1), then once they are in 
the habit of reading, bill them regularly. 
The habit-forming behavior is embedded 
further by regular email reminders of ar-
ticles that might be of interest.

Some people think the FT can only do 
this because it has a distinctive business-
oriented product; if its news were the 
same as the Guardian’s, or Telegraph’s, or 
Times’, it would be very difficult to get 

people past the first point of payment. 
But many news outlets have sufficient 
personality to get people into regular 
reading habits, and that’s an important 
part of consumption too. 

Guardian readers certainly see them-
selves as Guardian readers – it’s a badge 
of identity. (Indeed, Guardian readers 
probably have a stronger sense of the 
identity of Daily Mail readers than do 
the Mail readers themselves). The Times 
is experimenting to see whether the same 
principle will work for them.

Mixing it all together
Trying to capture all three of these dif-
ferent news-reading behaviors in one 
business model is not so easy. This is a 
different version of the marketer’s tradi-
tional problem of price discrimination. 
Can you separate audiences into differ-
ent levels of demand and charge each of 
them the appropriate price? In this case, 
it’s about segmenting by behavior instead 
of by willingness-to-pay.

It’s certainly possible to present different 
versions of an article according to wheth-
er the user approaches from Google (di-

rected searcher), Twitter (undi-
rected browser) or direct from a 
bookmark or as a registered user 
(habitual reader). And as long as 
the price structures are not di-
rectly comparable, the segmen-
tation should work. 

Charging a Guardian reader a 
sub of £7.99/month does not 
stop occasional visitors from 
paying 50p for an authoritative 

update on what’s happening in Libya 
today; nor vice versa. And the type of 
articles of interest to directed searchers 
are probably (mostly) different to those 
which stimulate the curiosity of brows-
ers.

So identifying key user behaviors should 
give you the ability to sell to all of them, 
with a business model that works for 
each group.
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With no easy escape from 
the multi-product jungle, 
pricing can get messy. 
Companies offering (and 

pricing) thousands upon hundreds of 
thousands of individual products are 
everywhere. You’ll find them in food 
and consumer goods, in the retail and 
wholesale sector, and in IT, tourism, and 
media. Mired in this same jungle, you’ll 
also find companies who produce spare 
parts and broad product ranges. To price 
successfully, should these companies 
painstakingly analyze every product they 
produce? Is it worth the time? The man-
power? The tools? Somehow, multi-prod-
uct companies must navigate often unfa-
miliar terrain to professionally optimize 
pricing and generate higher returns. 

The solution to this dilemma is three-

fold. To develop a simplified pricing pro-
cess, multi-product companies first must 
identify:

1. Driving factors behind price elastic-
ity and price elasticity segments

2. Their product profitability and mar-
gins

3. Their price image and focus 

1) What drives price 
elasticity and price 
elasticity segments?
Every decision affecting price should 
take price elasticity into consideration. 
With few exceptions, a price increase 
causes sales to drop. Will the added re-
turns generated by the price increase 
compensate for the loss in volume? That’s 
where price elasticity comes into play. 
Various factors contribute to low price 
elasticity, e.g. fewer product alterna-
tives, high customer/brand loyalty, high 
switching costs and low price interest.

That said, due to the sheer number and 
range of products, multi-product compa-
nies don’t exactly fit the mold. Account-
ing for price elasticity isn’t feasible for 
many companies (however large) that 
don’t have the time or the manpower 
to analyze every single product. For 
them, it is more important that pricing 
managers be well-versed in the factors 
that drive price sensitivity, since simi-
lar products often have similar price 
elasticity. Complicating matters, simi-
lar products, from company to industry, 
aren’t always so similar. Generic prod-
uct attributes are considered similarities 
that are related to product categories, e.g. 
shower gel, shampoo, body lotion, and 
makeup for makers of body care prod-
ucts. Other companies and industries 
might group products according to price 
classes or to the degree of product inno-
vation. 

Understandably, multi-product compa-
nies are often in the dark about identi-
fying the right elasticity segments and 
in turn, determining the elasticity of 
the group. What might come in handy? 
Knowing your customers’ behavior and 
possessing analytical know-how. When 
determining the price elasticity it is ad-
visable to combine the findings from 
several sources (e.g. empirical transac-
tion data, consumer surveys plus expert 
estimations) to achieve the best possible 
elasticity values. As a first step, use refer-
ence products to get a better feeling for 
the price elasticity per segment. Also, an 
internal expert estimation is a quick and 
cost-effective means of determining the 
price elasticity. 

So you’re a multi-product company: 
what’s next? Have you considered your 
customers’ switching behaviors? What 
are the dynamics of your product as-
sortment? What about the differences 
between individual products and prod-
uct group elasticity? As you dig deeper, 
you’ll find that price elasticity deter-
mined by a single product differs con-
siderably from price elasticity as deter-
mined by the observations of an entire 
product group. Knowing that, it’s no 
surprise that the price elasticity of Ap-
ple’s 15’’ MacBook Pro differs from that 
of the MacBook series as a whole. If a 
single product’s price is increased by five 
percent, then a sales decrease of five per-
cent is possibly calculated in. Although 
on a product group level, a sales loss of 
only three percent is expected. If Apple 
increased the price of the MacBook Pro 
15’’, some customers might switch to the 
cheaper 13’’ version or a MacBook Air. 
Similarities and exchangeability between 
products help Apple customers trade 
up or down (price-wise) while remain-
ing loyal to the brand. Occasionally, the 
customers’ desire for something new and 
exciting encourages this kind of switch-
ing behavior. Many multi-product com-

Confronting the Challenge of  
Pricing Hundreds of Products

For many multi-product companies, 
faced with pricing hundreds or even 
thousands of products, the biggest chal-
lenges lay in identifying price elasticity 
drivers and in determining the correct 
reference prices for elasticity per seg-
ment. When a cost-plus approach won’t 
cut it, how can these companies opti-
mize pricing without analyzing every 
product in their lines? In this article, 
the authors outline three key strategies 
to help pricers who face these daunting 
challenges. Dr. Vera Magin is a Direc-
tor and Hanna Jesse is a Senior Con-
sultant at Simon-Kucher & Partners 
Strategy & Marketing Consultants. 
They can be reached at vera.magin@
simon-kucher.com and hanna.jesse@
simon-kucher.com.
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Figure 1: Switching behavior of customers

panies have customer retention (among 
product lines) down to a science: Nestlé 
and Kraft in food products, Johnson & 
Johnson and L’Oréal in health and beau-
ty, Sony and Toshiba in electronics, and 
Toyota and Mercedes in the automotive 
industry. What are these companies do-
ing right? Each holds on to customers 
who switch products by offering different 
price levels within a product group. 

2) Lions and tigers and 
product margins and 
profitability, oh my!
Should you find yourself in the multi-
product pricing jungle, it’s important to 
keep your wits about you. It’s also im-
portant to use your products’ current 
margins to determine whether you’ll ac-
tually profit from a price increase. Your 
tiger-catching lasso has weak margins? 
No worries: even the net effect of a price 

increase is positive when you’re expecting 
larger losses in volume. Your new pith 
helmet has strong margins? Good work 
–no need to significantly raise your pric-
es when the demand is elastic. 

To make effective pricing decisions, use 
current margins to differentiate your 
products. Degrees of product variety 
aside, these margins are generally easy 
to ascertain. By categorizing products 
in groups with high, medium and low 
margins, you can differentiate based on 
product profitability without focusing on 
individual product levels. 

3)  Pricing: What’s your 
image? What’s your focus? 
Still don’t know what you’re doing 
wrong? Examine your price image and 
price focus, the final factors affecting 
price setting. In multi-product compa-
nies, the price image isn’t influenced by 
the entire range of products. Instead, it 
comes from what are commonly known 
as “focus products.” Focus products, so 
named because customers are focused 
on even the slightest shifts in price, are 
items which enjoy a great deal of cus-

Figure 1: Switching behavior of customers
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Figure 2: Product classification & price recommendation
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Product classification: How do you classify 
products for pricing in a multi-product company?
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Figure 2: Product classification & price recommendation (example)
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tomer familiarity. On a weekly basis, a 
consumer might shop for focus products 
such as milk, butter, coffee or tea and is 
therefore likely to notice when the price 
of a gallon of milk increases from $3.12 
to $3.43. 

In the automotive industry, focus prod-
ucts are oft-replaced (and often adver-
tised) items such as brake pads, exhaust 
pipes, windshield wipers and tires. How-
ever, customers aren’t always busy focus-
ing on price; hence, we have “periphery” 
and “complementary” products. In the 
kitchen, periphery products such as saf-
fron, vanilla bean, and truffles are hard 
to find and used infrequently. At your 
neighborhood body shop, these products 
are suspension springs, V-belts and brake 
light switches. Case in point: try recall-
ing the last time you had new suspension 
springs installed so that you could drive 
to the store to pick up white truffle oil. 
As you might imagine, periphery and 
complementary products receive signifi-
cantly less consumer attention and scru-
tiny than focus products. 

Since customers aren’t nearly as familiar 
with periphery products, price increases 
among these products often go unno-
ticed. Price increases among focus prod-
ucts, however, tend to strike a chord with 
the customer, who views these increases 
as a reflection of how “expensive” the 
company is as a whole. Due to the tre-
mendous influence they wield on con-
sumer perception of a company’s image, 
prices of focus products should be modi-
fied very carefully and selectively. 

Fortunately for multi-product compa-
nies, focus products typically represent 
less than 15 percent of their entire prod-
uct assortment. Time and time again, 
experience has verified that internal com-
pany estimates often grossly overestimate 
the number of focus products in their 
product lines. Sure, they buy your prod-
ucts on a regular basis, but customers 
often aren’t nearly as familiar with the 
products and their prices as you might 
expect!

Surviving the multi-product 
jungle unscathed
By combining their knowledge of price 
elasticity and switching behavior, prod-
uct profitability and the price focus, 
multi-product companies with a wealth 
of individual products can improve the 
price setting process and emerge from 
the pricing jungle on top. Trying to stage 
a similar escape? In four easy steps, here’s 
how you can do the same:

1. Take a look at your product lines. 
Utilize price elasticity drivers to clas-
sify each product into an elasticity 
segment. Unfortunately, there is no 
magical algorithm to solve this di-
lemma. Instead, you must use your 
pricing experience to understand 
your products and your customers’ 
behavior. 

2. Then determine the group price elas-
ticity for each segment. Combine 
the findings from several sources 
(e.g. empirical data, consumer sur-
veys plus internal and external ex-
pert estimations) to achieve the best 
possible elasticity values. Remember, 
there are no hard and fast rules for 
deciding whether elasticity is deter-
mined by a single product or a group 
of products. Familiarizing yourself 
with your customers’ switching be-
havior and the dynamics of your 
product assortment is the first step. 

3. Once you’ve analyzed products’ 
profit margins and cost information, 

you can then simulate the revenue 
and profit effects of various prices. 
These simulations help you make 
informed and intelligent pricing de-
cisions from a purely economic per-
spective. 

4. (You’re almost there!) Now, use the 
price focus to fine-tune pricing. If 
selected focus products are under 
hard customer scrutiny, it may even 
make sense to lower prices on these 
items and communicate these price 
decreases to the public. 

With this approach in place, multi-
product companies can dramatically 
professionalize the price setting process 
without getting lost in the complex-
ity. For many multi-product companies, 
the biggest challenges lay in identifying 
price elasticity drivers and in determin-
ing the correct reference prices for elas-
ticity per segment. Amidst the pricing 
jungle, companies who build product 
groups that can be priced similarly while 
allowing enough flexibility to fine-tune 
or manually adjust prices are king. Do-
ing so allows them to generate differenti-
ated value-oriented prices. It also manag-
es to skim the customers’ willingness to 
pay much more effectively than the ever 
popular cost-plus pricing approach. Pro-
fessionalized pricing helps multi-product 
companies realize profit increases of sev-
eral percentage points. And let’s be hon-
est – aren’t you tired of being stuck in 
the jungle?

Figure 3: Pricing process

Figure 3: Pricing process
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1. Utilize price elasticity drivers to classify each product 
into an elasticity segment

2. Determine the group price elasticity for each 
segment

3. Simulate revenue & profit effects and optimize prices
4. Use the price focus to fine-tune pricing
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Pricing is an important issue that 
needs to be considered early and 
often in start-up companies. 
But when it comes time to hit 

the ground with it, many entrepreneurs 
make a critical mistake: conducting a 
willingness to pay survey. 

The survey may be easy to do and ap-
pears to provide information that will 
help your business make pricing deci-
sions. However, beneath a willingness 
to pay (WTP) survey are three assump-
tions, all false, that will cost you money.

Bad Assumption #1: Customers will 
tell me the truth!

The first assumption made in a WTP 
survey is that you will get valid informa-
tion. Simply put, that customers will give 
you an honest answer. But why would 
they? Savvy respondents know that 

the survey is directed at pricing. They 
will see it not as willingness to pay, but 
“want to pay.” Your customers will tell 
you how much they would like to pay for 
your product. 

Personally, I would love to pay $20 for 
a new 42” HDTV. I won’t give that an-
swer on your survey, though, because I 
want you to take my data point seriously 
and not throw it out. But I may tell you 
$350. More often than not, respondents 
will offer a price that is in the ballpark 
of value, but significantly below the real 
figure. The first reason they do this is to 
lower the eventual price of your item for 
their own benefit.

Bad Assumption #2: Willingness to 
pay surveys give me a price ceiling

The other reason customers give bad 
answers to WTP questions is that they 
cannot fully understand the Value you 
are delivering. This leads us to our sec-
ond false assumption: WTP responses 
will provide a price ceiling, above which 
they will not pay for my product, and 
below which I can make margin/vol-
ume tradeoffs. The reality is that cus-
tomers often do 
not understand 
the value you are 
delivering. Some 
may need to see 
what your prod-
uct will look like, 
watch it in ac-
tion, or hear from 
others why they 
found it so pow-
erful. 

Without a solid 
understanding of 
the value delivered (what the product 
can do for me), responses drift toward 
the price of substitutes available today. 
Take the 2007 iPhone launch, for ex-
ample. If Apple had conducted a WTP 
survey, they likely would have heard 
numbers around $150-200 as customers 

gravitated toward a “typical” smartphone 
price. But Apple’s phone delivered much 
more value – the market just couldn’t 
understand it. 

When initial sales were slower than ex-
pected, did they drop the price to match 
the market’s WTP figure? No. Instead 
they launched a major awareness cam-
paign, showing customers how it is used 
and how it is so much more valuable 
(and cool, to pull on a psychological 
driver) than what they have today. Then 
they lowered the price slightly to $400 
– still a massive premium over the alter-
natives. I assume I don’t need to tell you 
how that decision turned out.

Bad Assumption #3: Customers will 
consider my product in a vacuum

The third fallacy inherent in a WTP 
question is that customers are making 
their purchase decisions in isolation: I 
either buy your product for $50 or I do 
nothing. However, there are a litany of 
options available to them, all of which 
factor into a decision on whether or not 
to purchase your product. The WTP 
question does not take these options into 

account. With-
out considering 
these alternatives, 
the respondent is 
providing an an-
swer that is not in 
touch with mar-
ket realities. 

Entrepreneurs 
need to under-
stand what cus-
tomers are doing 
now, and why this 
product would 

deliver value. Let’s say you are selling a 
kitchen appliance to consumers. 

•	 Are we chopping an onion more 
finely? More quickly? More easily? 

•	 What is your customer doing now to 
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customers are making 
their purchase decisions 
in isolation: I either buy 
your product for $50 or I 
do nothing. 
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To be clear, there is no doubt that some 
customers will buy your product at $10 
and some will buy it at $50. But it is not 
some mystical “willingness to pay” factor 
that is driving it. There are reasons, and 
they are called value drivers.

address this pain point? 

•	 What other value drivers 
are in play here? 

•	 Is there a learning curve 
to your new product? 

•	 Is kitchen space a con-
straint for the consumer – 
either in product use or in 
storage? If so, which cus-
tomer segments does this 
affect (unlikely to be a 
concern for all customers 
across all segments)? 

The answers to these ques-
tions, unlike a WTP ques-
tion, consider what is actually 
happening when customers 
consider buying your product. 
They provide inputs that re-
move biases and allow you to 
make proactive pricing deci-
sions that consider the op-
tions, issues and solutions cus-
tomers experience today.

The better approach: under-
standing value

As I began to discuss in the 
previous example, research that goes 
toward the understanding of customer 
value can avoid many of the pitfalls of 
WTP surveys. To be clear, there is no 
doubt that some customers will buy your 
product at $10 and some will buy it at 

$50. But it is not some mystical “will-
ingness to pay” factor that is driving it. 
There are reasons, and they are called 
value drivers. Understand them and you 
will be able to better segment and size 
your potential market, drive even more 

people to buy at the $10 price 
point, and perhaps get some 
of the $50 buyers to buy your 
product for $70 instead.

The truth is that a customer 
should be “willing to pay” 
up to the incremental value 
you are adding above their 
current choice at the current 
price. But they probably don’t 
know what that is. You need 
to tell them what they should 
be paying, not ask them. 

Instead of WTP, ask what 
your customers care about, 
and what their biggest chal-
lenges are. Think about how 
you can help them achieve 
these goals. Understand why 
some would buy the product 
and some would not without 
considering any price points 
at all. With that information, 
you can better understand 
how to effectively manage 
your pricing decisions to max-
imize your profits.

So don’t ask your customers 
for their “willingness to pay.” 
Instead, do your homework 

and ask them about their value drivers. 
Then tell them what they should pay and 
why, and you’ll be on a happy road to 
higher profitability.


