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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).
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Figure 1: Zone of Potential Agreement

The Importance of Negotiating Power in Pricing:  
The Principled Negotiation Approach 

The national bestseller, Getting to Yes: 
Negotiating Agreement Without 
Giving In, by Roger Fisher and Wil-
liam Ury offers a unique applied ap-
proach to understanding how to reach 
a “wise” agreement. According to Fisher 
and Ury, a wise agreement improves 
both parties’ relationship by offering 
a fair and lasting solution. In this ar-
ticle, the author explores this approach, 
called “principled negotiation,” and its 
applications for pricers in the context of 
current economic conditions, changing 
consumer behaviors and increasing in-
formation asymmetry. Curry W. Hil-
ton is a senior pricing analyst at Wiglaf 
Pricing and economics lecturer at Elon 
University. He can be reached by e-mail 
at chilton@wiglafpricing.com. 

At the most recent Business 
Marketing Conference in 
Chicago, IL, I listened to the 
preconference address on 

customer controlled demand manage
ment by Integrated Marketing Commu
nications professor Donald Schultz. The 
primary take away from the presentation 
involved the disaggregation of consumer 
markets based on the increase of custom
er awareness and network spillover ef
fects.  Knowledgeable consumers armed 
with information regarding potential 
purchases from product reviews, exist
ing customer’s opinions, and trial offers 
are eliminating asymmetric information 
between buyers and sellers found in the 
traditional markets and evolving into 
a segment of their own. Firms stand
ing market strategies may be insufficient 

in effectively segmenting markets due 
to the granularity of consumer’s prefer
ences.

Firms are beginning to face more elastic 
individual demand curves in consumer 
markets based solely on information 
availability.  Instead of price derivation 
through market dynamics, firms are 
facing pressure on the individual level.  
Firms are realizing the difficulties in
volved with developing price structures 
that properly allocate customers into seg
ments based on their willingness to pay.  
The growing importance of negotiation 
in determining price on a oneoff basis is 
becoming more prevalent.  Consumer’s 
latitude in purchasing power has con
tinuously increased over the years due to 
new means of social interactions.  Firms 
embracing individualized markets con
sisting of one consumer and defining the 
customer’s buying behavior will be better 
positioned to adapt to the changing busi
ness environment.

Essentially, transactions occur between 
buyers and sellers.  The existence of a 
market rests on a double coincidence of 
needs occurring.  A buyer wants a good 
or services to eliminate a pain point or 
gain utility.  A seller wants money and 

is willing to deliver a good or services in 
exchange for compensation.  A double 
coincidence of wants defines a market 
opportunity, not necessarily the trans
action.  The transaction will only occur 
if an agreement on terms can be estab
lished.  Such terms include, price, deliv
ery, transaction costs, etc.

Usually the most important negotiation 
lever and reason for transaction failure 
is price.  From a positional perspective, 
buyers tend to demand the lowest price 
and search for the highest value, where 
as sellers want the highest price for their 
offering.  Clearly, each participant in 
the transaction has defined boundaries.  
Consumers are usually bounded from 
free to their reservation price (Maximum 
willingness to pay).  Seller’s range of po
tential agreement prices are from their 
reservation price (Minimum willingness 
to accept) and infinity.  Exhibit 1 shows 
the creation of the Zone of Potential 
Agreements (ZOPA) based on the inter
section of the buyers and sellers behavior 
parameters.

Only when a positive ZOPA exists do 
transactions have the chance to occur.  If 
a negative ZOPA exists, when the buyer’s 
reservation price is lower than the reser
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vation price of the seller, the transaction 
does not even enter a negotiation.  Price 
facilitates mutually beneficial exchange1.  
The question at hand asks how price can 
be used in negotiation to ensure transac
tions occur.

My recent interest in negotiation strat
egy according to price has stemmed 
from several academic articles and one 
suggested read.  The national bestsell
er, Getting to Yes: Negotiating Agreement 
Without Giving In 2, by Roger Fish
er and William Ury offers a unique ap
plied approach to understanding how to 
reach a “wise” agreement.  According to 
Fisher and Ury, a wise agreement im
proves both parties’ relationship by of
fering a fair and lasting solution.  Deter
mining how to achieve a wise agreement 
solely by negotiating price will be the 
objective of the remaining portion of the 
article.  Firm side negotiating will be the 
primary focus.

As mentioned in Getting to Yes, price 
haggling is a form of positional bar
gaining where both parties defend their 
opening position and try to agree upon a 
new position as the end solution.  In the 
standard price negotiation, the seller’s 
position is quite higher than their reser
vation price and in some instances well 
above the buyer’s maximum willingness 
to pay.  The initial position of the buyer 
is usually at a price of zero.  Positional 
negotiations may lead to solutions but 
they tend to offer less than desired out
comes due to neglecting both parties’ 
interest and possibly destroying future 
relationships.

A principled negotiation, introduced by 
the Harvard Negotiation Project, hinges 
on four key principles; (1) separate the 
people from the problem, (2) focus on 
interests, not positions, (3) invent op
tions for mutual gain, and (4) insist on 
using objective criteria.  Applying a prin
cipled negotiation tactic to price nego
tiation allows for a mutually beneficial 
exchange.

Separate the People  
from the Problem
People problems usually undermine the 

effectiveness of wise negotiation out
comes.  A solid relationship between par
ties based off past interactions or mutual 
respect is a good starting ground for the 
onset of the negotiation.  Viewing the 
other party as a partner instead of an 
opposing party increases the probability 
of achieving a wise agreement.  Trying 
to understand where 
the other participant is 
coming from and their 
side of the story helps 
develop appreciation 
and crafting potential 
offers.  Accepting the 
presence of emotions 
and trying to decipher 
the origination of the 
feelings and how it ties to the party’s ac
tions provides useful insight.  Most im
portantly be a listener and truly under
stand the other party’s statements before 
developing your own.

When engaged in a price discussion over 
a potential transaction buyers and sellers 
need to understand the internal drivers 
present.  A seller might need to evalu
ate the buyer and put themselves in the 
opposite position.  Knowing the buy
er might feel hesitant to trust, anxious 
about spending money, not being exactly 
certain what they desire, etc. are all pos
sibly emotions.  Communicating price 
transparency and understanding what 
the customer desires through words is 
the key to recognizing potential product 
solutions.   Sellers demonstrating passion 
for products and being forefront with 
intentions seem to make a better connec
tion with buyers.

Focus on Interests,  
Not Positions
Positions are defined by interests.  Nego
tiators establish their positions by what 
motivates them.  Moving away from po
sitional bargaining where it forces people 
to give up their initial stance, to align
ing interests for common benefit is sup
ported.  Parties that leave their founded 
position seem to experience a losing sen
timent.

Business executives negotiating price 
should learn what drives consumers’ de

cision of position.  Why does a consumer 
want to pay well below my reservation 
price?  Identifying what motivates cus
tomer’s choice of position enables firms 
to help them achieve underlying goals.  
Maybe a cost conscience customer has 
a low willingness to pay position due to 
not having much income or a wide ar

ray of substitutes.  Understanding the 
value consumers place on a product will 
ultimately help in negotiating the price.  
Taking the time to develop a full scope 
of the consumer’s buying incentives and 
how much satisfaction they will receive 
through consumption enlightens pricing 
latitude.

Invent Options for  
Mutual Gain
Fisher and Ury foster idea creation 
through informal brainstorming events 
where both sides can think of potential 
outcomes and not be judged.  During 
the idea generation process, no one par
ty should criticize the other’s proposals.  
An environment teaming with creativity 
and openness supports the formation of 
a healthy possibility list.  Once the list is 
established both parties can evaluate and 
determine which proposal seems to best 
fit both side’s interest.  The pairing down 
of the potential agreement list should be 
agreed upon by both parties and should 
be looked on as a way to come closer to 
mutual solution.  Components of a pro
posal that the other party feels strongly 
about should not be attacked.  Look for 
solutions that are important to the part
ner but not as significant to you.  These 
occurrences can help move closer to a 
wise decision.

Developing a list of potential outcomes 
during a price negotiation can take on 
a variety of forms.  Understanding why 
consumers offer such price outcomes 

Understanding the value consumers 
place on a product will ultimately 
help in negotiating the price.
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proves useful in seeing what motivates 
their purchasing behavior.  

For example, a customer might feel an 
addon component to a base model in
creases the value of the entire offering 
significantly.  Yet the marginal cost of 
the addon product to the supplier is al
most negligible.  This would be an excel
lent negotiation starting place.  Dem-
onstrating to the consumer that you 
are willing to add an extra component 
to the base at no additional charge for 
their agreement to pay a non-discount-
ed price for the base is a win-win solu-
tion.

Insist on Using  
Objective Criteria
Moving away from subjective reasoning 
when nailing down an agreement and 
focusing on an agreed upon objective 
criteria establishes a benchmark.  Not 
deviating away from the preestablished 
objective benchmark when negotiating 
allows for a focused agenda.  Keeping an 
open mind to the other party’s sugges
tions and not allowing exogenous vari
ables to affect decision making is the key 
to selecting a wise agreement, even if in
terests are not aligned.

Determining objective criteria for price 
negotiations takes the form of research
ing industry norms and previous trans
actions.  Creating a resolution technique 
in the event of parties’ interests clashing 
provides a way to get past the obstacle 
without losing sight of the end objective.

Conclusion
Negotiation solely on the pricing lever 
can achieve a wise agreement under the 
principled negotiation practice.  In order 
to move past the stigma of price haggling 

and realize an outcome that is mutually 
beneficial, value derived from consump
tion needs to be emphasized.  Value is 

another means of expressing price and 
seems to be less confrontational.

When it boils down, consumers want 
a product that makes their life easier.  
Firms want to provide a product to a 
consumer in exchange for compensation.  
The transfer of value from the firm to the 
consumer for an agreed upon price is the 
end goal.  Buyers and sellers enter price 
negotiations in order to agree on the 
amount of value provided at the appro
priate price.

Understanding consumer’s choice be-
havior based on their desired interests is 
an excellent starting place for negotia-
tion.  Why is the consumer engaging the 
seller?  What does the buyer require from 
the potential product purchase?  Why 
is the product of value to the consumer?  
What comparable alternatives exist to 
my product?  Answers to these types of 
questions define a consumer’s willingness 
to pay and helps better approximate a 
consumer’s Best Alternative to a Negoti
ated Agreement (BATNA).  Pushing past 
customary positions and getting at the 
heart of value, brings negotiations closer 
to resolution.
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How to Find Out What Customers Will Pay
Want to find out how much your cus-
tomers are willing to pay? Just ask them! 
While you can’t come out and directly 
say “how much will you pay,” this ar-
ticle provides insights on how to indi-
rectly ask these crucial questions. Rafi 
Mohammed is the founder of Culture 
of Profit LLC, a Cambridge, Mas-
sachusetts-based company that works 
with businesses to help develop and 
improve their pricing strategy, and au-
thor of the Pricing for Profit Blog. He 
can be reached at rafi@cultureofprofit.
com.This article originally appeared in 
the Harvard Business Review blog at 
HBR.org.

It’s one of the most fundamental 
decisions that every business must 
make: What price should I charge? 
The right answer to that question 

is a company should charge “what the 
market will bear” — in other words, the 
highest price that customers will pay.

Unfortunately, few companies use this 
approach. Instead, prices are usually 
set using “that’s the way we always do 
it” processes such as markingup costs, 
matching competitors, hallway discus
sions, and backoftheenvelope calcula
tions.

Sound familiar? While easy to com
pute, these methods don’t incorporate 
the most important component of set
ting a price — an understanding of how 
much customers will pay. As a result, 
these prices have no correlation to what 

the market will bear. This leads to lost 
profits.

So how do you find out how much your 
customers will pay? It’s simple: Ask 
them.

Of course, you can’t ask customers di
rectly how much they are willing to pay 
— they’ll likely shade the truth (by giv
ing a lower price) to their benefit. That 
said, there are a variety of ways to better 
understand how your customers think 
about your price. In my work, I often 
interview customers, seeking to identify 
“areas of disconnect” — profit opportu
nities — where customers view pricing 
differently than management.

Here are the “secrets” you should use 
to better understand how customers 
think about pricing:

First, position the interview as a cus-
tomer satisfaction survey. Your goal 
is to understand what customers like or 
value about your product or service and 
gain insights that will better serve them 
in the future. Customers appreciate be
ing asked how they can be better served 
and often become chatty.

Next, ask a series of general satisfac-
tion questions and be sure to include 
the following pricing-related ques-
tions:

1. What rival products did they consider 
purchasing? If customers tell you they 
do not bother to look at other prod
ucts, this is a clear signal of an op
portunity to raise price. Alternatively, 
those who consider several alternatives 
are likely to be more pricesensitive. 
This question is the start of creating 
a pricingrelated customer segmenta
tion — identifying characteristics of 
customers who care about price and 

those who don’t. In a B2B environ
ment where prices are individually ne
gotiated, this segmentation is critical 
to determining the right price for each 
customer.

2. What do they think about your price: 
too high or too low? Don’t probe too 
much — simply ask and listen. Some 
interviewees will discuss at great 
length while others will clam up. Take 
what you can get on this question and 
move on.

3. Ask what other features they would 
like to be added to the product. These 
insights will help companies bet
ter understand what customers value 
— and what they’re willing to pay a 
premium for. This can lead to innova
tion: new addon offerings as well as 
goodbetterbest versions. I always like 
to ask what insurance options custom
ers would value too.

4. Ask what they like and don’t like 
about your pricing strategy. This 
openended question provides inter
viewees an opportunity to discuss 
pricing.

5. Ask if they like the way they purchase 
your products or if there are other 
ways they would prefer to buy your 
product. Most companies sell prod
ucts using à la carte pricing — pay 
per transaction. But there are many 
other innovative pricing techniques 
that can be used to sell a product (e.g., 
twopart, allyoucaneat, guaranteed 
future price, success fee, rental, lease, 
etc.). If customers prefer a different 
method of setting prices, be open to 
meeting their needs.

Answers to these five basic questions 
lay the foundation for new profit and 
growth pricing initiatives.
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The Magic Word: Pretium
The relationship between price and val-
ue is not a new concept. In fact, it dates 
all the way back to the ancient Romans. 
Prof. Dr. Dres. h.c. Hermann Simon 
is the Chairman of Simon-Kucher & 
Partners, former professor of business ad-
ministration and marketing at the Uni-
versities of Mainz and Bielefeld, and 
author of Hidden Champions, Power 
Pricing and Beat the Crisis. Contact 
him at www.hermannsimon.com. 

On a recent trip to Rome I de
cided to visit the Colloseum. 
I was once again amazed 
at the astounding skills of 

the Romans. Shortly thereafter, I came 
across further evidence of the Roman’s 
incredible intellect. Although I learned 
Latin in school, I never learned the Latin 
term for price, which is pretium. Not a 
big surprise. Yet when I looked up the 
word, I was astonished to read that preti-
um also means value. In other words, the 
Romans had the same word for price and 
value: pretium = value = price. This is a 
very accurate way of describing the core 
of every economic transaction!

I’ve been dealing with the topic of pric
ing for over forty years now. During this 
time, I’ve been asked a thousand times 
what I think is the most important as
pect of price, price management and 
price policies. My answer was always: 
the value. Or, to put it more precisely, 
the value perceived by the customer, i.e. 
the customer value. The willingness to 
pay of customers and thereby the price 
targeted by the seller are always just a 
reflection of the perceived value or ben-
efits of a product – nothing more and 
nothing less.

Giving two sides of a transaction the 
same word, the Romans understood the 
fundamental connection from the very 
beginning. If you interpret the word ver
batim, value and price are the same. In
terestingly enough, Latin gives us a sec

ond linguistic meaning that goes in the 
same direction. Pretium facere (literally: 
make the price) also means, ask for a 
price (from buyer) and offer a price (from 
seller). A transaction takes place only if 
the buyer and seller can agree on a com
mon price. 

This intrinsic understanding of value and 
price as well as supply and demand is a 
good starting point for grasping and ap
proaching pricing problems. Let’s first 
look at how people understand pricing. 
Everywhere I turn, I hear people com
plaining about prices. The lowestprice 
product always comes out on top. Many 
suppliers of highquality products feel 
defeated amidst the lowprice craze. This 
attitude will get them nowhere. If some
one complains to me about tough price 
competition, then I ask them what added 
value and benefits they offer that their 
competitors don’t. Most of all, I ask what 
value and benefits their customers actu
ally perceive. The usual response: silence. 
I firmly believe that businesses and pri
vate consumers are willing to pay premi
um prices in return for higher value. En
ercon’s wind turbines are approximately 
20 percent more expensive than those of 
their competitors. Still, Enercon has a 
market share of 60 percent in Germany. 
Why? Because of the economic advan
tages and the top accessibility they offer, 
which also lead to higher returns. Miele 
is also able to charge about 20 percent 
more than its competitors due to better 
quality, higher reliability and durabil
ity – in one word: higher value. When 
Gillette launched its threeblade Mach3 
razor, it charged 50 percent more than 
its most expensive product at the time, 
the Sensor Excel. Since then, new prod
ucts have entered the market with even 
higher prices. Throughout it all, Gillette 
has gained the largest market share in 
its 50year history. The reason is clear: 
higher customer value! Of course, to 
communicate the advantages of the new 
blades, Gillette did invest significantly in 
advertising. Apple for that matter didn’t 
become the highest valued company on 
the stock exchange with a reputation of 

selling products for low prices, but with 
a reputation of selling high value. In
novation, design, brand, system integra
tion – these are the value creators that 
Apple has employed with enormous 
success. They are also the value creators 
that technically more advanced compa
nies such as Sony have failed to utilize. 
I won’t even go into the topic of luxury 
goods which are literally being grabbed 
from the hands of manufacturers. No, 
companies that have problems asking for 
profitable prices should first ask them
selves what is wrong with their value. 
The chances are good that this is the root 
of their problems.

In other words, the word pretium teaches 
us that we first have to determine the 
value of our offering. This requires us do
ing three things:

•	Create	value:	A	challenge	for	innova
tion, material procurement, product 
quality, design, system integration, ser
vice, etc. 

•	Communicate	value:	This	involves	
making statements about the product, 
its positioning and its brand policy; also, 
packaging and presentation are critical 
aspects of value communication. More 
and more valueoriented providers are 
selling products and services in their 
own stores to retain control over the 
“communicative value chain”. 

•	Maintain	value:	This	takes	place	in	the	
postpurchase phase. For luxury products 
or consumer goods such as cars, main
taining the value can contribute tremen
dously to the current willingness to pay. 

In many of my recent speeches I’ve talked 
about the history of the magic word pre-
tium. Audiences have been very interest
ed in this topic and often said that they 
would take my message to heart and ap
ply it to their business. It would be wise 
of us all to do this. Pretium = price = 
value. This is an indispensable but simple 
insight, one for which we should still be 
thanking the ancient Romans. 


