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When It’s Wise to Offer Volume Discounts 
In this article, the author analyzes 
a common habit of many managers 
when it comes to pricing: offering dis-
counts for large or bulk orders. Most 
believe that this is a best practice in 
that it shows customer appreciation. 
However, as the author points out, this 
token is often not necessary and only 
serving to decrease prices. Rafi Mo-
hammed is the founder of Culture of 
Profit LLC, a Cambridge, Massachu-
setts-based company that helps busi-
nesses develop and improve their pric-
ing strategy, and author of the The 1% 
Windfall: How Successful Compa-
nies Use Profit to Profit and Grow. 
This article originally appeared on the 
Harvard Business Review web site at 
HBR.org.

On the way to a recent bar-
becue, I dropped by a lo-
cal gourmet market to pick 
up ingredients to make my 

famous Korean-style ribs. While the 
butcher was initially thrilled with my 
unexpectedly large 30 pound order, his 
mood soured when I asked him to thinly 
slice the ribs “flanken style” (cut parallel 
to the ribs). After 20 minutes of intense 
slicing (and several reminders to “slice it 
thinner”), the meat was ornately pack-
aged and ready to go. Then, out of curi-
osity – let’s call it “research” – I asked if I 
was entitled to a volume discount since I 
was buying so much. Without giving it a 
second thought, the butcher chopped the 
per pound price from $8 to $6. As a con-
sumer I appreciated the $60 savings—
but as a consultant who helps businesses 
optimize their pricing, I wondered if the 
butcher realized how much of the store’s 
operating profit margin disappeared due 

to his hastily-considered discount.

In my work with companies on their 
pricing strategies, I’ve noticed that vir-
tually all managers price according to 
the mantra of “the more you buy, the 
lower the per-unit price.” “Why?” I al-
ways ask. A common refrain is, “It’s a to-
ken of appreciation to our customers.” I 
agree–it’s important to express gratitude 
in a business transaction. However, there 
are many less costly alternatives such as, 
say, a handwritten thank you card. And 
remember, not every customer is seek-
ing a discount – so providing one may be 
costly and go unappreciated. 

Some managers claim that since custom-
ers believe it’s cheaper to sell larger quan-
tities, they feel compelled to provide a 
lower price. I understand, but since when 
are the specifics of your company’s cost 
structure any of your customers’ busi-
ness?

There are only four primary 
reasons to offer a volume 
discount:

1. To capitalize on the law of dimin-
ishing utility: The concept of “the 
more one person consumes within 
a period, the less they value a prod-
uct” is a cornerstone of microeco-
nomic theory. Convenience stores 
and movie theaters, for instance, un-
derstand that thirsty customers are 
willing to pay a hefty price for the 
first 12 ounces of a cold soda rela-
tive to the next 12 ounces. To entice 
customers to consume more, the ad-
ditional per-ounce price is signifi-
cantly reduced in larger cup sizes. As 
a result, consumers are often faced 
with the conundrum of calculating 
whether it’s worth it to spend an ex-
tra 75 cents to double the size of our 
fountain drinks.

2. To compete with rivals who of-
fer them: If your close competition 
provides volume discounts and you 

believe that by not granting similar 
price breaks you’ll lose the sale to a 
rival…trim away.

3. To lock in customers: In highly 
competitive markets, volume dis-
counts nudge customers to commit, 
to the detriment of rivals. If a com-
petitor is entering a market, locking-
in customers preserves market share 
as well as thwarts the new entrant.

4. To encourage a large order instead 
of a series of small ones: Pharma-
cies often offer a discount if you 
purchase a year-long supply of a 
common prescription, for instance, 
instead of filling it monthly. This 
price break yields higher profits as 
pharmacies only have to incur the 
costs of filling a prescription once, 
instead of twelve times.

Although it’s counterintuitive, there are 
actually opportunities to increase prices 
for larger volumes as long as the pre-
mium can be justified by providing ad-
ditional value. Magnums of champagne 
(1.5 liters) are often sold at more than 
double the price of individual 750ml 
bottles. Why? One reason is because 
it’s more festive (and hence valuable) to 
show up at a party with a magnum com-
pared to two regular bottles. Magazines, 
for instance, can sell collections of back 
issues for a premium if they provide ad-
ditional value such as special packaging, 
rare issues, and a collection-wide index.

While there are sound reasons to provide 
volume discounts, most companies over 
use them and offer them with too little 
thought. The next time you are contem-
plating offering a volume discount, ask 
yourself, “Do I really have to do this?” 
Back in my gourmet store, I’d already 
committed to buying 30 pounds of Ko-
rean ribs, discount or no discount. It was 
a classic case of a manager extending a 
discount that took a wholly unnecessary 
slice out of profits.


