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Communication between Customer and Company

Psychological
Price Profile

Price interest, price knowledge, and price assessment are fre-
guently far more important for the purchase decision than the
absolute price level. It is above all crucial to understand the ac-
tual course of the decision process in order to make correspond-
ing adaptations when conceiving the project. Standard meth-
ods such as conjoint analyses are often indispensable, yet in the
case of multi-stage decision processes they do not necessarily
lead to valid results.

Consumers don‘t always react ra-
tionally to prices, like the academic
“homo oeconomicus”. For example,
prices are spontaneously felt to be

why a sound knowledge of decision
psychology can be very helpful
when initially establishing prices, al-
tering them, or developing price
models.

Price interest, price knowledge, and
price assessment are the crucial var-
iables that differ in accordance with
the products and markets that are
under investigation. Many surveys
show that the customer is frequent-
ly far less fixated on the absolute
price level than companies suspect.
Instead of the absolute price, it is
far more the case that aspects such
as “being treated properly” or “not
being disadvantaged” are to the
forefront of customers’ needs.

appropriate or inappropriate, or
serve as the basis for decisions even
though actual knowledge of refer-

ence prices is often limited. This is (continued on page 2)
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Whereas the absolute price level is
thus often of somewhat minor im-
portance, the pricing structure is
an important variable for compa-
nies. Current surveys conducted by
Vocatus demonstrate that people
are regularly unable to estimate
the effective price when dealing
with more complex pricing struc-
tures. It's very often asking too
much of respondents in the re-
search situation to undertake ra-
tional comparisons, and a similar
effect is also apparent when it
comes to complex pricing struc-
tures in real life. These systematic
and thus predictable effects of the
pricing structure are frequently
overlooked when setting prices. In
markets with highly complex pric-
ing structures, it is often no longer
possible to get the customer to
come up with the absolute price.
Actively and effectively designing
the pricing structure can also
make products which, viewed in
absolute terms, are possibly not
the most competitive, nonetheless
appear inexpensive to the cus-
tomer.

The customer’s actual state of
knowledge is also regularly over-
estimated when it comes to price
transparency. Companies often as-
sume that customers are familiar
with competitor prices as well as
prices taken from complex tariff
models, and that they judge accord-
ingly. By contrast, if one tests price
transparency it is obvious that
customers believe they have a
good overview of the various com-
petitors’ prices; however, when
asked concrete follow-up questions
they are totally unable to correctly
reproduce even those prices of
products or services they've al-
ready used.

Insights gained from modern be-
havioural psychology, and which

have already been confirmed
many times in market research
practice, demonstrate the limits of
“rational” price optimisation meth-
ods that are based upon a rational
decision model. However, they
simultaneously also provide valua-
ble clues concerning operative
price management.

Companies often over-
estimate customers’
knowledge of prices.

The “psychological price profile”
that we will now describe, presents
three criteria whose characteristic
questions explicitly incorporate the
irrational factor within human deci-
sion behaviour and pursue the “psy-
cho-logic” of purchase decisions.
The set of questions and the precise
type of question vary, depending on
the sector and the customer seg-
ment. The topics under investiga-

tion here are price interest, price
knowledge, and price assessment.

The following questions are above
all relevant in relation to price inter-
est: in which phase of the cus-
tomer’s/prospect’s decision process
do they make judgements about
the price, and how relevant is price
for the decision-maker in this
phase? For example, is it relevant as
the factor that triggers the switch to
a different provider/supplier, or only
once the decision about the pro-
vider is imminent and the decision-
maker undertakes a concrete price
comparison? Experience shows that
it's also possible to differentiate
types of decision-maker who go
through very differing “decision
routines” and lay down different
purchase criteria.

The following questions should be
asked in relation to price knowl-
edge: how does the customer
proceed when searching for price

Method Checklist: Pricing

In order to ensure that the decision
process is adequately illustrated
from the customer’s perspective,
market research studies about price
decisions should take account of the
following questions from the “psy-
chological price profile” when con-
ceiving the project:

- Does the study design consider the
context of the decision (assessment
situation, role of price in the deci-
sion process, price knowledge such
as level, structure, past price in-
creases)?

Is adequate notice taken of the dy-
namics of the decision process
(multi-stage nature of decision pro-
cesses where each stage has diffe-
rent decision routines and criteria?)

Are psychological phenomena re-
corded, i.e. do people bear in mind
that decision-makers try to simplify
matters and decide intuitively and
emotionally rather than rationally?

- Do the features and characteristics
take account of the diverse aspects
of the decision and the variety of
offer elements (there might be
other elements of the pricing struc-
ture in addition to price level)? Can
they be represented for test purpos-
es, and are their possible mutual
dependencies born in mind?

Does one avoid an overemphasis
on price in the questions asked
when presenting concepts? Do the
brands that are included suggest a
relevant set to the respondent?

Are the issues that aren’t consid-
ered within the framework of the
chosen method examined outside
this method? Can other methods
(such as experimental research desi-
gns and longitudinal studies that
record price-dependent decision
behaviour in the real-life context)
serve as additional modules to an-
swer the question posed by the re-
search?




information? Which sources of
information does the customer use?
How well informed about prices are
they in the respective phase of the
decision process? What are their
price markers? How well informed
are they about price level and
pricing structures? Can they recall
any price increases made by the
provider?

Depending on the market
and the product, pricing
structure and price transpar-
ency are very differently
pronounced.

With regard to price assessment,
one should finally enquire about
the following points: how sensitive-
ly do targets react to price changes?
Which reference prices do they use
for comparisons? Which price ele-
ments are excluded when making a
price comparison?

How do they rate price increases
and savings? What image does the
provider have, for example, in rela-
tion to fairness and the complexity
of prices (buzzword: “tariff jun-
gle”)? Which mutual dependencies
exist between alternative elements
of the offer?

Any meaningful price optimisation
should analyse these price-related
criteria in the customer’s decision
process — that is to say, longitudinal-
ly. The methodological and analyti-
cal tools must be duly attuned to
this, since many standard methods
assume a static decision process that
people go through completely at a
given time. However, this is not the
case with many products: if, for ex-
ample, the price is irrelevant as the
trigger for switching providers, it is
pointless for advertising to above
all inform customers about inex-
pensive prices in the initial phase of
their decision process — however, it is
important to understand its role
during the further course of this
process.

Price Interest and
Price Knowledge

Companies frequently assume that price is an important de-

cision criterion for customers, and that they are correspond-

ingly aware of it. Surveys show that this is by no means

always the case, thereby opening up considerable room for

manoeuvre when it comes to a strategic pricing policy.

In many markets, prices are actual-
ly of only secondary importance to
customers. Price interest tends to
be particularly limited if one is
dealing with “lifestyle products”
or customer loyalty is based upon
other dimensions. For example, in
the banking sector one often finds
considerable loyalty to a specific
company (“my bank”), and this
loyalty expresses a stable prefer-
ence on the part of the customer.
In such cases, the customer’s price
interest is generally so limited that
price is only briefly a relevant deci-
sion factor in the actual decision
phase. However, if there's already
a relationship with the customer,
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price hardly ever stimulates a
change of provider.

Very few customers are able
to correctly indicate how
much they pay for their own
current account.

When designing price research
projects, it is thus particularly vital
to initially ascertain the customer’s
price interest. If the market re-
searcher adopts the company’s fre-
guently implied hypothesis, name-
ly that price is an important
decision criterion for customers,

Price Knowledge among Current Account Holders

~How much do you pay ABC Bank every
month for your current account?”

Bank's Actual Price
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the survey will possibly be de-
signed in such a way that actual
price interest is not ascertained at
all. The outcome is that the price is
thereby overemphasised because
the selective question about pure
price assessment also assumes
price interest among those people
who aren’t in the slightest bit inter-
ested in this aspect (because they
also assess the price when asked
about it). Only when the company
is aware of the importance of price
as a decision criterion can one
weight results from survey meth-
ods that possibly overemphasise
price in accordance with their true
significance within the decision
situation, and they can be included
when forming a model.

If asked, people can (and
do) assess prices — even if
they don't see this as an im-
portant decision criterion.

Once price interest has been clari-
fied and it is relevant for the re-
spective product, one should then
ascertain price knowledge. The
latter records the extent to which
customers are correctly informed
about the prices of the various
products or services and the com-
petitors’ prices. For example, limit-
ed price knowledge in the initial
phases of the decision process al-
lows one to conclude that these
people would tend to be indiffer-
ent to a moderately higher price
so long as the subsequent decision
process doesn’t after all involve a
thorough comparison of terms
and conditions where price then
becomes a relevant criterion.
Naturally it is also possible that,
regardless of the price level,
any price increase will provoke
rejection if it exceeds a specific
threshold or a specific value.

Surveys conducted by Vocatus of-
ten confirm limited price knowl-
edge, expressed in terms of widely
varying price estimates and subjec-

tive certainty about one’s verdict.
Astonishingly, this is also the case
in price-sensitive markets and
among survey participants who
state price to be an essential deci-
sion criterion. The more complex
the company’s price and tariff mo-
dels, the less its customers are able
to name the prices they them-
selves pay.

The corresponding questions to de-
termine price knowledge might,
for example, be: “How high are
the monthly (or annual) charges
you pay for your account?” and
“How certain are you when stat-
ing this?” The example below
shows that only 32% of customers
can even approximate the price
they pay (+/- 25%). 38% of cus-
tomers were far higher or lower in
their estimates, and 30% had no
idea what price they paid. Never-
theless, over 70% of customers

who state an incorrect price
regularly also indicate that they're
very sure of their (objectively in-
correct) assessment! If one over-
looks these dependencies when op-
timising prices, one will presumably
deduce the wrong recommend-
ations; moreover, they can have
grave consequences, particularly
when it comes to this topic.

70 percent of customers
whose price estimate is to-
tally incorrect are convinced
that their guess is accurate.

If price interest and price knowl-
edge are not known from earlier
studies, it is worth including these
aspects in the survey in accordance
with the method checklist (see
above) and testing them via suita-
ble question techniques.

The way one actually puts the ques-
tion is extremely important with any
form of market research, and a con-
crete example of this is provided by
www.kicktipp.de, which operates a
platform for football betting syndi-
cates. During the World Cup, many
thousands of fans attempted to pre-
dict as accurately as possible how
the tournament would pan out. It
was possible to bet on individual
games, guess which teams would
make it to the last sixteen, the quar-
ter-finals, and the semi-finals, and
naturally predict the World Champi-
ons and the runners-up too.

Vocatus analysed the responses of
over 50,000 betting fans. When
asked “How far will the German
team get?”, 4994 people replied
“runners-up”. Yet when asked “Who
will be the runners-up?”, a question
that was likewise put to everyone,
5989 (i.e. almost 20 percent more)
answered “Germany”. This is a high-

Question Wording Matters

The example of the football World Cup

ly significant result, which as a re-
sult of its system (comparable ques-
tion pairs) should be understood as
an effect of how the question was
worded rather than the consequence
of any betting tactics.

This is precisely because logically
identical questions don’t always
lead to the same answers. One key
success factor is to thoroughly con-
sider the psychological effects when
designing questionnaires — especial-
ly when it comes to sensitive market
research topics such as price re-
search. In our example, the wording
“How far will the German team
get?” evidently means that betting
fans focus on the hurdles that have
to be overcome and mentally go
through the many opponents that
will need to be beaten, whereas
this is not implied by the question
“Who will be the runners-up?”, and
people thus find it easier to make
more optimistic forecasts.




Conjoint Is Not Always the

Best Choice

The choice of data collection method constantly also makes im-

plicit assumptions about customers’ decision processes. When-

ever possible, Vocatus therefore uses a qualitative pre-study to

ensure that the quantitative data collection method also fits

customers’ actual decision processes.

For example, in a price optimisa-
tion project in the upmarket private
customer segment of a leading fi-
nancial services provider, Vocatus
conducted a pre-study to analyse
the decision process and its dynam-
ics and then built upon this to de-
termine the methods for the quan-
titative price optimisation. In this
case, the target group only mani-
fested price interest as well as price
knowledge in the final decision
phase. The importance of price is
thus restricted to those within the
target group who follow the deci-
sion process to its conclusion and
don’t solely stick with their pre-
vious provider out of convenience,
without going through alternative
offers. This was an important piece
of preliminary information for the
interpretation of the survey results
and the subsequent modelling.

Projects of this kind are typically il-
lustrated via conjoint procedures.
However, our qualitative pre-study
into the understanding of the deci-
sion process revealed that the ma-
jority of decision-makers who had-
n't in any case already abandoned
the decision process at an early
stage in favour of their current
provider were only able to decide
once they’d actually gone through
the price model with the parameters
that were relevant to them. None-
theless, a conjoint procedure for-
bids this very calculation because
one has to somewhat superficially
rate a multiplicity of concepts

within a short space of time. Given
the real-life decision process, it was
therefore also necessary to duly
adapt the data collection method.

The choice of a method
that fits the real-life decision
process is crucial in terms

of the results.

The challenge for price research
above all lies in how the project is
conceived: on the one hand, the
survey ideally has to include all the
relevant aspects of the decision plus
their dependencies. On the other
hand, respondents must not be
overstretched as a result of count-
less concept comparisons, since they
rapidly tire of indicating lots of
consecutive price verdicts or con-
cept preferences.

In order to resolve this dilemma, an
experiment was included in the ear-
ly stages of this project. The design
was chosen in such a way that each
respondent was presented with two
different variants of a price model.
The idea was to then compare each
of these variants with the price mo-
del of the offer they were currently
using. Since it was already known
from the pre-study that price knowl-
edge is only present among the re-
spondents immediately at the time
the decision is made, they also re-
ceived the corresponding informa-
tion about their current terms and

conditions as background informa-
tion for the price comparison.

Given this limited price knowledge
that had previously been estab-
lished and the minor relevance of
price in the phases prior to the final
decision, respondents in the main
study were asked in advance to put
themselves into the decision situa-
tion. They were given a pocket cal-
culator and plenty of time so that
they could compare the variants.

On the basis of this comparison,
they were then asked whether they
would opt for their previous model
or the new one. In this way it was
possible to identify the price models
with the greatest likelihood of
purchase. The traditional conjoint
procedure was also carried out in
parallel, and this allowed an inter-
esting comparison of methods.

The results showed that the nature
of the conjoint procedure means
that attributes that were virtually
ignored in the real-life decision
process took on an excessively high
significance — simply because the re-
spondents in the conjoint situation
applied different decision rules to
those they would use in real life.
This example emphatically proves
the superiority of a method that'’s
adapted to the actual decision proc-
ess as opposed to standard methods
which people are perhaps all too
ready to resort to because many of
their peers frequently use them.

The example also demonstrates
how the choice of a specific meth-
od and the assumptions concerning
decision behaviour that implicitly
underlie it are of fundamental
significance for the validity of the
results and the ability to imple-
ment them.
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