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The ,,new* claim: The irrational consumer as the standard

,Despite a body of literature on nudging people toward better decision-making (Thaler
and Sunstein, 2009), there are not many real interventions successfully de-biasing
consumers in mentioned inept decision-making.“ Houdek (2016).

Homer Simpson Superman

“Drawing on aspects of both psychology and economics, the operating assumption of
behavioral economics is that cognitive biases often prevent people from making
rational decisions, despite their best efforts. (If humans were comic book characters,
we’'d be more closely related to Homer Simpson than to Superman.)” Ariely (2009)

Source: exeo Strategic Consulting AG / Rogator AG.
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Behavioral Pricing: one of the mainstream research topics of the last
decade

Inconsistencies of behavioral pricing and economic theory

—— Psychological Pricing Principles Overview on academic research

o Larson (2014) reviews more than fifty pricing
psychology principles for existing products,
some of which may be inconsistent with traditional

Framieg Principles

Qereelng | : economic theories. Out of this portfolio:
prices: Use
Nines at the § v' “0Odd-ending pricing involves using odd num-
Rotvtnd ol bers, especially nines, on the right-hand side
b | Pennies-a-Day SESEEEE— e of prices. In many cases, prices that er_1ded in
Pricing: “Just gtaws = nines ... produced higher sales than prices that
=T : were slightly higher or slightly lower.”
External — SEEEEEEEETE— v',Several studies concluded that scarcity
re‘;‘i'ifg,ce works best with relatively high-priced, high-
\Regularly $35, EESEE quality products.*
now $29°  E v' ,,Pennies-a-day pricing, where the price is
described on a per-day basis, changes the
Source: Larson, R.B. (2014). Psychological Pricing Principles for Organizations with Market temporal frame and can bOOSt the demand %

Power. Journal of Applied Business and Economics, Vol. 16(1), 11-25.

Source: exeo Strategic Consulting AG / Rogator AG.
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Two basic problems in relation with psychological studies: lack of
reproducibility and often underpowered studies

—— Nature News (2015)

o ,Don’t trust every-
thing you read in
the psychology
literature. In fact,
two thirds of it
should probably
be distrusted.”

o ‘“Publication bias:
...Boring but accurate
studies may never get
published, or resear-
chers may achieve
intriguing results less
by documenting true
effects than by hitting
the statistical jackpot

Two basic problems in relation with psychological studies

RELIABILITY TEST

A affon I sepeodocs 100 paychaiegy findings found hat anly 39
heid un* But some of e &1 nonuNKanONS feparted wmiar
firrgn to thowe of (hew orgtal pepe

Ond replicate match onginal’s rossfts?
NO: 61 YES: 3%

Replicatonrs epinien: How Closdy did
findings resecsbie the snginal study:
Virtualy igentod » Estrarmaly sivilar & Very sewsler
« Samewhat swils 8 Skgay siviler

Statement of Daniel Kahneman (2017)
Retraction Watch

Trackrg rsracions as

“I placed too much faith in underpowered studies:” Nobel Prize
winner admits mistakes

with 7 comments

Althoagh it's the right thing Lo do, iU's never easy Lo admit o — particularly when
you're an extremely high prafile soentist whose work s being dissected publicly. So
wlile iUs pol & retraction, we thought this was worth noting. A Nobel Price-winning
researcher has acmitted on a bleg that he relied on weak studies in a chapter of his
bestselling beok.

The blog — by Ulrich Schimmack, Mo Heene, and Kamini Kesayvan — critiqued the
citations included In a brak by Laniel Kahreman, 2 psycholeqgist whese research has
ituminated our wndesstanding of how humans form ydaments and make

decisions and earrad him half of the 2002 Nobsl| Prize in Cconomics.

|

Daniei Kahneman

According to the Schimmack et al bieg.

...readers of his [Kahneman's! baok *1hinking Fast and Slaw” should nat
consicer the presented swedies as scientilic evidence thal subtie cues in
their cnvironment can have strang effects oa their behavar autside their vaarenass.

Remarkably, <ahneman tonk the time to past a detalled response ta the biag, writing:

What the hlag gets absalutely right is that | placed tan much faith In undempoaered studles. As
painted vut in Lhe blog, and earbier oy Andrew Gelenan, there is a special irony in my mistake
berause the first paper that Amas Tversky and | pubiished was about the belief In the *law of small
nambers,” which allows researchers Lo Lrust 1he resuils of uncerpowered studies with unreascnably
small samples. We alsa oted Owverall {1269) for shawing “thas the prevalence of studies defiaent in
STAT sTICAl power is not enly wasteful but actually pericious. it resulis In a large proportion of invalid
rejectians of the null bypothesis among published results.® Our article was written in 1968 and
pablished in 1971, but | falles to Internalize irs message,

Source: http://retractionwatch.com/2017/02/20/placed-much-faith-underpowered-studies-nobel-prize-winner-admits-
mistakes/ and Baker, M. (2015). Over half of psychology studies fail reproducibility test. Nature News, 27.
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Study design: “Pricing Lab 2016”

Study design: Pricing Lab 2016

Pricing Lab approach Study characteristics —
Structure of the interview o German po.pulatlon ,
(18+years); representative

- Mobility: trips by approach.

A | ternet usage Ear, ?l.rplane, rail or » Screening o Recruitment via Online
us Access Panels.

c i Brand vs. Price c o Field: online interviews.
B onsumer spending - jentation across » onsumer o Sample: n=500-1.000.

und structure roduct categories decisions

P g o Length of interview:

appr. 12-14 minutes.

Cc > Experimental o Randomized test groups
(identical structure).

testing

— o Experimental testing embed-
= grléztfan;ir 'ggflty Place of living = &?:‘r:gt’g;’sel ded in certain topics of the
usage, (region, state), .... profiling interviews.

Source: exeo Strategic Consulting AG / Rogator AG
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m markel research & software

exeo




Ryanair campaign Oct. 2015: in addition to the basic offer (actual
advertisement), the presentation of the offer was systematically varied

Experimental design to test promotional ads: Ryanair One Way Flights

ﬁ
@ @ @ o
(randomized)
From
From From €9,99
€19,99 €20,00 one way
one way one way (1 Mio.
Tickets)
Prior to presenting the ori- Even Price: Price was Reduced price (EUR
ginal sales ad a competitors Original Ad* i 9,99) for limited
rounded to EUR 20,00
offer was presented number of seats

Framing-Effect Left-Digit-Effect Volume-Effect

* Retrieved from http://news.fluege.de/airline-news/ryanair-riesige-werbekampagne-fluege-ab-1999-euro/74515.html

Source: exeo Strategic Consulting AG / Rogator AG
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Smartphone flat fee (1&1): besides the basic offer 3 modified offers are

presented to test groups

Experimental design to test promotional ads: Smartphone flat fee

ﬁ

Test group
(randomized)

Prior to presenting the ori-
ginal sales ad a competitors
offer was presented

First Framing-Effect

exeo

v FLAT resnen
v FLA

ALLE DEUTSCHEN
HANDY-NETZE

v FLAT wremer

%

999
=

Original Ad

Source: exeo Strategic Consulting AG / Rogator AG

J FLAT FESTNETZ
J FLA ALLE DEUTSCHEN

v FLAT wrewer

10%%

v FLAT csnen
v FLAT &anas™
v FLAT wremer
-

9 99 _
y =

Even Price: Price was
rounded to EUR 10,00

Historical price
.before EUR 14,99
was deleted

Left-Digit-Effect

Second Framing-Effect
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Ryanair ad: strong approval for "inexpensive offer” and “decoy offer*
across test groups - experimental factors without significant influence

Statement evaluation: media campaign Ryanair (2015)

rrrrrrr

From
€9,99

one way
(1 Mio.
Tickets)

From
€20,00
one way

From
€19,99
one way

(0)i{-14

L . -10 EUR
The price is inexpensive [PSuERTrS

sales offer

The price is transparent

Mean value

The offer has a good FREEARELE e:
original offer

original offer
value for money

The offer is fair Test group

Test group

| exactly know what

| can expect
Looks like a decoy offer Original
offer
| would like to purchase /
that offer
6 5 4 3 2 1 6 5 4 3 2 1 6 5 4 3 2 1 6 5 4 3 2 1
6=Totally disagree 1=Totally agree 6=Totally disagree 1=Totally agree 6=Totally disagree 1=Totally agree = 6=Totally disagree 1=Totally agree
Source: exeo Strategic Consulting AG / Rogator AG A&gnmcant differences (p<0.10)
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The expected price (average price paid) of a Ryanair flight is about four WO
times higher than the communicated reference price | Labd6 ™

Estimated price for a flight differentiated by airlines (EUR, mean values)"

. . Persons with airline Persons without airline
Price per flight Total
usage usage

1507 150 150

Lufthansa (price was set!)

107 112 104

AirBerlin

101 104 100

Germanwings (4U)?

Ryanair EEYLUT 79 - 78 80
Easyjet 86 92 83
Wizz 74 67 82

1) Only if known: Imagine an inner-European flight with Lufthansa would cost 150 EUR per route (1 adult, economy). What do you think, at what level
the price for .. would be?

2) Germanwings has been rebranded to Eurowings in January 2016.

Source: exeo Strategic Consulting AG / Rogator AG
exeo ° d 9 rocator
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No significant influence of competition information and missing price
anchor (before EUR 14,99) on the price image profile

Statement evaluation: Advertising for smartphone flatrate (1&1)

2
« rLAT wesnen
v FLAT &anae™

K}
JFLHI FESTNETZ
+ FLAT sses™
v FLAT remer
R

4
JFLAI FESTNETZ
v FLAT sanaa™
v FLAT weer

0.
[\ [ ;

V FLAT wremer
s

1%

999‘_'_:_'
S ==

1 009_,,;,]

+1 Ct

The price is inexpensive Even

The price is transparent

The offer has a good
value for money

The offer is fair

| exactly know what
| can expect

Mean value
original offer

- i
Looks like a decoy offer [EESEEEE ; Original !
: offer i
| would like to purchase | Test group Testgroup M
that offer i — i
6 5 4 3 2 1 6 5 4 3 2 1 6 5 4 3 2 1 6 5 4 3 2 1

6=Totally disagree 1=Totally agree 6=Totally disagree 1=Totally agree 6=Totally disagree 1=Totally agree = 6=Totally disagree 1=Totally agree

exeo Source: exeo Strategic Consulting AG / Rogator AG ASignificant differences (p<0.10)
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iPad: the change in the information content and the price presentation
has little influence on the image evaluation

Statement evaluation: offer iPad Air

Offer

Fraray i f F competitor
The price is inexpensive P \ Top-2: 17 %

>

The price is transparent

The offer has a good
value for money

The offer is fair

Mean value
original offer

| exactly know what Test group

Top-2: 24 %
| can expect

1
. i i 1 Top-2: 49%
Looks like a decoy offer i Original i 1 3
i offer : :
. 1 i i 1| Effekt si
| would like to purchase i 5 5 ﬁ\ H| 066
that offer i H i H i H i H (large)
P P P Pt
6 5 4 3 2 1 6 5 4 3 2 1 6 5 4 3 2 1 6 5 4 3 2 1
6=Totally disagree 1=Totally agree 6=Totally disagree 1=Totally agree 6=Totally disagree 1=Totally agree = 6=Totally disagree 1=Totally agree
Source: exeo Strategic Consulting AG / Rogator AG ASlgnlﬂcant differences (p<0.10)
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Milk (Discounter Lidl): no significant odd-ending-effect — obviously the
trading company has an influence on the products’ price perception

Statement evaluation: Advertising “Barenmarke” (offer at Lidl)

C . Offer
The price is inexpensive ResEree

The price is transparent

The offer has a good Test group

value for money

The offer is fair

| exactly know what

Mean value

original offer
| can expect

Looks like a decoy offer

| would like to purchase
that offer

1

1

1

1

i

. 1
Top-2: 34 % i
1

1

1

1

1

1

6 5 4 3 2 1
6=Totally disagree 1=Totally agree

exeo

: o |G B
e AT

8 Voilia

o

.‘--
Original
offer
]
Mean value
original offer r

6 5 4 3 2 1
6=Totally disagree 1=Totally agree

Source: exeo Strategic Consulting AG / Rogator AG

(3 mas :ij N’a&f’ e

¥ 8 Vil

°¥

1.

T
Price H
increased

A\

Top-2: 36 %

6 5 4 3 2 1
6=Totally disagree 1=Totally agree

ASignificant differences (p<0.10)

REWE
DEIN MARKT

o B

N e S
2 Vollmich

Dealer
exchan-
ged

L

Trader
exchanged

Effekt
d=0.

size
10

A

6 5 4 3 2 1
6=Totally disagree 1=Totally agree

Top-2: 28 %
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Amazon Prime: experimental test to proof the ,,Pennies-a-day-Effect":
absolute figures below 1 EUR work best

Statement evaluation: promotion Amazon Prime

The price is inexpensive

The price is transparent

The offer has a good
value for money

The offer is fair

| exactly know what
| can expect

Looks like a decoy offer

| would like to purchase
that offer

amazonPrime

(Studenten: 24 EUR/Jahr)

49 EUR pro Jahr |

amazonPrime
N—

amazonPrime amazonPPrime
“’ o —

39 EUR pro Jahr
(Studenten: 24 EUR/Jahr)

4,08 EUR pro Monat
(Studenten: 2 EUR pro Monat)

0,13 EUR pro Tag
(Studenten: 0,07 EUR pro Tag)

Original :
offer

Mean value
original offer

Top-2: 33 %

6 5 4 3 2 1

6=Totally disagree 1=Totally agree

exeo

Source: exeo Strategic Consulting AG / Rogator AG

Price
reduced

Test group

6 5 4 3 2
6=Totally disagree

1

1=Totally agree 6=Totally disagree

Same i
price
Test group
"
Test group
Top-2: 40 %
6 5 4 3 2 1 6 5 4 3 2 1

1=Totally agree 6=Totally disagree

ASignificant differences (p<0.10)

1=Totally agree

rocator M
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In Nov. 2016 Amazon announced a price change for its service Prime:
a price increase of > 40 %(per year)

Price change for Amazon Prime in Germany: Increase from EUR 49 to EUR 69 per year

amazonpPrime
o ——

Price increase of Liebe Kundin / lieber Kunde,

EUR 20 (41 %)

vielen Dank, dass Sie Mitglied bel Amazon Prime sind.

Wir schreiben Ihnen heute, um Sie dariber zu informieren, dass sich der Preis von Amazon Prime fur
neue Mitglieder am 01.02.2017 auf EUR 69 pro Jahr (das entspricht EUR 1.67 mehr pro Monat) andern
wird. Ihr nachster Mitgliedsbeitrag, der am 03.05.2017 fallig ist, wird allerdings noch einmal nur EUR Add -t- I
49 betragen, wenn Sie Ihre Prime-Mitgliedschaft fortsetzen. Der neue Preis falit fir Sie nicht bis zum I Iona

... for existing 03.05.2018 an. EUR 1,67 per

customers . Wir haben Amazon Prime eingefihrt, um Ihr Leben einfacher zu machen und Ziel unserer Arbeit ist es,
dass Ihre Mitgliedschaft ein Schnappchen ist. Einige Verbesserungen der letzten Zeit beinhalten: months

delayed prlce e Erweiterung des Angebots von Millionen von Prime-fahigen Produkten, die schnell und gratis zu
Ihnen nach Hause geliefert werden - ohne Mindestbestellwert

INncrease « Streaming von Gber 2 Millionen Songs - werbefrei - mit Prime Music .
GRATIS Same-Day Lieferung von Gber 1 Million Produkten in 20 deutschen Metropolregionen iIm proved
« Tolle Angebote auf Tausende Artikel am Prime Day - Amazons grote Verkaufsaktion aller Zeiten, eee
exklusiv fir Prime-Mitglieder H (
+ Aktuell sind mehr als 15.000 Titel fir unbegrenztes Streaming verfliigbar und es kommen pOI‘th| Io Val ue
standig neue Filme und Serien dazu. Exklusive Highlights sind die zweite Staffel der Erfolgsserie
"Mr. Robot" sowie die preisgekrénte Amazon Original Serie "Man in the High Castle" tO customer)

« \orteile wie unbegrenzter Fotospeicherplatz, friherer Zugriff auf alle Amazon Blitzangebote
sowie kostenlose Spieleinhalte mit Twitch Prime

Und wir arbeiten weiter fir Sie an Amazon Prime. Sie werden auch in Zukunft Neuigkeiten zu weiteren
Prime-Vorteilen und exklusiven Prime-Angeboten erhailten. Sie finden eine Ubersicht aller Prime-
Vorteile unter amazon.de/prime.

Mit freundlichen GriBen,

Ihr Amazon Prime Team

Source: exeo Strategic Consulting AG / Rogator AG
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Today, there is a toolset of different methods to optimize pricing

available — experimental designs are one option

exeo

Market framework

Source: Kramer & Hercher (2016)

The toolset for decision making in pricing

Volatile

Robust

+ Expert Judgment

Driven by suppliers: .
Store-Test or .
online sales test

Experimental designs
Auctions (driven by
suppliers)

Willingness to Pay .
(WTP)

* Driven by buyers: * Auctions as Price-
~Pay-What-You- line.com (driven
Want (PWYW) by buyers; ,Ask Your

Own Price*)

* Price-Sensitivity- + Conjoint Mea-
Measurement surement
(price thresholds) (Indirect Preference-

+ Direct measurement measurement)

Direct measurement
Willingness to Pay
(WTP)

Focus on price only

Focus on price+

Focus

rocator M
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Online experimental testing as a compromise between field and

traditional laboratory experiments

Natural Field Experiments

* ... the environment is one where
the subjects naturally undertake
these tasks and where the
subjects do not know that they are
in an experiment.

* |deal? Not necessarily:
(A) Prices will undoubtedly impact
conversions (like Orbitz); risk to
loose credibility with prospective
customers.
(B) There are many places where
it is illegal to arbitrarily vary your
price.
(C) Costs to conduct a field
experiment.

*

course credit.; Thomas & Morwitz (2005).

Source: exeo Strategic Consulting AG / Rogator AG
exeo

Pricing Lab-
Approach

Experimental
designs as part
of online
interviews

Representative
approach /
sample size
n=500-1.000

Real life promo-
tional ads

Traditional laboratory experiments

»--. One that employs a standard
subject pool of students, an
abstract framing, and an imposed
set of rules”

“In practice, however, few
experimenters ever examine field
behavior in a serious and large-
sample way.” It is relatively easy
to say that the experiment could
be applied to real people, but to
actually do so entails some
serious and often unattractive
logistical problems” (Harrison &
List, 2004).

Example: ,Participants: Fifty-two undergraduate students from a large northeastern university participated in the experiment in return for partial

20
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Outlook: what are the basic learnings?
And: what can we do to improve the decision-making in pricing?

— Conclusion 1

o There are biases in the consumers” price perception, but this
is not necessarily the rule.

— Conclusion 2

o Most (of the own) experiments indicate that consumers' price
perceptions are relatively robust.

— Conclusion 3

Die Gr:enzen.dér :ﬂwﬂmm o The assumption of the Homo Oeconomicus is as wrong
|rrat|0nalltat b secaspap <o s as the assumption of the irrational consumer.

Robustheit der Preiswahrmehmung
bei Verbrauchern

— Conclusion 4

Ch Rabatie, Soodemcionen oo (st Mnns - araumenian  «'~»
WRITIRE M CRN WReNRNArEnan AGAniRn gRacs Doch Ry :'
gr1 solcha Aroegon wiidch paathve SHoice bat den <auem? én

Kriimer Lzt Morcher crtten und Do oo
wter Tiencks 'm Pessmansgamay antandd & ner Picig-Stacka

o Behavioral pricing is an important aspect in pricing, but clear
instructions for action (if ... then ...) are difficult to derive.

— Conclusion 5
- o Experimental online designs represent an effective and cost-

B f—— RS efficient method to measure price image effects.
Source: exeo Strategic Consulting AG / Rogator AG
exeo ° ’ ° rocator M
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Thank you for your attention! -Pricing
| Labdt
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