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Psychological pricing tactics upskilPRO

pability enhancement tools

Learning Objective: Understand the key steps in how to create a pricing strategy that aligns product price
with perceived customer value to enhance sales and profitability.

Techniques in
psychological pricing

Monitoring &
Adjusting pricing

Understanding Pricing
Psychology

Pricing Formulae Implementing

psychological pricing

Anchori . o
e  Basic Pricing Psychology : Cfr:(a:rr?mnpr)]r?cing e  Integrating Tactics into
e  Pricing Strategies & o Consumer Behavior . Decoy effect (P:ricing St.ratte.gy o : (P:erf?rmance analysis
formulae Analysis e Price framing o ommunicating Prices Continuous
e  Market Research «  Bundle pricing Effectively improvement
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pability enhancement tools

Summary

Psychological pricing tactics leverage consumer behavior and cognitive biases to influence purchasing decisions.

Understanding and applying these techniques can help businesses optimize their pricing strategies to enhance perceived
value and drive sales.

“If you are willing to take a 25% pay cut,
I’m willing to give you a 10% raise!”
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pability enhancement tools
Module 4 - Pricing formulae.

Pricing strategies are essential for determining how to set prices that align with your business
objectives, market conditions, and customer expectations.

Different strategies may require different formulas and considerations.

Below are some common pricing strategies along with their respective formulas:
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Module 4 - Pricing formulae.

Components of the simplest formula

Selling Price ) = | cot | cost [X[ Markup% |
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Psychological pricing tactics

formula1to 4.

Components of the formula

Cost-Plus Pricing

Competitive Pricing Value based pricing

Selling Price=Cost+(CostxMarkup Perc Formula: Selling Price=Average Competitor Penetration Pricing
entage) Formula:

) . Explanation: Set prices based on what Selling Price=Perceived Value to Customer Formula: Selling Price=Lower Initial Price
Explanation: This strategy adds a competitors are charging. This strategy is
standard markup to the cost of the useful in highly competitive markets where Explanation: Price is based on the Explanation: Set a low initial price to gain
product. It ensures that all costs are price competition is intense. perceived value to the customer rather than || market share quickly. The price may be
covered, and a profit margin is the cost of the product. This strategy often increased later as the customer base grows.
included. Example: applies to unique products or services with

«Competitor A Price: $120 significant differentiation. Example:

Example: «Competitor B Price: $130 *Regular Price: $100
«Cost: $100 -Competitor C Price: $125 Example: *Penetration Price: $70
*Markup Percentage: 30% *Perceived Value: $200
Selling Price=$100+(§100x0.30)=$100+ Selling Price=120+130+125 =375/ 3=$125 Selling Price=$200
$30=$130




Psychological pricing tactics

formula 5 to 8.

Components of the formula

.

Psychological Pricing

Formula:
Selling Price=Price Ending in .99 or .95

Explanation: Set prices that have a
psychological impact, such as $99.99 instead
of $100. This creates the perception of a
better deal.

Skimming Pricing
Formula: Selling Price=High Initial Price

Explanation: Set a high initial price to
"skim" the maximum revenue from the
market layer by layer. This strategy works
well for new and innovative products.

Example:

*Regular Price: $100
*Psychological Price: $99.99
Selling Price=$99.99

Example:
*Regular Price: $100

*Skimming Price: $150
Selling Price=$150

Dynamic Pricing

Formula:
Selling Price=Price based on Current Market
Demand

Explanation: Prices fluctuate based on

current market demand, competition, and
other external factors. Common in
industries like hospitality and air travel.

Bundle Pricing

Formula:
Selling Price=Combined Price of Bundle Com
ponents—Bundle Discount

Example:

*High Demand Period: $150

sLow Demand Period: $100

Selling Price=Based on Current Market Con
ditions

Explanation: Offer several products together
at a lower price than if they were purchased
separately.

Example:

*Product A Price: $50

*Product B Price: $30

*Bundle Discount: $10

Selling Price=($50+$30)-$10=$80-$10=$70




Psychological pricing tactics

formula 9 to 10.

Components of the formula

Freemium Pricing
Formula: Free Basic Version + Paid Premium Features

Explanation: Offer a basic version of the product for free
while charging for advanced or premium features.

Example:

*Free Version: Basic functionalities

*Premium Version: $10/month

Selling Price=Free or $10/month for Premium

Economy Pricing

Formula:
Selling Price=Low Cost+Minimal Profit Margin

Explanation: Target price-sensitive customers
by keeping costs low and margins thin, often

through economies of scale.

Example:

«Cost: $50

*Profit Margin: 10%

Selling Price=$50+($50x0.10)=$50+$5=$55



Psychological pricing tactics

Module 4 - negotiation formula.

Components of the formula

Calculate the Base Price (BP) ( A)
BP=Cost of Goods Sold (COGS) + Desired Profit Margin (PM)

* COGS: Direct costs associated with the production of goods or services. I,\ Determine Value Additions (VA) ( B)
* PM: The profit percentage you aim to achieve over the COGS.
 Unique Features: $20 (e.g., advanced functionality)
« Customer Support: $10 (e.g., 24/7 support)

« Brand Reputation: $15 (e.g., recognized brand)

BP=$100+(0.30x$100)=$130

Assess Concessions (C) VA=$20+$70+$75=$45

* Bulk Purchase Discount: $10 per unit -
« Extended Payment Terms: $5 per unit

Calculate Discounts (D)
C=$10+$5=$15 « Seasonal Discount: $5
 Loyalty Discount: $5

D=$5+$5=%170

Compute the Negotiated Price ( E)
Negotiated Price=(BP+VA)-(C+D)\text{Negotiated Price} = (BP +
VA) - (C + D)Negotiated Price=(BP+VA)-(C+D)

Negotiated Price=($130+$45)-($15+$10)=$175-$25=$150

L
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Pricing Formulae

Understanding Pricing
Psychology

upskilPRO

capability enhancement tools

Techniques in
psychological pricing

Monitoring &

Implementing Adjusting pricing

psychological pricing

Pricing Strategies &
formulae

e  Basic Pricing Psychology

° Consumer Behavior
Analysis

o Market Research

: ég:r;r;?cmg ° In'Fegrating Tactics into .
By i Pricing Strategy . o Perfqrmance analysis
. Price framing e  Communicating Prices e  Continuous

L Effectively improvement
e  Bundle pricing
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. o . pability enhancement tools
Basic pricing psychology.

— rw\/\/‘

e - — Consumer behavior analysis Market research
Principles of pricing psychology
. o ivation: i o Competitor A is:
C s o s Ui e Purchase Motl\{atlon Identify the key pet nalysis Analyze hqu
. . factors that motivate consumers to competitors use psychological pricing
consumers perceive value and how pricing can . . . .
. . . make a purchase, such as price tactics and their effectiveness.
influence their perception. o
sensitivity, brand loyalty, and urgency.
cre . I . o Customer Feedback: Gather feedback
» Cognitive Biases: Familiarize yourself with . q .
SR o Behavioral Segmentation: Segment from customers to understand their
common cognitive biases that affect . . . )
customers based on their purchasing pricing preferences and reactions to
behavior and sensitivity to different different pricing strategies.

purchasing decisions, such as the decoy effec:(

loss aversion, and the framing effect. . .
pricing tactics.

R —
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Anchoring.

STUDY: ANCHOR PRICING

Test #1: Test #2: Test 43:

pability enhancement tools

Premium Option Two Cheaper Options 1 Premium, 1

Value

Anchoring é @ S é @
Definition: Anchoring involves presenting an initial price (the anchor) to Sy !

. f| t , t_ f b ¢ . $1.80 50 51,60 51,80 52,50 $1.80 82.50
influence customers' perception of subsequent prices. S S A ARl e
Setting the Anchor: Determine a high initial price to serve as the anchor, 4 out of § chose premium aption I worhed]

such as a premium version of the product or the manufacturer's suggested
retail price (MSRP).

Comparison Pricing: Present the anchored price alongside the discounted

or actual price to highlight the perceived savings. For example, "Was $100,
Now $70".

Package Offers: Use anchoring in package offers by showing the total Best Value
value of individual items compared to the bundled price. \/\J $29 $99 $-|99

www.upskilpro.com

The Anchoring Effect in a Nutshell

$3.40
20%



Techniques in psychological pricing.

Charm Pricing.

v Charm Pricing

Definition: Charm pricing uses prices ending in .99 or .95 to create the perception of a
lower cost.

o  Setting Prices: Adjust prices to end in .99 or .95, such as $9.99 instead of $10.00, to
make them appear more attractive.

. Psychological Impact: Understand the psychological impact of charm pricing,
where customers perceive prices ending in .99 as significantly lower than the next
whole number.

e  Consistency: Ensure consistency in charm pricing across products to reinforce the
perception of value.

www.upskilpro.com
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Charm pricing
Ending product prices with .99 entices more

customers as they are inclined to round
numbers down, rather than up.

The Power of Charm Pricing

\ /

”
Charm pricing is more effective Charm pricing can be
for lower-priced items w=, cOmbined with other pricing
techniques
Charm pricing may not be
- == effective for all products

/I\
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Decoy effect.

| Decoy Effect

Medium

Definition: The decoy effect involves introducing a third option to make one of the other options

appear more attractive. S
3 $6.5

. Designing the Decoy: Create a decoy option that is priced slightly less than the premium
option but offers significantly less value, making the premium option appear more

attractive.

. Placement: Strategically place the decoy option next to the premium and standard options
to guide customer choice.

3,30€ 4,99€

Which one would
you choose now?

www.upskilpro.com
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Price framing.

The framing effect

People react different to something depending on
the framing (positive or negative)

807, LEn 207, EAT
BEEF| A BEEF|

[ s

Price Framing

Definition: Price framing involves presenting prices in a way that highlights the

perceived value and savings.
. Discount Framing: Frame discounts by showing the original price and the

discounted price side by side, emphasizing the savings.

o  Time-Limited Offers: Frame prices within the context of time-limited
offers to create urgency and encourage immediate purchases.

FRAMING
ErFeCT

==
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Techniques in psychological pricing.

Bundle pricing.

Cost of Bundle

Bundle Pricing ‘) < i
very meal is
a tasty deal.

Definition: Bundle pricing offers multiple products or services together at a

From

lower price than if purchased separately.
o  Creating Bundles: Combine complementary products or services into
bundles to provide greater perceived value.

o  Pricing Bundles: Price bundles to ensure they offer a discount
compared to individual purchases, emphasizing the cost savings.

PHILOSOPHY BLISS SOAP & GLORY KORRES
Mangos And Cream Duo YYou ‘Butter' Watch Out Shower Trip™ Set Butter Me Up Body & Lip
$25.00 ($32.00 value) $39.00 ($97.00 value) $36.00 ($50.00 value) Butter Collection
) : ) ) $38.00 ($76.00 value)
FHHH FAAHY FHAAN xclusive limited od
FAHHH

PREMIUM PACKAGE NAVIGATION PACKAGE

ES 250 AWD, ES 350, ES 300h ES 250 AWD, ES 250 F SPORT AWD, ES 250 LUXURY AWD,
ES 350, 350 F SPORT, ES 350 LUXURY,
ES 300k, ES 300h LUXURY

« Heated and ventilated front seats

« Rain-sensing windshield wipers

o Lexus Memory System

New New o Power tilt-and-telescopic steering whee
LOCCITANE CLARINS FRESH PHILOSOPHY
Protecting Shea Butter Body Doubles! High Spa Escape Set The Cookbook Set
Collection Definition Body Lift Set $50.00 ($91.00 value) $30.00 ($32.00 value)

$40.00 (58.00 value) $85.00 ETTEErT—

Cost if Purchased Individually

Product ‘ Price
McChicken $2.99
Filet O Fish $5.69

Medium Fries $1.39
Small Coke $1.00
Total $5.38 - $8.08

NAVIGATION/MARK LEVINSON®* PREMIUM AUDIO PACKAGE

§1.080"

ULTRA LUXURY MODELS ONLY
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Techniques in
psychological pricing

Implementing Monitoring &
psychological pricing Adjusting pricing

Understanding Pricing
Psychology

Pricing Formulae

Anchori . -
e  Basic Pricing Psychology : Cfr:(a:rrzr;]r?cing e Integrating Tactics into
e Pricing Strategies & «  Consumer Behavior e  Decoy effect (P:ricing St‘rat:jgy o . (P:erf?rmance analysis
formulae Analysis e Price framing o ommunicating Prices *  Continuous
o Market Research . Bundle pricing Effectively improvement
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. . . pability enhancement tools
Integrating tactics into strategy.

Integrating Tactics into Pricing Strategy Communicating Prices Effectively

o Combination of Tactics: Combine multiple
psychological pricing tactics to enhance their
effectiveness, such as using charm pricing and
anchoring together.

« Clear Messaging: Ensure that pricing messages
are clear and easy to understand, highlighting
the value and benefits.

e Visual Presentation: Use visual elements such
as bold fonts, colors, and placement to draw
attention to key pricing information.

o Testing and Optimization: Test different pricing
tactics and optimize based on customer
response and sales performance.

www.upskilpro.com
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Monitoring and adjusting pricing
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Techniques in
psychological pricing

Implementing Monitoring &
psychological pricing Adjusting pricing

Understanding Pricing
Psychology

Pricing Formulae

Anchorin . I
e  Basic Pricing Psychology : Charm”pr?cing e Integrating Tactics into
e  Pricing Strategies & o Consumer Behavior ¢ Decoy effect Pricing St‘ratejgy . B erEEE
formulae Analysis e Price framing e  Communicating Prices e
[ ]

e  Market Research Effectively

Bundle pricing
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Pychological pricing.

Monitoring and adjusting pricing.

Performance Analysis

o Sales Data: Analyze sales data to assess the
impact of psychological pricing tactics on
customer behavior and revenue.

o  Customer Feedback: Collect feedback from
customers to understand their perception of
pricing and identify areas for improvement.

upskilPRO

pability enhancement tools

www.upskilpro.com

Continuous Improvement

Iterative Testing: Continuously test and refine
pricing tactics to ensure they remain effective
and aligned with customer preferences.

Adaptation to Market Changes: Adjust pricing
strategies in response to market changes,
competitor actions, and evolving consumer
behavior.
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pability enhancement tools

summary.

Psychological pricing tactics, when used effectively, can significantly influence consumer
behaviour and enhance perceived value.

By understanding the principles of pricing psychology and implementing techniques like
anchoring, charm pricing, and the decoy effect, businesses can optimize their pricing strategies
to drive sales and maintain profitability.

Continuous monitoring, performance analysis, and customer feedback are essential for refining
these tactics and ensuring they remain effective in a dynamic market environment.

www.upskilpro.com
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