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features and extras.

Other times businesses will bundle goods and services into packages. They will also offer the items
within the package separately but price them at rates that appear to be expensive so as to push the
customer towards the desired package that offers the best value.

One Famous Example

This decoy effect in pricing has been brought to the public attention in recent years by Dan Ariely in
his 2008 book ‘Predictably Irrational: The Hidden Forces That Shape Our Decisions'.

He offers one great example of the decoy pricing strategy in action when it was employed by The
Economist’ magazine.

They made the following offer -

Option A - A subscription to the online version of their magazine for $59 a year.

Option B - A subscription to the print version of their magazine for $125 a year (without access to the
online version).

Option C - A subscription to both the online version and the print version for $125 a year.

When this was tested on 100 students 84% went for Option C and 16% went for option A. Option C just

seems to offer such great value when contrasted with option B at the same price. Naturally nobody
chose the decoy which was option B.

When option B was removed and only options A and C were offered a surprising 68% went for option
A and 32% went for option B.

The existence of the decoy option pushed more people into making the decision to purchase option C
which was the most profitable outcome for The Economist. It helped them to lure customers away
from option A and towards option B.

Club Memberships

You can see the decoy effect in action if you go to sign up for a membership at certain clubs like
fitness centers. | often notice that gyms offer an annual fee that works out to be really cheap ona
monthly basis. Yet if you sign up for only a month or just want to go for a week while you're in town
the fees are ridiculous.

Whether they know it or not many gyms use expensive short term membership pricing to steer
customers into taking the much more fairly priced annual memberships. Of course the value is only
there if you actually go to the gym consistently throughout the year but a lot of customers donit think
about this at the time.

Restaurant and Catering Examples
| was recently thinking about wavs that a catering business )
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Method Explanation

Sampling | Atthough very expensive, sampling is an effective way of getting people to try a product
Trial-size versions of the actual product are given away free. Sampling can also take the
form of demonstrations, trial-size packs that have to be purchased or free use for a certain
period of time.

Coupons | These are vouchers or certficates that entitle consumers to a price reduction on a particular
product. The value of the reduction or discount is set and the coupon must be presented at
purchase.

Price-Offs | These are a direct reduction in the purchase price with the offer clearly labelled on the
package or point of purchase display.

Bonus | These offer more product for the regular pack price, typically a 2 for 1 offer. They provide
packs | direct impact at the point of purchase and represent exira value.

Refunds and | Used to invite consumers to send in a proof of purchase and in refum receive a cash
rebates | refund

Premiums | Items of merchandise that are offered free or at a low cost in retur for product purchase.

Contests | A contest is a customer competition based on skill or abilty. Entry requires a proof of

and purchase and winners are judged against a set of predetermined_criteria. A sweepstake
sweepstakes | determines winners by chance and proof of purchase is not required. There is no judging
and winners are drawn at random





