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How Pricing Affects Your
Brain

“We have known for a long time that people’s per-
ceptions are affected by marketing, but now we
know that the brain itself is modulated by price,”
said Baba Shiv, a professor at the Stanford Gradu-
ate School of Business, in reference to a recent
study. Although many studies have looked at
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This study shows that perceptions of qual-

ity trigger activity in the part of the brain that
registers pleasure. Conversely, if a product or
service is perceived as being of low value — even if

it really is of high value — your brain will respond as if
it was of low value.

Many business owners are tempted to discount their
prices in order to increase sales. This study suggests
that if discounting causes the product or service to
be perceived as less valuable, it will have a negative
impact on the prospects’ brains, which will result in
fewer sales, not more.

In addition, keep in mind that discounting damages
your profit margin to a greater degree than the
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What if, instead of

discounting, you in-

creased your prices

oy 10 percent? For example, say your
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profit margin is 20 percent
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shaves half off a 20 percent profit mar-
gin.)

What if, instead of discounting, you increased your
prices by 10 percent? Would prospects consider your
product or service to be more valuable? If so, their
brains will respond positively, according to this study.

Sure, you might lose a few customers if you increase
your prices, but remember, you can often greatly in-
crease your profit margin by just a 10 percent in-
crease in price. A 10 percent price increase would
boost a 20 percent profit margin to 30 percent, which
actually results in 50 percent increase in profit! So
even if you did lose a few customers by increasing
your prices, you could well end up with more net profit
overall, due o the increased profit margin. Addition-
ally, your customers will experience more pleasure
because they perceive an increase in value — and
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According to Professor Shiv, “Mar-

| strongly encourage you to think twice

before giving in fo the temptation to dis-

count your prices in an attempt to increase
sales. Because of the way our brains respond
to pricing, increasing your prices may well be a
better way to increase your sales.
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The material appearing in this website is for informational purposes only and is not legal advice.
Transmission of this information is not intended to create, and receipt does not constitute, an
attorney-client relationship. The information provided herein is intended only as general information
which may or may not reflect the most current developments. Although these materials may be
prepared by professionals, they should not be used as a substitute for professional services. If legal or
other professional advice is required, the services of a professional should be sought.

The opinions or viewpoints expressed herein do not necessarily reflect those of Lorman Education
Services. All materials and content were prepared by persons and/or entities other than Lorman
Education Services, and said other persons and/or entities are solely responsible for their content.

Any links to other websites are not intended to be referrals or endorsements of these sites. The links

provided are maintained by the respective organizations, and they are solely responsible for the
content of their own sites.



