BEHAVIORAL ECONOMICS IN ACTION

Applying Behavioral Economics to
Consumer Packaged Goods
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What is Behavioral Economics?
Behavioral economics (BE) is an interdisciplinary science blending psychology, economics,
finance, and sociology to understand human behavior and decision-making. Behavioral
economics recognizes that constraints in time and mental resources prevent us from
evaluating every decision optimally. To deal with our limitations, we rely on “mental”
shortcuts or heuristics in our decision-making processes. These shortcuts are used for
interpreting and making decisions in the face of uncertainty, and they can lead to
predictably irrational behavior.1
Companies often expect consumers to invest time and energy to fully explore the value of
their offerings. The strategy is typically to present multiple features and benefits, trying to
rationally persuade customers to make a specific decision. However, this approach falls
short because it assumes that consumers are willing or able to invest more time and energy
than they commonly are. Behavioral economics provides powerful insights into human
motivation and behavior while accounting for the biases that we bring to decision making.
As we begin to move behavioral economics experiments from academic laboratories to the
real world, valuable lessons from the scientific method are increasingly being applied to
improve customer decisions.

Applying a BE Lens to Consumer Purchase Behavior
Consumers face a number of behavioral biases when deciding whether or not to purchase a
product. These are often very different from what would be predicted by standard economic
theory which assumes that humans are rational beings who weigh the costs and benefits of
their decision, and are largely motivated by economic incentives and self-interest.
While low prices and promotions are attractive strategies for increasing product sales, there
are other methods that can be used to sway consumer choices in a predictable manner. For
example, the way prices are displayed, the order in which they’re presented, and the
perceived popularity of a product, all influence the decisions people make beyond price
alone. Such BE strategies also shed new insights on traditional pricing levers such as
discounting, bundling, and free offers.
An example of a BE pricing strategy is the use of anchors and references, such as a
manufacturer recommended price, an undiscounted price (e.g. was $40, now $20), or a
competitor’s price for the same or similar item. People have a tendency to base their
valuations of a product on the reference price in order to determine whether or not they are
getting a good deal2.
While price remains a strong influence on how consumers make purchase decisions, they
are also swayed by contextual cues from their surroundings. For example, when faced with
too many product choices and no strong preference, customers are overcome with
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indecision. A classic study demonstrating choice overload investigated how supermarket
shoppers’ decisions to purchase jam were influenced by the number of options at the tasting
booth3. Shoppers who encountered a tasting booth with a limited selection (6 jams) were
substantially more likely to purchase a jar of jam versus those who had visited a booth with
a wide selection (24 jams). An explanation for this phenomenon is that consumers are too
overwhelmed and are motivated to avoid decision regret. When there are too many
unfamiliar options, consumer confidence in their selection is diminished, and thus they
avoid making a decision altogether. While marketers might predict that more choice is
better, the evidence suggests otherwise.
This study, as well as others like it from the behavioral sciences, point to the
counterintuitive forces that influence everyday purchase decisions. By understanding the
biases and heuristics we use to navigate our decisions, organizations can strengthen the
positioning of their offer or product in market. Our In-Context testing methodology helps
organizations empirically test numerous behavioral interventions to optimize their new
products prior to full market deployment.
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Bringing New Products to Life: In-Context Testing
Getting a new product off the ground and into homes requires significant investments in
time, money, and stakeholder reputation. Millions of dollars in development rests in the
hands of consumer validation testing that could determine the fate of a product. In our time
we have seen countless examples of good and bad products that have made their way onto
shelves only to fizzle away a few years later. We recognize that to truly innovate,
organizations need to take calculated risks with reliable data that is based on what
consumers will actually do, not what they say they will do.
BEworks has developed a proprietary methodology called In-Context testing to provide
businesses with state-of-the-art, predictive assessments for the design, creation, and
marketing of new products. Traditional innovation research methods rely heavily on
extrapolating consumer intent based on what is said in focus groups, small-scale
ethnographies, or online surveys. More and more business innovators are realizing that
these insights aren’t very good at predicting what people will actually do when it comes time
to take out their wallets, or interact with the new product at home. Our specialized approach
tests and measures consumer behavior outside of a contrived environment, and in a realworld context to arm you with outcomes that are more predictive of whether your new
product will boom or bust. In-Context testing uses the scientific method and insights from
behavioral economics to provide you with powerful insights that help you mitigate risks and
drive product success.

The Shortcomings of Traditional Market Research Approaches
Traditional market research methods, such as opinion surveys and focus groups, can
provide snapshot insights into what consumers think of products before they reach the
market. However, these methods tend to lack insights on the actual behaviors and
biases consumers will experience when purchasing or using these products. At BEworks,
our In-Context method tests how everyday consumers engage and interact with
products in a naturalistic environment, thereby reducing the risks of cognitive biases
that are known to taint traditional market research findings4,5, which include:
Say-do gaps
Poor constructive nature of memory
Desire to please/ tendency to complain
Social pressure and conformity
Unwanted influences of different personality traits
Small and unrepresentative samples
Limited time for assessment
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The Power of In-Context Testing
Our In-Context methodology overcomes the challenges associated with traditional market
research approaches by measuring consumer behavior directly in-store and at home. This
provides us with a detailed understanding of the customer journey from purchase to
consumption, along with previously unattainable insights that are grounded in scientific
research. Briefly, our In-Context methodology allows us to measure the following behavior
in the real world:

In-Store
5.
6.
7.
8.
9.

Pricing
Packaging
Bundling
Purchase Decisions
Product Perceptions

At-Home
1.
2.
3.
4.

Long-term usage
Set-up Issues
Reorders
Technical issues

By applying the In-Context methodology in-store and measuring actual consumer
behaviors, BEworks can help companies reliably answer questions that have plagued
product development, pricing, and marketing teams – how should we package the
product? How much should it be priced for? Where in the store should it be located?
Answers to these and other questions could be found in case studies, conjoint tests,
expert intuition, or focus groups to name a few. However, each of these methods are
often removed from the real-world experience consumers will have as they navigate the
retail environment to purchase or use your new product.
In what follows, we outline an example of how our In-Context testing has helped clients
answer some of their most pressing questions prior to full-scale deployment. Using an
actual retail environment, we illustrate how In-Context testing has been used to reliably
answer how a new product should be packaged, and how the new price should be framed
to increase consumer purchase rates.
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In-Store Testing Case Study: Pricing And Packaging
To approach a challenge such as how to price a new product in order to drive purchase
behavior, we first begin by developing and prioritizing a number of ‘BE’ strategies, such
as price anchoring, product bundling, or choice-set size. Once the strategies are finalized,
we then test them in an actual retail store setting.
To accomplish this, we recruit retail stores that sell similar products, and allow them to
display shelves with mock boxes of the product for ‘sale.’ Unbeknownst to customers,
these packages are not actually for sale, but they allow us to more accurately measure
consumer intent to purchase than other traditional methods. Customers are able to
interact with the display and form both impressions and decisions about the product.
When they attempt to purchase the product by placing it in their cart, they are
intercepted by an in-store researcher who tallies their purchase attempt and asks them
questions about the product. Customers who walk away from the display are also
approached to understand what dissuaded them from the product.
The impact of different BE strategies are also assessed by assigning a number of stores to
different conditions (i.e., pricing strategy variations) in the experiment. For example, in
one of our past in-store experiments (as shown in the figure below), we assigned two
retail store locations to each of the three experimental ‘BE’ pricing conditions, and two
stores to the control condition (e.g. the company’s existing pricing strategy). While we
manipulated the conditions across stores, we retained naturalistic integrity by allowing
customers to believe that they can in fact purchasing the product on sale. Once we set up
each location according to its assigned condition, we went through the following five
steps:

Control
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Condition 1

Condition 2

Condition 3

In-Store Testing Case Study: Pricing And Packaging
1

Customers who entered the store encountered
one of two product displays. Two trained
researchers stood out of sight and tallied the
number of aisle walkthroughs, approaches, and
engagements with the product.

2

Customers could interact with the product
package and add it to their cart if they were
interested in purchasing.

3

A trained researcher intercepted customers
once the item was in their cart, informed them
of a research study for the product, and
directed them to a second onsite researcher.

4

The second onsite researcher conversed with
customers in a location removed from the
cashier, and informed them that the product is
a prototype not currently available for
purchase.

5

The researcher distributed a short intercept
survey on a tablet. Customers provided their
contact information to be recruited for a
further study, and to receive their gift card
incentive in the mail.

1

2

3

4
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By following these steps, the In-Context test collected product sales data that mirrors in-store
pilot tests that can only be executed toward the end of a product’s production life cycle.
Additionally, we collected data about where, when, and how customers were planning on using
the product once purchased by administering intercept surveys. With the data collected through
the In-Context method, our Fortune 500 client gained reliable insights on the best
arrangement of pricing and packaging for their new product in order to maximize sales once the
product is ready for market.
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The Benefits of In-Context Approach
1) Feedback from real-customers who made an attempt to purchase your
product
By structuring your research in this way, you are able to gather feedback from real
customers who are interested in purchasing your product, at the exact point in time that
they attempted to purchase it.

2) More Reliable Consumer Insights
Their reasons for being attracted to the product are top of mind, and their responses are
more reliable than they would be through other methods. These customers have just
attempted to purchase your product, or have decided to walk away from the display. In
both cases, intercept researchers tap into reasons for approaching, avoiding, or
purchasing the product.

3) In-Context tests can be launched prior to product prototyping
Shelves are stocked with realistic packages that are simply weighted to mimic the look
and feel of real products for sale. This means you can experiment with different
packaging designs, messaging, and product designs to determine what drives consumer
purchase attempts. These experiments can help guide marketing, product, and
innovation teams by taking the guesswork out of the design process.

How BEworks Can Help You
By using our specialized In-Context methodology, we have helped companies achieve their
strategic goals by applying behavioral science insights and testing them using scientific
experiments in real-world contexts. Our approach is like no other – it provides companies
with accurate, predictive assessments of product performance and consumer behavior. Let
us help you revolutionize your business.
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About BEworks
Founded in 2010, BEworks is the world’s first global managementconsulting firm that specializes in applying behavioral economics to
real-world challenges. Using a tried-and-tested methodology
grounded in empirical testing, BEworks offers Fortune 500
businesses and public sector organizations a suite of services to
drive evidence-based strategy and innovation. BEwork’s mission is
to help business leaders apply scientific thinking to their marketing
and operational challenges.
Dan Ariely co-founded BEworks, with one of the top marketing
scholars Nina Mazar, business/technology innovation experts Doug
Steiner and Louis Ng, and the firms’ CEO Kelly Peters, who is a
unique hybrid of both behavioral and business expertise. The team
combines leading academics from the fields of cognitive and social
psychology, neuroscience, and marketing with consulting experts.
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Contact us to find out more about how we can help your
company identify the behavioral challenges with your
products and optimize your business strategy.

CPG@BEworks.com
317 Adelaide Street West
Suite 400
Toronto, Ontario
M5V 1P9

416-920-1921
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linkedin.com/company/BEworks
twitter.com/BEworksInc
facebook.com/BEworks

