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“G
oldilocks and the Three Bears” is
more than a fairy tale—it’s also
a study in consumer behavior.
“Given three choices, most 
people go with the Goldilocks

approach, choosing the middle or ‘just right’
option and avoiding extremes,” said Donald
Davidoff, an industry consultant and a panelist
during the session “The Psychology of Price” at
the 2012 ARM Conference in October.
“I consider myself to be an active consumer

and I find myself falling right into that trap of
picking the thing in the middle,” adds panelist
Julie Smith, President of Greenbelt, Md.-based
Bozzuto Management Company. “I think the
cheapest product won’t be very good and the
most expensive option seems to be priced too
high. I do it all the time—at car washes and
everything. It just feels safer to choose the 
middle.”
Smith and Davidoff say this consumer ten-

dency should be applied to the apartment
industry. Rather than giving a potential resident

15 unit choices of varying price points, both
panelists suggest offering just three—with the
middle choice priced at the desired rental rate.
However, Davidoff says if a prospective resi-

dent is particularly price sensitive, only one or
two units should be shown, both at the lower
price end. Given three choices, the prospective
resident may feel he is being cheap in wanting
the least expensive one.
Additionally, Davidoff and Smith say context

matters. A higher-priced comparative creates
more sales for the moderately priced, target
option.
For example, Smith says there was a bread

maker at Williams-Sonoma priced at $275, but
no one was buying it. So, the store added a
more expensive $400 version to sit next to it on
the shelf. Smith says Williams-Sonoma
assumed few would go for the $400 model, 
but having it there encouraged consumers to
buy the lesser of the two products—the $275
version—because comparatively, it seemed 
like a good deal.
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consumer behavior. 
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This tactic—known as anchoring—
also has a place in the apartment 
industry.
Smith suggests taking prospects on a

tour of an extremely expensive penthouse
unit before showing them a more stan-
dard unit for a substantially lower lease
price. In doing so, prospective residents
are less likely to experience sticker shock,
will view the normal unit as a great deal
and can brag that they live in a commu-
nity with an expensive, luxury apart-
ment.“Price is a cue,” says Davidoff.

“When you lead with a low price, you are
signaling consumers to be more price-
conscious. Whereas, when you price with
confidence and lead with the more
expensive option, you have more pricing
power.”

Price Psychology Pointers
Other session insights about price 

psychology include:
1. Prospects respond negatively when

they feel like they’re being “ripped off.”
When consumers feel as though they are

being taken advantage of, they typically
disengage from purchasing. 
2. Getting something for free feels bet-

ter than being given the equivalent value
in a discount, yet the apartment industry
often does the opposite. Try advertising a
week of free rent, for example, rather than
a specific dollar amount off of the rent.
Davidoff says he’s always agreed with

the idea of applying a premium to rev-
enue-management generated effective
rent in order to subtract it as a discount
offer to prospects, given certain market
conditions. 
“People seem to equate revenue man-

agement with net effective rent,” Davidoff
explains. “But you can certainly mark up
effective rent to enable discounting. When
people don’t understand the value, you
often need to give them signals that they
are getting value.”
However, Smith says it’s important to

understand what consumers actually
value. “Free doesn’t mean anything to a
consumer if he or she doesn’t want the
product,” she says.
3. Packaging often determines pricing.

“Ben & Jerry’s used to sell ice cream for
$1 a pint,” Davidoff says. “No one was
buying it so they labeled it gourmet and
now it’s selling for $4 a pint.”
4. If a prospective resident is interested

in specific amenities, don’t show them the
others. They won’t want to pay for them.
5. Buyers simplify complex deci-

sions—especially when they are tired,
stressed or intoxicated. 
Additionally, most consumers hate

transaction costs. Although there is typi-
cally more money to be made in
unbundling ancillary fees and charges,
Davidoff says doing so in sophisticated
Class A and B markets may annoy cus-
tomers who don’t want to make compli-
cated buying decisions.
6. Be transparent. Deciding to renew

the lease is a stressful decision for resi-
dents. Many say that the process feels like
a “game” to them. At some point you
may have to put a cap on negotiations or
risk losing the resident. 

Lauren Boston is NAA’s Staff Writer. She
can be reached at lauren@naahq.org 
or 703/797-0678.
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