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When quality is hard to evaluate, people often use price as a proxy, resulting in the “price-quality” heuristic. In a field experiment in a

winery, the authors show that increasing the price of a high-quality wine, but not the low-quality one, may produce a significant

increase in demand and profits, indicating an upward-sloping demand function.
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EXTENDED ABSTRACT
Consumers often lack the time, training, or inclination to judge 

the quality of a product. Consequently, to infer quality, they seek 
simpler alternative signals (cf. Aaker 1991), such as the product’s 
country of origin, how heavily it is promoted (Raghubir 1998), or, 
most relevant to the current paper, its price. 

Considerable evidence demonstrates that consumers judge 
higher-priced products to be of higher quality (Riesz 1979; Huber 
and McCann 1982; Gerstner 1985; Rao and Monroe 1989). It ap-
pears that our pleasure from consuming products like wine does not 
depend only on our sensors (e.g., smell, taste), but also on extrinsic 
attributes such as price or brand name. 

One way in which prices can affect quality judgment is 
through expectations. For example, prices have been shown to 
produce placebo effects such that discounted products are less 
effective than regular-priced products (e.g., Shiv, Carmon, and 
Ariely 2005; Waber, Shiv, Carmon, and Ariely 2008). Participants 
in these experiments assigned higher efficacy to the fully priced 
product, hence the placebo effect. In line with these findings, we 
can reasonably assume individuals tasting wines are following the 
same reasoning: having relatively high expectations when tasting 
highly priced wines.

In a between-participants design, we asked three groups of 
participants in Experiment 1 to indicate how much they expected 
to like our 2004 Cabernet Sauvignon before asking them to taste 
it, based only on price ($10, $20, or $40) and appearance. We find 
that expectations were positively correlated with price.

What will the effect of high expectations be after tasting the 
wine? Expectations Confirmation Theory (ECT, Oliver 1977, 1980) 
conjectures that the interaction between expectations and perceived 
or actual performance leads to post-purchase satisfaction. If a prod-
uct meets one’s expectations, satisfaction will follow. However, if 
a product falls short of expectations, the consumer is likely to be 
dissatisfied (Oliver 1980; Spreng et al. 1996). 

One way to consider expectations here is as a reference level 
in which people are loss averse and the environment determines 
endogenously the reference point they use (Ko˝szegi and Rabin, 
2006). By this account, a person’s reference point is the rational 
expectations she held in the recent past about outcomes that are 
consistent with optimal behavior given expectations. In the lan-
guage of our Experiment 1, the model predicts that higher prices 
will increase peoples’ expectations that will be subsequently used 
as a reference point. 

Moving to a dynamic set up (Ko˝szegi and Rabin, 2009), higher 
prices should create higher expectations, and consumers would judge 
the realization (taste of the wine) relative to this reference point.  If 
the wine meets or exceeds the high expectation, an individual will 
evaluate a wine using the price-quality heuristic, assigning higher 
ratings for higher-priced wines. In contrast, if the wine quality falls 
short of the expectations, we expect tasters to be disappointed and 
give the wine a lower rating. Since higher prices result in higher 
expectations, the likelihood of disappointment increases with price. 

To test this prediction, in Experiment 2, we gave six different 
groups of participants the opportunity to taste and rate the wine. 
Three groups tasted the lower-quality Cabernet Sauvignon, whereas 
the other three groups tasted the higher-quality Cabernet Sauvignon 
(a pretest confirmed the wines’ quality). Participants were informed 
that the wines were available for purchase in the winery, for $10, 
$20, or $40. Consistent with past research, the higher the price of 

the high quality wine (2005), the higher the participants rated it.  
In line with the above predictions, the responses of participants 
tasting the lower quality wine produced a negative correlation 
between price and quality. 

The results of Experiment 1 and Experiment 2 suggest that high 
prices create high expectations, and that these expectations serve as 
a reference point in subsequent quality judgments. When a product 
meets (or exceeds) expectations, quality judgments are high, but 
when a product falls short of expectations, quality judgments drop. 

 Experiment 3 provides a direct test of the degree to which 
participants’ expectations are met under each price-quality com-
bination. We asked participants in this experiment to first taste the 
wine under the same six conditions as in Experiment 2. Then each 
participant indicated what they thought about the wine: “disap-
pointing,” “meets expectation,” or “exceeds expectations.” The 
results support our predictions: the good wine met expectation, 
and disappointment in the low quality wine increased with price. 

Even if consumers’ appreciation of a product is positively cor-
related with its price, demand will not necessarily increase. Often 
consumers approach the winery with a budget constraint, so even if 
a higher price makes the wine tastier, actual sales may not increase. 
Recently, Heffetz and Shayo (2009) investigated the relationship 
between price, inferred quality and demand by disentangling the 
price-quality effect from the budget-constraint effect. Their findings 
show that prices do affect the stated willingness to pay. When they 
considered actual demand, however, quality-judgment elasticities 
were smaller than budget-constraint elasticities, and hence, in line 
with standard assumptions, the demand function was downward 
sloping. 

How should wine sellers use our empirical findings when 
pricing their products? The most appropriate way to test the effect 
of expectation confirmation on demand is by conducting a field 
study in a real business. To the best of our knowledge, ours is the 
first demonstration of the effect the price-quality heuristic has on 
demand in an actual market setting. In the winery we study, despite 
the noticeable difference in quality between the 2004 and 2005 
wines, the owner of the winery was planning to price the new wine 
at $10 also, primarily because sales were slow and he did not want 
to scare customers away (the experiment was conducted during the 
summer of 2009). Before introducing the higher-quality wine, the 
owner agreed to experiment with different prices. 

We offered winery visitors one of the Cabernet Sauvignon as 
part of the six wines they tasted (we never had the 2004 and 2005 
present at the same time). On different days, the wines’ prices var-
ied: $10, $20, or $40. The dependent variables were the number of 
bottles of Cabernet Sauvignon sold in each of the six treatments, 
and the profits to the winery. We find downward-sloping demand 
for the lower-quality wine. For the higher-quality wine, however, 
more people bought the wine at $20 than at $10. 
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