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Abstract 

The adequate skimming of consumers’ willingness-to-pay (WTP) for social product 

enhancements is key for companies’ monetary benefits. Therefore, we investigate consumers’ 

WTP for the Fair trade label in the jeans category and explore WTP differences between 

several socio-demographic segments. We conduct a discrete choice experiment and use a 

two-step segmentation approach to derive segment-specific WTP by pooling individual WTP 

for socio-demographic segments. This approach enables statistic testing of segment-specific 

WTP differences. We found substantial differences in WTP for varying income- and 

household-based segments and segments built from consumers’ awareness of the Fair trade 

label. This information enables companies to derive adequate pricing strategies, i.e., second- 

or third-degree price differentiation strategies when a social attribute enhances a product. 

 

 

1. Motivation 

The adequate skimming of consumers’ willingness-to-pay (WTP) is key for companies’ 

monetary benefits. The determination of consumers’ individual WTP and the subsequent use 

of first-degree price differentiation, i.e., offering individual prices, constitutes an optimal 

skimming. However, one-to-one marketing is highly cost-intensive and, therefore, unrealistic 

in most markets. As a contrary, a complete abandonment from price differentiation, i.e., 

offering one price for all consumers, obviously does not satisfy the prevalent consumer 

heterogeneity and leads to company’s profit setbacks. The use of market segmentation 

strategies and the use of varying price levels for different segments, i.e., third-degree price 

differentiation, could be regarded as a compromise between these two extremes and is 

heavily applied in practice.  

 

Market segmentation divides a market into homogeneous sub-markets by using varying 

market segmentation variables such as consumers’ socio-demographics, e.g., gender, age, 

income. If market segmentation is used for price differentiation, the knowledge of 

relationships between consumer’s individual background variables and consumers’ WTP will 

be very important. Obviously, only if consumers’ WTP varies significantly between different 

(socio-demographic) segments, companies are recommended to offer varying prices for their 

products to skim consumers’ different WTPs. Consider, e.g., a company, that wants to 

enhance its current product, e.g., jeans, with a social product enhancement like the Fair trade 

label. The knowledge of consumers’ WTP for the Fair trade label and the adequate clustering 
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of consumers into segments is crucial to derive segment-specific price premia for the Fair 

trade label and to finally gain profits from the introduction of the social product attribute. 

 

Recent literature has exhaustively dealt with relationships between consumers’ preferences 

(or WTP) for a social product attribute and consumers’ individual background variables. For 

example, the literature reviews within the meta-studies of Andorfer and Liebe (2012) and 

Tully and Winer (2014) give extensive illustrations on the relevant literature. In most 

instances, recent literature examined socio-demographic drivers for consumer’s WTP for the 

Fair trade label attribute on an individual level and/or uses fast moving consumer goods 

(FMCG) such as coffee, chocolate, orange juice or paper towels within their study (cp. e.g., 

Rotaris and Danielis 2011; Rousseau 2015; Paetz and Guhl 2017). From the literature review 

of Tully and Winer (2014), we can derive that less than the half of the studies deal with 

durable goods, e.g., furniture, electronics, clothes, etc. Haase, Kohlmeyer, Rich, and Woll 

(2016), for example, considered the computer mice category and calculated WTP for the Fair 

trade label attribute. However, jeans within the clothing category are underrepresented in the 

context of WTP for the Fair trade label. Tully and Winer (2014) do not report any study that 

considered the product category of jeans. 

 

The purpose of our study is to further contribute to a deeper understanding of consumer’s 

purchase drivers within the durable product category. In particular, we highlight the 

underrepresented jeans category. Using an empirical data set in the jeans category, we 

investigate whether relations between consumers’ socio-demographic background variables 

and their (segment-specific) WTP for the Fair trade label in the jeans category exist. 

Therefore, we use a two-step (benefit) segmentation approach, where we first determine 

individual respondent’s (preferences and subsequently) WTP and subsequently cluster 

respondents into segments by using socio-demographic variables such as gender, age, etc. By 

pooling the individual WTP estimates of the associated segment-members, we achieve 

segment-specific WTP estimates. Finally, we check for segment-specific differences in WTP 

and draw conclusions on relations between price premia for the Fair trade label and 

consumer’s socio-demographic background variables. In contrast to an apriori segmentation 

approach, where aggregated WTP calculations are derived for predefined (e.g., gender-

specific) segments, our two-stage segmentation approach enables inferences on statistically 

significant differences in WTP between segments by using one-way ANOVA. 

 

The remainder of this paper is structured as follows: In section 2 we discuss the two-step 

segmentation approach used here. Therefore, we briefly review the determination of 

individual preferences by using Hierarchical Bayesian estimation and discuss the calculation 

of consumers’ individual WTP. Section 3 provides information on our empirical study and 

yields the results. We conclude in section 4 and draw inferences on limitations and future 

research. 

 

2. Two-step segmentation approach 

In the context of discrete choice experiments, the use of random utility models is common 

practice. In random utility models it is assumed, that a respondent behaves as a utility-

maximizer. Hence, he/she prefers that alternative for which he/she has the highest utility. The 

utility 𝑢𝑖𝑡𝑗 of a respondent i for a certain alternative j in choice occasion t could be given via 

(1)   𝑢𝑖𝑗𝑡 = 𝑥𝑖𝑗𝑡 ∙ 𝛽𝑖 + 𝑝𝑖𝑗𝑡 ∙ 𝛾𝑖 + 𝜀𝑖𝑗𝑡, where 𝜀𝑖𝑗𝑡~𝐸𝑉(0,1). 
 

The first two summands constitute the deterministic part of the utility, which is determined 

by the attribute levels, i.e., coding of the non-price attributes 𝑥𝑖𝑗𝑡 and price 𝑝𝑖𝑗𝑡. The 
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coefficients 𝛽𝑖 and 𝛾𝑖 denote the individual part-worth utility vector and the linear price 

parameter. We expect the sign of the price coefficient to be negative, which means, that 

consumers’ preference for a product decreases if (ceteris paribus) its price increases.  

 

Beside the deterministic part, the utility contains a random error term 𝜀𝑖𝑗𝑡. This part of the 

utility captures all the effects which influence respondent’s utility, but are not included in the 

deterministic part. Commonly, the random error term is assumed to be Gumbel distributed 

and the Multinomial Logit model results. Depended on the data setup (dual-response or 

‘typical’ choice-based conjoint experiments) the choice probability of an alternative and, 

therefore, the estimation algorithm for the focal parameters 𝛽𝑖 and 𝛾𝑖 looks different. To 

avoid exhausting technical discussions on the underlying estimation concepts and algorithm, 

we refer the interested reader to Diener, Orme, and Yardley (2006), who explain the 

estimation approach as well as the differences of dual-response and ‘typical’ choice-based 

conjoint experiments. 

 

If we account for heterogeneity on an individual level and, therefore, estimate individual 

parameters 𝛽𝑖 and 𝛾𝑖 (for each respondent i), the Hierarchical Bayesian (HB) – Multinomial 

Logit model results. The model could be estimated with commercial software from Sawtooth 

Software Inc. (cp. Sawtooth Software 2009). 

 

To calculate consumers’ WTP, we use the estimated individual preferences and translate 

them into marginal units for the Fair trade label attribute (cp. Tully and Winer 2014). If we 

consider effect-coding for the non-price attributes and a linear price parameter, the WTP will 

be calculated via:  

 

(2)   𝑊𝑇𝑃(𝐹𝑎𝑖𝑟 𝑡𝑟𝑎𝑑𝑒 𝑙𝑎𝑏𝑒𝑙) = −
𝛽𝑖,𝐹𝑎𝑖𝑟 𝑡𝑟𝑎𝑑𝑒−𝛽𝑖,𝑛𝑜 𝐹𝑎𝑖𝑟 𝑡𝑟𝑎𝑑𝑒

𝛾𝑖
 

 

Apparently, the WTP measures the (part-worth) utility difference of an alternative with and 

without a Fair trade label relative to the marginal effect of price.  

 

As it is well known, several approaches exist to derive individual WTP of consumers. The 

approach used here constitutes an indirect approach, i.e., WTP for the Fair trade label is not 

directly stated by the respondents, but (indirectly) derived from his/her individual 

preferences. Indirect approaches are known to provide more valid estimates of WTP than 

direct approaches and tend less to highly inflated WTP in comparison to direct approaches 

(cp. Breidert, Hahsler, and Reutterer 2006). 

 

Finally, we consider a two-step segmentation approach (for further explanations on two-step 

segmentation approaches in the context of choice-based conjoint analysis see Desarbo, 

Ramaswamy, and Cohen 1995): Once, the individual preferences/WTP estimates are 

achieved, we cluster the respondents based on socio-demographic variables, e.g., gender or 

age, and pool the individual estimates of associated segment members to achieve segment-

specific preferences/WTP estimates. 

 

3. Empirical study 

We conduct an empirical discrete choice experiment in the jeans category. The jeans 

alternatives were described by four attributes (and associated levels), i.e., price (50€, 90€, 

130€, 170€), brand (Diesel, G-Star, Levi’s, Replay), design (trendy, traditional) and display 

of a Fair trade label (yes, no). We used a dual-respond design, in which each respondent 
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faced two choice questions in several choice occasions, respectively. Figure 1 shows an 

exemplary choice question. 
 

 
Given your knowledge of the current jeans market would you actually buy this 

selected jeans alternative? 

 
Figure 1: Exemplary choice question 

 

First, each respondent had to choose his/her favored jeans out of four jeans-alternatives. 

Second, each respondent was asked whether he/she would really buy the previously selected 

jeans alternative in a current marketplace (cp. Diener, Orme, and Yardley 2006, p. 157). 

In addition to the data of the discrete choice experiment, we collected information on several 

consumers’ socio-demographic variables, i.e., gender, age, (household) income, household 

size, education level as well as on consumers’ awareness of a specific Fair trade label, i.e., 

the label of the organization ‘Transfair’, which is displayed in Figure 2. 

 

 
 

Figure 2: Label of the organization ‘Transfair’ 

 

The questionnaire was distributed online via a German market research institute. The final 

sample consists of 353 German respondents; 49.6% were male, 50.7% were 43 years old or 

younger, 62.0% had a monthly (household) income lower than 2600€, 17.3% had an 

academic degree. Concerning household size we considered four classes: 20.1% lived alone, 

39.9% lived in a 2 person household, 34.8% in a 3-4 person household and 5.1% in a 

household with more than four persons. 77.1% of the respondents were aware of the Fair 

trade label. 

 

First, we used Hierarchical Bayesian estimation to assess respondents’ individual preferences 

and eliminated the data of those respondents who showed no economically meaningful price 

parameter. Subsequently, we used formula (1) to determine individual consumers’ WTP 

estimates and pooled them. Overall, we found an average WTP for the Fair trade label 

attribute of 23.13€. However, 18.4% of the respondents yield a negative WTP for the Fair 

trade label. This argues for a sound basis of heterogeneity within our sample and contributes 

to the purpose of our study to further investigate (segment-specific) socio-demographic 

drivers for the Fair trade label. Second, we clustered the consumers based on individual 

socio-demographic variables and calculated segment-specific WTP by pooling individual 
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WTPs of the associated segment members. Finally, we conduct one-way ANOVA to test for 

segment-specific differences in WTP for the Fair trade attribute. Table 1 displays the 

segment-specific WTP estimates for each category of the socio-demographic variables as 

well as the F-values and associated p-values resulting from one-way ANOVA. 

 

Segmentation variable Segment-specific WTP F-value (p-value) 

   

Gender 

Female 

Male  

 

25.50€ 

20.56€ 

F = 0.717 (p = 0.398) 

   

Age class 
43 years or younger 

Older than 43 years 

 

21.09€ 

24.93€ 

F = 0.430 (p = 0.512) 

   

Income 

Lower than 2600€ 

2600€ or more 

 

16.93€ 

33.49€ 

F = 7.752 (p = 0.006) 

   

Education 

No academic degree 

Academic degree 

 

21.93€ 

29.21€ 

F = 0.858 (p = 0.355) 

   

Household size 

1 person 

2 persons 

3-4 persons 

More than 4 persons 

 

1-4 persons 

More than 4 persons 

 

15.25€ 

24.09€ 

31.78€ 

- 4.35€ 

 

 24.88€ 

-  4.35€ 

 

F = 0.045 (p = 0.833) 

 

 

 

 

 

F = 5.766 (p = 0.017) 

 

   

Fair trade label awareness 

Yes 

No 

 

26.90€ 

   7.91€ 

F = 6.902 (p = 0.009) 

   

 

Table 1: WTP estimates in socio-demographic segments 

 

The results from Table 1 maintain varying influences of consumer’s individual background 

variables on his/her WTP for the Fair trade label. No significant segment-specific differences 

could be observed between different gender, age classes, and education levels. The lacking 

explanatory power of these variables for the durable good ‘jeans’ comes not unexpected since 

it is also frequently reported in the relevant literature on WTP for the Fair trade label assigned 

to FMCG. For example, Cailleba and Casteran (2009) did not observe any effect of gender 

and age on Fair trade WTP within their coffee studies. Cranfield, Henson, Northey, and 

Masakure (2010) report a limited influence of socio-demographic variables on consumers 

WTP in the FMCG category in general. However, the trend within variable’s levels 

resembles findings from other papers: Respondents who are female (+4.94€) or have a higher 
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education level (+7.28€) yield a higher WTP for the social product attribute than their 

counterparts. This conforms to the results of DePelsmaker, Driesen, and Rayp, (2005) and 

Loureiro and Lotade (2005) within the coffee category, who found female or consumers with 

higher education level to be more sensitive to the Fair trade context. The trend, that older 

respondents yield a higher WTP for the Fair trade label attribute (+3.84€) within the jeans 

category than younger respondents contradicts results from the FMCG-literature on the one 

hand. For example, Rotaris and Danielis (2011) found a significant higher WTP of young 

consumers within the coffee category. On the other hand, Carrigan, Szmigin, and Wright 

(2004) observed a sense of moral responsibility within purchase behavior for older 

consumers, which fits the trend observed within our analysis. 

 

We primarily found no significant differences in WTP for varying sizes of households (4 

classes). Households with 3 – 4 persons show the highest WTP (31.78€), and households 

with more than four persons even yield a negative WTP for the Fair trade label attribute (-

4.35€). To gain further insight in this trend, we built new household classes, i.e., one class 

comprises all households with 4 or fewer persons, while the other class contains those 

households with more than 4 persons. We conducted one-way ANOVA again and actually 

found significant differences; households with four or fewer persons yield a significantly 

higher WTP for the Fair trade label (+29.23€) than households with more than 4 persons.  

 

One explanation might be, that households with one or two children attach higher importance 

(and therefore a higher WTP) to the Fair trade label within their choice decision. Eventually, 

these kinds of households interpret the Fair trade label as a sign for a higher quality of 

products (e.g., less harmful substances in cotton used for jeans’ production). This drives these 

households to higher WTP, since they might want to favor their children with Fair trade 

jeans. In contrast, households with more than two children, are likely to be more concerned 

about other (more essential) topics, e.g., the price of a product. In this case, the Fair trade 

label attribute’s importance dilutes, while price sensitivity of these households enlarges. An 

inspection of the (pooled) household-specific price coefficients maintains this assumption. 

While households with four or less persons yield in absolute a smaller price coefficient (-

0.16), households with more than four members are highly price sensitive (-0.24). So far, the 

variable ‘size of household’ was less considered in the relevant literature, which impedes a 

literature comparison. 

 

WTP differences between income-based segments are significant (p < 0.01). Higher (monthly 

household) income conforms to a higher WTP (+16.56€) for the Fair trade label attribute. 

This finding is in accordance with the recent literature, which reports the same 

interdependency for income and Fair trade WTP for FMCG (see, e.g., Louriero and Lotade 

2005).  

 

A large difference in WTP could be observed for those segments, which emerge from a 

different awareness of the Fair trade label (p < 0.01). While those respondents, who are aware 

of the Fair trade label yield a substantial price premium of 26.90€, respondents you are not 

familiar with the Fair trade context showed a significant smaller WTP of 7.91€. This 

coincides with the results of Becchetti and Rosati (2007) or Arnot, Boxall, and Cash (2006), 

who considered consumer’s familiarity with the Fair trade construct as an exploratory 

variable, too. Arnot, Boxall, and Cash (2006) found that respondents, who are aware of the 

Fair trade concept are more likely to purchase a Fair trade coffee and therefore have a higher 

WTP for the Fair trade label attribute.  
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In summary, we found an overall positive WTP for the Fair trade label attribute of 

approximately 23€, which translates into a relative price premium of approximately 21%. 

Hence, companies may offer a 21% higher price for a Fair trade jeans in comparison to a 

traditional traded jeans. This result conforms to results from a meta-analysis of Tully and 

Winer (2014), who report a relative price premium of approximately 24% for the Fair trade 

label restricted to the clothing category.  

 

Due to lacking significant differences in WTP, it does not seem recommended to built 

segments based on the variables age, gender or education level, if the derivation of segment-

specific pricing strategies is in focus. The variable household turned out to be significant if a 

distinction is made between households of more than four persons and households with one 

to four persons. So, companies could use the information of significant differences between 

income-based, household-based and Fair trade awareness-based segments for pricing 

policies. If consumers have a higher income or live in households with four or more members 

or are aware of the Fair trade context, companies may increase the price by approximately 

17€ / 29€ / 22€ with translates into relative price premia of 15% / 26% / 20%. Apparently, 

these price premia seem to be (slightly) inflated. However, even higher price premia are 

reported in the relevant literature: For example, Levinson (2010) found price premia for the 

Fair trade label of 46% to 62% for t-shirts.  

 

Besides the variables ‘size of household’ and ‘income’, the variable ‘awareness of the Fair 

trade label’ provides a sound basis for managerial implication w.r.t. price differentiation 

strategies. It seems to be advisable for jeans companies to simultaneously offer a Fair trade 

jeans and a traditional traded jeans (without a Fair trade label) to adequately skim consumers 

WTP and increase profits. For the latter variables, this results in second-degree price 

differentiation, where consumers self-select themselves into different segments, rather than in 

a ‘real’ segmentation of consumers and segment-specific prices.  

  

4. Conclusions 

An adequate skimming of consumers’ willingness-to-pay (WTP) is key for companies’ 

monetary benefits. In order to accommodate consumers’ WTP heterogeneity, the use of 

market segmentation strategies and segment-specific pricing is nowadays common 

management practice. If segments are inferred from (socio-demographic) consumer 

characteristics, the knowledge of relationships between consumer’s individual background 

variables and consumers’ WTP constitutes important to derive optimal segment-specific 

prices. Obviously, only if consumers’ WTP varies significantly between different (socio-

demographic) segments, companies are recommended to offer varying prices for their 

products to skim consumers’ varying WTPs. 

 

We investigated consumers’ WTP for a social product attribute in the jeans category, which 

is underrepresented in the recent literature so far. In particular, we searched for WTP 

differences between several socio-demographic segments. Therefore, we conducted a discrete 

choice experiment in the product category of jeans and determined individual preferences by 

using a Hierarchical Bayesian approach. Based on the individual preference estimates, we 

calculated consumers’ individual WTP for the Fair trade label attribute. Subsequently, 

respondents were clustered by gender, age, monthly (household) income, size of household, 

education level and awareness of the Fair trade label, respectively. Segment-specific WTP 

(and therefore price premia) for the Fair trade label results from a pooling of individual WTP 

estimates. Using one-way ANOVA, we checked for segment-specific differences in WTP.  
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Overall, we observed a positive (relative) WTP for the Fair trade label attribute of 

approximately 21%. Hence, if a company tinkers with the idea to convert from traditional 

trading to Fair trade or to extend the current product line with a Fair trade jeans, it could 

compare potential cost increases – due to Fair trade – to potential price premia. Obviously, if 

-ceteris paribus- price premia exceeds cost increases, the introduction of a Fair trade label 

will be recommended. 

 

The segments resulting from the variables ‘gender’, ‘age’ and ‘education level’ showed no 

significant WTP differences. However, even for those segments, we found trends (e.g., 

female show higher WTP for the social product attribute), that conform to results from recent 

literature on WTP in FMCG categories. The variable ‘income’ showed a discriminatory 

potential. An increasing income leads to higher WTP for the Fair trade label attribute. The 

largest discrepancy in WTP between segments was observed for the variables ‘size of 

household’ and ‘awareness of the Fair trade’ label. While those respondents, who live in a 1-

4 persons household or were aware with the label yield a high positive WTP their. 

Households with more than four persons yield even a negative WTP. As a possible 

explanation, we may trace this back to a higher concern of large households about more 

essential topics, e.g., the price of a product, which implies a dilution of the Fair trade label 

attribute’s importance. 

In summary, price differentiation based on income, size of household or awareness of the Fair 

trade label is recommended to skim consumers’ WTP more adequately and further increase 

company’s profits. 

 

We do not want to conceal study’s limitations. Although we used an indirect method to 

estimate consumers’ WTP, the resulted WTP estimates might be slightly inflated. The 

inflation could be prevented by using panel data, which contain actual purchase behavior 

rather than stated choice behavior from a discrete choice experiment.  

 

With this paper, we contribute to the underrepresented literature of WTP for the Fair trade 

label of the durable good ‘jeans’. Obviously, further research in this area is needed. 

Especially, the study of drivers of consumers’ WTP for the Fair trade label known from 

FMCG for durable goods is important to draw conclusions, whether these variables drive 

consumers’ WTP for more expensive (durable) goods, too. This further contributes to a 

deeper understanding of socially responsible consumption. 
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