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This seemingly simple story of Frida's cheese sales exemplifies a fundamental principle in economics:
pricing strategy can significantly impact revenue. Many small business owners and entrepreneurs often
hesitate to increase their prices, fearing loss of customers. However, Frida's experience demonstrates that a
carefully considered price increase—sometimes even a small one—can lead to greater profitability without
necessarily losing sales. In this article, we explore the story behind Frida's successful pricing adjustment,

the concepts of price elasticity, and practical strategies for applying similar tactics to your own business.

Understanding Frida’s Cheese Business

The Starting Point: Selling at $5 Per Pound

Frida owned a small cheese shop in a busy marketplace. She sold her homemade cheese at a price of $5 per
pound, which was competitive and fair based on her costs and local market standards. Her sales volume was
steady, and her revenue was predictable. However, Frida wondered whether she could increase her

earnings without sacrificing her loyal customer base.

The Decision to Raise the Price

After some market research and customer feedback, Frida decided to raise her cheese price from $5 to $5.50
per pound—a modest increase of 10%. Her goal was to see if this small adjustment could boost her revenue
without alienating her customers. She understood that a significant price hike might scare away buyers,
but a small increase could possibly be absorbed by her customers, especially if she communicated the value

of her product effectively.



Price Elasticity of Demand: The Key Concept

‘What Is Price Elasticity?

Price elasticity of demand measures how sensitive the quantity demanded of a product is to a change in its

price. It is expressed as a ratio:

Price Elasticity of Demand (PED) = Percentage Change in Quantity Demanded / Percentage Change in

Price

- If PED > 1, demand is elastic: customers are sensitive to price changes.
- If PED < 1, demand is inelastic: customers are less sensitive.

- If PED = 1, demand is unit elastic: total revenue remains unchanged when price changes.

Applying Elasticity to Frida’s Business

In Frida’s case, her initial analysis suggested that her cheese’s demand was relatively inelastic. Customers
valued her cheese highly, perhaps due to its quality, freshness, or unique flavor. Therefore, a slight

increase in price wouldn’t cause a large drop in sales volume.

The Outcome: Revenue Growth After Price Increase

Measuring the Impact

After raising her price to $5.50 per pound, Frida monitored her sales over the following weeks.
Surprisingly, her sales volume decreased only slightly—by about 2-3%. This meant that although she sold

fewer pounds, the increase in per-unit price more than compensated for the slight drop in sales volume.

Calculating the New Revenue

Let’s compare her revenue before and after the price change:

- Before:
- Price per pound: $5
- Sales volume: 1,000 pounds per week

- Total weekly revenue: $5 1,000 = $5,000



- After:
- Price per pound: $5.50

- Sales volume: approximately 970 pounds (a 3% decrease)

- Total weekly revenue: $5.50 970 = $5,335

This represents an increase of about 6.7% in weekly revenue, demonstrating that a small price increase can

lead to higher profits when demand is relatively inelastic.

Key Lessons from Frida’s Pricing Strategy

1. Small Price Increases Can Have Big Impacts

Even a modest rise in price, when demand is inelastic, can significantly boost revenue. Small adjustments

are less likely to scare away customers, especially if the value proposition remains strong.

2. Know Your Customers and Market

Understanding customer sensitivity to price changes is crucial. Market research, customer feedback, and

sales data can help determine whether demand is elastic or inelastic.

3. Communicate Value Effectively

If Frida had explained to her customers that her cheese was of high quality or sourced ethically, they

might have been more willing to accept the price increase.

4. Monitor and Adjust

After implementing a price change, it’s important to track sales and revenue closely. If demand becomes

elastic, further adjustments may be necessary.

Practical Strategies for Small Business Owners



Assess Your Price Elasticity

Before raising prices, analyze your market:

- Conduct small test increases and observe customer responses.
- Gather feedback through surveys or direct conversations.

- Review competitors’ pricing strategies.

Implement Incremental Price Changes

Avoid sudden, large jumps. Instead, increase prices gradually to gauge customer tolerance.

Highlight Unique Value

Emphasize what makes your product special—quality, origin, craftsmanship—to justify higher prices.

Bundle and Add Value

Offer product bundles or add-on services that enhance perceived value and cushion the impact of price

increases.

Be Transparent and Communicative

Explain reasons for price changes to your customers to foster trust and understanding.

Potential Risks and How to Mitigate Them

Risk of Losing Customers

A significant price hike might deter customers. To mitigate, raise prices gradually and monitor customer
feedback.

Market Competition

Competitors offering lower prices could attract your customers. Maintain your product’s perceived value

through branding and quality.



Cost Increases

Rising costs may necessitate higher prices. Communicate transparently and ensure your prices reflect your

costs without overburdening customers.

Conclusion: The Power of Strategic Pricing

Frida’s experience demonstrates that strategic, small adjustments to pricing can lead to increased revenue,
provided demand remains inelastic. Understanding your market, analyzing customer sensitivity, and
communicating value are key to successful price management. Small business owners can learn from her
story by testing price changes carefully, monitoring results, and adjusting accordingly. Ultimately, the goal

is to find the optimal price point where both revenue and customer satisfaction are maximized.

By applying these principles, you can enhance your profitability and ensure sustainable growth for your
business, just like Frida did with her cheese. Remember, sometimes a little change can make a big

difference.

Frequently Asked Questions

Why did Frida's revenue increase after raising her cheese price slightly?

Because the increase in price led to higher total revenue despite a potential decrease in quantity sold,

indicating inelastic demand for her cheese.

‘What does Frida’s experience tell us about pricing strategies in small

businesses?

It illustrates that small price increases can boost revenue if the demand for the product is inelastic,

highlighting the importance of understanding customer sensitivity to price changes.

How can Frida determine the optimal price for her cheese?

By analyzing her sales data and understanding her customers’ price sensitivity, she can identify a price

point that maximizes her revenue without significantly reducing sales volume.



What is the concept of inelastic demand, and how does it relate to Frida’s

situation?

Inelastic demand means that consumers’ purchasing habits are not highly sensitive to price changes. Frida’s

increased revenue suggests her cheese demand is inelastic around the $5 per pound mark.

Could raising her cheese price lead to losing customers in the long run?

Potentially, yes. While a small increase boosted revenue initially, if prices continue to rise or customers

become more sensitive, she might lose some buyers over time, so careful analysis is necessary.

‘What other factors should Frida consider when adjusting her cheese
prices?

She should consider competitors’ prices, customer loyalty, production costs, and overall market demand to

ensure her pricing strategy remains profitable and sustainable.

Additional Resources

5. Frida Sold Cheese For $5 (per Pound). She Raised Her Price By A Little Bit And Her Revenue

Increased.

In the world of small-scale cheese vendors, pricing strategies can be both an art and a science. Frida, a local
cheese seller, discovered this firsthand when she initially sold her cheese at $5 per pound. Surprisingly,
when she decided to raise her price slightly—by just a dollar—her revenue didn't decline as many business
owners might expect; instead, it increased. This counterintuitive result highlights key principles in pricing
psychology, demand elasticity, and business strategy. Let's explore how Frida’s small price adjustment led

to a surprisingly positive outcome, and what lessons entrepreneurs can draw from her experience.

Understanding the Context: Frida’s Original Pricing and Market Conditions

Before diving into the specifics of Frida’s pricing change, it’s essential to understand her market

environment and her initial pricing strategy.

Frida’s Business Model

- Product: Fresh artisanal cheese, popular among locals

- Pricing: Initially set at $5 per pound

- Sales Volume: Consistent, with some fluctuations depending on seasonality and demand

- Customer Base: Loyal local customers, with some walk-in foot traffic



Market Dynamics
- Demand Elasticity: At $5, Frida’s cheese was competitively priced, attracting a steady stream of customers
- Competition: Nearby vendors sold similar cheese at comparable prices

- Perceived Value: Customers viewed Frida’s cheese as high-quality, often willing to pay a premium

This baseline set the stage for experimenting with her pricing to optimize revenue without losing her

customer base.

The Decision to Raise Prices: A Small but Strategic Increase

After analyzing her sales data and customer feedback, Frida considered whether she could increase her

revenue by raising her prices slightly.

Why Raise Prices?

- Cost Increases: Slight increases in ingredient or operational costs prompted her to consider passing some of
the costs onto customers

- Perceived Quality: She believed her cheese’s quality justified a higher price

- Market Positioning: Raising prices subtly could reinforce the perception of premium quality

The Price Adjustment
- Original Price: $5 per pound

- New Price: $6 per pound (a 20% increase)

While a 20% increase might seem significant, Frida decided on a conservative approach—raising the price
just enough to test customer response, perhaps by a small margin like $0.50 or $1 per pound. Her actual

adjustment was a modest $1 increase, bringing the price to $6.

The Unexpected Result: Revenue Growth After Price Increase

Contrary to conventional wisdom—where higher prices might lead to decreased sales—the result was an

increase in Frida’s total revenue.

‘What Happened?
- Sales Volume: Slightly decreased, as expected, but not enough to offset the higher price

- Total Revenue: Increased because the higher price more than compensated for the small drop in quantity
sold

Quantitative Illustration

Suppose:



- At $5 per pound, Frida sold 100 pounds daily, earning $500
- After raising the price to $6:

- Sales dropped slightly to 90 pounds daily
- Revenue: 90 pounds x $6 = $540

In this scenario, even with a modest decrease in sales volume, revenue increased by $40 daily.

The Economics Behind the Phenomenon: Demand Elasticity and Price Perception

Frida’s experience exemplifies some fundamental economic principles.

Demand Elasticity

- Definition: Measures how sensitive the quantity demanded is to a change in price
- In Frida’s case: Demand was relatively inelastic within her price range

- Customers still purchased almost as much cheese despite the price increase

- This indicates that her customers likely valued her cheese highly and were less price-sensitive

Psychological Factors
- Perceived Value: Slight price increases can enhance perceived quality or exclusivity
- Price-Quality Heuristic: Consumers often associate higher prices with better quality

- Customer Loyalty: Loyal customers may accept small price increases to support a preferred seller

Price Optimization
- The key to Frida’s success was finding a price point that maximized revenue without alienating her core
customers

- Small incremental increases can sometimes lead to higher revenue, especially when demand is inelastic

Strategic Insights: How Small Price Changes Can Boost Revenue

Frida’s case offers valuable lessons for small business owners and entrepreneurs:

1. Test Before Making Big Changes
- Implement small, controlled price increases or decreases

- Monitor sales data closely to understand customer responses

2. Know Your Customer Base
- Loyal customers may be less sensitive to price changes

- High perceived quality can justify higher prices



3. Focus on Demand Elasticity
- Understand whether your product has elastic or inelastic demand

- For inelastic products, small price hikes can boost revenue

4. Communicate Value Clearly
- Reinforce the quality and uniqueness of your product

- Use branding and storytelling to justify higher prices

5. Avoid Overgeneralizing
- Not all products or markets respond the same way

- Conduct localized testing to find the optimal price point

Potential Risks and How to Mitigate Them

While Frida’s experience was positive, there are risks associated with raising prices:

- Customer Pushback: Some customers may perceive the increase as unfair
- Mitigation: Communicate value and the reasons behind the increase

- Loss of Business: Significant price hikes could lead to decreased sales

- Mitigation: Keep increases modest and monitor sales trends

- Market Competition: Competitors may respond by lowering prices

- Mitigation: Differentiate through quality, branding, and customer relationships

By carefully managing these factors, small business owners can leverage small price adjustments to

improve revenue effectively.

Broader Implications: Pricing Strategies Beyond Frida’s Cheese

Frida’s case underscores a broader principle applicable across various industries: strategic, incremental price
adjustments can be a powerful tool for revenue growth. It challenges the simplistic notion that higher
prices always lead to lower sales, highlighting the importance of demand elasticity and customer

perception.

Businesses should:
- Regularly review their pricing strategies
- Use data and customer feedback to guide decisions

- Recognize that sometimes, less is more—small changes can have outsized effects



Conclusion: Embracing the Power of Small Price Changes

Frida’s experience demonstrates that a small increase in price—just a dollar more per pound—can lead to a
tangible boost in revenue when demand is relatively inelastic and customer perception supports the value
proposition. For small business owners, this offers a valuable lesson: strategic pricing adjustments, grounded

in market understanding and customer psychology, can be an effective way to enhance profitability.

In a competitive landscape, the ability to fine-tune prices thoughtfully can make all the difference. Frida’s
story encourages entrepreneurs to experiment, analyze, and adapt—reminding us that sometimes, the

tiniest tweaks can have the biggest impact.
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