
Choice Models in Marketing:

Economic Assumptions,

Challenges and Trends

Full text available at: http://dx.doi.org/10.1561/1700000008



Choice Models in Marketing:

Economic Assumptions,

Challenges and Trends

Sandeep R. Chandukala

Indiana University
USA

sarchand@indiana.edu

Jaehwan Kim

Korea University
USA

jbayes@korea.ac.kr

Thomas Otter

Johann Wolfgang Goethe-Universität Frankfurt
Germany

otter@marketing.uni-frankfurt.de

Peter E. Rossi

University of Chicago
USA

peter.rossi@chicagogsb.edu

Greg M. Allenby

Ohio State University
USA

allenby 1@fisher.osu.edu

Boston – Delft

Full text available at: http://dx.doi.org/10.1561/1700000008



Foundations and Trends R© in
Marketing

Published, sold and distributed by:
now Publishers Inc.
PO Box 1024
Hanover, MA 02339
USA
Tel. +1-781-985-4510
www.nowpublishers.com
sales@nowpublishers.com

Outside North America:
now Publishers Inc.
PO Box 179
2600 AD Delft
The Netherlands
Tel. +31-6-51115274

The preferred citation for this publication is S. R. Chandukala, J. Kim, T. Otter,
P. E. Rossi and G. M. Allenby, Choice Models in Marketing: Economic Assump-

tions, Challenges and Trends, Foundations and Trends R© in Marketing, vol 2, no 2,
pp 97–184, 2007

ISBN: 978-1-60198-164-6
c© 2008 S. R. Chandukala, J. Kim, T. Otter, P. E. Rossi and G. M. Allenby

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system, or transmitted in any form or by any means, mechanical, photocopying, recording
or otherwise, without prior written permission of the publishers.

Photocopying. In the USA: This journal is registered at the Copyright Clearance Cen-
ter, Inc., 222 Rosewood Drive, Danvers, MA 01923. Authorization to photocopy items for
internal or personal use, or the internal or personal use of specific clients, is granted by
now Publishers Inc for users registered with the Copyright Clearance Center (CCC). The
‘services’ for users can be found on the internet at: www.copyright.com

For those organizations that have been granted a photocopy license, a separate system
of payment has been arranged. Authorization does not extend to other kinds of copy-
ing, such as that for general distribution, for advertising or promotional purposes, for
creating new collective works, or for resale. In the rest of the world: Permission to pho-
tocopy must be obtained from the copyright owner. Please apply to now Publishers Inc.,
PO Box 1024, Hanover, MA 02339, USA; Tel. +1-781-871-0245; www.nowpublishers.com;
sales@nowpublishers.com

now Publishers Inc. has an exclusive license to publish this material worldwide. Permission
to use this content must be obtained from the copyright license holder. Please apply to now
Publishers, PO Box 179, 2600 AD Delft, The Netherlands, www.nowpublishers.com; e-mail:
sales@nowpublishers.com

Full text available at: http://dx.doi.org/10.1561/1700000008



Foundations and Trends R© in
Marketing

Volume 2 Issue 2, 2007

Editorial Board

Editor-in-Chief:
Jehoshua Eliashberg
University of Pennsylvania

Co-Editors
Teck H. Ho
University of California Berkeley

Mary Frances Luce
Duke University

Editors
Joseph W. Alba, University of Florida
David Bell, University of Pennsylvania
Gerrit van Bruggen, Erasmus University
Pradeep Chintagunta, University of Chicago
Dawn Iacobucci, University of Pennsylvania
Brian Sternthal, Northwestern University
J. Miguel Villas-Boas, University of California, Berkeley
Marcel Zeelenberg, Tilburg University

Full text available at: http://dx.doi.org/10.1561/1700000008



Editorial Scope

Foundations and Trends R© in Marketing will publish survey and
tutorial articles in the following topics:

• B2B Marketing

• Bayesian Models

• Behavioral Decision Making

• Branding and Brand Equity

• Channel Management

• Choice Modeling

• Comparative Market Structure

• Competitive Marketing Strategy

• Conjoint Analysis

• Customer Equity

• Customer Relationship
Management

• Game Theoretic Models

• Group Choice and Negotiation

• Discrete Choice Models

• Individual Decision Making

• Marketing Decisions Models

• Market Forecasting

• Marketing Information Systems

• Market Response Models

• Market Segmentation

• Market Share Analysis

• Multi-channel Marketing

• New Product Diffusion

• Pricing Models

• Product Development

• Product Innovation

• Sales Forecasting

• Sales Force Management

• Sales Promotion

• Services Marketing

• Stochastic Model

Information for Librarians
Foundations and Trends R© in Marketing, 2007, Volume 2, 4 issues. ISSN paper
version 1555-0753. ISSN online version 1555-0761. Also available as a com-
bined paper and online subscription.

Full text available at: http://dx.doi.org/10.1561/1700000008



Foundations and TrendsR© in
Marketing

Vol. 2, No. 2 (2007) 97–184
c© 2008 S. R. Chandukala, J. Kim, T. Otter, P. E. Rossi
and G. M. Allenby

DOI: 10.1561/1700000008

Choice Models in Marketing: Economic
Assumptions, Challenges and Trends

Sandeep R. Chandukala1, Jaehwan Kim2,
Thomas Otter3, Peter E. Rossi4

and Greg M. Allenby5

1 Kelley School of Business, Indiana University, Bloomington, IN
47405-1701, USA, sarchand@indiana.edu

2 Korea University Business School, Korea University, Korea,
jbayes@korea.ac.kr

3 Department of Marketing, Johann Wolfgang Goethe-Universität
Frankfurt, Germany, otter@marketing.uni-frankfurt.de

4 Graduate School of Business, University of Chicago, USA,
peter.rossi@chicagogsb.edu

5 Fisher College of Business, Ohio State University, USA,
allenby 1@fisher.osu.edu

Abstract

Direct utility models of consumer choice are reviewed and developed
for understanding consumer preferences. We begin with a review of
statistical models of choice, posing a series of modeling challenges
that are resolved by considering economic foundations based on con-
strained utility maximization. Direct utility models differ from other
choice models by directly modeling the consumer utility function
used to derive the likelihood of the data through Kuhn-Tucker con-
ditions. Recent advances in Bayesian estimation make the estimation
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of these models computationally feasible, offering advantages in model
interpretation over models based on indirect utility, and descriptive
models that tend to be highly parameterized. Future trends are dis-
cussed in terms of the antecedents and enhancements of utility function
specification.
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1

Introduction and Scope

Understanding and measuring the effects of consumer choice is one
of the richest and most challenging aspects of research in marketing.
Choice comes in many varieties and forms. It can be discrete in the sense
of the selection of just one item, or it can be continuous when multiple
items are purchased or selected. Choice can reflect careful deliberation,
habit, or a consumer’s spontaneous reactions to marketing variables.
It need not always result in purchases in the marketplace, or be driven
by standard concepts of utility. It can represent trade-offs that may or
may not be continuous or compensatory. Most interestingly, it relates
to all marketing control variables (the 4 P’s), as these variables enter
into the decision-making process.

In this issue of “Foundations and Trends in Marketing” we examine
recent developments in the modeling of choice for marketing. Choice
in marketing differs from other domains in that the choice context is
typically very complex, and researchers’ desire knowledge of the vari-
ables that ultimately lead to demand in marketplace. The marketing
choice context is characterized by many choice alternatives. Moreover,
the number of attributes and features characterizing choice alternative

1
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2 Introduction and Scope

is often large. Identifying the variables that drive choice is challenging
because consumers are heterogeneous in their use of these variables.

Researchers in marketing are also interested in understanding pro-
cesses that drive preference. It is often not possible to assume the exis-
tence of a well-defined preference ordering for all product attributes
and brands, and the use of simple descriptive models can mask impor-
tant variables, such as the “must haves” for a product. Marketing’s role
within an organization is to guide management in what to offer in the
marketplace, which can be incompatible with the assumption that a
preference structure already exists.

As consumers encode, process, and react to marketplace stimuli,
numerous opportunities exist for identifying relevant variables, and the
means by which these variables combine to form aspects of considera-
tion, evaluation, and choice. Advances in statistical computing and the
development of new hierarchical Bayes models have enabled researchers
in marketing to make significant inroads to quantifying aspects of
choice. These inroads, however, are merely initial steps along a path to
understand and characterize how consumers make choice decisions.

The aim of this issue is to lay out the foundations of choice models
and discuss recent advances. We focus on aspects of choice that are, and
can be quantitatively modeled. Moreover, we only consider models that
can be directly related to a process of constrained utility maximization.
Thus, we discuss a portion of a large stream of research currently being
developed by both quantitative and qualitative researches in market-
ing. Our hope is that by reviewing the basics of choice modeling, and
pointing to new developments, we can provide a platform for future
research.

Marketing models of choice have undergone many transformations
over the last 20 years, and the advent to hierarchical Bayes models indi-
cate that simple, theoretically grounded models work well when applied
to understanding individual choices. Thus, we use economic theory to
provide the foundation from which future trends are discussed. We
begin our discussion with descriptive models of choice that raises a
number of debatable issues for model improvement. We then look
to economic theory as a basis for guiding model development. Eco-
nomic theory assumes the existence of preference orderings for which
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3

utility can be parameterized and used to understand aspects of choice.
This theory, however, is somewhat silent on how utility arises, or is
constructed.

Utility construction is critical to the marketing discipline because
marketing’s role is to provide guidance to firms on offerings that are
responsive to the needs of individuals, and to provide specifics as to
how best to sell these goods. As a result, researchers in marketing have
an expanded domain of study beyond traditional economics. We believe
that future trends of choice models comprise elements that precede, and
are implicated by, formal economic models. We briefly discuss some of
these interesting areas of research.
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