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Although pricing is rapidly being recognized as a key 
driver of revenue growth and profitability, only recently 
have companies recognized its importance for New 
Product Introductions (NPIs). 

For example, consider a company that introduces a very innova-
tive fruit and vegetable washing solution that safely rids produce 
of residual dirt and wax, while providing protection against bac-
teria. To gain quick acceptance in the marketplace, the company 
decides to price a one-liter bottle aggressively low at $3.00.

After the product is launched, the company discovers that con-
sumers who first purchase the product are extremely particular 
about their produce. They are ecstatic to find an easy and ready-
made solution to address their food safety concerns. 

For these approximately 500,000 consumers, the $3.00 price tag 
seems like a great bargain. In fact, they would willingly pay 50% 
– or $4.50 – to obtain the product. 

The vast majority of consumers, however, which represent the 
initial target market do not see this product as essential or desir-
able at $3.00 a bottle (or perhaps any price initially). While $3.00 
might be low enough to encourage some consumers to experi-
ment, the bulk of the market interest comes from the customers 
willing to pay a premium. 

Pricing at $3.00 instead of $4.50 means losing perhaps $9 mil-
lion a year or half the total potential profits (assuming that each 
consumer purchases one bottle every month, and the cost of 
manufacturing is $1.50 a bottle.) This extra profit (see figure 
above) could have been used to fund the marketing and educa-
tion campaign required to attract the larger and more resistant 
tier of consumers.

Aligning Pricing  
with NPI Type
As can be seen in the following chart, there are five different 
types of NPIs: enhancement, extension, complement, replacement 
and breakthrough. All companies deal with each type of NPI 
at different times and frequencies. To be successful, firms 
must understand each NPI type, categorizing new products 
appropriately and then executing the corresponding pricing 
strategy. 

Note that “performance” could also be replaced by the terms 
“quality” or “feature,” which describe the attribute(s) that the 
customer considers critical to the purchasing decision.

Also note two dynamics that tend to depress price points for 
NPIs:

s Recommended pricing strategies assume that the buyer has a 
performance baseline. If the baseline increases, prices move in 
the opposite direction

s Existing competition (or its threat) can serve to cap prices.

Surprisingly, many companies give minimal consideration to 
pricing during New Product Introductions (NPI). Even when 
they do focus on pricing, they sometimes miss the mark. These 
misses can cause dramatic swings in profits and revenue. By 
incorporating the right strategies and methodologies into the 
launch process, savvy companies are turning NPI uncertainty 
into higher corporate profitability. This article was written by N. 
Duru Ahanotu, Ph.D., of Rapt Inc., a leading provider of pricing 
and profitability management solutions. For more information, 
call 415-932-2700 or visit www.rapt.com.
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Figure 1: Profit improvement from a price increase on an NPI with high 
demand (12 months). 
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The Breakthrough NPI best avoids both sources of price erosion because it clearly establishes a new reference point, 
and one which no other competitor will achieve for some time (especially if patent protections apply). 
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The Breakthrough NPI best avoids both sources of price ero-
sion because it clearly establishes a new reference point, and one 
which no other competitor will achieve for some time (especially 
if patent protections apply).

Enhancement NPIs:  
Easy to Underestimate
An Enhancement NPI, the most common type, takes an existing 
product and increases some aspect of its performance or quality. 
Everyday examples of such improvements include: the increase 
in speed of a microprocessor, the brightening of the display 

of a handheld device, or the increase in horsepower of a truck 
engine.

For example, when Intel rolls out a higher-speed microprocessor 
with a given product line, it is introducing an Enhancement NPI. 
Each successive chip delivers incrementally higher performance 
(mainly processing speed), and Intel aligns the price to the level 
of performance. The price list for Intel’s CeleronD demonstrates 
that the price increases need not be linear.

The lowest price of the higher-performing alternative product line, 
Intel Pentium 4 processor supporting Hyper-Threading Technol-
ogy, is $178. If Intel introduces another CeleronD, its price will 
be less than $178 to maintain the distinction between the two 
product lines and keep current positioning. If CeleronD’s price 
was higher, it could slow or even halt sales of the new Celeron 
since discerning consumers would likely purchase what appears to 
be a better chip for around the same (or lower) price. Consumers 
of higher-end chips may also seek out another product line with 
clearer performance distinctions.

Companies typically have extensive experience pricing product 
enhancements, as they understand the competition and have 
observed the sales and profits of their existing product line for 
a considerable amount of time. However, this same familiarity 
and comfort can produce blind spots that hide unique pricing 
opportunities.

A company will often simply extrapolate the price paid for ex-
isting products to determine the price of a new product. If the 
product line’s performance has reached an inflection point, it is 
easy to underprice the new offering; and if the line’s performance 
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has reached a plateau, overpricing is possible. The pricing should 
remain aligned (or proportional) to the level of performance. 

Extension NPIs:  
Benefits of Transformation 
An Extension NPI takes an existing product, changes key 
attributes or functions and creates a new level of performance and 
quality. An Enhancement NPI delivers an incremental increase 
in performance or quality. The Extension NPI creates a new 
attribute whose effect is transformational.

A prominent example of this is the smartphone, which com-
bines the features and functionality of a cell phone with those of 
a personal digital assistant. Palm (formerly PalmOne) decided 
to make an extra investment in marketing its smartphone, the 
Treo. At a retail price ranging from $519 to $649, the Treo (us-
ing the currently available Model 650 as an example) is priced 
far above Palm’s most fully-featured handheld at $399 or even its 
new, powerful LifeDrive Mobile Manager at $449 (as well as cell 
phones with cameras). Palm has been able to maintain these high 
price points even though the average consumer could carry two 
devices having the features of the Treo 650 for less money. Palm 
threw out the old pricing formulas and created new price points 
appropriate to the new benefit 
that the Treo delivers.

The above clearly extends ex-
isting products to provide the 
consumer with new possibili-
ties beyond what was previ-
ously available. Because the 
extension product resembles a 
legacy product in many ways, 
companies will often try to ex-
trapolate from the old relation-
ship of price and performance 
(or quality) and fail to recognize the unique value the Extension 
NPI brings to the market.

While legacy products may provide a framework for the decision, 
it is more important to re-examine the benefit the buyer gets from 
an Extension NPI, e.g. the Treo. The Enhancement NPI follows 
similar price-to-performance rules as the existing products in the 
product line. The Extension NPI creates a completely new price-
to-performance relationship and so can be challenging. A com-
pany can incorrectly leverage existing functions and overestimate 
(and price) the new benefits delivered to the customer. More often 
companies leave profits on the table by underpricing an Extension 
NPI. Legacy product price points and competitive pressures often 
keep prices down. Certainly, overpricing an Extension NPI could 
kill the product. However, this is where additional investment in 
marketing is warranted that clearly communicates the benefits of 
the extension so that higher prices can be achieved.

Complement NPIs:  
Walking the Pricing Tightrope 
A Complement NPI expands a company’s current customer base 
by expanding the product portfolio. The Complement NPI is 
different from the first two NPIs because it adds to the product 
set and targets a previously underserved segment of customer 
demand. A Complement NPI can be sold alongside the existing 

portfolio and maximize new customer acquisition without 
cannibalizing existing products.

For instance, music lovers have long had many ways to enjoy mu-
sic. When compact disc (CD) technology was launched, hardware 
firms such as Sony, Panasonic, Phillips and others created a set of 
products with a range of prices to address differing music prefer-
ences including portable Walkman models, clock CD table radios, 
integrated CD stereo systems, CD disc changers and recorders 
as well as a multitude of automobile systems. A single customer 
might use the table component as an alarm in the morning, the 
changer in the entertainment room, the portable while jogging; 
and, of course, turn on the automobile system while driving. All 
these products complement each other and so do not necessarily 
compete for the consumer’s entertainment dollar.

Proctor & Gamble offers a comprehensive line of laundry de-
tergents, including: Tide with Febreze Freshness for removing 
stains and odors, Tide Coldwater for cold-water washing, Tide 
with Downy for combining washing with a fabric softener, and 
Tide to Go for instant cleaning of stains for travelers. Proctor 
& Gamble offers the following rationale for buying both a pow-
der and a liquid brand: “Liquid detergents are usually better at 

removing greasy stains, while 
powdered detergents are usu-
ally better at removing mud, 
dirt and other ground soils.” 

Each product is essentially an 
extension of the original Tide 
powder detergent, but cleans 
clothes in a unique way that 
complements the other prod-
ucts. 

Returning to the Tide ex-
ample, note that the detergents are all close in function but can 
support distinct uses. A discriminating customer will identify the 
different applications and gladly stock various types of detergent 
as long as no single one commands an excessive premium over the 
others. An extremely discriminating customer will have a strong 
preference for a particular laundry application and choose it from 
among the various Tide offerings. As Proctor & Gamble rolls out 
additional types of Tide, they all must maintain close price points 
to hold onto these important customer segments and increase the 
company’s ability to sell more options down the road.

Similar pricing and benefit issues must be considered by CD 
hardware manufacturers. For example, hardware products address 
low-end ($25) to high-end ($300 and up) needs. Thus a single 
consumer can spend $269 on the newly released high-end Sony 
5-Disc Dual-Deck CD Changer/Recorder for the entertainment 
room, a $79 Sony Liv TV/Weather/FM/AM 4-Band CD Clock 
Radio (ICF-CD855LIV2) for the bedroom, as well as a $66 
Sony Under Cabinet Kitchen CD Clock Radio (ICF-CD513) 
for the kitchen. These products complement one another, and 
they have the proper price points for the consumer to be willing 
to buy more than one.

The options for Complement NPIs can be vast and difficult to 
sort out. One could easily lose margins by pricing a simple CD 

A Complement NPI can be sold 
alongside the existing portfolio and 
maximize new customer acquisition 
without  cannibal iz ing exist ing 
products.
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clock radio too high and encouraging consumers to find a way 
to use the stereo system as an alarm (or even make do with a 
simple radio). Or one could lose margins by pricing a fully fea-
tured CD changer too low and killing sales of the CD clock ra-
dios. These effects are known as cross-cannibalization within a 
product portfolio. The number of such possible effects can be 
extremely large. However, if the risks are rigorously managed, 
complement NPI pricing and decision-making can become a 
great opportunity for profit.

Replacement NPIs:  
Make or Break Pricing Decisions
A Replacement NPI eliminates the need to carry at least one 
existing product in a company’s portfolio. The firm introduces a 
Replacement NPI to move the marketplace from purchasing an 
existing product to buying the new one. The new product may be 
created by an enhancement or an extension to an existing product. 
The main difference is that the new product is immediately and 
clearly distinct from the legacy product, which will be gradually 
phased out of the market. 

Replacement NPIs are fairly common for companies as they 
change their portfolios. A good example of this in the enterprise 
software space emerged when SAP introduced its client-server 
R/3 software product in the early 1990s – just as its mainframe 
R/2 software product was peaking in revenue. As R/2’s revenue 
declined (along with the desire to purchase mainframe-based 
software packages), R/3’s increased while it supplanted the old 
product. The astute timing of this product introduction helped 
secure SAP’s position as a market leader.

In consumer electronics markets, Replacement NPIs are plentiful: 
DVDs are replacing VHS tapes, color TV replaced black-and-
white TV, word-processing software (along with the computer) 
replaced the typewriter and high-speed broadband is replacing 
dial-up internet access.

The keys to a successful Replacement NPI are twofold. First and 
foremost, its features must be compelling enough for a consumer 
to want to replace the old product. Secondly, the replacement 
price must not only match the consumer’s willingness to pay for 
these features, but be attractive enough to compel the consumer 
to switch from the old product. If only the first condition is met, 
then the company rolling out the new NPI may attract first-time 
customers but fail to retain its existing ones.

The risk with a Replacement NPI is that mispricing can cause 
a net loss in margins and revenues as well as cause substantial 
customer defections. Consumers unhappy with the replacement’s 
price and unable to purchase the older alternative may turn else-
where for similar products. 

If the risk of defections and the cost of making and delivering the 
Replacement NPI are too high to support lower price points, a 
company should figure out how to implement an Enhancement, 
Extension, and/or Complement NPI instead. With these types of 
NPIs, the pricer focuses far more on preventing cannibalization 
of sales within the company’s product portfolio.

Breakthrough NPIs:  
Potential Breakthrough Profits
A Breakthrough NPI takes a company’s product portfolio even a 
particular market in an entirely new direction. The Breakthrough 
NPI, is a distinct product that addresses an unmet market need 
and for which the company can offer no adequate substitute with 
its other offerings. 

Breakthrough NPIs typically have a large impact on revenue and 
profit. The medical device industry offers many such examples. 
The “Bird” ventilator allowed babies weighing less than one 
pound to survive complete cardio-respiratory arrest. The inven-
tion of heart-lung machines allowed surgeons enough time to 
attempt open-heart surgery to correct serious and complex heart 
defects.

In another industry synthetic turf (also known as Astroturf) al-
lowed the construction of domed stadiums for large-scale sporting 
events. The videotape recorder allowed the consumer at home to 
record his/her favorite television programs for future viewing. Cel-
lular phone networks ushered in an era of unprecedented mobility 
and advanced applications for telecommunications. Finally, the 
personal computer allowed people to have their own computing 
devices at home or at work.

Each of these Breakthrough NPIs addressed a previously unmet 
need and, in doing so, created enormous markets. While some 
resembled existing products, none faced competition from ad-
equate substitutes when they were introduced. An NPI is not a 
breakthrough unless it strictly meets this definition. For example, 
a smartphone at first blush appears to be a Breakthrough NPI, 
but its functions and features can be delivered adequately, albeit 
less conveniently, by two devices: the cell phone and the personal 
digital assistant.

Another challenge of the Breakthrough NPI is that if the prod-
uct has little or no precedent, it is difficult to project likely out-
comes. If consumers reject the product, the company’s brand can 
sustain significant damage. For example, in the early days of the 
PC there were many different approaches and operating systems. 
Among the casualties were Kaypro (that used the CP/M oper-
ating system) and Psion’s MC-400 laptop (using a proprietary 
operating system). IBM PC compatibility mostly trumped the 
competitors’ prices. Apple Computer, In fact, was the only non-
IBM PC breakthrough that survived. 
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Analytic pricing tools exist for each type of NPI to address their individual challenges. The table below summarizes 
what feature of a pricing tool is most important based on the NPI under consideration: 

Figure 4



12 The Journal of Professional PricingFirst Quarter 2007

All of the factors described above make the Breakthrough NPI 
the riskiest of all NPIs.

The Tools for Success
Analytic pricing tools exist for each type of NPI to address their 
individual challenges. The table below summarizes what feature 
of a pricing tool is most important based on the NPI under 
consideration:

Both Enhancement and Extension NPIs are best supported by a 
price response tool. In each case, the pricer provides the tool with 
information on the level and type of performance (or quality) 
being introduced. The tool then analyzes historic data on unit 
sales, prices and the general market dynamics of existing prod-
ucts to assess consumers’ willingness to pay for the new offering. 
Pricing recommendations are then made.

For the Enhancement NPI, the pricer describes the incremental 
improvement the new product adds to the portfolio. With Exten-
sion NPIs, the pricer tells the tool how a new benefit of a different 
dimension impacts overall product performance.

The Complement NPI also relies on price response functional-
ity. But the risks of product cannibalization require the pricer 
to sort out numerous potential cross-portfolio interactions. The 
resulting price recommendations balance the gain of sales by the 
Complement NPI with the loss in sales and profits by another 
product. The analytics of the pricing tool help the company walk 
that fine line between pricing too low and cannibalizing existing 
products and pricing too high so the firm misses the previously 
underserved segment. 

With Replacement NPI’s pricers must obtain, analyze and 
maintain information on competitor’s prices. A pricing tool will 
rigorously analyze data to develop price recommendations that 
maximize profit and/or revenue – or minimize losses due to a 
competitor’s actions. 

Pricing tools face special challenges when considering Break-
through NPIs. These new products do not have the historical 
data that pricing tools draw on to set future prices. The tool will 
rely heavily on an attribute map which extrapolates the sales 
history of similar products to estimate the anticipated sales of 
the Breakthrough NPI. The pricer should develop specific price 
points only after conducting primary market research consisting 
of customer interviews, controlled market tests, case studies of 
related products, conjoint analysis, discrete choice analysis, and/
or one-to-one marketing. Ultimately, breakthrough NPI pricing 
is more about informed judgment and rational risk-taking than 
the analytics of demand or attribute analysis. Price response, 
product cannibalization and competitive response tools provide 
additional directional guidance to this judgment. 

Summary
New product introductions have their own set of challenges but 
can be made easier through the use of an analytical tool that 
captures historical pricing patterns and cross-portfolio product 
relationships. Before applying such a tool, however, companies 
must understand which of the five different types their NPI fits 
and then frame the pricing decision accordingly. 

Those who execute winning strategies will position themselves to 
achieve significant, sustainable rewards in the form of improved 
profitability, revenue, and market share.




