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Higher Return Introductory Pricing

N
ow that you have a product or service ready for mar-
ket, how can you use price to attract the attention of
buyers, and propel them to buy it?

Two factors determine the success of an introductory
pricing plan: knowledge and timing. By its nature, a new product
is unfamiliar to potential buyers, and the burden is on the seller
to familiarize the buyer. Precisely how you should shape your
introductory price will vary with each product, but while the
application varies, the framework for success does not.

The good news is that the seller begins with an advantage. Sell-
ers should know more about the product (or service) and its use
than do first time buyers, and thus should be able to shape the
introductory pricing to the sellers’ advantage. Yet, many sellers
persist in using introductory price schemes which ignore that
advantage. Too many companies use the two-step “Discounted
trial followed by full price” approach. That begins to reflect the
evolution of product knowledge and power, but is a very crude
approximation. What is a better fit?

Three Phases in Customer Product Adoption
Every market exhibits the same uptake pattern for new products,
and this pattern must be the framework for introductory pricing
strategy. The pattern is shown in Figure 1.

This pattern is driven by customer knowledge, and this makes
intuitive sense. For instance: before a customer uses a product,
he must learn about the product. Before she knows what ben-
efits the new service provides, it would be pointless to wonder
about alternatives. This pattern can be discerned in many ways,
e.g. from customer focus groups at different stages in their us-
age and familiarity with a service or products, or by observable
customer behavior.

What is the timing of these three steps in your market? In ad-
dition to surveys of new customers (which can be difficult to
do), a good barometer of customer mind-set is customer call-
ins. Very typically a new product, particularly a ground-break-
ing new product, will require explanation and assistance in the
beginning, prompting calls. An example of such pattern of calls
for a Software as a Service (“SaaS”) product is shown below. It
showed that assistance queries dropped off after about twelve
days (see Figure 2).

So, in that case, we can infer the “learn” phase basically ended
within two weeks.

Note that there is a big difference between the customer familiar-
izing himself with the product, and educating the customer about
a product’s value. The latter task can take much longer and can

be Herculean in scope. The later
involves much more than intro-
ductory pricing. Familiarity is
the essential purpose of trial.

If the product suits the market,
familiarity will lead to usage.
Where usage or enjoyment of
the product and service can be
measured, we often find that us-
age measures ramp up towards
the end of the learning phase.
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This is because purchasers
have learned how to use the
product. With that ability
comes higher utility and sat-
isfaction. Again, this can be
measured. Satisfaction, mea-
sured directly or by proxy,
such as by usage, is the key
to measuring when to end a
trial and press for commit-
ment. If the product offers
real value, the customers will
exploit the value with a pal-
pable enthusiasm.

As an example, for several
online information service
providers, customer cancellations were directly inverse to usage,
as illustrated in Figure 3. This regression shows the relationship
between customers in different usage bands, and their percent
cancellation.

This is very typical relationship between usage and cancelation
during trial. The linear relationship shows a high confidence level
(99.4%). The relatively low goodness of fit (R2) should not dis-
turb any manager because if we remove the data in the zero and
0.1 visits per day bands, the fit improves to over 50%. However,
these two non-linear points are not aberrations: often those with
zero usage are quite stable because they have forgotten all about
buying the service, and so are not evaluating their usage or util-
ity from the purchase.

After some period of high usage and satisfaction, most customers
will begin to wonder whether they can obtain the same value for
less money. This is a dangerous phase of new-product introduc-
tion. Your trial may have built understanding, but now the value
of that understanding may migrate to a competitor or substitute!
In some cases, like the SaaS product example, where calls are
categorized by type, you may get an early warning of increasing
price focus by the number of calls inquiring about, or complain-
ing about, price (see Figure 4 on next page).

In this case, the reassessment phase began about three weeks
after initial commitment. Ironically, it is also a bad sign if you
never get to the phase where price is a concern. It suggests that
you have not priced high enough.

Awareness of the three phases has been incorporated into pricing
some of the most successful product introductions in history. For
instance: AT&T’s internet access service obtained over 800,000
customers during its initial months of launch. The pricing for
this service was carefully tailored to the three phases: Low price
(actually: free) during the introductory learning phase; a higher-

than-market price during the middle high-enjoyment phase; and
a competitive market price during the comparison phase. This is
diagrammed in Figure 5, on the next page.

A key message in this example is that introductory pricing does
not need to mean a loss in revenues. AT&T actually obtained
incremental margins during the trial, which of course means that
it could afford a larger-scale trial.

Just as a careful analysis of the product and customer can show
that trial need not always mean lost revenues, often an introduc-
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Figure 3: Relationship Between Cancellation and Usage
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tory pricing strategy need not involve lower prices. When a com-
pany has an innovative, unique and compelling product, but may
face competition soon, there may be no reason to begin pricing
lower than normal. In fact, intro pricing may be higher.

An example of this comes from the early days of America Online.
While AOL was famous for its up-front discounts, this was not
always appropriate. When
pre-loaded onto a com-
puter, AOL actually faced
less competition than after
a user was connected to the
web. Thus, rather than dis-
count up-front, AOL tried
an alternative approach:
full price up-front, then
discount after getting the
contract. This made com-
plete sense.

The three phases here
showed a very different
logic than in some other
markets. When a computer
buyer initially opened the
computer box, an immedi-
ate goal was to begin to use
the web. This meant that
AOL faced no competition,
unrivaled awareness, and
a strong desire by users to
buy the service: no need to
discount. The next phase
combined these factors with
high usage and satisfaction.
Only after extended usage,

did users consider moving to a lower-priced alternative.

The third phase, re-evaluation, posed a problem for AOL. While
they offered a rich array of services, their $23.99 monthly price
was well above competitors who were as low as $5.00/month.
Therefore, the third phase was the focus of pricing. AOL trialed
a pricing scheme which reflected this danger:

Figure 4: Number of Calls Regarding Price
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• First phase: full price, but option to cancel to reflect customer
uncertainty

• Second phase: full price and contractual commitment
• Third phase: full price, but with a random month free

The power of promising one month free was that it reduced pric-
ing transparency. It was designed to make users ask “Would the
next month be free?” in which case switching providers would
squander a free month. As it turned out, this was an effective way
of preventing new-subscriber drop-off.

Switching costs should play a major role in designing introduc-
tory prices. Switching costs can include new learning, contact
cancellation, etc., and this should be factored into the Reassess-
ment Phase. A second type of substitution cost is where switching
means paying for more than one service, e.g.: subscribing to more
than one pay-TV source, such as satellite and Cable television, or
relying simultaneously on Windows and Mac OS. This is known
as multi-homing. If switching and multi-homing costs are both
high, the reassessment phase might be short-lived.1

Breadth vs. Depth
More generally, research shows that introductory pricing should
only rarely involve a discount, particularly when facing an in-
cumbent service vendor. Here is why:

• Inevitably, incumbents have spent considerable time and effort
developing their product so that it covers a range of customer
needs, and frequently adding additional applications, e.g. a
video game player which adds in online gaming, online mov-
ies, video editing capabilities or cross-platform mobility.

• While the rich product functionality and integration may
benefit some customers, often it comes at added cost or added
complexity so that ease-of-use suffers. Such complexity has re-
peatedly caused products to under-index in some segments, e.g.
often females refuse to buy complex technological consumer
services such as satellite television. DISH and other satellite
vendors markedly under-index among women.

• This means that over-extended products provide an opening
for competitors. Such products are ripe for the possibility of
an effective introductory pricing attack.

• Therefore, over-extended products can be attacked by a nar-
row and segmented product. Why? Because customers hate
paying for features they don’t use (even if, as in software, it
adds little to costs).

Another opening for upstarts in services and other intangibles
is that the exact configuration of the incumbent offer is not
always clear, even to sophisticated observers. For instance,
health insurers have added on a number of features to make
their coverage satisfy all requirements. An interesting exam-
ple is ‘gastric bypass’ surgery for insured patients who wish to
lose weight and find that they cannot stem their eating. This
expensive surgery shortens the intestines to cut down on food
absorption.

Although this surgery is useful to some, it is also quite unneces-

sary to most. This means that for most market segments a new
insurance offer could cut gastric bypass without much notice.
Similarly, a new auto policy might cut towing services or legal
support or a computer system might offer only minimal memory
capacity without much notice. Each of these measures would
lower costs and allow a lower price.

Note that this lower price is not a discount. It is merely offering
less. The rationale for this offer approach is two-fold:

• Many users may never need the added features, but will ap-
preciate the lower price, and

• Those who will need these services, can add them back in at
a later date.

The benefit in the latter case is that often ‘later is better.’ The
later add-on purchase takes place without the glare of scru-
tiny in a big-ticket purchase. The add-on might fall within
operational approval limits, and operational users are often
less price-sensitive than the purchasing department or the fi-
nance department.

An example of leveraging superior product knowledge comes
from tax software. The incumbent tax software vendor found
its bids being under priced by the second place provider. While
the bids covered the same breadth of tax areas (Federal, State,
Sales and Usage, International, etc.) they were priced 20-40%
lower—big differences for six-digit purchases. Closer inspection
of the competitor offer showed that, while their bids included
the same breadth of coverage, they had cut out “depth” of
coverage: less history, less archival capability, less detail. Even-
tually, users would need this coverage, but only after deeper
experience with the product. Hence, less depth made sense as
an introductory offer.

Calls to Action and Lifetime Value
A call to action (purchase) is particularly important if benefits of
using a product are slow to accrue and there are switching costs
to consumers. Frequently this is the case of “me too” products.
Examples of commodity products with some switching costs in-
clude financial services such as brokerage or banking accounts, or
cell phone accounts (especially before number portability). Even
worse, some products may never actually offer any benefit, such
as insurance products.

If a new product falls into this category, a call to action may be
indispensable. The call to action must overcome inertia, and this
may not be trivial. To see how much you can invest in a call to
action, you must know the lifetime value of the customer. Life-
time value is dependent on expected churn and spending. One
factor in boosting both inputs to lifetime value, often overlooked,
is the permanent price structure.

Because price structure is a major driver of churn and lifetime, a
better structure can improve the “budget” for the call to action.
For instance, offering discounts in arrears, rather than up-front,
naturally has the effect of discouraging churn. An example of
this is reward points. While it is usage which builds up airline
miles or credit card reward points, it takes some time for points
to accumulate to something worthwhile. Until you redeem them,
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such points are effective means to discourage defection because
generally the points are cancelled upon closing the account. For
example, if you cancel your American Express card, all your
points are lost.

Structural retention tactics apply to industrial situations also,
where contingent volume discounts are paid at the end of a con-
tract term. For instance, industrial plastic packaging contracts
producers use volume discounts in a very tactical way, adjusting
discounts to gain share and placement for new products. Tac-
tical means that discounts might be specific to geographies or
even warehouses. An added advantage to many layers of prod-
uct discounts is, where discounts are geared to future orders, it
is very difficult for buyers to disengage. This is a one reason that
packaging manufacturers did not suffer as badly as other sectors
in the current down-turn.

If you are faced with potential customers who are stubbornly re-
sistant to trial and adoption, try a tactic called “negative pricing.”
Applied typically to measurable services, e.g.: SaaS applications,
this approach provides a strong incentive for users to frequently

utilize the service. The idea is that you offer a reduction to fixed
monthly price every time that an event occurs.

An example of this is a disaster recovery service located in Or-
egon. This service charges a fixed fee of thousands of dollars per
month to provide emergency back-up computing capabilities and
work facilities. Every time one of their clients refreshes the data
being backed up, however, there is an offset to the charge. This
is diagrammed in Figure 6.

In this case, everyone gains by this structure. The more frequently
data is backed up, the less trouble it will be to recover data after
a disaster or other computer problem. This reduces the provider’s
costs. It also ingrains the habit of backing up among custom-
ers, often driven by office managers who harass computer users
to do what they otherwise would be uninterested in doing: use
the service.

There is also a subtle upside to the structure. Note how more price
sensitive customers will be very meticulous in backing up—to
saving money. Less price sensitive customers will be more hap-
hazard. They won’t care about the savings. Thus, this structure

is a self-regulating way of price discriminating among customers
who vary by concern for costs.

Capabilities
Beyond the actual strategy, tactics and price levels, superior in-
troductory pricing requires building solid pricing capabilities.
If your company lacks pricing capabilities, it cannot develop a
strategy to develop pricing or leverage insights based on product
knowledge and timing.

Particularly within industrial markets, companies introduce
products with too low a price compared to their value. The use
of higher pricing to communicate superior value should not be
ignored. Equally, the danger of over-pricing a product or service
due to “product infatuation” is ever-present. A successful prod-
uct introduction requires a solid understanding of value from the
customer perspective.

To understand value, you must understand what customers know
about your good or service as well as how they propose to use it.
Although this sounds obvious, often observers at focus groups or

designers of surveys do not focus on
what the customer knows or on iden-
tifying at what point in the adop-
tion process the customer reaches a
judgment on value. This is because
generally marketing is fixated on the
product and perhaps secondarily on
channel and promotion. Price is an
after-thought, which is why intro-
ductory pricing strategies are often
thread-bare and haphazard.

In some sense, the ability to devel-
op a powerful introductory pricing
strategy is a microcosm of overall
pricing capabilities. Management
must know the customer, must know
the product, the competition and

your company’s economics. This understanding may be meshed
with overall objectives— or more commonly they may shape
overall objectives. This is illustrated in Figure 7.

Perhaps the only major difference in emphasis is that intro pric-
ing, in some situations, is not repetitive. Hence it may not need
tools or a database.

However, in some cases the introductory pricing is repetitive, or
should be. In some industries offers are fluid and many offers with
only slight differences are introduced to the market. That pattern
may be best practice. In many cases companies fail to experiment
with prices and launch price trials, or launch a product with more
than one price structure or price point. The benefits can be ma-
terial, as in the consumer packaged goods industry where trial is
common. Launch is not the end of new product pricing!

After you have set the ideal introductory strategy, various thorny
issues always remain. For instance, how to account for introduc-
tory pricing? How to compensate the sales force? Perhaps most
dire: how to bill according to your introductory strategy? Billing
is often a limitation, because at established large companies bill-
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ing systems have been built and optimized for existing products.
At many companies, often capabilities are limited, and Informa-
tion Technology (I/T) departments believe they will have enough
trouble implementing the permanent price structure, let alone a
distinct introductory pricing structure.

Your sales, marketing and I/T functions must be willing to
support needed introductory pricing programs. To ensure this
support, top management must take a role in the process. For-
tunately top management is increasingly becoming involved in
new product development and pricing because, in many cases,
this represents the future of the company. This involvement
prevents crippled product launches through poor cooperation.
Equally important, with direct involvement top management
can shoulder the burden of taking risks on new approaches
which are difficult to justify without hard evidence. It is well-
known that some leading technology companies such as Apple
often have new product price specified by top management. For
example, the price structure of iTunes was directly controlled
by Steve Jobs.

Of course, creativity is helpful in launching a new product intro-
ductory price strategy, when infrastructure might not be ready.
There are work-arounds to most problems. For instance, there are
highly adaptable off-the-shelf billing systems such as FTS which
can be configured by events, usage and other factors which play
a role in introductory pricing. These systems do not scale to mil-
lions of customers, but they do increasingly scale beyond 300,000

invoices and more. In many cases, this is more than adequate! If
your introductory pricing strategy generates too many custom-
ers, this is the kind of problem you want to have.

Summary
Introductory pricing can propel customers to trial and to com-
mit to new products and services. Introductory pricing is more
effective when it mirrors buyers’ stages of understanding and
product experience.

The three stages of introduction, learning, use and re-appraisal,
suggest the framework for new product introductory price struc-
tures. Applying this framework requires you to understand what
your customers know about your product or service and when
they are ready to move to the next phase.

Introductory pricing often bumps into constraints on billing,
sales compensation and rollout support. This will require creativ-
ity in working around constraints, and this often requires senior
management support. Strong leadership and application of the
three-part framework will lead away from low-return conven-
tional introductory pricing and towards superior results.

Footnote:

1 For a discussion on switching and multi-homing costs, T. Eisen-

man, Harvard University Lectures, 2008.
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Figure 7: Elements of Pricing Capability




