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Due to fluctuating economic conditions, companies are currently under great pressure to develop 
new products and market offerings. However, many companies are falling short when it comes 
to successfully bringing their new products and innovations to market. In this article, author Fan 
Oswald-Chen uses her experience and some public examples to explain why “pricing early” is 
so critical. She also explains what changes you need to make to your process for developing new 
products so that you can price them more intelligently. Fan Oswald-Chen is the managing direc-
tor of Simon Kucher & Partners’ Beijing office. She can be reached via www.simon-kucher.com.

Keys to Smart Profit Growth: Better Pricing for 
New Products Begins Early in the R&D Phase 
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S
lower or uncertain growth in the world’s major econo-
mies has put more pressure than ever on companies to 
develop new markets and new products. At the same 
time, data from many sources confirm that a large ma-

jority of innovations fall short of expectations once they reach 
the market. Success of a new product is not something you 
should leave to the whims and winds of the marketplace. You 
can take very specific actions to increase the chances that your 
new products will succeed, enriching the lives and businesses 
of customers and also delivering profitable growth to you. The 
most important action is to start the work on pricing for the new 
product at the very beginning of the R&D phase. 

Imagine you have just launched a new product. You did thorough 
research into customer needs, and your design team created 
what they thought was the ideal product to meet those needs. 
Some of the features in your new product will require expensive 
components. You do your best to keep costs under control, but 
quality is quality. You cannot let your customers down, and you 
have a margin target that you need to meet.

You make your demand forecasts, plan your production, and 
settle on the price you want to charge. It is a premium price so 
that you can meet your margin requirements. Finally, it is time to 
start getting the product into distribution channels, to begin your 
advertising campaign, and watch as your new product — a tech-
nological wonder — attracts more and more customers!

But the product did not sell well.

Customers voted with their money and said that competitors’ 
products were better. The price also appeared to be too high. 
What went wrong? Like so many others, you did too little pric-
ing work, and did it too late in the development process. Your 
teams began by designing and building the product, and only 
then did they decide how to price it and market it. Pricing was 
an afterthought.

The same thing happened to a large, well-known consumer elec-
tronics company when it launched a next-generation product. 
One of their vice presidents summarized the struggles by saying 
that “Unfortunately, our design is based on a manufacturing plat-

form, not on consumer needs together with willingness to pay.” 

That company did very extensive consumer research. But in in-
terviewing hundreds of customers, they focused primarily on 
features, not on pricing and value. As a result, the design team 
included a lot of features that customers found desirable sepa-
rately, but merely “nice to have” when it came time to pay for them 
as part of the overall product. The company also prioritized the 
features it knew how to build, regardless of whether customers 
would pay for them.

How do you avoid these traps? How can you develop products 
with more confidence that they will meet your expectations? 
Companies increase their chances for a successful innovation 
when they do the traditional product development steps in the 
opposite order. They should begin with marketing work (segmen-
tation, value proposition) and with pricing work (pricing strategy, 
metrics, price setting). Then they build a business case which 
allows them to see whether the new product will meet their ob-
jectives: what are the estimated revenue and unit sales? What is 
the estimated profit? Only then should a company proceed with 
the design, building, and production of the product. If you don’t 
focus on pricing during the product development process, you 
may make a very costly mistake — one that can take many un-
pleasant forms. In the worst case, launching an expensive flop 
leads not only to a financial loss, but a loss of reputation as well.

The good news is that you have several ways to overcome these 
challenges in new product pricing and to avoid the traps. To 
show what steps you need to take, and in what order, we will 
walk you through the four phases of product development, from 
R&D to post-launch. 

1. The R&D Phase
In the R&D phase, your first objective is to uncover and validate 
the needs of your customers. Granted, that is exactly the same 
thing that the companies did in our examples above. The dif-
ference, however, is how you should uncover those needs and 
place a monetary value on meeting them. Already in the R&D 
phase, you should identify the features that customers are will-
ing to pay for. How much value do they place on the features? 
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Are they willing to make tough tradeoffs, including paying more 
money, to get what they want?

Once you have determined how much your product is worth, 
based on the features and willingness to pay, you can start build-
ing a business case. A compelling business case means that the 
product will attract at least enough customers at profitable prices 
to allow you to meet your objectives.

Segmentation is an essential part of this process. A segmentation 
is much more sophisticated than simply a grouping or classifica-
tion of customers. A good segmentation describes homogenous 
groups of customers that you can measure and quantify. You can 
also speak to this group with specific messages and products 
that appeal strongly to them, but less so to other groups. Finally, 
your own organization must accept the segmentation. If your own 
sales team does not buy in to your segmentation, how can they 
convince customers to buy the product? 

PanPan, the number one safety door manufacturer in the Chinese 
market, uses a simple but intelligent segmentation. PanPan has 
innovative forming technologies such as 3-D carving, a riveting 
technology used in the aerospace industry. They make doors to 
very stringent specifications, including exceeding high standards 
for tensile strength and heat resistance.

If they sold just one product under one brand, they would need a 
low price or a market-based price to attract as many customers as 
they would like. But PanPan understood that different segments 
have different needs. Not all safety doors must meet or beat the 
most stringent requirements to make some customers happy. So 
PanPan created two brands. They use JingJing for the premium 
market, where customers will pay a premium for their innovative 
technology. They use PanPan for the mass market, where they 
can build a less sophisticated but still high quality door and sell 
it a lower price.

The prices for the high-end JingJing line are 3-4 times more ex-
pensive than PanPan. If the company unified its products under 
one brand rather than differentiating, it is hard to imagine that 
they could find a set of features and a price point that would 
appeal strongly to both customer segments and make financial 
sense for the company. The differentiation also allows them to 
serve different channels. PanPan possesses a large distributor 
network and sells through exclusive distributors. JingJing is sold 
more on a direct basis, with customers’ placing an order that the 
intermediary (e.g. a building materials store) fulfills and installs. 

2. The Pre-Launch Phase
After the R&D phase, you enter the “pre-launch” phase. Here you 
need to finalize your pricing strategy. This will set up the road-
map for how price will evolve over time and how your product will 
align with your financial and commercial goals. This also means 
optimizing your price structure and levels. The choice of your 
price metric can make a significant difference in how custom-
ers perceive your product. When Procter & Gamble launched a 
new package format for its Tide laundry detergent, it changed 
the metric from “price per ounce” or “price per milliliter” to “price 
per load.” Few consumers really know many ounces of detergent 
they use, but they have a good idea of how many loads they wash. 
With the new metric, Tide can sell more detergent and appear 

more economical.

Finally, you need to refine your business case. At this point you 
know more about your features, your segments, their willingness 
to pay, and how much it will cost you to build those features into 
your product. So you can take more precise look at profit and 
see if the business case is still compelling.

Your pricing strategy will also depend on the type of new prod-
uct you have. If the product is revolutionary, you will create a 
new market. You have no competition, and customers have no 
reference prices. So your decisions on pricing will set reference 
prices. You should explore how high a premium you can charge.

If your product is evolutionary, you will already have a few com-
petitors. But you also have at least one enhanced feature, and 
you need to understand how much this point of differentiation 
is worth. You can do that reliably – and take a wise decision on 
whether to launch the product – when you have done your pric-
ing work in the R&D phase.

If your new product is “me too,” customers already have refer-
ence prices. They also have a good sense of how much com-
petitive products are worth. Your chances for a premium in such 
a market are minimal.

Sometimes your operational model is the innovation. AirAsia’s 
growth in 2012 demonstrates how that works. As an “evolution-
ary” innovation, AirAsia has a strong value proposition around 
safety and offers its passengers alternative offerings, such as 
ferries in Indonesia. It charges lower prices than flag carriers, but 
still makes money due to its operational efficiencies. 

The ultimate proof is that more and more customers fly on Air  
Asia. Its revenue grew by 11 percent in 2012 and its number of 
passengers grew by 9 percent. This indicates that passengers 
paid a higher average price in 2012 than they did in 2011. The 
company’s profit, however, rose by 238 percent to $604 million 
from $179 million, a result of higher revenues and greater op-
erational efficiencies.

3. The Launch Phase
In the launch phase, you establish your pricing guidelines and 
policies. In the case of AirAsia, they focused heavily on direct 
sales via the internet, which was convenient for customers at an 
even lower cost to the company.

You also finalize and execute your communications strategy in 
this phase. What messages do you have for each segment? 
What is your value proposition? You also need to plan how you 

The choice of your price metric can 
make a significant difference in how 
customers perceive your product.
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will respond to competitive moves. What will they do if your new 
product is “evolutionary” or “me too”? Will your competitors cut 
their prices?

By this point in the process, you have identified unmet needs for 
your target segments, determined customer willingness to pay, 
defined and refined your business model, and set your pricing 
strategy. Now please recall the two stories at the beginning of this 
article. Each of those companies did not begin to look at pricing 
at all until this part of the process. Trying to price a product you 
have already built creates too many opportunities for discon-
nects with what customers really want or need. You might have 
to charge more than you should, then 
cut prices aggressively and undermine 
your profit further. You may charge a 
lower price, but because your prod-
uct has little overall appeal, the lower 
price still does not generate enough 
demand. Either way, you have fewer 
options and lower success chances 
when you start pricing work shortly 
before you launch the product.

That is the fundamental difference we 
would like to stress. Starting pricing 
work very early in the R&D phase al-
lows you to ensure from Day One that the product has a better 
chance to make money and meet your other commercial and fi-
nancial goals.

In the pre-launch phase, you also establish the key performance 
indicators (KPI’s) that you will use to measure success. Will you 
look primarily at unit sales? Inventory turns? Revenue? Profit? 
Once you have launched the product, you need to diligently track 
your KPI’s and then make adjustments if necessary, in line with 
the pricing strategy you established in the pre-launch phase.

Multinational pharmaceutical companies have used this kind of 
approach for a couple of decades. It is not unusual for them to 
begin research into pricing three or four years before the product 
hits the market. Premium automakers likewise use the same kind 
of approach. Before they start to make their production plans, 
they have used pricing to help determine what features will go 
into the cars (engine size, option bundles) and even how many 
model variations they will offer.

But the same approach works very well for the so-called “bottom 
of the pyramid” in emerging markets. Instead of developing new 
products for emerging markets, companies normally divert older, 
more mature products from North America and Europe to those 
markets. Gillette, now owned by Procter & Gamble, used to do 
the exact same thing with its disposable razor blades in India, but 
its brands held a relatively low share in that fragmented market.

When Procter & Gamble decided to grow its share of the men’s 
shaving market in India — and do it profitably — it followed 
the steps recommended in this article. The first step was to 
uncover the users’ unmet needs. Indian men have much different 
shaving habits than their western counterparts. Using extensive 

interviews, they learned that their target segment values “safety, 
ease-of-use, and affordability above all else,” according to P&G 
publicly available information. 

The key step was to set a target price for the new product of 5 
rupees for the replacement blades. Gillette then challenged it-
self to engineer a product to fit that price point. The company’s 
homework with Indian consumers allowed them to design the 
new product, called Gillette Guard, with 80 percent fewer parts 
than the razors commonly sold in developed markets. 

The price point was reasonable because it would match the 
features they would include, provide 
merchants with a sufficient margin, 
and also corresponded to the prices 
men paid for other affordable hygiene 
products. Those products served 
as a good confirmation proxy for 
willingness to pay. Nonetheless, the 
price was still more than double the 
price of the cheapest competitor in 
the market.

Gillette also set its KPI’s to focus 
more on revenue and market share 
than an increase in profit. The strategy 

appears to have worked. Gillette India Limited’s annual report for 
2012 said that Guard now has more than 60 percent volume share 
in the razor category, and revenue has increased substantially. 
The unit’s overall profit has remained relatively steady, but P&G 
accomplished its overall goal of creating more customers in India. 
Their challenge now is to make them loyal to P&G products and 
trade them up to more profitable ones.

Summary
When you are launching new products, the key to smart profit 
growth is to focus on pricing as early as possible in the R&D 
phase. Most companies wait until very late in the product devel-
opment process. That is when they realize that the product they 
have designed and built may have the wrong features, too many 
features, or too little willingness to pay among consumers. When 
economies were growing and large companies could depend on 
large developed markets for growth, they could afford to miss 
the mark with some of their innovations. Nowadays, the margin 
for error for any company is much smaller. 

Using the example of what large pharmaceutical companies and 
premium car makers have done for years, you can change your 
new product development process to start the pricing work early. 
Companies such as PanPan and AirAsia have shown how pow-
erful and profitable this model can be when you segment your 
market and make sure your business and operational models 
match the prices you would like to charge.

Making these changes may look like a daunting task. It involves 
not just process changes, but also cultural changes. But the 
payoff makes the changes worthwhile, especially in today’s high-
stakes battles for growth.


