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Why Follow the Razor/Razor Blade Price Strategy?

W  hy do companies use the 
razor/razor blade pricing 
model (price razors cheap, 
reap profits from expen-

sive razor blades) for their products? 
Why can’t the razors be expensive and 
the blades cheap? 

Most commentators speculate that ra-
zors should be discounted because when 
making purchases, consumers focus on 
the initial razor price, not future blade 
prices. 

C’mon, do you really think consumers 
are that shortsighted? If so, we’d better 
take away the Nobel Prize that Robert 
Lucas, Jr. won for his work on rational 
expectations (which basically says con-
sumers think about events in the future 
when making economic decisions). 

Of course, I’m sure some consumers do 
not think about the future, but I’d be 
leery about basing my price strategy on 
the hopes of this customer irrationality.

I believe Ward S. Bowman best articu-
lated the right way to think about the ra-
zor/razor blade pricing model in his 1957 
Yale Law Journal article titled “Tying Ar-
rangements and the Leverage Problem.” 

Interestingly, Bowman’s article is one of 
the most cited Yale Law Journal articles 
ever published. (In academia, a sign of 
peer respect is for your article to be cited 
by other academics.) Let me illustrate 
Mr. Bowman’s theory with the following 
example. 

Suppose you are an entrepreneur that 
develops a revolutionary inkjet printer. 
Like most products, you have a potential 
customer base with widely varying valua-
tions for your inkjet printer. 

Customers range from low volume fami-
lies that occasionally print vacation pic-
tures to high volume businesses produc-
ing fancy color presentations for their 
clients. One inkjet printer attracts a wide 
spectrum of customer valuations. 

One strategy to serve as many customers 
as possible representing different valua-
tions is to use the razor/razor blade pric-
ing model. Price the printer cheap to at-
tract as many customers 
as possible and charge 
high prices for inkjet 
cartridges. 

Low volume customers, 
who presumably have 
a relatively lower valu-
ation for inkjet color 
prints, purchase fewer 
cartridges. Conversely, 
high volume customers, 
who presumably value 
your inkjet printer high-
er than families printing 
vacation pictures, pur-
chase more cartridges. 

The result: you make 
more money on the 
high valuation consum-
ers. It’s a brilliant pric-

ing strategy that captures the value cus-
tomers place on your product. 

Of course, this model is not limited to 
just razors and inkjet printers; it’s a stan-
dard pricing strategy. For example, Brita 
uses the same strategy for its pitchers and 
replacement filters. My sister and I both 
own Brita pitchers, but she drinks far 
more water than I do. As a result, Brita 
profits more from her since she purchases 
more filter replacements.

So, while most companies understand 
the pricing associated with the razor/
razor blade model, few know why the 
strategy is used. Now you can dazzle 
your pricing colleagues with the true 
reason for it … to capture different cus-
tomer valuations (the ultimate goal of all 
pricing managers). 

Kodak: I Apologize for  
My Pessimism
Recently, I wrote a blog expressing doubt 
over Kodak’s new inkjet printer pricing 
strategy. When new details of the com-
pany’s strategy and product emerged this 
week, I saw its potential (using a Clay-
ton Christensen metaphor) to “disrupt” 
the inkjet printer industry and its pricing 

model. 

Today, inkjet printers 
use, what I described 
above as, the razor/ra-
zor blade model: sell 
the printer cheap and 
make your money on 
inkjet refills. As Wil-
liam Bulkeley noted 
in his February 6 Wall 
Street Journal article 
(“Kodak’s Strategy For 
First Printer — Cheap-
er Cartridges”), today 
the ink in inkjet car-
tridges is priced more 
per ounce than per-
fume or caviar. Thus, 
it should be no surprise 
that the number one 
complaint amongst 
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inkjet consumers is “it’s too ex-
pensive to print my pictures.” 

Kudos to Kodak for offering a 
new pricing model to address 
this consumer opportunity. 
This week Kodak introduced 
a new line of printers that are 
priced at about $50 more than 
comparable printers. Here’s 
where it gets interesting, Kodak 
is pricing replacement ink car-
tridges at half of what rivals 
price their cartridges and in 
addition, offering more ink in 
each cartridge. Boy, that’s a sig-
nificant price and value change! 

Using these discounted print 
cartridges and volume paper 
packages, Kodak claims that 
its prints can cost as little as 10 
cents each — which is much 
lower than the 29-cent cost of 
current home printers and 19-
cent retail store prices. 

Of course, one wonders why 
Kodak didn’t price its cartridges 
so the cost per print would be, 
say 14.5 cents (vs. its current 10 cents). 
Even at this price, the company could 
claim a 50% lower price per print rela-
tive to rival printers (29 cents) and still 
handily beat retail store prices (19 cents). 
With a net profit margin of less than 1 
percent ($17 million in profits on $3.82 
billion of revenue for Q4 - 2006), every 
penny counts for Kodak.

This new pricing model is attractive for 
three key reasons: 

(1) High volume users will immediately 
understand the savings.

(2) Even low volume users may psycho-
logically prefer Kodak’s pricing model — 
it’s a lot easier to press the print button at 
10 cents a picture than at 29 cents, even 
if I did pay $50 more for the printer.

(3) With lower costs, consumers will 
print more often. 

Kodak’s new pricing strategy is akin to 
the Costco model — pay more up front 
and receive lower prices on every shop-
ping trip. 

Kodak’s value is not limited to low pric-
es; the company claims to offer a supe-

rior product. For example, its ink 
is purported to offer more vivid 
colors and be longer lasting rela-
tive to competitors. In fact, the 
company claims its revolutionary 
ink will last for 100 years com-
pared to the 15-year life of ink 
used in printer cartridges today. 

Kodak’s value proposition cer-
tainly sounds attractive. But how 
long can the company sustain its 
eye-catching per print price dif-
ferential relative to competitors 
(10 vs. 29 cents). 

How are rivals going to react? I 
can assure you that companies 
like Hewlett-Packard aren’t go-
ing to sit on the sidelines watch-
ing customers defect. 

Jim Forrest, an analyst at Lycra 
Research, claims that current 
manufacturers make as much 
as 75% profit from printer car-
tridge sales. That’s a lot of mar-
gin to play around with! 

You may be thinking, since it’s 
premium priced, Kodak will make mon-
ey off of the printer. Nope. Analysts es-
timate that Kodak will not start making 
money until a customer has purchased 
four printer refills (thus, the printers 
must be selling at a loss).

Here’s my forecast for future ink refill 
prices: d-e-e-p d-i-s-c-o-u-n-t-s. So start 
snapping more pictures. The upcoming 
price war is going to make it a lot easier 
to hit that print button! And for Ko-
dak, even if rivals come close to match-
ing prices, its high quality still makes it 
a strong contender in the inkjet printer 
market. 

Kodak promotes its less expensive inkjet cartridges as a 
primary selling point for its printers. This is an example 
from the company’s Web site at www.kodak.com.




