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The freemium strategy can be a powerful tool for building a large user base and facilitating the 
adoption of a new product or innovation. However, despite its appeal, the freemium strategy – 
where a company offers two or more tiers of pricing, one of which is always free – can be difficult 
to execute and often falls short of delivering sustainable growth in the form of revenues and profits, 
as the author explains. Wei Ke is Partner at Simon-Kucher’s New York office and can be reached 
via www.simon-kucher.com. This article originally appeared in Forbes.com. It has been republished 
here with their kind permission.

Prioritize Monetization When  
Giving It Away for Free

An understanding of customers’ will-
ingness to pay helps to shape how we 
prioritize resources to add features 
that can deliver the biggest opportu-
nity for revenue and profit growth.

T
he freemium strategy can be a potent tool for building 
a large user base and facilitating the adoption of a new 
innovation. By giving away basic services for free, cloud 
storage provider Dropbox was able to grow from four 

million to 200 million users in less than four years, according to 
a Harvard Business School case study. Dropbox was also able 
to leverage its freemium strategy to generate some $400 million 
in revenues in 2013.

Despite its appeal, the freemium strategy – where a company 
offers two or more tiers of pricing, one of which is always free 
– can be difficult to execute and often falls short of delivering 
sustainable growth in the form of revenues and profits.

A large user base is no guarantee of success. Consider Prosper 
Daily (formerly BillGuard), a popular personal financial manage-
ment app that had as many as 
1.6 million users in early 2016. 
The mobile app, which boasted 
a near-perfect five-star rating, 
gave away attractive features 
like credit score tracking, fraud 
alerts and spending analysis. 
Despite its popularity, Pros-
per Daily was discontinued at 
the end of August 2017, just 
two years after Prosper Mar-
ketplace acquired it for $30 
million.

Similarly, Level Money, a popular free budgeting app, had a re-
ported 700,000 users in 2015, when Capital One acquired it. 
Two years later, TechCrunch reporter Megan Rose Dickey would 
write, “Level Money, my beloved budgeting app, is shutting down.”

The conversion rate from free users to paying subscribers in a 
freemium strategy is very small. It ranges from 2% to 5%, ac-
cording to Vineet Kumar of the Harvard Business Review. The 
low conversion rate means companies must have a precise un-
derstanding of their customers’ willingness to pay. 

Companies must be ready to double down on their efforts to 
convert free customers to paid customers or find alternative vi-
able monetization strategies.

The discussion on what customers are willing to pay and how 
to price a new innovation to generate profits should not be rel-
egated to lower priority or an afterthought. The lack of a clear 
strategy for monetization is one of the biggest reasons why the 
freemium strategy fails.

A common myth is the belief that if you build a great new product, 
customers will pay for it. Decades of experience with companies 
in various sectors, including financial services, has shown suc-
cess is more about knowing how to build the right product for 
the right customer segment at the right price. Price is not just a 
dollar figure. Rather, it represents what a customer wants and 

how much they want it.

Understand Customers’ 
Willingness To Pay 
It is crucial that we have a 
deep understanding of cus-
tomers’ willingness to pay ear-
ly in a product development 
process. This will uncover fea-
tures customers need to have, 
those they can do without and 
those they value more than 
others. An understanding of 
customers’ willingness to pay 

helps to shape how we prioritize resources to add features that 
can deliver the biggest opportunity for revenue and profit growth.

Direct questioning is a useful way to get at the willingness to pay, 
but sophisticated methods are also available, including simulated 
buying scenarios. Here the actual point-of-purchase experience 
is replicated and people are asked to choose from different price 
and feature combinations. Keeping questions simple and precise 
is important. Instead of “Would you pay for real-time fund trans-
fers?” ask, “Would you pay $2.99 for real-time fund transfers?” 
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and follow that up with, “Why?”

Segment Customers by  
Willingness to Pay
Success with the freemium pricing model also means design-
ing packages with the right feature combinations that can moti-
vate free users to upgrade. To do this well, we must understand 
how customers are different and which customer values which 
features more than others. We can do this by segmenting cus-
tomers based on differences in willingness to pay instead of the 
more traditional approach based on demographics or lifestyle. 
This alternative approach to segmentation gives us the insight to 
group customers by what they need and how much they would 
be willing to pay to fulfill those needs.

Don’t Give Away  
Valuable Features For Free
It is easy to succumb to the temptation to offer far too many valu-
able features in the basic package to please customers. When 
we do this, we risk cannibalizing our revenue-generating option. 
It is important to establish fences where basic packages include 
only a standard level of service. Meanwhile, highly valued fea-
tures can be reserved for premium packages where customers 
have to pay for them.

Deciding which features and functionality to include in a pack-
age is a complex and challenging one that requires a system-
atic approach. Include too many features in your basic package, 
and your customers won’t convert to the paying level. Leave too 
much out, and the basic package loses functionality and will fail 
to attract new users or spur referrals. Set a price too high, and 
you might not find enough customers willing to pay for the pre-
mium service level.

In addition to smart segmentation based on willingness to pay, 
market research can be helpful in determining how people value 
different features, functions or benefits. A well-designed ap-
proach using conjoint analysis can estimate the trade-offs con-
sumers make when evaluating the free and fee-based packages 
offered. It can help determine what combination of features is 
most influential to the customer’s decision-making and distin-

guish nice-to-have features from must-have features. Nice-to-
have features won’t convince customers to upgrade, while most 
customers will have a high willingness to pay for must-have fea-
tures. By taking a methodical approach, we guard against giving 
away too many value-added functionalities for which customers 
are willing to pay.

The freemium model is not always the right pricing strategy to 
use. To have a chance at converting free customers to paying 
customers, we have to know precisely who will be willing to pay 
and for what features. A well-executed freemium model, however, 
can confer significant competitive advantages on a new product 
and service. Here, the right capabilities, an early investment in 
advanced planning and market research, and strategic discus-
sions about monetization are all needed.
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To have a chance at converting free cus-
tomers to paying customers, we have to 
know precisely who will be willing to pay 
and for what features.


