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Riding Discounts to Bigger Profits

Can Discounts Actually Spur 
Your Customers to Spend 
More?

Whenever I meet Chris, a 
studio executive friend 
of mine, I ask: “How can 
price save the movie in-

dustry.” To which he grumpily responds: 
“You always ask me that question” and 
the conversation drifts onward. How-
ever, the last time we had dinner, Chris 
offered an interesting tale of effective 
discounting.

Prior to moving to Hollywood, he head-
ed a national movie theater chain. As 
you can imagine, Monday nights are 
slow for cinemas. To boost sales, Chris’s 
theater chain declared Mondays to be 
“date night” and offered �-for-1 admis-
sions. 

As expected, attendance skyrocketed. 
But what’s interesting is that Chris no-
ticed people were spending the money 
they had saved (from lower ticket pric-
es) on refreshments that they probably 
would not have otherwise consumed. So 
not only was the theater filling otherwise 
empty seats, but it was also earning prof-

its on high margin concession sales. 

I had a similar experience recently. 
Twice a year, Boston holds a “Restaurant 
Week” during traditionally slow periods.  
As part of this promotional event, dining 
establishments offer three-course dinners 
for $33. 

Much to my surprise, Olives, one of Bos-
ton’s best restaurants, participated. For 
less than the normal price of an entrée, 
I enjoyed an outstanding 3-course meal. 
What a great deal! In the midst of my 
joy, I found myself ordering upgraded 
extras (wine instead of beer, cappuccino 
instead of drip coffee). Surveying the 
jammed dining room, I noticed others 
similarly upgrading their dining experi-
ence on what otherwise would have been 
a staid Sunday evening. 

What’s interesting is that in both of 
these cases, consumers aren’t “taking 
the discount and running.” Instead, 
they opt to spend some (or all) of their 
savings on enhancing their experience. 
Moviegoers bought food and drinks 
from concession counters. (These pur-
chases were undoubtedly bolstered by 

the promotion being framed as a “date 
night” occasion). And in my case, I tast-
ed an interesting Shiraz that I otherwise 
wouldn’t have tried. 

So why don’t consumers just take the 
discount and run? University of Chicago 
economist Richard Thaler has a theory 
that I believe fits these interesting anom-
alies. Dick feels that consumers establish 
mental accounts for various situations. 

If someone saves money on a particular 
occasion, it’s mentally hard to transfer 
these savings to another “account”—so 
the person spends it instead. In my case 
at Olives, I had a mental account al-
lowing me to spend $60 for dinner. So 
I translated the fact of my getting three 
courses for $33 into my having some 
“house money” to blow on profit-laden 
extras instead of saving the money for 
another use. 

Just to be clear, mental accounts dif-
fer from loss leaders.  Loss leaders are 
steeply discounted products deliberately 
promoted by sellers to entice customers 
into stores to buy additional items that 
they need. Mental accounts, on the other 
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hand, reflect a consumer’s belief that he 
(or she) has extra money to spend af-
ter initially paying less than the amount 
budgeted for a particular occasion.  
Smart sellers should keep this in mind.

How Smart Discounting Can 
Activate Hidden Market 
Segments
As many of you know, Blue Ocean Strat-
egy is a bestselling business strategy book 
by W. Chan Kim and Renée Maubor-
gne. The key idea of the book is to avoid 
entering a highly competitive industry (a 
“red ocean”). Instead, one should create 
a new product in a market with little or 
no competition (a “blue ocean”). Makes 
sense right? 

Examples of companies successfully em-
ploying this strategy include Home De-
pot (offering a wide, wholesale low-price 
selection along with expert advice to help 
do-it-yourselfers), Cirque du Soleil (high-
priced theatrical circus), and Southwest 
Airlines (low-price airline that initially 
catered to untapped markets where peo-
ple would drive instead of fly).

What Blue Ocean Strategy comes down 
to is catering to a “hidden segment” 
within an /industry that is not current-
ly served. The goal of segment-based 
pricing is to activate dormant customers 
by offering a new strategy. Customers 
may be interested in your product, but 
your current approach doesn’t work for 
them. Thus, developing a new one can 
engage these buyers.

Case in point: health insurance. While 
everyone wants health insurance, high 
premiums aren’t a viable option for 
many. Chad Terhune wrote an interest-
ing Wall Street Journal article (“New 
Insurance Plan has Novel Pitch—Get 
Sick, Buy More”) about a new health in-
surance plan being offered by American 
Community Mutual Insurance (ACMI). 

ACMI is targeting the 40% of un-
insured who are 19 to 34 years old 
and healthy. 

Instead of paying an average annual 
individual policy premium of $2,836, 
ACMI offers plans that are about $1,100 
a year. Here’s the catch: ACMI’s plans 
have annual benefit caps of $1,000-
$5,000 ... peanuts if you get seriously ill. 
But this is the unique pricing twist: if 
you do get ill, ACMI’s policies allow you 
to buy an additional $5 million of cover-
age for a surcharge premium of $9,000-
$10,000 a year. Note the “a year” small 
print: you have to pay this surcharge ev-
ery year you want the extra catastrophe 
coverage. 

It’s an interesting policy; cheap limited 
coverage with a safety net option to pay 
an admittedly hefty premium for cover-
age after bad luck hits (serious sickness).

ACMI recently rolled out this policy 
under the name “Coverage on Demand” 

in Texas, a state where 27% of its popu-
lation doesn’t have health insurance. By 
targeting young and healthy customers, 

ACMI stands to benefit in two ways: (1) 
dormant customers are activated with a 
Blue Ocean pricing strategy; and (2) the 
young and healthy demographic is high-
ly profitable. ACMI estimates that less 
than 70 cents of every premium dollar 
will go towards medical costs.

Everyone can benefit from reexamining 
their pricing. It’s clear that a 1%–2% in-

crease in price can have a dramatic effect 
on net profits. But if you want to hit a 
true home run, start brainstorming about 
what Blue Ocean strategies you can im-
plement to activate your dormant cus-
tomers. That’s where the huge money is.

Instead of paying an average annual individual policy 
premium of $2,836, ACMI offers plans that are about 
$1,100 a year. Here’s the catch: ACMI’s plans have 
annual benefit caps of $1,000-$5,000…peanuts if you 
get seriously ill.




