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Skimming or Penetration Pricing?
All new hit innovations need a winning price. But having nev-
er priced the product before, how do companies know what 
to put on the price tag? In this article, author Jan Haemer dis-
cusses conditions and success factors in deciding between two 
pricing strategies for new products: skimming and penetration 
pricing. Jan Haemer is a Partner at Simon-Kucher & Partners 
in the global Practice “Chemicals & Construction” in Frank-
furt. He can be reached at jan.haemer@simon-kucher.com. 

by Jan Haemer

D
etermining the right pricing strat-
egy is an especially challenging 
aspect of launching a new prod-
uct or service. You have to set a 

price for the first time, and this price re-
veals a lot about your product. Many com-
panies fall into the trap of leaving the price 
decision to last minute, with almost no time 
for analysis or research. 

A high price creates a sense of pre-
mium or exclusivity around the product, 
whereas a low price might aim at luring 
customers from potential competitors. De-
fining the pricing strategy essentially de-
termines the economics of the product’s 
entire lifecycle. It boils down to a choice 
between two strategies: skimming or pen-
etration pricing. 

Skimming or penetration pricing?
Skimming means to gradually skim the 

layers of “cream” from the market. Apple 
is a prime example of a company following 
this strategy. With skimming, your prices 
are set high to maximize profits in the short 
term by targeting the customers most inter-
ested in your product. In the beginning, you 
make less but more profitable sales be-
cause only early and eager buyers are will-
ing to pay more. Then, the price is steadi-
ly reduced over time to attract customers 
on a budget, who are happy to buy your 
highly esteemed product for a “bargain.”

In contrast, penetration pricing means 
you offer a low price to attract many cus-
tomers. Amazon, Facebook, and Uber are 
well-known examples here, where network 
effects dominate the market. They rapid-
ly penetrate the market, bring down unit 
costs, build up a loyal customer base, and 
create barriers to entry. The high volume 
compensates for thin unit margins. If you 

gain many customers early on in such mar-
kets, you are better positioned to maximize 
customer lifetime value from future sales 
and upsells. 

We have seen many companies, includ-
ing Silicon Valley firms, fail with a penetra-
tion pricing strategy. It is risky from a profit 
standpoint. You need to be able to follow 
through on future price increases planned 
when deciding to pursue this strategy. Of-
ten, too little attention is paid to mid-term 
monetization routes, or how companies will 
ultimately make money.

A penetration or skimming strategy for 
your innovation will only make sense under 
certain conditions. Here are five points for 
making an informed decision:

1) Type of innovation: Breakthrough 
or just me-too? Think of the case of Mag-
lev magnetic trains, first patented about 
60 years ago. With such a unique, propri-
etary solution there is neither a reference 
price nor direct competition. Your goal is 
to create a market and penetrate it. Undif-
ferentiated “me-too” products face many 
competitors. Samsung chose a penetra-
tion strategy in the smartphone market to 
catch up with competitors and failed. Only 
if your offering delivers superior value do 
you have the foundation to further evalu-
ate a skimming strategy. 

2) Goals: Margin or share? Reve-
nue, market share, total profit, profit mar-
gin, customer lifetime value, average rev-
enue per unit, or something else? Clearly, 
you cannot maximize all of these goals at 
the same time. You must make trade-offs. 
Some companies have production capac-
ity constraints during the launch phase 
and target a mass production for the fu-
ture. Some industries with high CAPEX 
requirements need to meet cash flow tar-

gets. Often such industries follow a pen-
etration strategy as a “safe bet” and fore-
go skimming options. 

3) Price sensitivity: High or low? 
When a low price translates into signifi-
cantly higher volume or a larger number of 
customers (high price elasticity), penetra-
tion pricing can work. However, the mar-
ket must be sensitive enough to compen-
sate for the lower margin. Skimming makes 
sense when demand shows low price elas-
ticity. It is wiser to prepare for low volume 
and ensure profits through a high price un-
til your product secures a market position. 

4) Customer segments: Just one or 
many? Some customers do not want to 
wait for a new product to become main-
stream. They want to show off their new-
est tech gadgets to their peers. Likewise, 
B2B companies want to use state-of-the-
art technology to gain a competitive advan-
tage. In both cases, early adopters might 
be willing to pay more than late followers. 
The more the willingness to pay differs be-
tween segments, the more appropriate a 
skimming strategy becomes. The same is 
true if deeply entrenched competitors en-
tail a risk of triggering a price war with your 
new product. 

5) Product portfolio: Isolated or de-
pendent? There are situations where a 
new product cannot be launched in iso-
lation from the rest of your portfolio. You 
need to consider portfolio and cannibaliza-
tion effects. A way to implement skimming 
is by combining product and pricing mea-
sures. Take the example of Porsche’s four-
door car, the Panamera. First, the high-end 
eight-cylinder model served to skim the 
market, before the six-cylinder model was 
released a year later at a lower price. You 
might also add premium products on top 
of your standard offering as an alternative, 
done for example by a plastics supplier. 
Due to the EU’s agreement to ban single-
use plastic, demand for “green products” 
increased. They charged a premium for 
the additional value delivered by their new 
green product range on top of their stan-
dard product, but provided their custom-
ers with a choice. This skims profits from 
environmentally conscious customers, but 
price sensitive customers could still buy 
the cheaper standard material.
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The above conditions show that choos-
ing between a skimming or penetration 
pricing strategy depends on your situation. 
In the end, it boils down to a management 
decision based on a trade-off between vol-
ume and profit targets. This is a tough call. 

Based on experience, the following five 
steps can help you to decide the right price 
strategy for new products:

1. Start early enough: Plan time to de-
fine the right strategy for your innova-
tion. Companies that continuously con-
sider pricing from the start of product 
development are twice as successful in 
monetization as the rest.

2. Document internal assumptions: Use 
the right internal experts to consolidate 

and challenge available market intelli-
gence and customer insights. Organi-
zations own huge internal knowledge, 
but it is rarely coordinated or shared 
within the company.

3. Include the voice of the customer: 
Allow for external val-
idation by integrating 
value assessments 
and acceptance tests 
on product and pric-
es.

4. Build a robust busi-
ness case: Apply 
proven methodologies to estimate 
price/value elasticity, quantify cannibal-
ization risks, and run scenario analyses 
on the potential competitor reaction.

5. Decide and stay firm with your deci-
sion: Too many companies still go for a 
penetration strategy as the easy option. 

Whether you choose a penetration or 
skimming pricing strategy determines the 

economics of your product’s entire lifecy-
cle. It is a decision that decides the suc-
cess or failure of a new product. You have 
one shot. Make sure you get it right. v

Use the right internal experts to consolidate 
and challenge available market intelligence 
and customer insights.




