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Strategic Pricing 
Because product prices can change significantly, for various reasons, through-
out a product’s lifecycle, taking the impact of today’s price on future profits 
into account will often make it possible to increase long-term profits. Using 
a strategic, long-term perspective from the beginning stages of a product’s 
lifecycle can improve the long-term profit potential of a product, as the au-
thors explain. Dr. Hermann Simon is Chairman of Simon-Kucher & Partners. 
Dr. Jens-Christian Oelker is a Director with SKP in Germany. Both authors 
can be reached at www.Simon-Kucher.com. 

T
he prices of many products change during each prod-
uct’s lifecycle. When deciding on the price in the early 
phases of a product, do we already need to take a long-
term perspective? How would such a long-term per-

spective affect the current optimal price? 

This text outlines the challenge of optimal pricing with a strategic, 
long-term perspective, and will show how this strategic perspec-
tive can improve the long-term profit potential of a product. We 
will discuss various factors that influence the relationship between 
current price and future prices, volumes, costs and competitive 
environment. (This article is based on Price Management by Si-
mon, H. and Fassnacht, M., 2009.) 

There are various objectives of finding an “optimal” price. In the 
following, we will focus on the objective of finding a price that 
leads to maximum, long-term profits. We do not consider a price 
that maximizes market share. Often, companies follow market 
share optimizing strat-
egies, at least for some 
time. However, from a 
long-term perspective, 
achieving a high market 
share should pay off in 
the future. Therefore, 
defining long-term prof-
it maximization as the 
objective encompasses a 
strategy of initially low 
prices if this strategy 
maximizes profits in the 
long run. We will discuss 
such “market penetra-
tion” strategies later in 
more detail.

A pure focus on the cur-
rent situation only (i.e. a 
short-term perspective) 
will not always make it 
possible to take advan-
tage of a product’s full 

long-term profit potential. There are several reasons for this:

• The current price can determine future pricing options or even 
make a future profit-optimal price non-feasible (e.g. if prices 
are difficult to achieve or if they have a strong negative impact 
on sales). For instance, this is a typical situation for pharma-
ceuticals. In many markets, price increases for pharmaceuticals 
are not allowed. 

• The price can change the future competitive situation. For in-
stance, a low-price strategy could make the market less attrac-
tive for potential competitors. This could allow larger profits 
in the future more than balancing out the initially reduced 
profits due to the lower price.

• Price directly and indirectly influences current and future vol-
ume and costs. Volume can have an effect on future volume 
(through the carry-over effect) or an effect on current and/or 
future costs per unit (economies of scale and experience effects). 
These effects can make short-term optimal prices suboptimal 

Figure 1: Static current perspective vs. strategic long-term pricing perspective
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from a strategic long-term perspective.

Taking the impact of today’s price on future profits into account 
will often make it possible to increase long-term profits. Therefore, 
when determining a long-term profit-optimal pricing strategy, 
we need to consider all levers through which the current price 
affects future prices, future volume and the future competitive 
environment. 

In the following, we will discuss many of these effects to introduce 
strategic pricing challenges. Subsequently, we will discuss how 
these effects can be used to take advantage of a new product’s full 
profit potential during its lifecycle. We will consider prototypical 
long-term pricing strategies. 

To start with, we will analyze whether pricing requirements dif-
fer between the phases of the product lifecycle. 

Pricing along the product lifecycle
The product lifecycle is a well-known tool to describe a product 
or brand’s development from launch to market exit. However, in 
its prototypical form, it does not fit all products or brands. In par-
ticular, brands can have very long lifecycles if they are well cared 
for. For instance, the brands Cadillac and Ford were launched 
more than 100 years ago and may have a long future in front of 
them (however, with the recent crisis in the automobile market, 
the future may not be entirely bright for these two brands). 

Although one of the main determinants of a product’s lifecycle 
is obviously time, marketing is a clear influencing 
factor as well. Marketing activities can prolong the 
phases of the lifecycle or even change the shape of 
the product lifecycle curve.

To gain a first insight into strategic pricing, we will 
discuss pricing during a product’s lifecycle. Figure 
2 shows a prototypical product lifecycle with four 
different phases: introduction, growth, maturity 
and decline. If the optimal price was identical across 
the product lifecycle, there would be little need for 
strategic pricing. However, we will see that for many 
products, the factors determining the optimal price 
will differ along a product’s lifecycle leading to dif-
ferent optimal prices for each of the phases.

Costs of communication and electronic devices are 
apparent examples showing that pricing will need 
to be different between the phases of the product 
lifecycle. Two decades ago, mobile phones and mo-
bile communication were highly expensive and used 
only by business people and private customers will-
ing to pay a large sum for an innovative product. 
Now, mobile communication has become broadly 

used and prices have dropped sharply.

Two main factors determine the optimal price at each phase of the 
product lifecycle: the product’s price elasticity of demand and the 
additional costs of producing one more unit (“marginal costs”). 
The elasticity is the relative change of the product’s demand as a 
result of a relative change of its price.

The importance of this elasticity on the optimal price is obvious: 
it provides an answer to the question “how will demand change 
if we increase or decrease price?” Only with a high price elastic-
ity will a price reduction lead to a sufficiently large increase in 
volume. Then, this increased volume can more than offset the 
reduced price per unit, leading to higher profits. If the elasticity 
is low, the reduced price would not lead to a sufficient increase 
in volume, leading to reduced profits. 

Two important factors determine price elasticity of demand: cus-
tomers’ price sensitivity and the competitive situation. If a prod-
uct is innovative, targeting wealthy customers, price sensitivity 
is typically low – remember the first mobile phones. In markets 
with a larger customer base, customers’ price sensitivity is typi-
cally higher. The competitive situation is important as well (e.g. 

Figure 2: Exemplary product lifecycle
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products that are innovative and unique have a monopoly-like 
situation). Since customers cannot easily substitute the product 
for a cheaper alternative, they will buy the product even at higher 
prices. Contrarily, if there are many different product alternatives 
available without any clear differentiation, exceeding the competi-
tors’ price level significantly can lead to drastic declines of sales. 
This implies a high price elasticity of demand.

For a typical new product, both customers’ price sensitivity and 
the competitive situation change over the lifecycle. We will out-
line these measures during the product lifecycle for an innovative 
product. For a “me-too” product, the lifecycle would look differ-
ent, and the product would face different competitive environ-
ments and pricing challenges. 

Unfortunately, price elasticity is not a simple concept. Since it is 
a relative measure, total demand also plays a role and can pro-
duce counterintuitive effects. Simon (1979) found that for many 
products, the price elasticity of demand was high in the early 
phases of the lifecycle, lowest in the maturity phase and again 
increasing in the decline phase. To keep things simple, we will 
focus on two underlying factors: customers’ price sensitivity and 
the competitive situation for each of the different phases of the 
product lifecycle.

Introduction phase: The buyer segment is rather small (“innova-
tors” or “early adopters”). The customers are often wealthy and the 
new product brings them a high value. This value can be either 
the product’s innovative features or the value as a status symbol. 
Think of the mobile phones which were of large value to travel-
ing business people. However, for many people they worked as 
a status symbol as well. As a result, a small group of customers 
was willing to pay a high price for the new product. Typically 
these customers have low price-sensitivity; a high price can even 
increase a product’s value as a status symbol. In the introduction 
phase, there will be few to no competitors on the market, and 
the initial competitive environment is often monopoly-like. Fur-
thermore, unit costs are 
typically high since total 
production volume is still 
low and the manufactur-
er has had little time to 
improve efficiency of the 
manufacturing processes. 
In this phase, a high price 
strategy with high margins 
per unit can often be profit 
optimal. High prices will 
make it possible to, at least 
partially, recover develop-
ment expenses. 

Growth phase: In the 
growth phase, the size of 
the customer segment in-
creases. Successful prod-
ucts develop small market 
segments into mass mar-
kets in this phase. Notic-
ing the attractive new mar-
ket segment, increasingly 

more competitors will enter the segment. With the larger customer 
base and more similar products becoming available, customers 
will often become more price sensitive on average. Furthermore, 
a decrease of unit costs due to increased efficiency of production 
can give room for potential price decreases. In this phase, price 
decreases can still lead to market expansion and draw customers 
away from the competitors. If the decrease in per unit profit is 
more than offset by the increase in profit from the larger volume, 
a price decrease will be optimal. Even if not, competitors may 
choose to lower prices to gain market share. Depending on the 
level of product differentiation, this may force other competitors 
to follow. Therefore, in the growth phase, the overall price level 
typically decreases. 

From a marketing perspective, manufacturers need to start dif-
ferentiating their products in this phase to prepare for competi-
tion on a mature market.

Maturity phase: Growth of the product’s market segment has 
come to an end. The product is no longer regarded as innovative 
but a mass product. The level of competition reaches a maxi-
mum. Price decreases increase volume but only at the cost of the 
competitors. Price wars can occur in this phase and can deterio-
rate the profitability of the whole market segment. In this phase, 
customers’ price sensitivity will be very high. Price decreases can 
be optimal in this phase. However, all price moves need to take 
competitive reactions into account. If a price decrease triggers a 
price decrease of the competitors, all market participants will in 
the end be worse-off than before. In this phase, manufacturers 
need to focus on profits and not on market share. It is advisable 
to work on the product differentiation. If products on the market 
are more differentiated, their price elasticity of demand will be 
smaller. With a differentiated product, customers may stay with 
their product of choice even if it is more expensive than the com-
petitors’ offerings. Providing extra services to the customers can 
also help to differentiate. Ideally, the different competitors will 
all be (slightly) differentiated, occupying different sub-segments 

Lifecycle phase

Introduction Growth Maturity Decline

Customers

Small segment,
“early
adopters”,
wealthy
customers

Increasing
customer base

Broadest
customer base

Decreasing
number of
customers

Competitive
environment

Little to no
competitors in
specific niche,
often
monopoly-like
environment

Increasing
number of
competitors
and degree of
competition

Maximum
competition

Decreasing
number of
competitors,
potential
danger of over-
capacities

Price
sensitivity of
customers

Low Increased Highest High, can be
decreasing

Table 1: Exemplary product lifecycle phases for an innovative product
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or niches of the market. If this is the environment, the maturity 
phase can be long-lasting and profitable.

Decline phase: In this phase, the customer base decreases. The 
number of competitors decreases as well. Customers’ price sen-
sitivity is typically high in this phase since products often have 
developed into interchangeable mass products lacking differentia-
tion. There are two main pricing strategies whose success depends 
on the level of differentiation between the products (and extra 
services provided by the manufacturer) and the customers’ price 
sensitivity: If there is a loyal customer base and the product is 
sufficiently differentiated, the best option can be to keep a high 
price. Even though this will lead to some decline in sales, the 
high margin per unit can offset the reduced volume (“harvest-
ing strategy”). If a company plans to launch a follow-up product 
in the same market segment, this strategy will be beneficial: the 
company will not need to greatly increase the price for the new 
product compared to the old one and customers will more likely 
switch to the new product. If 
a product is only slightly dif-
ferentiated, the higher price 
sensitivity of customers and 
the more direct competition 
will often require price de-
creases in the decline phase.

As stated above, there is no 
general rule for the product 
lifecycle and its implications 
for optimal pricing. There-
fore, Table 1 can only sum-
marize the different lifecycle 
phases for a prototypical in-
novative product. There are products on the market which have 
been able to remain in the position of a premium brand for many 
years, e.g. Coca Cola and Aspirin. Contrarily, there is a tendency 
for the total length of the product lifecycle to decrease. For in-
stance, while it took several decades for landline telephones to 
reach their maturity phase, the introduction and growth phases 
were significantly shorter for mobile phones. 

To sum up, there is no general rule on how to determine the opti-
mal price for each of the phases of a product’s lifecycle. However, 
pricing challenges are likely to be different between the phases. 

Multiperiod price effects
To develop an optimal long-term pricing strategy, we need to take 
the effects of the initial price decision on the later development 
into account. In the following section, we will discuss several price 
effects that do not only impact the current demand but future 
demand, price, costs or the competitive situation as well.

Depending on the market and the product type, there are many 
different long-term effects of the initial price on the price in sub-
sequent periods. The most obvious effect of the initial price is 
its effect as an anchor point for future prices. This initial price 
can strongly influence the pricing options for all later entrants. 
For instance, manufacturers are not allowed to increase prices 
for pharmaceuticals after launch in many countries. So the ini-
tial price will be the ceiling price for the whole product lifecycle. 
Furthermore, this initial price will typically represent a ceiling 

for the prices of similar drugs entering later. 

Price expectations and speculation effects can lead to the current 
price affecting the future volume as well. In particular, expecta-
tion and speculation effects affect the adoption of volume to a 
price change. Actually, they can cause demand effects which are 
counterintuitive if only the current period is being considered. 

There are two directions of this effect: Price decreases that do 
not lead to higher demand and price increases that do lead to 
higher demand. 

How can a price decrease not lead to higher demand if customers 
are price sensitive? If the price decrease triggers the expectation 
that future prices will go down even further, customers will be 
reluctant to buy after this initial price decrease. Contrarily, cus-
tomers will wait for the future price decreases. This effect is typical 
for electronic goods such as computers or mp3 players. 

The effect can also work in the 
opposite way: A price increase 
can cause demand to increase 
since customers fear prices may 
go up even more in the future. 
A typical example is gasoline 
prices. 

Price expectations also affect 
the volume effect of special 
promotion offers. If customers 
believe a price decrease is only 
temporary, they may make a 
purchase earlier than initially 

planned. However, with a long-term perspective in mind, this may 
not lead to a higher volume since after the low-price promotion 
period, the volume can be lower than before. The reason is that 
many customers made purchases during the special promotion 
period instead. An example is a special price promotion General 
Motors did in 2005, in which the company offered their cars at 
employee rebates to the public. During this special price promo-
tion period, volume increased by 47%. However, sales declined 
by about the same volume after this special price promotion pe-
riod since buyers simply purchased a new car earlier than initially 
planned but there was little to no additional volume generated.

For determining the optimal long-term pricing strategy, a thor-
ough understanding of these effects is required. If a price decrease 
triggers expectations for future price decreases, a more constant 
price strategy is appropriate. If price reductions will lead only to 
a time shift of demand, a price strategy should prohibit short-
term price promotions which would not increase total long-term 
volume but only negatively affect profit.

Now, we will focus on a multi-period effect of price on volume. 
One important effect influencing the pricing decision is the car-
ry-over effect (often also called “repeat purchase parameter” or 
“new buyer holdover”). This effect is closely related to customer 
retention and customer loyalty. 

The carry-over rate measures the impact of current sales on fu-
ture sales. If customers are satisfied, they will likely purchase a 

A

Price expectations also affect the 
volume effect of special promotion 
offers. If customers believe a price 
decrease is only temporary, they may 
make a purchase earlier than initially 
planned. 
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product again. Product quality, service quality and brand image 
improve carry-over while customer dissatisfaction leads to a lower 
carry-over rate. The carry-over effect is not tied to one customer 
buying the product again. Indirect effects such as satisfied cus-
tomers promoting the product among their friends will also lead 
to a high carry-over.

The carry-over effect also influences customer value to a company: 
the more likely a current customer is to buy the same product 
again (i.e. the higher the carry-over), the more a customer’s value 
to the company increases. 

Even though consumer goods and durable goods regarding the 
time between two purchases differ clearly, the carry-over can be 
used for both types of products. The carry-over tends to be high 
for products that are habitually used and for products to which 
customers have a strong emotional relationship (e.g. cigarettes, 
pharmaceuticals and cosmetics). Table 2 lists some selected carry-
over coefficients that were empirically estimated.

What impact does a carry-over effect have on strategic pricing? 

A high carry-over implies that a high initial volume influences 
future volume positively. This means that it could make sense to 
decrease price below the optimal price from a one-period per-
spective. The loss in profits in the initial period would be more 
than offset by the increased sales in the future. This initial profit 
loss can be interpreted as a marketing investment paying off in 
the future.

The effect of price changes is a further factor to be taken into 
account when developing a long-term pricing strategy. Do price 
increases and decreases have symmetric effects on demand? Let’s 
assume a product is priced at $150, implying a sales volume of 
1,000 units. With symmetric price effects, a price increase by 
$10 to $160 followed (after some time) by a price decrease of $10 
would lead to the initial demand of 1,000 units. If price reduc-
tions have a larger effect on sales volume than price increases, a 
strategy starting with a high price with subsequent price reduc-
tions boosting sales is advisable. In the example, starting at a price 
of $160 and reducing the price subsequently to $150 would lead 
to a volume larger than 1,000. 

Long-term pricing strategies. In the following section, we will 
discuss finding an optimal long-term pricing strategy. For the 
optimization of the current price with a long-term perspective 
in mind, the effects of the current price on current and future 
volume, prices and costs need to be considered. This is a complex 
task. Therefore, general prototypical long-term pricing strate-
gies can help to find an optimal long-term pricing strategy for 
a product.

There are two prototypes of pricing strategies for the product 
launch and growth phase: The skimming and the penetration 
strategy. To specify the strategies’ impact on the initial price, we 
will use the optimal, short-term price as a benchmark. 

The skimming strategy suggests launching a product at or above 
the short-term, optimal price. Figure 3 summarizes a prototypi-
cal development of price over time according to the skimming 

Price

Time

Skimming strategy

Short-term
optimal price

Price

Time

Penetration strategy

Short-term
optimal price

Figure 3: Skimming and penetration strategies

Product category Carry-over
Cosmetics 0.63
Pharmaceuticals 0.63
Beverages 0.61
Cigarettes 0.57
Laundry detergents 0.38
Tooth paste 0.37
Shampoo 0.31

Table 2: Empirically measured carry-over values. Source: Simon, H., 
Fassnacht, M., “Preismanagement”, 2009.
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strategy and the penetration strategy. The skimming strategy 
leads to high per unit profits without targeting a large initial 
volume. This strategy works best for innovative products which 
initially have a more or less monopolistic environment without 
any true competitors. If the price sensitivity of the initial custom-
ers is low and if there is little competition, the skimming strategy 
can be a good choice. A large effect of price decreases on volume 
would make the skimming strategy even more attractive: with 
a high initial price, the manufacturer can use price decreases to 
increase sales. 

For instance, computer chip manufacturers typically use the 
skimming strategy for CPUs and graphics chips. These are ini-
tially priced high and are used only for high-end computers. With 
increasing competition and declining level of innovativeness, the 
price of the chips is quickly reduced while sales go up. 

The skimming strategy can also be interpreted as a price differen-
tiation between customer segments. Customers who are willing 
to pay a high price for an innovative new product can purchase 
the product immediately after launch. After some time and a de-
crease of the price, more price sensitive customer segments will 
buy the product. 

The market penetration strategy is quite different: It proposes 
launching a product at a price below the short-term, static opti-
mal price. If the price elasticity of demand is high, this will lead 
to a large initial volume. While the profit per unit will clearly be 
lower than that in the skimming strategy, the higher short-term 
volume will already offset this effect partially. The penetration 
strategy is expected to lead to a higher market share and there-
fore, a more dominant market position in the future. Ideally, this 
strong position will even deter potential competitors from enter-

ing the market. This could make increasing prices later on pos-
sible. However, the penetration strategy does not specify whether 
the price should be increased, kept constant or decreased later on. 
The penetration strategy – as a result of the large initial volume 
– can lead to cost advantages vs. competitors through economies 
of scale and experience effects. 

An extreme variant of the penetration strategy is the “extreme 
low initial price strategy” (Henderson, B.D., “The experience 
curve-reviewed”, BCG Perspectives, 1974). This strategy proposes 
pricing a new product without targeting covering costs to gain 
experience in production. With economies of scale and the so-
called “experience effect”, the initial entrant is expected to gain 
a position of cost leadership. In return, this cost leadership posi-
tion may deter potential competitors from entering. 

The experience effect assumes an effect of cumulative volume of 
costs: With an increasing number of units being produced, pro-
cesses are expected to become increasingly more efficient.

However this extreme variant of the penetration strategy may 
simply not work: while there will be an experience effect for many 
products, its exact size can only be forecasted. Basing pricing on 
an effect whose size is not known is a risky strategy. Furthermore, 
competitors may not necessarily be deterred from market entry, 
especially if they have sufficient financial resources to enter at 
the low price, expecting to achieve significant future profits. In 
addition, the experience effects from the first entrant will not be 
exclusive. Through spill-over effects (such as experts changing 
employers) later entrants will benefit from the experience effects 
reducing their costs as well.

We will compare the skimming and the penetration strategy re-
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Figure 4: Factors influencing long-term pricing
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garding some selected aspects:

Timing of profits: The skimming strategy generally leads to 
higher profits in the early stage of a product’s lifecycle (if the 
penetration strategy already led to higher initial profits, there 
would be no rationale for choosing the skimming strategy). The 
penetration strategy can be interpreted as an initial investment 
into gaining a high market share that pays off in the future. 
Therefore, profits are expected to be higher in the future than 
with the skimming strategy.

Risk of strategy: Even if future profits are discounted appropri-
ately, they are not as safe as the profits gained immediately after 
launch with the skimming strategy. Furthermore, a successful 
penetration strategy leads to high volumes. This requires higher 
investments into production than the skimming strategy. Thus, 
the penetration strategy is riskier since the environment can 
change, decreasing expected future profits and resulting in pro-
duction overcapacities.

Room for future strate-
gic pricing options: With 
the skimming strategy, 
future price decreases are 
planned. With the pene-
tration strategy, the initial 
price is already low. Since 
price increases are difficult 
in many markets, in par-
ticular with an increasing 
level of competition, the penetration strategy reduces the options 
for strategic and tactical price moves compared to the skimming 
strategy.

Costs and competition: The penetration strategy leads to a fast 
uptake. Assuming significant economies of scale and experience 
effects, this can help the first entrant to gain a competitive ad-
vantage in production costs vs. the later entrants. Furthermore, 
the low initial price can reduce the market attractiveness for po-
tential competitors who may even decide not to enter.

Customers’ product value perception: The high skimming 
price can help to position a new product as a premium product 
with a high quality. However, the product’s innovativeness and 
quality need to be easy to communicate. For products with a less 
solid value story and only minor innovativeness, the penetration 
strategy implies a lower risk of failure: a successful premium 
positioning of a new product is not required for the penetration 
strategy to work.

To conclude, the choice between the penetration and skimming 
strategies depends on a multitude of factors. In the end, the choice 
should be made based on which of the strategies leads to the larger 
long-term (appropriately discounted) profits. Companies should 

deviate from this choice rule only if there is a strong rationale 
behind it. For instance, if a company currently needs to improve 
its cash flow, a skimming strategy leading to higher initial profits 
at the expense of long-term profits can make sense.

After discussing many different factors that need to be consid-
ered, how should a company proceed with regard to finding an 
optimal long-term pricing strategy for a new product? In some 
cases, the choice between a penetration or skimming strategy may 
be obvious. However, if there are different factors, some pointing 
toward a penetration and others toward a skimming strategy, then 
making a decision is more complex. For instance, what pricing 
strategy should be chosen if a product is characterized by a high 
carry-over (pointing toward a penetration strategy) and a large 
effect of price decreases (pointing toward a skimming strategy)? 
For these cases, a simulation model can help to determine the 
optimal long-term pricing strategy. Such a simulation model will 
need to take all important factors and their relationships into 

account and estimate 
the profits over the life-
cycle for different prices. 
The different factors are 
shown in figure Figure 
4. The flow diagram dif-
ferentiates between the 
one-period, short-term 
focus and the long-term, 
strategic perspective. In 
the above sections, we 
discussed various fac-

tors which imply direct and indirect long-term effects of current 
price on future price, volume and the competitive environment. 
A simulation model will need to incorporate these factors and 
quantify their effect. The effect of the factors can be estimated 
based on internal knowledge, benchmarking studies or market 
data. Even though this shows the complexity of such a simula-
tion model approach, it will often be worthwhile. 

A good foundation from which to start the long-term pricing 
strategy development is a thorough understanding of the cur-
rent short-term perspective on optimal pricing. However, rely-
ing only on the short-term view will often not make it possible 
to take advantage of a product’s full profit potential. Therefore, 
we strongly recommend analyzing the implications of long-term 
pricing factors. This will make it possible to determine the op-
timal long-term pricing strategy that maximizes appropriately 
discounted profits during a product’s lifecycle.
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