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In this article, the author examines 
pricing lessons that can be learned 
from Amazon’s recent successful price 
increases. The art of raising prices 
involves a clear yet sensitive dialogue 
with customers to justify the lift. As 
Amazon demonstrated, even a 25% 
price increase can be palatable if 
pitched correctly. Rafi Mohammed is 
the founder of Culture of Profit LLC, 
a Cambridge, Massachusetts-based 
company that helps businesses develop 
and improve their pricing strategy, 
and author of the The 1% Wind-
fall: How Successful Companies 
Use Profit to Profit and Grow. This 
article originally appeared on the 
Harvard Business Review web site at 
HBR.org.

The Art of Raising Prices:  
Lessons from Amazon Prime

With the economy on the 
upswing, most compa-
nies are contemplating 
increasing prices. Man-

agers are rightfully anxious about mak-
ing this move – it’s a sensitive issue for 
customers. While no one enjoys paying 
more, the right series of messaging tac-
tics can tame potential backlash.

Amazon recently hiked the price of 
its Prime service, which includes two-
day shipping, Kindle book loans, and 
streaming video. Raising Prime’s price 
is especially risky as it’s a key market-
ing conduit that draws in and engen-
ders loyalty from customers. Analysts 
estimate Prime members spend over 
double compared to the average Ama-
zon patron. With a P/E ratio exceeding 
550, Wall Street is expecting Amazon 
to continue dazzling investors with eye-
popping annual revenue increases. As a 
result, the Seattle-based retailer needs to 
keep Prime – its key engine for growth – 
in tune.

Amazon did a solid job of raising the 

price of Prime from $79 to $99. Given 
its success, managers of all companies 
can learn from the tactics it employed:
Float a Scarier Number. Amazon ini-
tially hinted it was contemplating a $20 
– $40 increase. So when it formally an-
nounced “only” a $20 boost, customers 
let out a sigh of relief (“whew, it could 
have been worse”). The tactic of pre-an-
nouncing a possible 25% – 50% price 
increase was done to place the 50% fig-
ure in the minds of consumers and then 
beat this expectation by going with 25%. 
A good one, Amazon!

Blame Costs. Consumers don’t want 
to hear prices are rising to sweeten ex-
ecutive paychecks or fatten sharehold-
ers’ 401(k) accounts. It’s textbook to cite 
higher costs as justification. On cue, 
Amazon identified the culprits as higher 
shipping and fuel costs.

Appeal to Fairness. Consumers are re-
ceptive to a price hike if they perceive it 
as fair. Amazon clearly noted that it has 
not raised Prime’s price since its incep-
tion nine years ago. C’mon, nine years is 
a long time!

Hint That There’s More to Come. Ru-
mors have been swirling that Amazon 
will be adding an additional feature to 
its Prime package – streaming radio. 
More features translate into a better deal 
for customers.

Don’t Cave to Simple Market Re-
search. UBS conducted a survey indi-
cating a $20 price increase would put 
42% of current Prime customers at risk 
of ditching the service. This led the 
Swiss-based financial services company 
to downgrade Amazon’s stock from a 
“buy” to “neutral.” There are two prob-
lems with interpreting this research. 
First, customers aren’t likely to be ame-
nable when asked about their feelings of 
a higher price – thus, their responses are 
biased downwards. Equally important, 

survey respondents were probably not ex-
posed to Amazon’s reasoning on why it is 
increasing prices. This spin is critical in 
how customers evaluate a price increase.

While Amazon did a good job of raising 
prices, let’s call it a B+, there is more it 
should have done: Remind Customers 
of the Value It Provides. At $99 (or even 
$119) a year, Prime is a great value. From 
a streaming-only perspective, Netflix 
charges $96 annually (with admittedly 
a more comprehensive selection). The 
once-a-month Kindle lending library os-
tensibly saves Prime members, say, $9.99 
a month, from otherwise purchasing e-
books ($120 annually). Finally, two-day 
shipping is a big time- and money-saving 
service. How convenient is it to click to 
purchase a $5 pair of scissors instead of 
incurring the time and gas expense of 
visiting a local Target? Saving 15 – 20 
minutes here-and-there in all of our busy 
schedules is meaningful, hence valuable. 
Even if members don’t currently use all 
of these services, this value-reminder 
may encourage them to do so – which 
deepens loyalty.

Resist the One Price Fits All Mind-
set. As I have previously argued, to ef-
fectively grow a business, one price does 
not fit all. Offering consumers a range 
of good-better-best options truly enables 
companies to profit and grow. Price sen-
sitive customers purchase the good op-
tion while consumers who highly value a 
product spring for the best. Since Prime 
is so critical to growth, it needs a lower 
price point entry version to attract new 
customers. Amazon should have tiered 
its Prime program.

Raising prices is an angst-inducing rit-
ual for all companies. The art of raising 
prices involves a clear yet sensitive dia-
logue with customers to justify the lift. 
As Amazon demonstrated, even a 25% 
price increase can be palatable if pitched 
correctly.


