
Pricing strategy for new products

Getting the price wrong on a new product is a fast way to kill momentum. You can
have the best widget in the world, but if the price tag screams "clueless amateur,"
nobody buys. Or worse, you price it so low you bleed cash before you even start.
This isn't about guessing. It's about a structured decision that balances what the
market will bear with what your business needs to survive. Let's cut the fluff and
look at the actual mechanics of setting that first price.

Cost-Plus vs. Value-Based: The Two Poles

There are two main camps here. The first is cost-plus pricing. You calculate your
total cost per unit—materials, labor, overhead, shipping—and slap a standard
markup on top. It feels safe. It feels logical. But it ignores a brutal reality: your
costs mean nothing to a customer. If your cost-plus price is $50 and the perceived
value is $20, you have a paperweight.

The second camp is value-based pricing. This starts with the customer. What is the
problem your product solves worth to them? If your software saves a company
$10,000 a year in labor, charging $2,000 a year is a steal. This method is harder
because you have to research and quantify that value. But it's where the real money
lives. A classic example is a SaaS tool that automates reporting. The cost to run the
servers is negligible. The value to a finance team drowning in spreadsheets is
enormous. You price based on that saved time, not the server bill.

Skim, Penetrate, or Anchor? Three Launch Lanes

Once you know your cost floor and your value ceiling, you pick a launch tactic. The 
skimming strategy is for the impatient and the innovative. You launch at a high
price, targeting early adopters who don't care about cost. Think of the first iPhone.
Then you slowly drop the price to capture the mass market. This works best when
you have a real technological moat or a strong brand. The risk? A competitor
undercuts you before you drop the price.

The penetration strategy is the opposite. You launch low to grab market share
fast. Netflix did this with streaming. Low price, huge volume, crush the
competition. The catch? You need deep pockets. You will lose money per unit



initially. You are betting on volume and future price increases. If your product is
easily copied, penetration can be a race to the bottom.

Then there is price anchoring. You show a premium version first to make the mid-
tier look reasonable. A coffee shop sells a $6 latte. Suddenly, the $4.50 regular latte
feels like a bargain. You are not selling coffee. You are selling a relative
comparison. This is psychological warfare, and it works.

The Three Numbers You Must Calculate Before
Launch

Do not skip this math. It is boring. It is essential.

Unit Economics: What is your exact cost to produce and deliver one unit?
Include the packaging, the payment processing fee, and the return rate. If
you don't know this number, you are flying blind.
Break-Even Volume: At your chosen price, how many units do you need to
sell to cover your fixed costs (rent, salaries, development)? This tells you if
your price is even feasible.
Price Elasticity Estimate: If you raise the price by 10%, will you lose 5% of
sales or 50%? For necessities, demand is inelastic. For luxury goods or
commodities, it is elastic. A simple survey or a small A/B test on a landing
page can give you a rough idea.

Rule of thumb: If your break-even volume is more than 20% of your total
addressable market, your price is too low or your costs are too high. Fix one
before launch.

The Trap of "Competitive Pricing"

Looking at what competitors charge is smart. Copying them is lazy. Competitors
might be idiots. They might be subsidizing their price to sell data. They might be
running on venture capital and have no idea what a real profit margin looks like. If
you match their price without understanding their cost structure, you could be
signing your own death warrant.

Instead, use competitor prices as a sanity check. If your value-based price is 10x
theirs, you better have a damn good story about why. If your cost-plus price is 50%
higher, you need to cut costs or find a different market segment. The goal is not to



match them. The goal is to justify your own number.

Myth vs. Reality in New Product Pricing

Myth 1: A lower price always means more sales.
Reality: A lower price can signal low quality. In some markets, a higher price
increases desire. It's the "Veblen good" effect. Luxury watches and premium
headphones rely on this.

Myth 2: You can always raise the price later.
Reality: Raising prices on existing customers is a political nightmare. It is much
easier to start high and offer discounts or promotions to lower the effective price.
You can always give a "launch discount." You cannot easily take money back.

Myth 3: Your price is final once set.
Reality: Your first price is a hypothesis. You test it. You gather data. You adjust. A
smart founder runs three different price points on a landing page for a week and
sees which converts best. The price is not a monument. It is a lever.

Real Scenario: The Hardware Startup

A friend built a smart garden sensor. Cost per unit to manufacture: $45. He looked
at competitors selling similar devices for $120. He felt good about a $99 price
point. He ran the numbers. His break-even was 5,000 units. His initial production
run was 2,000. He would lose money on the first batch unless he sold at $149. He
tested a landing page with two prices: $99 and $149. The $149 version had a higher
conversion rate. Why? The higher price signaled better quality and included a
"premium soil analysis report." The lower price looked suspiciously cheap. He
launched at $149 and used the extra margin to fund a marketing campaign. He
never dropped the price.

Frequently Asked Questions

Q: Should I use a psychological price like $9.99 or $10.00?
A: For low-cost consumer goods, $9.99 still works. For B2B software or high-ticket
items, round numbers ($100, $500) feel more professional and less gimmicky. Test
it.

Q: What if my product has no direct competitors?



A: You have a blue ocean. This is dangerous. You have no price anchor for the
customer. You must find a substitute or a "cost of inaction." If your product saves a
business 10 hours a week, what is their hourly rate? That is your anchor.

Q: How do I handle early adopter discounts?
A: Use them. But make them time-limited, not permanent. "First 100 customers get
20% off for life" is a terrible idea. "20% off for the first month" is better. You want
to reward early action, not create a permanent lower tier.

Q: Is it better to offer a single price or multiple tiers?
A: Multiple tiers almost always win. They allow you to capture different customer
segments. A basic tier for the price-sensitive, a pro tier for the power user. The
middle tier usually becomes the best seller. This is the "decoy effect" in action.

Your Price is a Signal, Not Just a Number

The price you set tells the market who you are. A low price says "commodity." A
high price says "specialist." A mid-range price says "safe choice." None of these are
inherently wrong. But you must be intentional. The worst pricing strategy is the one
you haven't thought about. Calculate your floor. Estimate your value ceiling. Pick a
tactic. Launch. Measure. Adjust. That is the whole game. Now go sell something.
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