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Penetration	price	example

Penetration	Pricing	Strategy:	A	Key	to	Market	Success	Many	businesses	recognize	that	a	unique	selling	proposition	or	differentiator	is	essential	for	standing	out	in	today's	competitive	market.	For	many	consumers,	price	is	often	a	deciding	factor	when	making	a	purchase	decision.	A	penetration	pricing	strategy	involves	setting	an	initial	low	price	to
attract	customers	and	gain	market	share	quickly.	This	approach	aims	to	rapidly	build	a	customer	base,	increase	brand	loyalty,	and	maximize	profits	over	time.	By	undercutting	competitors'	prices,	businesses	can	lure	in	customers	who	may	switch	from	the	familiar	option	to	the	new	one.	However,	the	goal	of	penetration	pricing	is	not	always	purely
profit-driven;	it's	also	about	generating	demand	and	creating	a	loyal	customer	base.	After	an	initial	period	of	growth,	the	business	typically	raises	its	prices	to	increase	profits	and	reflect	the	product's	rising	value.	This	strategy	can	be	particularly	effective	for	innovative	products	or	services	where	price	serves	as	a	barrier	to	entry.	By	setting	a	low
price	that	offers	significant	value,	businesses	can	entice	customers	to	try	new	offerings	without	being	deterred	by	high	costs.	Penetration	pricing	is	often	employed	when	demand	for	a	new	product	or	service	is	expected	to	be	high	and	market	share	is	prioritized	over	immediate	profits.	The	strategy's	success	also	depends	on	factors	like	price	elasticity,
where	the	product's	buying	habits	shift	based	on	price,	making	it	essential	for	businesses	selling	price-elastic	products	to	adopt	this	approach.	In	comparison	to	other	pricing	strategies,	such	as	loss	leader	pricing	or	predatory	pricing,	penetration	pricing	has	distinct	characteristics.	Understanding	these	differences	is	crucial	for	businesses	seeking	to
maximize	their	market	share	and	achieve	long-term	success.	Netflix	and	Penetration	Pricing	Strategy	Netflix's	entry	into	the	DVD	rental	market	in	the	late	1990s	and	early	2000s	is	a	prime	example	of	penetration	pricing.	By	offering	a	low	initial	price	point,	the	company	was	able	to	attract	customers	who	would	then	test	their	new	service.	In	2000,
Netflix	launched	a	subscription-based	model	that	allowed	users	to	rent	four	movies	at	a	time	for	$15.95,	which	worked	out	to	around	$1	per	DVD.	This	strategy	was	key	in	building	the	company's	subscriber	base	and	reaching	profitability	by	2003.	Penetration	pricing	is	used	in	various	industries	to	attract	customers	and	generate	recurring	business.
For	instance,	internet	and	cable	providers	offer	free	streaming	services	or	extra	channels	to	draw	in	new	subscribers.	Food	and	beverage	companies	introduce	new	products	at	low	prices	to	encourage	customers	to	try	them.	The	strategy	also	involves	offering	discounts,	promotions,	and	other	incentives.	Some	companies,	like	cell	phone	carriers,	offer
inexpensive	or	free	smartphones	in	return	for	a	long-term	contract.	Technology	companies	like	Android	phones	use	this	tactic	to	build	brand	loyalty	and	achieve	greater	market	penetration.	On	the	other	hand,	some	companies,	such	as	Apple,	practice	price	skimming	by	charging	high	prices	initially	and	then	lowering	them	over	time	to	build	their
luxury	brand	reputation.	Penetration	pricing	aims	to	achieve	market	penetration	by	offering	low	initial	prices	to	a	large	number	of	customers.	This	strategy	is	particularly	effective	for	mass-market	products,	as	it	can	increase	sales	volume	and	offset	risks	associated	with	low	prices.	By	starting	with	an	inexpensive	price,	companies	can	build	goodwill,
reduce	customer	churn,	and	gain	a	competitive	edge.	Ready	to	boost	your	business	finances?	Sign	up	for	Brex	today!	You'll	gain	access	to	high-limit	business	credit	cards,	powerful	financial	tools,	and	seamless	cash	management	–	all	with	no	personal	guarantee	required.	Want	to	make	a	lasting	impression	on	the	market?	Penetration	pricing	can	help
you	achieve	just	that.	This	strategy	involves	starting	off	with	lower-than-market	rates	to	draw	consumers	in	and	choose	your	brand.	Redbox,	those	DVD	kiosks	near	grocery	stores,	mastered	this	approach	by	offering	$1.00	per	day	for	DVD	rentals	and	no	late	fees	–	a	much	cheaper	option	than	Blockbuster's	$2.99	to	$4.99	per	rental,	plus	late	fees.	So,
what	does	penetration	pricing	mean?	It's	simply	about	market	penetration	–	making	a	name	for	yourself	in	the	industry.	Companies	new	to	the	game	often	employ	this	strategy	to	quickly	compete	on	price	and	attract	cost-conscious	customers.	Penetration	pricing	is	all	about	providing	value	to	customers	by	offering	them	more	bang	for	their	buck.	This
requires	companies	to	slash	prices	almost	below	market	value,	which	can	be	a	necessary	sacrifice	to	gain	market	share	and	entice	customers	away	from	competitors.	For	instance,	if	Michael	Scott	Paper	Company	enters	the	Scranton	paper	market	at	$4.00	per	ream	–	when	it	costs	$3.50	to	produce	each	ream	–	this	would	be	considered	penetration
pricing.	Before	creating	a	penetration	pricing	strategy,	consider	these	key	points:	1.	Is	your	product	price-elastic?	Products	with	fluctuating	demand	can	benefit	from	effective	penetration	pricing	strategies.	2.	Is	your	strategy	legal?	Be	mindful	of	the	line	between	penetration	pricing	and	shady	practices	like	loss	leader	pricing	and	predatory	pricing.
Penetration	pricing	is	an	effective	way	to	win	over	more	cost-conscious	customers	by	offering	them	greater	value	for	their	money.	Penetration	Pricing	Strategy:	Weighing	Pros	and	Cons	Many	internet	and	cable	providers	use	penetration	pricing	by	offering	extremely	low	introductory	prices	to	attract	customers	away	from	competitors.	However,	after
this	initial	period	ends,	their	rates	rapidly	increase	to	match	industry	standards.	Fabletics,	a	popular	athletic	clothing	brand,	offers	its	VIP	members	an	affordable	two-piece	outfit	for	$59.95,	significantly	cheaper	than	brands	like	Lululemon	or	Athleta.	Yet,	the	catch	is	that	it's	a	subscription	service	where	you	receive	one	"member	credit"	each	month
unless	you	opt	out	before	the	fifth	day,	which	can	be	redeemed	for	a	similar	outfit.	This	pricing	strategy	wouldn't	be	sustainable	without	the	constant	influx	of	monthly	subscriptions	and	occasional	purchases	from	its	members.	Frito	Lay	used	penetration	pricing	with	their	Lay’s	Stax	chips	by	initially	selling	them	at	$0.69	per	can	in	2003	to	compete
against	Pringles.	Once	they	gained	traction,	they	increased	prices	to	match	industry	standards.	Costco	also	employs	this	strategy	with	its	organic	products,	but	due	to	its	massive	size	and	resources,	it	has	the	capacity	to	maintain	lower	prices	than	smaller	competitors	like	local	grocery	stores.	To	execute	penetration	pricing	successfully,	businesses
must	consider	consumer	behavior,	promotional	prices,	and	their	own	capabilities.	It's	crucial	to	have	sufficient	resources	in	place	to	support	such	a	strategy,	especially	when	attempting	to	penetrate	the	market	and	lure	away	customers	from	competing	businesses.	Additionally,	it's	essential	to	maintain	a	focus	on	customer	satisfaction	as	it	can
significantly	impact	long-term	success,	with	studies	showing	that	positive	experiences	make	consumers	3.5	times	more	likely	to	buy	again	and	5.1	times	more	likely	to	recommend	an	organization.	Penetration	pricing	is	a	strategy	that	involves	offering	a	new	product	or	service	at	a	low	price	to	attract	customers	and	gain	market	share.	By	combining
penetration	pricing	with	promotions,	businesses	can	boost	profitability	without	making	their	existing	customers	feel	forced	to	upgrade.	This	approach	has	three	main	advantages:	it	creates	positive	feelings	among	customers,	improves	profitability	through	lower	margins	during	the	promotion	period,	and	reduces	disgruntled	prospects	by	clearly
communicating	that	low	rates	are	only	valid	for	a	limited	time.	However,	it's	essential	to	track	results	and	make	pricing	adjustments	as	necessary	to	ensure	sustained	success.	Understanding	how	penetration	pricing	will	affect	your	business	plan	before	implementing	it	is	critical,	especially	since	price	can	directly	impact	company	growth.	StyleSavvy,
an	online	fashion	brand,	employs	penetration	pricing	to	attract	young,	budget-conscious	consumers.	By	offering	trendy	clothing	for	40%	less	than	major	competitors,	starting	at	$15	for	dresses	and	$5	for	accessories,	the	brand	creates	early	sales	and	establishes	loyal	customers.	Over	six	months,	prices	are	gradually	raised	until	dresses	start	at	$25
and	accessories	start	at	$8,	matching	market	averages.	The	theory	behind	market	penetration	pricing	is	that	a	low	initial	price	secures	market	acceptance	and	forms	customer	habits.	This	strategy	is	effective	in	entering	new	markets	with	little	difference	between	products.	By	offering	more	value	for	less,	consumers	are	more	likely	to	buy	what	the
brand	has	to	offer.	Penetration	pricing	aims	to	capture	market	share	by	attracting	new	customers	and	building	brand	loyalty.	To	achieve	this,	brands	can	implement	loyalty	programs	that	reward	customers	for	continuous	purchases.	These	perks	encourage	customers	to	spend	more	with	the	brand	over	time.	###	Competitors	are	deterred	from
entering	the	market	when	you	use	penetration	pricing,	as	they	cannot	afford	to	sell	at	that	low	price.	By	keeping	costs	down,	you	can	generate	high	sales	volumes	and	reap	the	benefits	of	bulk	discounts	on	supplies.	However,	this	strategy	has	some	disadvantages,	including	upfront	costs	for	production,	distribution,	and	marketing,	which	may	require
sacrificing	short-term	profits	for	long-term	gains.	Additionally,	a	penetration	strategy	can	negatively	impact	your	brand	image,	making	it	appear	cheap	or	low-quality.	To	make	the	most	of	penetration	pricing,	you	should	focus	on	building	long-term	customer	loyalty	by	offering	excellent	customer	service,	cross-selling	and	upselling	relevant	products,
soliciting	feedback,	and	personalizing	customer	experiences.	You	should	also	avoid	price	wars	by	competing	on	quality,	emphasizing	the	risks	of	choosing	low-priced	options,	or	revealing	your	cost	advantage.	When	using	this	strategy,	it's	essential	to	focus	on	volume	sales	to	maximize	profits	despite	lower	margins.	Scalability	is	key	in	this	regard,	so
ensure	that	your	supply	chain,	inventory	management,	and	logistics	are	up	to	task.	Finally,	penetration	pricing	only	works	when	there	is	high	demand	for	the	product	or	service,	as	prices	need	to	be	low	compared	to	what	the	target	market	perceives	as	value.	High	demand	for	your	products	is	key	to	success	in	today's	market.	To	tap	into	this	demand,
leveraging	platforms	like	Google	can	help	you	get	your	products	found	by	nearby	shoppers.	By	listing	your	products	on	Google	for	free	and	offering	pickup	availability,	you	can	increase	store	visits	and	measure	the	impact	of	your	listings	on	sales.	Several	businesses	have	successfully	employed	penetration	pricing	strategies	to	gain	traction	with	new
products.	Lumin,	a	premium	skincare	brand,	uses	a	quiz-based	approach	to	offer	customers	a	free	personalized	skin	care	bundle	after	just	90	seconds.	Netflix,	on	the	other	hand,	disrupted	the	video	rental	market	by	offering	DVDs	at	a	low	price	point,	later	becoming	a	household	name.	TJ	Maxx	targets	price-sensitive	customers	with	permanent
penetration	pricing,	offering	products	at	significantly	lower	prices	than	full-price	retailers.	This	strategy	has	helped	TJ	Maxx	grow	its	customer	base	and	market	share,	attracting	28%	of	fashion	store	customers	in	the	US.	However,	penetration	pricing	is	not	without	its	challenges.	To	maintain	a	competitive	edge,	businesses	need	to	establish
themselves	as	main	players	in	the	market	over	time.	A	long-term	plan	is	necessary	to	build	loyalty	and	keep	customers	happy,	preventing	them	from	switching	brands	when	the	next	deal	comes	along.	To	stay	ahead	of	the	curve,	they'll	need	to	bring	down	their	prices	and	maintain	a	level	playing	field.


