
In this market lenders are certainly spending 
more. The new compliance rules are forcing 
lenders to invest more in technology and add 

new employees in some cases. Further, the refi -
nance boom of last year is expected to slow this 
year and purchase business can be more costly 
for lenders to originate. So, are lenders too cash-
strapped to invest in technology? I don’t think so.

What is happening is that technology vendors 
see the market shifting and think that they have 
to discount their pricing to get the lender to make 
that fi nal decision. I don’t think that’s the right 
strategy. I read an article recently titled, “How 
Discounting is Killing Your Pricing Strategy” by 
Patrick Campbell, in which the author noted that 
the urge to discount to close a sale is alive and 
well in most companies today. 

Campbell believes that there is someone in ev-
ery company that believes that for some reason, 
the target customer just needs 10% off to fi nally 
pay up. He suggests that your response to this in-
dividual within your company should be:

“Blindly discounting is one of the worst things 
you can do, because you’re conditioning your 
customer into de-valuing your product, and you’re 
literally throwing money away by putting it back 
on the table from the initial and future sales with 
that customer.”

It may sound harsh, but he actually provides 
sound data to back up his claims. He says, “Let’s 
explore this concept a bit more by fi rst looking 
at the fundamentals of discounting and why they 
don’t properly translate to software. We’ll then 
reveal hard evidence into the true impact of dis-
counting on your bottom line, before fi nally illu-
minating solutions to get you on the right track to 
boosting your value.

“As human beings, we’ve been trained by a 
century’s worth of retail pricing to love discounts. 
The idea of scoring a deal makes us feel like we’re 
beating the system, and to a greater extent, makes 
us feel special. Yet, to understand discounting, we 

need to realize that at its core, a price is your ex-
change rate on the value you’re creating through 
your product or service. With that number put 
down in pixels, you’re saying that whatever 
you’ve produced is worth $X, because that prod-
uct or service helps the customer in a manner that 
fi ts that equates to their perceived value.”

So, why isn’t discounting the right strategy? 
According to Campbell, different types of cus-
tomers value that product or service at differ-
ent price points, meaning different segments of 
customers will have a different exchange rate, 
or perceived value, of your offering. In the end, 
different segments of target customers value the 
product differently. As such, stakeholders need 
to decide where their product resides to spur a 
profi table business. Discounting for the sake of 
discounting is not the answer at all.

I know full well that everything is not rainbows 
and sunshine for all technology vendors, but that 
doesn’t mean that you should thow in the prover-
bial pricing towel. To the contrary, by discounting 
you’ve conditioned the customer to de-value your 
product. Discounting works in the retail space so 
well, because brands can limit supply (or at least 
make it look like supply is limited), and therefore 
create a sense of urgency in the eyes of the con-
sumer. In the software space, supply is practically 
unlimited and non-physical, and we’re inundated 
with so many promotions and discounts every day 
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that we know more are coming down the pipeline, 
even if you say, “for two days only.”

What’s even worse, is that when that next month 
or updated product comes, the customer is already 
using the product at a particular price. Very few 
companies have the fi rst month user retention strat-
egies in place to boost value to the original price 
point. Switching costs are so low (especially after 
only one month of use) that customers churn out, 
wasting you even more money from marketing, on-
boarding, and any extraneous costs associated with 
having that non-ideal customer distract you. As Da-
vid Skok illustrated, churn is kryptonite to startups, 
and if you’re growing sales through discounts, prob-
lems will only get worse, even if you are retaining a 
certain percentage of those customers.

Let’s talk turkey though, because everything has 
been philosophical up until this point. Campbell 

points out that his company has run hundreds of 
price sensitivity campaigns for software companies 
and one of the segments he always tests is the effect 
of discounting on willingness to pay. Enough results 
have come in for him to assert that the numbers 
back up the above analysis. Even though it varies 
by product, industry, etc., customers receiving a dis-
count on their fi rst month or initial purchase value 
the product at least 12% lower than the product’s 
list price. Note that free trials and promotion still 
reduce perceived value of the main product, but not 

as much as discounts. 
So, what’s the answer to solving your pricing 

woes? Here are three idea:
1. Create an entry-level tier

The main axis your revenue model should 
be based upon is a “value metric,” meaning 
as your customer uses your product more 
(bandwidth, installs, contacts, etc.) he should 
be charged more. As such, an entry-level 
tier allows you to still drive folks to your 
main product, but allows you to capture 
customers with a lower willingness to pay. 
Thus, giving you an opportunity to wine 
and dine them at a lower service level until 
they convert to a higher, more ideal tier.

2. Add value instead of providing negative 
discounts
As stated before, people LOVE to get 
deals and feel special, but that doesn’t 
mean you have to cut the price. Instead, 
add more units, more user seats, premium 
service, etc. A little surprisingly goes a 
long way, and you won’t succumb to the 
long-term implications of discounting. 
Plus, we’ve already chatted about how 
psychologists have proven, human beings 
would rather receive 2 for 1 than 50% off.

3. Improve your marketing segmentation
Whether the price for your product or 
service is optimal for maximizing revenue 
is irrelevant to understanding the trigger 
features and value propositions of your cus-
tomer. Way too many software companies 
run rough shot marketing practices that spew 
the same message to everyone. You need 
to get deeper and more specifi c, because 
even if you’re selling to a niche customer, 
value will be different amongst different 
size companies, geographies, incomes, etc.

Overall, I obviously don’t expect you to retool 
your entire pricing strategy over night, especially 
if your customers are already conditioned into dis-
counts. Keep in mind though, I do want you to move 
toward a more sustainable, revenue maximizing 
strategy. The payoff is enormous and it’s not diffi -
cult, but it does require some work. ❖

Michael Hammond is chief strategy o�  cer at PROGRESS in Lending Association and the founder and 
president of NexLevel Advisors. NexLevel provides solutions in business development, strategic selling, 
marketing, public relations and social media. He can be reached at mhammond@nexleveladvisors.com.

Bu
sin

es
s S

tr
at

eg
ie

s I know full well that everything is not rainbows and sunshine 
for all technology vendors, but that doesn’t mean that you 

should throw in the proverbial pricing towel.


