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Chapter  3

INTRODUCTION

New products have to be developed by companies 
with great care. It is necessary to understand the 
need of the consumers, competitive threats, avail-
ability of post sales services, and cost of marketing 
of the product. However, in the contemporary 
era of competitions new product development 
is essential for the companies though there re-
mains some unforeseen risk. The new product 
failure rates in the packed products are about 80 
percent in USA according to some studies. These 
products largely include credit cards, insurance 

schemes, hire purchase schemes, investment plans 
and the like. These results largely depend on the 
methodology adopted in the survey. The major 
factors that obstruct the process of new product 
development are:

•	 Limited creativity and paucity of new 
product ideas,

•	 Fragmented markets,
•	 Social and economic limitations,
•	 Government policies and restrictions,
•	 Cost-effectiveness of the process of new 

product development,
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•	 Resource crisis at various levels in the pro-
cess of product development to launching 
it in the market,

•	 Product development and launching time, 
and

•	 Short product life cycle.

Many companies consider the process of new 
product development as colossal due to organi-
zational and market led intricacies. However the 
process of new product development can be made 
easier by rationally dividing it into two parts- an 
early stage, which focuses on evaluating pros-
pects and eliminating bad bets, and a late stage 
that optimizes the market potential. Firms should 
consider pricing new products in reference to their 
close substitutes available in the market. The new 
products need to be re-priced over their life cycle 
to fit the changing competitive environment. At 
the onset of price determination process for new 
products, firms must estimate demand, decide on 
market targets, design promotional strategies, and 
choose distribution channels. It is important to 
make decision between a high initial price, which 

takes advantage of inelastic demand and helps the 
firm bear the burden of financing, and a low initial 
price, which can penetrate mass markets early and 
raise entry barriers to competitors. Firms need to 
reduce the prices when it enters into its mature 
stage in order to prevent the entry of private-label 
competitors (Dean, 1976).

Eli Lilly, following this approach, designed 
and piloted Chorus, an autonomous unit dedicated 
solely to the early stage. Chorus has significantly 
improved efficiency of new product development 
and productivity at Lilly. Although the unit absorbs 
just one-tenth of Lilly’s investment in early-stage 
development, it delivers a substantially greater 
fraction of the molecules slated for late second 
phase trials at almost twice the speed and less 
than a third of the cost of the standard process, 
sometimes shaving as much as two years off the 
usual development time (Bonabeau et al, 2008). 
The pricing process to be followed by the firms 
for new products is exhibited in Figure 1.

Determining price for new products is faced 
as a major challenge faced by most emerging 
firms. In a competitive marketplace often new 

Figure 1. Pricing process for new products
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