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In the world of marketing and sales, businesses constantly seek innovative strategies to attract customers
and maximize revenue. One particularly effective and widely used tactic involves advertising a low-priced
product—often called a "loss leader"—to draw customers in, with the ultimate goal of encouraging them to
purchase more expensive, high-margin items later on. This approach leverages consumer psychology and
strategic pricing to create a compelling sales funnel that benefits both the business and the consumer when

used ethically.

This marketing strategy is not new; it has roots in traditional retail practices but has evolved significantly
with digital marketing. Understanding what this approach is called, how it works, and its implications can

help business owners and consumers alike navigate the marketplace more effectively.
‘What Is This Strategy Called?

The practice of advertising a low-priced product to lure customers into purchasing higher-priced items is
known as "Loss Leader Marketing" or simply "Loss Leader Strategy." This term describes a pricing tactic
where a business deliberately sells a product at a loss or at a very low profit margin to attract customers,

with the expectation that these customers will make additional purchases of more profitable products.
Other Related Terms
While "loss leader” is the most common term, similar concepts may also be referred to as:

- Upselling Strategy: Encouraging customers to buy a more expensive version or add-ons.

- Freemium Model: Offering a free or low-cost basic product, then charging for premium features.
- Hook Pricing: Using a low-priced item as a "hook" to generate interest.

- Decoy Pricing: Presenting a less attractive high-priced option to make other options seem more

reasonable.

However, in the context of advertising a low-priced product to promote high-priced purchases, "Loss

Leader Marketing” remains the most precise and widely accepted term.

The Mechanics of Loss Leader Marketing



Understanding how loss leader marketing works is crucial to appreciating its power and potential pitfalls.

The core idea revolves around strategic pricing and psychological influence.

How it Works

1. Introduction of a Low-priced Product: The retailer offers a product at a significantly reduced price, often
below cost, to attract customers. Examples include popular electronics, basic groceries, or entry-level

software.

2. Attracting Foot Traffic or Traffic Online: The low price serves as a lure, bringing potential customers

into the store or onto the website.

3. Encouraging Additional Purchases: Once the customer is engaged, the retailer promotes complementary

or higher-end products—often with higher profit margins—that the customer is persuaded to buy.

4. Maximizing Overall Profit: Even if the initial product is sold at a loss, the total revenue from the

subsequent sales compensates for the loss and results in overall profit.

Examples in Practice

- Grocery Stores: Selling staple items like bread or milk at a loss to encourage customers to buy other items.
- Electronics Retailers: Offering popular gadgets at a low price to entice customers, then upselling
accessories or extended warranties.

- Subscription Services: Providing free or low-cost basic plans to attract users, then upselling premium
features.

- Software and Apps: Free initial versions with optional paid upgrades.

The Psychological Aspect

Loss leader marketing effectively exploits consumer psychology:

- Perceived Value: Customers perceive they are getting a good deal.

- Commitment and Consistency: Once engaged, customers are more likely to make additional purchases.

- Switching Cost: If customers buy from a specific retailer initially, they may prefer to continue shopping
there for related needs.

Ethical Considerations and Legal Aspects

While loss leader marketing is a legal and common practice, it does come with ethical considerations:

- Transparency: Businesses should be transparent about pricing strategies to avoid misleading consumers.

- Predatory Pricing: Selling below cost with the intent to eliminate competition can be considered anti-

competitive or illegal in some jurisdictions.



- Consumer Deception: If low-priced products are used merely as bait without genuine intent to sell at that

price, it may be considered deceptive advertising.

Regulatory agencies in various countries monitor and regulate such practices to ensure fair competition and

protect consumers.

Advantages of Loss Leader Marketing

When executed ethically and strategically, loss leader marketing offers several benefits:

1. Increased Foot Traffic and Customer Engagement

By offering attractive prices, businesses can draw in a larger customer base, increasing the chances of

upselling and cross-selling.

2. Competitive Edge

Employing this strategy can help retailers differentiate themselves from competitors, especially in

saturated markets.

3. Inventory Clearance

Loss leaders can be used to move slow-selling stock or seasonal inventory quickly.

4. Brand Loyalty and Customer Acquisition

Attractive introductory offers can convert first-time buyers into repeat customers, fostering long-term

loyalty.

5. Higher Overall Profitability

While individual products may be sold at a loss, the cumulative effect of additional sales can result in

substantial profit.

Potential Risks and Challenges

Despite its advantages, loss leader marketing also entails risks:

- Erosion of Profit Margins: Overuse or aggressive pricing can harm profitability.

- Customer Expectations: Consumers may start to expect low prices, making it difficult to raise prices later.

- Legal and Ethical Pitfalls: Misleading advertising or anti-competitive practices can lead to legal action.

- Brand Perception: Excessive reliance on loss leaders may damage brand value if perceived as desperation.



Implementing Loss Leader Strategies Effectively
To maximize benefits while mitigating risks, businesses should consider the following best practices:

- Set Clear Goals: Define whether the goal is to increase foot traffic, clear inventory, or build brand
awareness.

- Choose the Right Products: Select items that are popular, high-margin add-ons, or strategic for your
business.

- Monitor Performance: Track sales, margins, and customer behavior to evaluate the effectiveness.

- Ensure Transparency: Clearly communicate offers to avoid misleading consumers.

- Balance Pricing: Avoid consistently selling at a loss; use loss leaders as part of a broader marketing

strategy.
Conclusion

Advertising a low-priced product in order to lure customers into buying a high-priced product is called loss
leader marketing. This strategic approach leverages consumer psychology and pricing tactics to create a
sales funnel that benefits both the retailer and the customer when used ethically. By offering attractive
introductory prices, businesses can increase traffic, boost sales of higher-margin items, and foster customer

loyalty.

However, it's essential to use this strategy responsibly, ensuring transparency and compliance with legal
standards. When executed properly, loss leader marketing can be a powerful tool to grow a business,

increase profitability, and stay competitive in a dynamic marketplace.

Understanding the nuances of this approach empowers both marketers and consumers to make informed

decisions, fostering a marketplace where value and fairness are prioritized.

Frequently Asked Questions

What is the term for advertising a low-priced product to attract customers
into purchasing a higher-priced item?

The practice is called 'loss leader' marketing or 'bait and switch' advertising.

Is the strategy of advertising a cheap product to promote a more

expensive one considered ethical?

It can be considered unethical or illegal if the low-priced product is not available or the advertisement is

misleading, as it may deceive consumers into purchasing the higher-priced item.



What are common examples of this advertising technique in retail?

Examples include promotions like discounted printers with expensive ink cartridges or low-cost

smartphones with accessories that have high markups.

How can consumers protect themselves from deceptive advertising

strategies involving low-priced teasers?

Consumers should read the fine print, verify the availability of the advertised product, and compare prices

before making a purchase.

‘What legal regulations govern the use of advertising a low-priced
product to sell a higher-priced one?

Laws vary by jurisdiction but generally include consumer protection laws that prohibit deceptive or

misleading advertising practices.

Additional Resources

Advertising A Low-priced Product In Order To Lure Customers Into Buying A High-priced Product Is
Called is a strategic marketing technique that has been widely employed across various industries. This
approach leverages the initial appeal of an affordable or seemingly inexpensive product to attract potential
customers, with the ultimate goal of encouraging them to purchase a higher-priced, often more profitable,
product or service. This tactic is rooted in consumer psychology and behavioral economics, exploiting the
concept of perceived value, commitment, and incremental purchasing behaviors. In this comprehensive
guide, we will explore the nuances of this strategy, its historical context, how it functions in practice, and

its implications for both marketers and consumers.

Understanding the Technique: An Introduction

At its core, advertising a low-priced product in order to lure customers into buying a high-priced product is
a form of upselling or cross-selling, often embedded within broader marketing and sales funnels. Businesses
utilize this approach to lower the initial barrier to engagement—since a low-priced or free product is easier

for consumers to accept—and then gradually introduce more expensive offerings.
This strategy is often associated with concepts like:

- Loss Leader Marketing
- Foot-in-the-Door Technique



- Anchoring and Adjustment Heuristic

- Bundling and Packaging

By understanding these concepts, marketers can craft campaigns that effectively guide prospects toward

higher-value purchases, increasing overall revenue and customer lifetime value.

Historical Context and Evolution

The origins of this marketing tactic can be traced back to traditional retail and service industries, where
small, inexpensive items were used to draw customers into stores or service centers. For example, in the
early 20th century, grocery stores would offer cheap or free samples to entice shoppers, who would then

purchase more expensive items.

With the advent of modern marketing, especially digital marketing, this strategy has been refined and
expanded. The rise of subscription services, freemium models, and bundled offers exemplify how this
approach has adapted to new mediums.

Key milestones include:

- The introduction of the "loss leader" in retail, where stores sell a product at a loss to attract customers.

- The proliferation of free trials in software and digital services.

- The success of bundled products, such as smartphones with financing plans for high-end models.

How the Strategy Works: The Psychology Behind It

1. The Power of Perceived Value

Consumers are naturally influenced by perceived value. Offering a low-cost or free initial product reduces
the perceived risk, encouraging trial and adoption. Once engaged, customers are more likely to explore
additional or upgraded offerings.

2. Commitment and Consistency

According to behavioral psychology, once someone makes a small commitment (like purchasing an
inexpensive product), they are more likely to commit to larger purchases later, due to the desire for

consistency and to justify their initial decision.

3. The Anchoring Effect



Presenting a high-priced product after a low-priced one creates an anchor that makes the high-priced item

seem more reasonable and justifiable in comparison.
4. The Foot-in-the-Door Technique
Starting with a small request increases the likelihood of compliance with larger requests later. In

marketing, this translates to convincing customers to make small initial purchases, leading to bigger

transactions over time.

Common Examples and Applications

A. Retail and Consumer Goods

- Product Bundling: Offering a basic product at a low price, then upselling accessories or premium versions.
- Sample and Full-Size Product: Providing free samples to entice consumers to purchase the full-sized,
more expensive product.

B. Software and Digital Services

- Freemium Models: Basic features are free, but advanced features or ad-free experiences require payment.

- Free Trials: Offering limited-time access to high-end features to encourage subscription upgrades.

C. Automotive Industry

- Low-cost Entry Models: Selling an affordable base model with optional upgrades and add-ons, which

significantly increase the overall sale price.

D. Hospitality and Travel

- Introductory Offers: Discounted rates or free upgrades to lure customers into booking, then encouraging

additional purchases like dining, excursions, or premium amenities.

Benefits for Marketers

- Increased Conversion Rates: Lower entry barriers attract more prospects.
- Customer Engagement: Early interactions foster brand loyalty and trust.
- Higher Revenue per Customer: Upselling and cross-selling generate incremental sales.

- Market Penetration: Easier to attract a broad customer base with entry-level products.



Risks and Ethical Considerations

While effective, this strategy has potential pitfalls:

- Customer Dissatisfaction: If the high-priced product does not meet expectations, it can damage brand
reputation.

- Perceived Manipulation: Consumers may view the tactic as deceptive, especially if the initial low-priced
product is perceived as a bait.

- Profitability Concerns: Loss leaders must be carefully managed to avoid eroding profit margins.

- Legal and Regulatory Issues: Some jurisdictions regulate certain marketing practices to prevent deceptive

advertising.

Ethical marketing requires transparency and delivering real value at each stage of the customer journey.

Strategies for Implementing This Technique Effectively

1. Clear Value Proposition

Ensure that the initial low-priced product provides genuine value, not just a teaser, to foster trust.

2. Seamless Upselling Path

Design a straightforward process for customers to upgrade or purchase additional products.

3. Personalization

Use data analytics to tailor offers based on customer behavior and preferences.

4. Limited-time Promotions

Create urgency around high-priced products to encourage quicker decisions.

5. Transparent Communication

Be honest about costs and benefits to avoid perceptions of manipulation.

Conclusion: The Balance of Strategy and Ethics



Advertising a low-priced product in order to lure customers into buying a high-priced product is a potent
marketing technique when used ethically and strategically. It leverages psychological principles to guide
consumer behavior, increasing the likelihood of larger sales and fostering long-term customer relationships.
However, marketers should exercise caution to maintain transparency, provide genuine value, and avoid

manipulative practices.

When executed well, this approach can be a win-win—businesses boost revenues, and consumers find
value in affordable initial offerings that lead them to higher-quality, more satisfying products or services.
As with all marketing strategies, success hinges on understanding your audience, delivering real value,

and maintaining integrity throughout the customer journey.
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