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Nothing ventured, nothing 
gained: companies need to in-
novate not just to stay ahead, 
but to even survive competi-
tion. Despite this however, the 
failure rate for innovations is 
shockingly high: nearly three 
out of four new products or 
services miss their revenue 
and profit goals. How can 
you make sure your innovations succeed? Madhavan Ramanujam is a Part-
ner and Board Member and Sara Yamase is a Director at Simon-Kucher & 
Partners in Mountain View, California. They can both be reached via www.
simon-kucher.com.
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A
s pricers, monetizing inno-
vation is one of the main pil-
lars on which we place our 
success. But what does this 

term mean? Why is it so important to 
not only be good at what you are doing 
now, but to also tap into new attrac-
tive business areas? And more impor-
tantly, how do you do it successfully? 

Our findings show that 72 per-
cent of innovations fail to meet their 
financial targets or fail entirely, which 
means many companies aren’t quite 
sure how to monetize their innovations 
consistently.

Defining monetizing innovation
What does monetizing innovation 

successfully mean exactly? Simply 
put, it is to meet or exceed the finan-
cial goals a company sets for its new 

product. In times of escalating down-
ward pricing pressures, many com-
panies decide that an innovative new 
product or service is the answer to 
that pressure. However, monetizing it 
proves more difficult than ever. 

Research and development is ex-
pensive, start-ups disrupt whole mar-
kets with their ideas since they are able 
to take more financial risks, and the 
overall rate of innovations is accelerat-
ing. So, innovation is harder than ever.

What causes innovations to miss 
their targets?

There are also countless unique 
product-related reasons that cause 
new products to flop in the market-
place. True? No – we have found that 
almost all failures can be grouped into 
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A more promising approach is to find out if 
customers are willing to pay for a new product – 
and how much – before committing resources to 
building and launching it.

Ø CONTINUED, next page Ø

four categories:
• Feature shock: an over-engineered 

innovation with too many, often un-
wanted, features that don’t stand out 
– crammed into a product that will not 
fully resonate with customers and is 
often overpriced.

• Minivation: an innovation that, despite 
being the right product for the right 
market, is priced too low to achieve 
its full revenue potential. This is often 
because it is not enough of an innova-
tion to warrant a higher price, which 
is caused by either a real or perceived 
lack of differentiation.

• Hidden gem: a potential blockbust-
er product that is never 
properly brought to market, 
generally because it falls 
too far outside of the core 
competency of a company.

• Undead: an innovation 
that customers don’t want, 
but has nevertheless been 
brought to market either as 
the wrong answer to the 
right question or as the an-
swer to a question no one 
was asking.

Knowledge is power
There are a couple of 

myths that prevail around 
monetizing innovations that 
have been difficult to shake: 
that customers are automat-
ically willing to pay the value 
or at least the cost of a great new prod-
uct, that an isolated working innovation 
team should be exclusively in control of 
a new product, that it is completely nor-
mal to have failures quite often when in-
novating, that customers have to experi-
ence a new product before they can say 
how much they will pay for it, and that a 
company first has to physically have their 
new product before assessing its worth. 

Although these statements seem to be 
common sense, they are actually myths of 
successfully monetizing innovations. In 
fact, the overwhelming majority of com-
panies accepting these myths are what 
leads to the 72 percent failure rate for 
innovations. 

A more promising approach is to find 
out if customers are willing to pay for a 

new product – and how much – before 
committing resources to building and 
launching it.

The rules for monetizing innovations
How do companies gain knowledge 

about customer willingness-to-pay? Here 
are nine rules for monetizing product in-
novations successfully:

1. Have the “willingness-to-pay” 
talk early: To find out the price cus-
tomers are willing to pay for a product, 
companies have to talk to them. We 
call it the “willingness-to-pay” (WTP) 
talk. It is extremely critical to start the 
conversation before building a prod-
uct because it helps inform the deci-
sion to invest in the innovation, gives 

guidance on which features to include 
and prioritize, and enables companies 
to avoid the product failure categories.

2. Don’t develop a one-size-fits-
all solution: Companies have to bear 
in mind that not all customers have the 
same WTP since they aren’t a homog-
enous group and have different needs 
and preferences. So, a general seg-
mentation strategy should also help 
guide product development.

3. Decide on product configura-
tion and bundling: After finding out 
what the different customer segments 
need and are willing to pay, companies 
have to decide what features and func-
tionality the new product should deliv-

er. These decisions are the key build-
ing blocks in the design process of a 
successful product, and should be in-
formed not just by customer needs but 
also by customer willingness-to-pay.

4. Find the perfect monetization 
model: Establishing a favorable mon-
etization model can be as important as 
the new product itself. How a company 
charges for a product often has a big-
ger impact on customer adoption and 
price perception than how much it is 
charging. There are countless choic-
es, but a few disruptive price models to 
consider include subscriptions, alter-
nate metrics, dynamic pricing, usage-
based pricing, and freemium as these 

models have proven effective 
for innovative new products.

5. Pick the winning price 
strategy: After having the 
WTP talk, defining features 
and functions tailored to in-
dividual customer segments, 
and deciding on a moneti-
zation model, companies 
need to pick a short- and 
long-term monetization plan 
– their pricing strategy. This 
should consist of four ele-
ments: setting of clear goals, 
deciding how aggressive 
pricing should be, introduc-
ing price-setting principles, 
and defining promotion-
al and competitive reaction 
principles.

6. Build an outside-in business 
case: Developing a business case is 
a critical step in the product design 
process. Although it is used only in-
ternally, companies need to gather ex-
ternal input on value, price, cost, and 
volume (by means of the WTP talk) to 
make it useful.

7. Communicate the product’s val-
ue: Designing an innovative product is 
only the first step. To sell it, companies 
have to have a compelling story to drive 
customers to buy and use it. Therefore, 
the marketing and sales departments 
have to be integrated into the innova-
tion team from the very beginning.
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8. Use psychological pricing: Peo-
ple make purchasing decisions based 
on both rational and emotional factors. 
Companies should use psychologi-
cal pricing tactics to make use of this 
fact, e.g. compromise effect, anchoring, 
price thresholds. Having said this, it is 
always wise to try these out first with 

focus groups or controlled A/B tests.

9. Maintain your price integrity: All 
the previous steps need to take place 
before bringing a product to the market. 
Maintaining price integrity is our advice 
in case the market reacts less enthusi-
astically than expected. Even though 

there will be pressure to lower prices, 
to do this immediately would only make 
the problem worse. Companies need 
to take a cross-functional approach to 
identify the real problem with an innova-
tion launch and should try at least three 
non-price actions before considering 
lowering the price. v
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Pricing Transformation: 

Decision Making Required, 

Software Optional

Pricing transformations are a big topic in the business 

world, but many companies do not understand how to 

bring such a transformation into fruition. In this article, 

the author explores the key cultural and organization-

al changes required to implement meaningful pricing 

change. Tim J. Smith, PhD is the founder and CEO of 

Wiglaf Pricing, adjunct professor at DePaul Universi-

ty, and Academic Advisor for the Certified Pricing Pro-

fessional designation. His most recent book is Pricing 

Done Right:  The Pricing Framework Proven Success-

ful by the World’s Most Profitable Companies (Bloom-

berg Financial, 2016). He can be reached at tsmith@

wiglafpricing.com.
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P
ricing transformations are a 

hot topic. People have been 

preaching to CEOs, CFOs, 

CMOs, and CCOs for years 

that a 1% improvement in price can 

lead to 8 to 13% improvement in prof-

its. Even better, experience has shown 

that 1% improvement is a low-estimate 

of the expected outcome of a pricing 

transformation. Pricing transforma-

tion efforts routinely deliver two ad-

ditional margin points, and have been 

observed to deliver an additional 9% 

to margins. But where is the origin of 

these improvements, and how do com-

panies get this improvement?

Pricing Transformation is a Trans-

formation in Decision Making

At its core, pricing transformations 

is about transforming how organiza-

tions make decisions regarding pric-

ing. It is a transformation of the pro-

cesses used in pricing, the people 

engaged in pricing decisions, the in-

formation applied to pricing decisions, 

and the goals of those pricing deci-

sions. It is an organizational structur-

al change to align with the corporate 

strategy and goals.

A wide variety of coordinated profit-

focused decisions are required to drive 

a strong pricing transformation. These 

profit-oriented decisions will coordi-

nate list prices, target prices, commer-

cial policy, tactical price management, 

and sales-incentives towards more ac-

curate pricing.
It isn’t a single decision nor single 

process that delivers the improve-

ment, but rather the coordinated ef-

fort across many decision points, pro-

cesses, and routines to ensure pricing 
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