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I 
started working in pricing in 2000. 
First from an academic standpoint, 
where my interest was to inject data 
mining concepts into the evalua-

tion of pricing performance in large 
organizations. Then quickly, the “real 
world” started to knock on my door 
and I started my first consulting en-
gagements. 

What happened during these last 
18 years has been an amazing accel-
eration driven by data and analytics. 
Companies in the 2000s were soft-
ware and consultants dependent. 
Implementing price corridors across 
Europe based on Excel sheets and in-
complete data was the fad then. An-
alytics were starting to make a differ-
ence through large-scale software 
deployments in an almost “pre-BI” era. 

Now companies have a fantastic 
opportunity to embrace the data rev-
olution. As in the French Renaissance, 
the world is divided between the An-
cient and the Modern.

So, we wondered: What makes a 
modern pricing organization today?

In our opinion, these four traits dif-
ferentiate “Ancient” vs. “Modern” (see 

Figure 1 on page 3):
1. Architecture: Old World, New 

World
Cloud is no longer an option. To 

state it clearly, mature companies are 
massively moving away from legacy 
towards hybrid cloud architectures. 
Concerns about security, for exam-
ple, that were holding back large insur-
ers or banks from the transition are no 
longer roadblocks. We recognize now 
that big cloud players (AWS, Google 
Cloud, Microsoft Azure) are far better 
equipped to fight increasing attacks 
and breaches than the best IT depart-
ment. Modern architecture platforms 
are a powerful accelerator of data ini-
tiatives tackling two main challenges: 
storage and elaboration. Every com-
pany willing to go for context-based, 
granular and near real-time insights is 
generating a need for scalable stor-
age. The objection that “my compa-
ny is not in the big data world” is not 
relevant anymore. As you blend inter-
nal and external data streams togeth-
er (as you go granular), you increase 
what is called in statistics dimension-
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ality, or hitting the limits of legacy systems 
in most cases. However, the biggest win 
of cloud platforms is what we call elabora-
tion, which is the set of end-to-end bricks 
provided by cloud platforms supporting 
processing and preparation. In pricing, 
the latest is one of the biggest pain points. 
Data cleaning and preparation can now 
be semi-automated. “Ancients” will spend 
days and weeks to clean poor pricing data 
while “Moderns” will automate the process 
and deal with it in a few hours.

2. Redefining Strategy, Governance 
and Revenue Models

Generally speaking, pricing guidance 
and strategy formulation is extremely poor. 
As data gets cleaner and flows through 
the organization, visibility improves, time to 
action gets streamlined and decision out-
comes can be measured objectively. We 
are strong believers that data maturity (see 
below) is the only way to address internal 
bottlenecks and to free-up energy and val-
ue for the organization. By automating low 
value workflows and leveraging analytical 
thinking through the organization hierar-
chy, from the strategic to the tactical lay-
ers, several improvements can be isolated:

1) Strategy and guidance formula-
tion improves through measurable ob-
jectives (plural is important), granular 
scenarios definitions, and actions ex-
pressed as rules that can then flow 
quickly into the system. Modern pricing 
also reflects an elevation of the pricing 
topic to the C-Suite: several companies 
have repositioned their pricing function 
towards a “Net Revenue Growth” func-
tion (Coca-Cola, AB-InBev, Unilever, 
Danone to name a few).

2) Governance takes a different 
shape when human and machine roles 
blend: humans addressing high value-
added tasks and machines supporting 
the tactical layer with optimization and 
automation. In that sense, the pricing 
tactical layer, in high data and analytics 
maturity contexts, evolves towards trad-
ing, as observed in finance for example.

3) Lastly, extra time and visibility on 
high value activities allows companies 
to efficiently blend different revenue 
models, subscriptions and dynamic 
pricing, such as UBER recently an-
nounced for example.
3. Data Science and Literacy
Pricing is highly complex. This com-

plexity can be exciting and very frustrat-
ing at the same time. Data science plays 
a very important role in addressing com-
plexity, as a model is a simplification of 

reality. We usually say in statistics that 
all models are wrong, but some are use-
ful. In the last years, model building has 
considerably evolved. The first trait of this 
evolution is universality, as the increase in 
open source languages adoption (R, Py-
thon) turns models and algorithms into a 
universal language, generating flows of ex-
changes and a massive global communi-
ty. It is now highly probable that the prob-
lem your company is struggling with has 
already been partially addressed some-
where else. The other facet of the change 
is democratization of model building and 
consumption, reshaping data organization 
towards senior data scientists sitting in a 
centralized Center of Excellence, owners 
of data product design, and an army of 
data translators and analysts in the func-
tional areas, rolling out models and pre-
dictions across the organization.

4. Laser-Focused De-
ployment

Software is dead. Long 
live DevOps! Don’t get me 
wrong. We use more soft-
ware than ever, but de-
ployment has evolved and 
software are now con-
sumed as apps, APIs , 
web interfaces, etc. De-
velopment has evolved 
too. Agile and DevOps are 
king and microservices 
are the latest hot thing 
putting pressure on archi-
tects and IT executives to 
change the way they used 
to work and deliver value to 

Figure 1
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the organization. We use the term of Ac-
celeration Bricks as a way to define data-
driven process reengineering.

A business process can be accelerat-
ed by the use of the right combination of 
models, packaged in the more efficient for-
mat (web interface, Rest-API, Java script, 
etc). So how do you get there?

An Acceleration Path for Deployment
This is where change management, 

impact delivery, governance and strate-
gy come to play a crucial role. A data or 
tool-only approach can only fail. On the 

shelf solutions are the same, as pricing 
commands high levels of customization 
and configuration. We think that end-to-
end transformations should follow an ex-
ponential shape as described in Figure 2 
on page 3.

The acceleration starts by establishing 
solid foundations (data preparation, visi-
bility, insights) in a very quick turnaround, 
followed by the traditional “quick wins” 
capture. What comes next is central. Ex-
ecution should be the first focus of deploy-
ments. Pricing is all about control and per-
formance measurement at the beginning 

of the journey. Installing both bricks sus-
tainably into the systems and processes 
marks all the difference. Then comes the 
time of acceleration, focusing on democ-
ratizing access to insights and recommen-
dations through pieces of a custom toolkit, 
enriching models and data step-by-step, 
automating processes and workflow to-
wards a trading mindset, and aiming at 
large-scale optimization.

Pricing is a long, exciting and rewarding 
journey, where methodology and exper-
tise make a big difference. Go modern! v

Pricing
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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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Five Ways to Escape Pricing and  
Sales Pressure through Digitalization 

Digitalization is changing the marketplace and new factors 
are influencing pricing success. Drawing on the results of Si-
mon-Kucher’s Global Pricing Study, this article shares five 
ways companies can escape growing pressures on pricing 
and sales by turning digitalization into an opportunity. Au-
thor Philip W. Daus is a Partner with Simon-Kucher & Part-
ners in the Houston, Texas office. He can be reached at phil-
ip.daus@simon-kucher.com. 

by Philip W. Daus

T
he last decade has seen lots of 
changes in pricing. Companies 
are investing in new software 
to make decisions and are us-

ing tools that are custom-developed ac-
cording to their business’s DNA. Mean-
while, dynamic pricing and digital price 
tags allow prices to react to supply and 
demand in real time (in as far as the cus-
tomer deems acceptable). Teams are 
stronger than ever, and today pricing is 
recognized as a science that can be stud-
ied in MBA courses across the globe. Last 
but not least, in a more digitalized world, 
being able to monetize innovations is key. 
For superior pricing strategies to pay off, 
companies must first develop products 
from a perspective of what buyers are will-
ing to pay for.

However, despite major advancements 
in pricing, margins are being squeezed 
more tightly than ever before. In Si-
mon-Kucher’s Global Pricing and Sales 
Study, conducted every two years, we 
asked companies about the pricing pres-
sure they experience. An alarming num-
ber of companies told us they were deal-
ing with increased pricing pressure, and 
over half were involved in a price war. This 
is not surprising. Just look at pricing be-
havior on Amazon and you will see about 
60,000 price wars every day. With algo-
rithms making the decisions, price wars 
start and end rapidly, but they are much 
deeper and costly.

This is one you can all try at home: take 
any product on Amazon and see what hap-
pens to its price point in a given timeframe. 
Watch how it moves up and down. Then 

compare it to a competitor product, and 
see how they both interact.

So how do companies plan to escape 
this pressure? An overwhelming majority 
told us that they intend to increase pric-
es over time, yet low price realization rates 
do not support this ambition. These com-
panies fail to increase prices as planned, 
and that’s a huge threat to margins. In the 
meantime, buyers are increasingly pur-
chasing their goods through digital chan-
nels and companies that are unable to 
serve customers online face a severe risk 
of losing out to competitors.

Where can digitalization add value?
Digitalization has a lot to answer for. 

However, as a top-line expert, my ultimate 
focus is on where it adds value. Yes, digita-
lization is intensifying pricing pressure and 
making everything more transparent and 
comparable. But if your costs are increas-
ing and you can’t effectively pass on price 
increases, then you’re not “doing digital” 
right. Digitalization is an opportunity, both 
on the seller side through reduced cost-
to-serve and lower barriers to entry, and 
on the buyer side through increased effi-
ciency and transparency. Here are five key 
ways digitalization can actually help com-
panies escape price pressure.

1) Define what you actually want to 
achieve with digital

The number one pitfall with digital trans-
formation is that companies invest in the 
wrong initiatives because they see digital 
as an IT project rather than a change man-
agement exercise. In our study, we identi-
fied the two most profitable initiatives: 1) 
using big data to optimize pricing and 2) 

monetizing new digital products and ser-
vices. However, when we looked into the 
initiatives that companies were focus-
ing on, we saw that these revenue driv-
ers were much lower on the agenda than 
they should be.

To ensure digitalization is a strategic ini-
tiative rather than an IT problem, you need 
involve the right people and make it a C-
level topic. This is the best way to prop-
erly define strategic objectives, prioritize 
them, and track achievement. Objectives 
can range from simple goals such as auto-
mating the sales process and streamlining 
the buying experience for the customer, to 
more complex targets such as tapping into 
different markets, installing dynamic pric-
ing, and customizing product offerings. Ex-
cellent companies invest in a professional 
pricing organization. They give enough im-
portance to pricing per se, and have dig-
ital experts reporting to the right people.

2) Build goals around new revenue 
streams and value-driving opportuni-
ties

Let me recommend you a book: Mon-
etizing Innovation (if you haven’t read it 
already). It explains how in the innovation 
process, engineers and R&D are brought 
in to design the next best product, but 
don’t necessarily focus on the customer, 
what creates value, or how it translates into 
willingness to pay. The same is true for dig-
italization. The idea behind your initiatives 
should be to increase the value you’re de-
livering to your customers. A lot of people 
think digitalization is exclusively about self-
service, when actually your goals should 
center on new revenue streams and val-
ue-driving opportunities. In our study, we 
asked companies about their investments 
in digital initiatives. A high majority were in-
vesting in digital initiatives, and were doing 
so with the aim of driving top-line growth. 
But when we asked about measurable 
success in driving the top line through dig-
ital, the figures suddenly dropped to under 
a quarter. That means one in four compa-
nies actually earn money through digital. 
The rest fail.

3) Really understand the impact on 
a customer and product level

mailto:philip.daus%40simon-kucher.com?subject=
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Every time a company shifts customers 
from an analog to a digital environment, 
there will be winners and losers. In the 
analog world, there is already major price 
inconsistency across customers. Digita-
lization will make these inconsistencies 
transparent, opening the door for custom-
ers to game sales into giving price conces-
sions and lowering price points.

You need some type of strategy in 
place. Creating transparency in advance 
is a crucial step in 
order to start clean-
ing up any internal 
mess. I’ve worked 
for companies that 
didn’t go through 
that exercise and 
just switched from 
day one. The result? 
They were bleeding cash because they 
didn’t understand which customers would 
trade down, who would suddenly receive 
a discount overnight, or how it would im-
pact neighboring countries. If you imple-
ment a digital strategy in the U.S., it is very 
likely that customers in Canada will com-
pare price lists and vice versa. If there any 
discrepancies, those who are paying more 
will request refunds. It is a global market, 
so you have to really understand the im-
pact on your customers.

4)  Spend a lot of time preparing both 
customers and your own organization

Don’t underestimate the entire prepara-
tion process. There are a lot of stakehold-
ers involved in a digital migration, from your 
own pricing and sales teams to your cus-
tomers. You’re trying to influence their be-
havior so that you can reach the desired 
outcomes. Have a detailed migration plan 
for the difficult accounts and test reactions 

in simulation exercises. Make sure every-
one knows how to handle customers that 
get huge price decreases or increases. Is it 
a one-time switch? Who visits them? Who 
tells the story? How? Often what works is 
incremental change.

There might be internal resistance when 
it comes to the impact on commissions and 
incentives as you move across channels, 
and this should be included in your stra-
tegic planning. If you are concerned about 

the challenge of 
convincing sales 
of a new struc-
ture, start with a 
pilot market to test 
the response. You 
may discover ac-
tually that sales-
peop le love i t 

when customers purchase digitally. It will 
free them up from having to spend their 
time responding to simple quote requests, 
and they can instead focus on higher value 
sales, which brings me to point five.

5)  Focus sales efforts where it 
counts

In our study, we also asked compa-
nies how they expected the role of the 
sales force to change, and how relation-
ships in sales would evolve. While we did 
not identify any patterns by industry, there 
were significant differences between cus-
tomer types. For large customers, the im-
portance of the relationship was expect-
ed to increase dramatically. For small 
customers, it was expected to decrease. 
That clears up one lingering fear: digital 
will not replace the sales force, but rather 
help them to make the right decisions for 
large accounts. 

While processes can be automated for 

smaller, less important accounts, there are 
pockets where automation doesn’t real-
ly help much yet.  For example, extreme-
ly customized products have long lead 
times and require lengthy interactions and 
common sense from human beings. New 
technologies like Artificial Intelligence 
and Machine Learning can help to ana-
lyze data and find patterns, but large ac-
counts expect more customized and per-
sonal treatment. 

Rather, digital technologies free up the 
salesperson from repetitive activities so 
that they can offer higher value, spend 
more time educating customers, and focus 
on new product lines and complex prod-
ucts. It’s about moving from order taking 
to actually explaining the differential val-
ue of a product or service.  In our survey, 
we also asked for the top skills that sales-
people will have to develop in the next five 
years. The number one skill by far will be 
value communication. So in fact digitaliza-
tion can enable the salesperson as well as 
the pricing professional to get more sat-
isfaction out of their work through more 
strategic efforts and greater value delivery.

Digitalization, threat or opportunity? 
You decide

There’s a lot of opportunity in digitaliza-
tion, with very interesting working models 
that don’t have to hurt your top and bottom 
lines. However, if you don’t embrace digi-
talization, it will likely cost you your liveli-
hood: innovate or die. If you don’t innovate 
and improve as a company, your compet-
itors will and the market will evolve. The 
purchasing patterns of your buyers will 
change. If you keep your business model 
constant, in the next 10 to 15 years, you 
might just disappear from the market. v

Every time a company shifts 
customers from an analog to 
a digital environment, there 
will be winners and losers.
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In Pricing, What Is the Goal? 
In pricing, what is the goal? Is it to increase profits, revenue, 
or some other metric? The obvious answer would be profit op-
timization, yet business experience repeatedly demonstrates 
that this is not necessarily the case. In this article, the author 
examines how varying methods of corporate valuation affect 
and drive the goals for pricing within various organizations. 
Tim J. Smith, PhD is the founder and CEO of Wiglaf Pricing, 
adjunct professor at DePaul University, and Academic Advi-
sor for the CPP designation. He can be reached at tsmith@
wiglafpricing.com.

I
n pricing, what is the goal? Is it to in-
crease profits, revenue, or some other 
newfound metric? It seems profit opti-
mization is the obvious answer. After all, 

they teach that in freshman economics. 
Yet, experience repeatedly demonstrates 
that improving profits is not necessarily the 
goal. Why is that?

Let’s look at corporate financial valua-
tions and their implications for business 
strategy, CEO focus and the nature of pric-
ing decisions. 

Profit Valuation
While it may seem obvious for busi-

nesses to be valued according to their ex-
pected return-on-investment (ROI), the are 
clear challenges in calculating the ROI of 
future firm earnings. One might be tempt-
ed to use current profitability, or profitabil-
ity over some time period in the past, and 
project that into the future to calculate the 
discounted cash flow. Indeed, this is the 
motive behind examining the widely touted 
Price-to-Earnings (P/E) ratio that clearly 
identifies the value of the business (price 
of acquiring a single stock share) to the 
current earning of the company (profits). 

Unfortunately, it is not that simple. If it 
were, all companies would have the same 
P/E ratio and investors would eschew 
firms with a high price relative to earnings 
and invest in firms with a low price rela-

tive to earnings. 
Managers (CEOs in particular) are 

charged with taking initiative to improve 
their future earnings. This generally re-
quires making investments today in various 
areas (research and development, proper-
ty and equipment, and even employee and 
organizational capability) that consume 
profits today in the expectation they will 
earn profits tomorrow. As such, a compa-
ny may have a high P/E ratio precisely be-
cause it is making many investments to-
day and a different company may have a 
low P/E ratio because it is making few in-
vestments and expects little future growth. 

This implies that current period profits 
are not always the goal. Therefore, while 
CEOs and other executives generally seek 
to maximize profits on every offering, we 
must accept that is not always the goal. 
Some offerings may be designed to cap-
ture market share to entice customers 
towards a more profitable offering. And 
some CEOs will prioritize other metrics 
over profits.

Revenue Valuation
In many business sectors, business-

es are valued as a simple multiple of rev-
enue. For instance, a 2017 Equiteq study 
of mergers and acquisitions across a vari-
ety of business consulting firms suggests 
the value of many private consulting firms 

can be well estimated as a simple multiple 
of revenue (see Figure 1).

Valuing a company purely on revenue, 
not earnings, might seem odd, but it is ra-
tional at times. 

Reflect on the structure of small con-
sulting firms. Most small consulting firms 
are owned and operated by the major con-
sultant of that firm. The owner/operator 
can somewhat arbitrarily choose to take 
the same pay in the form of salary and bo-
nuses, thereby reducing earnings on the 
Statement of Profit & Loss, or as a distri-
bution, thereby increasing earnings on the 
Statement of Profit & Loss. The actual val-
ue of the company should be the same, but 
the way those earnings are paid the to the 
owner/operator impacts the Statement of 
Profit & Loss. If a simple choice of how the 
owner/operator pays him/herself impacts 
the stated profits, then profits are not an 
objective metric of company performance. 

As another example, reflect on the his-
tory of Amazon. Though it went public 
in 1997 with a value of $438 million, it 
made no profits until 2002 and only mod-
est profits around 2005 to 2010. Amazon, 
like many of its industry followers (such as 
Uber, DoorDash, and Zoom) focused on 
revenue growth over profits long after their 
inception. This strategy paid handsomely 
for Jeff Bezos, the founding CEO. 

Users or Alternative Valuations
At times, revenue isn’t even the metric of 

focus. Since Facebook and Google’s dem-
onstrated success in using user metrics to 
guide strategy and capture investor cash, 
the number of alternative metrics touted to 
be a signal of value has multiplied. 

It is hard to explain the valuation trajec-
tory of WeWork under Adam Neumann or 
even GE under Jeffrey Immelt without re-
sorting to alternative metrics. While the al-
ternative metrics in these two cases even-
tually failed to predict future profits, they 
were convincing to enough investors to 

by Tim J Smith, 
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  Management 
Consulting 

IT Services  Media 
Agencies 

Engineering 
Consulting 

Human 
Resources 

Revenue (x)  1.4  1.1  1.8  0.6  0.5 
 

Valuing a company purely on revenue, not earnings, might seem odd, but it is rational at times.   

Reflect on the structure of small consulting firms.  Most small consulting firms are owned and operated 
by the major consultant of that firm.  The owner/operator can somewhat arbitrarily choose to take the 
same pay in the form of salary and bonuses, thereby reducing earnings on the Statement of Profit & 
Loss, or as a distribution, thereby increasing earnings on the Statement of Profit & Loss.  The actual 
value of the company should be the same, but the way those earnings are paid the to the 
owner/operator impacts the Statement of Profit & Loss.  If a simple choice of how the owner/operator 
pays him/herself impacts the stated profits, then profits are not an objective metric of company 
performance.   

As another example, reflect on the history of Amazon. Though it went public in 1997 with a value of 
$438 million, it made no profits until 2002 and only modest profits around 2005 to 2010.  Amazon, like 
many of its industry followers (such as Uber, DoorDash, and Zoom) focused on revenue growth over 
profits long after their inception.  This strategy paid handsomely for Jeff Bezos, the founding CEO.   

Users or Alternative Valuations 
At times, revenue isn’t even the metric of focus.  Since Facebook and Google’s demonstrated success in 
using user metrics to guide strategy and capture investor cash, the number of alternative metrics touted 
to be a signal of value has multiplied.   

It is hard to explain the valuation trajectory of WeWork under Adam Neumann or even GE under Jeffrey 
Immelt without resorting to alternative metrics.  While the alternative metrics in these two cases 
eventually failed to predict future profits, they were convincing to enough investors to make those two 
CEOs very wealthy. 

The use of alternative metrics for determining corporate valuation is not always silly.  We have long 
known economies of scale, scope, and experience can deliver high profits but take time to develop.  
Similarly, network effects and customer lock‐in can deliver strong profits but take time to create.   

Businesses are constantly looking for new forms of economies that can be exploited in the future.  As 
such, CEOs will create and tout new metrics that they believe will create value in the future.   

Elizabeth Holmes of Theranos didn’t invent the phrase “fake it till you make it.” And while a Texan and 
Midwesterner like me finds this sentiment repugnant to the practice of humility, I also know it works at 
times.  Thomas Edison practiced this approach for four year in telling lies and half‐truths regarding his 
progress on solving the incandescent light bulb problem, but he did eventually solve the problem and 
was well rewarded for his efforts. 

If investors will fund businesses based on alternative metrics, then CEOs and executives will define their 
strategy around maximizing those alternative metrics, and pricing itself will focus on optimizing the 
achievement of those metrics. Neither profits nor revenue are the goal of price optimization in these 
cases.   

Figure 1
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make those two CEOs very wealthy.
The use of alternative metrics for deter-

mining corporate valuation is not always 
silly. We have long known economies of 
scale, scope, and experience can deliv-
er high profits but take time to develop. 
Similarly, network effects and customer 
lock-in can deliver strong profits but take 
time to create. 

Businesses are constantly looking for 
new forms of economies that can be ex-
ploited in the future. As such, CEOs will 
create and tout new metrics that they be-
lieve will create value in the future. 

Elizabeth Holmes of Theranos didn’t 
invent the phrase “fake it till you make it.” 
And while a Texan and Midwesterner like 
me finds this sentiment repugnant to the 
practice of humility, I also know it works at 

times. Thomas Edison practiced this ap-
proach for four year in telling lies and half-
truths regarding his progress on solving 
the incandescent light bulb problem, but 
he did eventually solve the problem and 
was well rewarded for his efforts.

If investors will fund businesses based 
on alternative metrics, then CEOs and ex-
ecutives will define their strategy around 
maximizing those alternative metrics, and 
pricing itself will focus on optimizing the 
achievement of those metrics. Neither 
profits nor revenue are the goal of price 
optimization in these cases. 

Corporate Valuation � CEO Strategy 
� Corporate Metrics � Pricing Goals 

Corporate valuations may or may not be 
driven by earning immediate profits. There-

fore, CEOs and other executives may not 
always focus on profits. They may focus 
on revenue or even some other alternative 
metric. Pricing should be aligned with the 
strategy of the company and the goals of 
the CEO. As such, prices cannot be cho-
sen by profit optimization alone. Some-
times, there are other goals that are more 
important. 

Perhaps it can be best simply stated as: 
Corporate Valuation Practices drive CEO 
strategy decisions which drive key metrics 
to optimize which, in turn, should drive the 
goals behind pricing decisions. 

If this logic holds, we cannot not expect 
prices and pricing decisions to be opti-
mized for profits all the time. Sometimes, 
there are other goals. v
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Is Product-as-a-Service the Secret 
Sauce to Increased Profitability?  

 In the same way that we see ”Software-as-a-Service” in IT so-
lutions, we are increasingly moving to a world in which man-
ufacturers sell the performance of their products and systems 
rather than the products themselves, or a “Product-as-a-Ser-
vice” approach. In this article, the author presents findings 
and strategies derived from a recent, in-depth market study of 
the Product-as-a-Service evolution. Mitch Lee is a Profit Evan-
gelist at Vendavo with 25+ years of experience in the tech-
nical, operational, marketing, and commercial arenas of the 
process industry. He can be reached at mlee@vedavo.com. 

by Mitch Lee 

A 
clear business trend today is that 
more and more companies are 
seeing the potential in increasing 
the “servitizing” portion of their 

business. This is also the case in the af-
termarket business, which for many B2B 
companies, can represent as much as half 
of the total business volume. These devel-
opments are explored in depth in a recent 
market report, Aftermarket 2019 Bench-
mark Survey Report, jointly produced by 
Copperberg and Vendavo. The report was 
presented at Aftermarket Europe Confer-
ence in Nyköping, Sweden.

The term “servitization” is used to de-
scribe how companies move from selling 
products and systems to selling the service 
these products deliver to the customer. In 
the same way that we see ”Software-as-a-
Service” in IT solutions, we are increasing-
ly moving to a world in which manufactur-
ers sell the performance of their products 
and systems rather than the products 
themselves. This commercial concept 
was originally developed by Rolls Royce 
in 1962, who had started to sell their air-
craft engines on ”power by the hour” basis 
rather than sell the engine itself.

The Aftermarket 2019 Benchmark Sur-
vey Report is the first of its kind to look at 
this development and the implication it has 
for the management of your evolving busi-
ness model. The study clearly shows the 
attractiveness that a more service-based 

model offers to manufacturers. The share 
of profits that services contributes is far 
greater than services’ share of sales: a 
more service-based business model has 
the opportunity to increase margins. But 
how do you get started?

Three Steps to Services Success
There are three key areas crucial for the 

aftermarket business to master if compa-
nies are to succeed with a more service-
based business model:

Digitalization and the digital strat-
egy. Increased servitization means an in-

creased need for a proactive business 
model based on predictive analytical tools 
that ensure you provide your customer with 
the performance they have bought and 
expect to receive. The servitization evo-
lution is often described as consisting of 
three stages:
• Reactive model: responding to cus-

tomer needs
• Planned service model: using regular 

check-ups and service intervals
• Proactive service model: anticipating 

the service needs and acting accord-

ingly. This evolution places additional 
demands on having the right data avail-
able and the right processes in place to 
support the change in business model.

Pricing and price management. The 
changing business model also means a 
need to change the basis and the process 
for how prices are set. All pricing struc-
tures are based on finding the right bal-
ance between the customers’ perceived 
value, the competitive structure and the in-
ternal cost base. But with a service-based 
model, understanding the customer’s value 
drivers and how these may differ between 
different markets, business situations and 
categories becomes even more important 
and are crucial for commercial success. 

Competence management. Increased 
servitization places new demands on the 
competencies required. It is clear that the 
more companies move towards a proac-
tive service model, the more they will need 
people with high digital literacy and other 
new skill sets. The study highlights two key 
challenges for manufacturing companies: 
the lack of diversity, and the challenge of 
recruiting the right talent. And with these 

new competence requirements, the com-
petition for talent becomes much broader 
as these skill sets are in demand by busi-
nesses in almost every category.

To learn more about succeeding with 
services in aftermarket:
• Get the report Aftermarket 2019 

Benchmark Survey Report
• Check out the infographic Aftermarket 

Services: The Great Profit Generator 
for Manufacturers v

All pricing structures are based on finding the right balance 
between the customers’ perceived value, the competitive structure 
and the internal cost base. 
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