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Pricing Starts with Focusing  
Front-End Innovation on Customer Value

The purpose of this short essay is to 
make the case that good pricing starts 
with a front-end-of-innovation (FEI) 
that is clearly focused on customer 
value. Stephan Liozu (www.stephan-
liozu.com) is the Chief Value Officer 
at the Thales Group (https://www.
thalesgroup.com/en). He is also an 
Adjunct Professor & Research Fellow 
at Weatherhead School of Manage-
ment at Case Western Reserve Uni-
versity. He can be reached at sliozu@
gmail.com. Katie Richardson is Di-
rector of Business Development at Vi-
mana (govimana.com), an analytics 
company focusing on IIoT, Industry 
4.0., and Manufacturing as a Ser-
vice (MaaS). Katie focuses on business 
models, value propositions, and val-
ue-based pricing of technology solu-
tions. She can be reached at katie@
systeminsights.com.

We all know that pricing is 
not easy. If it were that 
easy, every firm would 
do it! It is a very complex 

part of a firm’s go-to-market strategy. 
And it is even more complex as products 
become more commoditized and indus-
tries become more competitive. It is a 
real challenge to introduce changes in 
pricing strategies for very successful and 
protected core businesses. At the same 
time, we have to brace for a digital tsu-
nami and be ready to value-price disrup-
tive data-driven offers.  
 
We often say that one way to get started 
is implementing progressive and value-
based pricing in the innovation process. 
It is a way to “infiltrate” a core busi-
ness and start making small incremental 
changes in pricing.  

We dare to say that paying attention 
to pricing in the front-end of innova-
tion makes pricing a bit easier and 
customer-centric in the back-end of 
innovation when products and servic-
es are launched in the market. So the 
sooner you can get started with the cus-
tomer value analysis and pricing hypoth-
eses, the better. The purpose of this short 
essay is to give more clarity on the topic 
and to make the case that good pric-
ing starts with a front-end-of-innovation 
(FEI) that is clearly focused on customer 
value. For traditional and digital busi-
nesses, innovation, value, and pricing are 
skills of the future. Let us get started.

A Holistic Process to 
Manage Customer Value
First, it is imperative to connect all criti-
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Figure 1

Figure 2

cal functions of the go-to-market process 
and to include innovation as part of this 
process. That is assuming that you have 
an innovation process and/or function. 
This might also work for Research and 
Development or Research and Technol-
ogy functions, although more challeng-
ing. Value-based innovations have to be 
tied to the rest of the process and focus 
on value creation as shown in Figure 1. 

The goal of value-based innovation is 
to focus on creating value for customers 
and relevant partners of the eco-system 
you live in. And that value comes from a 
FEI that is dedicated to solving customer 
problems and responds to these problems 
in a compelling and differentiated fash-
ion. We posit that the heart of innova-
tion must be to create differentiation 
and focus on the “WOW” differen-
tiators that will shape marketing and 
pricing later in the process. One way to 
do this is to beef up the strength of in-
novation councils by adding representa-
tives of the selling, marketing, and pric-
ing teams. 

Multi-functional teams can interact in 
this council to gauge how compelling 
and value-creating FEI ideas might prove 
to be. The sooner this is done, the better 
it is for the rest of the value management 
process. And the more unfeasible or dif-
ficult the new idea is, the more disrup-
tive and value creating it might be. 

An Intense Focus  
on the Customer
Obviously, having a connected innova-
tion process to marketing, pricing, and 
selling is a great first step for managing 
customer value. But it is not enough. The 
value-based innovation process must be 
extremely customer-centric and must fo-
cus on customer problems, on needs, and 
eventually on solutions, as shown below. 
We propose that the greater the focus on 
the customer pains and gains, on cus-
tomer needs, and on developing differ-
entiated customer solutions, the greater 
the pricing power when new offers are 
launched in the market.

Easier said than done! You need to fo-
cus on these three components: acquired 
skills, process, and investments. This 
focus requires access to customer infor-
mation and deep customer intimacy, 

which explains why have highlighted 
the difference between Innovation and 
R&D. These are two different functions 
and activities. If the R&D portion of 
the process is completed without intense 
customer focus, chances are you might 
get lucky once or twice with successful 
products, but it will most likely result in 
a techno-push to the market. Innovation 
suggests a connection to the customer 
base and a strong collaboration with 
marketing, sales, and pricing. So ask 
yourself these questions: 

1. Do we have a CTO or a CIO run-
ning our new product/service activi-
ties? 

2. Do we have a true innovation strat-
egy or an R&D strategy? 

3. How is innovation defined in our 
company?

Traditional Customer Insight 
Methods Are Not Enough
In the first section of this essay, we intro-
duced a holistic customer value manage-
ment process starting with value-based 
innovation. Then we discussed the fact 
that the innovation process must be 
customer-centric. Now we bring the next 
critical dimension to our thesis: customer 
value starts with deep customer insights. 
The deeper you can go into discovering 
true unmet and unexplored customer 
pains or problems, the greater the chance 
to design a compelling and differenti-
ated value proposition that the customer 
should be willing to pay for. The key 
here is the willingness to go deep and to 

 
The goal of value-based innovation is to focus on creating value for customers and relevant 
partners of the eco-system you live in. And that value comes from a FEI that is dedicated to 
solving customer problems and responds to these problems in a compelling and differentiated 
fashion. We posit that the heart of innovation must be to create differentiation and focus on 
the “WOW” differentiators that will shape marketing and pricing later in the process. One 
way to do this is to beef up the strength of innovation councils by adding representatives of the 
selling, marketing, and pricing teams. Multi-functional teams can interact in this council to gauge 
how compelling and value-creating FEI ideas might prove to be. The sooner this is done, the 
better it is for the rest of the value management process. And the more unfeasible or difficult the 
new idea is, the more disruptive and value creating it might be.  

An Intense Focus on the Customer 

Obviously, having a connected innovation process to marketing, pricing, and selling is a great 
first step for managing customer value. But it is not enough. The value-based innovation process 
must be extremely customer-centric and must focus on customer problems, on needs, and 
eventually on solutions, as shown below. We propose that the greater the focus on the customer 
pains and gains, on customer needs, and on developing differentiated customer solutions, the 
greater the pricing power when new offers are launched in the market. 

 
Easier said than done! You need to focus on these three components: acquired skills, process, 
and investments. This focus requires access to customer information and deep customer 
intimacy, which explains why have highlighted the difference between Innovation and R&D. 
These are two different functions and activities. If the R&D portion of the process is completed 
without intense customer focus, chances are you might get lucky once or twice with successful 
products, but it will most likely result in a techno-push to the market. Innovation suggests a 
connection to the customer base and a strong collaboration with marketing, sales, and pricing. So 
ask yourself these questions:  

1) Do we have a CTO or a CIO running our new product/service activities?  
2) Do we have a true innovation strategy or an R&D strategy?  
3) How is innovation defined in our company? 

Traditional Customer Insight Methods Are Not Enough 

In the first section of this essay, we introduced a holistic customer value management process 
starting with value-based innovation. Then we discussed the fact that the innovation process 
must be customer-centric. Now we bring the next critical dimension to our thesis: customer value 
starts with deep customer insights. The deeper you can go into discovering true unmet and 
unexplored customer pains or problems, the greater the chance to design a compelling and 
differentiated value proposition that the customer should be willing to pay for. The key here is 
the willingness to go deep and to use the best customer insight tools available. We list a few 
below. 

http://www.pricingsociety.com
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use the best customer insight tools avail-
able. We list a few in Figure 3.

We can no longer explore customer 
needs by using focus groups, customer 
visits, and expert interviews. Your com-
petitors can also do that. We recommend 
graduating from traditional techniques 
to focusing on value-in-use analysis, cus-
tomer journey mapping, and customer 
observations. To do this, your FEI teams 
must develop strong research muscles 
and have a way to collect, connect, and 
mine all the identified customer nug-
gets. It also means that every function 
involved in the innovation council must 
get out of the building and spend more 
than 50% of their time in the market. 
Not much is going to be found in your 
building! These teams are also going to 
be the ones making sense out of what 
was discovered from customer inter-
views, mapping activities, and customer 
process observations. The interpretation, 
refinement, testing, and validating of 
the customer pains and gains remain the 
most intricate and valuable part of the 
process.

Pricing Research  
to the Rescue
Wait, you are not done yet! Even if you 
are armed with amazing findings and 

customer insights, 
someone needs to es-
tablish the value of a 
potential offering ver-
sus the customer do-
ing nothing today or 
against next best com-
petitive alternatives. 
Then, once the quanti-
fication of differential 
value is completed, it is 
useful to conduct will-
ingness-to-pay research 
to establish how much 
of the value pool your 
customers might be 
willing to share with you. This is when 
pricing research comes to the rescue. A 
few techniques are listed in Figure 4.

Less than 10% of firms use systematic 
pricing research in their innovation pro-
cess, as per McKinsey. This is clearly not 
a good enough number. This is why we 
recommend that pricing experts sit in 
the innovation council and offer their 
help to test and validate value creation 
models as well as price points before the 
introduction of the new offers. The pay-
back is amazing especially when consid-
ering the staggering new product failure 
rate reported by PDMA or Stage-Gate® 
International.

Concluding thoughts
We strongly believe that good pricing 
starts early in the innovation process. 
The sooner you can get to the heart 
of the customer pains, the sooner you 
have a chance to identify pockets of 
value to be quantified and extracted 
through price. It is common sense to 
think that the more painful the custom-
er problem is, the greater the custom-
er’s willingness-to-pay will be, and the 
higher the price premium might be ver-
sus that of competitors. This is of course 
assuming it is all done well! Remember 
that your competitors might also be do-
ing the same analysis. 

The amount of investments you make in 
your FEI’s customer insight process, the 
level of collaboration between your inno-
vation and pricing teams, and the unique 
research capabilities (including pricing 
research) you develop are three critical 
components of your future pricing pow-
er. Be sure that if your company’s focus 
is purely on R&D, chances are that you 
are not a customer-centric innovation 
company. Learn from the best-in-class 
and start moving towards a true innova-
tion strategy. You will see an amazing 
impact of your pricing power and ulti-
mately your performance level.

 

We can no longer explore customer needs by using focus groups, customer visits, and expert 
interviews. Your competitors can also do that. We recommend graduating from traditional 
techniques to focusing on value-in-use analysis, customer journey mapping, and customer 
observations. To do this, your FEI teams must develop strong research muscles and have a way 
to collect, connect, and mine all the identified customer nuggets. It also means that every 
function involved in the innovation council must get out of the building and spend more than 
50% of their time in the market. Not much is going to be found in your building! These teams are 
also going to be the ones making sense out of what was discovered from customer interviews, 
mapping activities, and customer process observations. The interpretation, refinement, testing, 
and validating of the customer pains and gains remain the most intricate and valuable part of the 
process. 

Pricing Research to the Rescue 

Wait, you are not done yet! Even if you are armed with amazing findings and customer insights, 
someone needs to establish the value of a potential offering versus the customer doing nothing 
today or against next best competitive alternatives. Then, once the quantification of differential 
value is completed, it is useful to conduct willingness-to-pay research to establish how much of 
the value pool your customers might be willing to share with you. This is when pricing research 
comes to the rescue. A few techniques are listed below. 

Figure 3

 
Less than 10% of firms use systematic pricing research in their innovation process, as per 
McKinsey. This is clearly not a good enough number. This is why we recommend that pricing 
experts sit in the innovation council and offer their help to test and validate value creation 
models as well as price points before the introduction of the new offers. The payback is amazing 
especially when considering the staggering new product failure rate reported by PDMA or Stage-
Gate® International. 

Concluding thoughts 

We strongly believe that good pricing starts early in the innovation process. The sooner you can 
get to the heart of the customer pains, the sooner you have a chance to identify pockets of 
value to be quantified and extracted through price. It is common sense to think that the more 
painful the customer problem is, the greater the customer’s willingness-to-pay will be, and the 
higher the price premium might be versus that of competitors. This is of course assuming it is all 
done well! Remember that your competitors might also be doing the same analysis. The amount 
of investments you make in your FEI’s customer insight process, the level of collaboration 
between your innovation and pricing teams, and the unique research capabilities (including 
pricing research) you develop are three critical components of your future pricing power. Be sure 
that if your company’s focus is purely on R&D, chances are that you are not a customer-centric 
innovation company. Learn from the best-in-class and start moving towards a true innovation 
strategy. You will see an amazing impact of your pricing power and ultimately your performance 
level. 

 

Figure 4
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Configure Price Quote Solutions as a Powerful 
Lever to Boost Bottom-Line Performance

Sales representatives spend on average 
less than 40% of their time on value-
adding sales activities, with a large 
part of their non-value-adding time 
spent on administrative tasks. Soft-
ware solutions supporting the process 
of configuration, pricing and sending 
out quotations (CPQ process) can help 
significantly boost salesforce efficiency 
and effectiveness. Dries Debbaut, CPP 
(dries.debbaut@pwc.com) is Direc-
tor and leads the Customer Consult-
ing team at PwC Belgium. He has 
over 10 years of professional experience 
in the area of Pricing and Contract 
management. Stijn Cottenie (stijn.
cottenie@pwc.com) is a Senior Consul-
tant at PwC Belgium helping clients 
assure pricing excellence and cost man-
agement, with a particular focus on 
software solutions for the execution of 
business processes.

While you may not be fa-
miliar with the term 
CPQ (Configure Price 
Quote), if you’ve ever or-

dered products online, you’ll have used a 
CPQ solution. Imagine you’re ordering 
a new smartphone online and are being 
guided step-by-step through the order-
ing process. You first select your product 
and then choose your options – colour, 
storage capacity, etc. The site likely rec-
ommends other similar or associated 
products (cross-selling) and may even 
recommend a more expensive version of 
the phone (upselling).

Once the entire price for your 
purchase(s) has been configured, and 
delivery, extended warranty and financ-
ing (as relevant) have been added in, a 
final price proposal is generated. If you 
accept the proposal, a sales order is cre-
ated in the company’s enterprise resource 
planning (ERP) system and downstream 
processing begins. 

Although automated CPQ solutions 
are now ubiquitous in the Business-to-
Consumer (B2C) e-commerce market, 
there are still many opportunities in 
the Business-to-Business (B2B) mar-
ket where CPQ solutions could help 
improve the efficiency and effective-
ness of the quotation cycle. In recent 
years, the market for B2B CPQ solutions 
has been steadily gaining traction, with 
more and more companies implement-
ing a commercial solution or developing 
their own. Market researcher Gartner 
expects the market to grow by 20% per 
year in the coming years. 

Enabler for top-line growth
Companies implementing a CPQ solu-
tion reported a number of benefits which 
can be grouped into different domains 
(See Figure 1). 

Increased product profitability  
and deal size
Increased product profitability and over-
all quote size is the number one benefit 
reaped by new adopters. Many compa-
nies invest in developing smart strate-
gies to better differentiate prices along 
customers’ willingness to pay. This fo-
cus on pricing comes as no surprise, as 
it’s hard to overestimate the potential 
an even modest price increase has on 
the company’s bottom line. For Fortune 
500 companies, a one percent increase 
in average selling price, results in a 
whopping 13% growth in net profit. 
Despite this, we find that many struggle 
to capitalise on these strategic efforts by 
not translating their pricing strategy into 

clear actionable guidance and rules. Too 
often, pricing is still based on gut-feeling 
with significant freedom for sales reps, 
resulting in significant price scatter and 
undesirable price leakage. 

CPQ solutions offer a powerful lever 
to put a company’s pricing strategy 
into practice and sell a product at the 
right price to the right customer by 
better guiding sales reps on the right 
price to target. On average, compa-
nies see a two to three percent increase 
in the realised average product price 
level after implementation. With a 
CPQ solution, sales reps have clear pric-
ing guidance, tailored to each specific 
client, in the form of a price bandwidth 
within which they can deliver a price. If 
the price level falls below the bandwidth, 
an automatic authorisation workflow is 
initialised allowing management to safe-
guard the pricing strategy. 

CPQ solutions can also help increase 
deal size by providing sales representa-
tives with cross- and upselling recom-
mendations. While basic rules-driven 
recommendations have already been a 
common feature of the CPQ solutions 
for several years, recently, vendors have 
been investing heavily in intelligent rec-
ommendations. Through advanced 
data analytics and machine learning 
on historical transactional data, cur-
rent tooling is able to recommend 
products and services that have been 
sold successfully to similar clients and 
which may not have been suggested due 
to business rules.  

Efficient product configuration
As in the B2C market, product com-
plexity and customisability continues 
to increase in the B2B market. This not 
only poses challenges to operations, 
but sales representatives also need to be 
knowledgeable of an extensive product 
portfolio and its multitude of different 
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Figure 1: Major benefits reported by CPQ users (source: internal PwC study)configuration possibilities. Over the past 
years, time spent training a salesforce 
on a product portfolio and its different 
configuration possibilities has greatly 
increased, at significant organisational 
cost. 
 
Despite these training efforts, sales rep-
resentatives not supported by software 
solutions for product configuration de-
scribe the process as tedious with a lot 
of ad-hoc questions, leading not just to 
additional costs, but making the quote 
turnaround time significantly longer, po-
tentially resulting in lost opportunities. 
By incorporating product configuration 
rules and technical knowledge, CPQ 
solutions can be set up to facilitate the 
configuration process; where sales reps 
are guided through the configuration 
process to help them always reach a 
feasible configuration in a fraction of 
the time required to do so manually. 
The agreed configuration can be unam-
biguously communicated to production 
or engineering, as required, and integra-
tion with 2D or even 3D visualisation 
engines allow for a graphical representa-
tion of the configured product.  

Consistent omni-channel  
customer experience
Over the past years, sales strategies have 
evolved from a focus on direct sales to 
omni-channel sales models where sales 
can happen through distributors, in-
side sales desks, self-service or even fully 
automated ordering. For any enterprise, 
selling its products through a number of 
different channels, it can be difficult to 
provide a consistent and excellent cus-
tomer experience. 

Modern CPQ solutions offer support for 
a large variety of channels, while also 
integrating with ecommerce solutions 
and distributors’ ERP systems. Through 
their centralised setup, CPQ solutions 
offer a “single source of truth” for all 
channels. This way, companies can make 
sure that their product and service 
catalogue, as well as price levels are 
consistent across all channels. When 
a change occurs, such as a new product 
introduction or phase out, prices can 
be pushed through all channels at the 

click of a button. This central product 
and pricing repository can also serve as a 
powerful source of business intelligence 
to validate and adapt a company’s 
pricing strategy. 

Streamlined quotation process
Over the last 10 to 20 years, most com-
panies have implemented customer rela-
tionship management (CRM) solutions 
to manage their sales opportunities, ac-
counts and customer relationships. Inte-
grating a CPQ solution into the overall 
CRM process can substantially acceler-
ate sales process efficiency. As products 
and services become more and more 
complex, many organisations have intro-
duced team selling - the single sales rep 
on the road closing a deal by themselves 
is no longer the reality. Today, a full ac-
count team is involved in answering 
customers’ requests and closing deals. 
An integrated CRM solution with CPQ 
capabilities enables the team to keep all 
customer details in one place and re-
spond to a request for proposal effi-
ciently.

Sales reps spend on average 10 to 15% 
of their time processing orders. This 
includes repetitive tasks such as pricing 
and proposal generation. By automating 
a large number of manual steps in the 
quoting and proposal workflow, CPQ 
solutions can significantly bolster sales-
force effectiveness and efficiency. With 
the entire flow automated, sales reps no 

longer lose time creating proposals and 
sending them to clients, leaving them 
more time to sell. With one click, the 
system can generate a quote proposal 
document, containing all quote details 
in line with the company’s visual identity 
and legal requirements. 

Digital signature solutions allow clients 
to accept proposal quotes and sales or-
ders to be created in the company’s ERP 
system, with no need for manual inter-
vention by the customer service office. 
As the entire process is also handled by 
one system, sales report generation and 
updates to CRM databases can also be 
fully automated.

CPQ software solutions: 
a crowded but maturing 
market
Over the past few years, the market for 
CPQ solutions has matured significantly. 
Established business solution vendors, 
such as Salesforce, Oracle, SAP (which 
recently acquired CallidusCloud) and 
IBM, have entered the market by ac-
quiring CPQ solutions and incorporat-
ing them into their broader lead-to-cash 
solutions. Stand-alone solution vendors 
have reacted to this by heavily expand-
ing their integration with multiple ERP 
and CRM systems, as well as ecommerce 
suites.

In our latest market overview, we iden-

 
Figure 1: Major benefits reported by CPQ users (source: internal PwC study) 

Increased product profitability and deal size 
Increased product profitability and overall quote size is the number one benefit reaped by new adopters. Many 
companies invest in developing smart strategies to better differentiate prices along customers’ willingness to pay. This 
focus on pricing comes as no surprise, as it’s hard to overestimate the potential an even modest price increase has on the 
company's bottom line. For Fortune 500 companies, a one percent increase in average selling price, results in a 
whopping 13% growth in net profit. Despite this, we find that many struggle to capitalise on these strategic efforts by 
not translating their pricing strategy into clear actionable guidance and rules. Too often, pricing is still based on gut‐
feeling with significant freedom for sales reps, resulting in significant price scatter and undesirable price leakage.  
 
CPQ solutions offer a powerful lever to put a company's pricing strategy into practice and sell a product at the right 
price to the right customer by better guiding sales reps on the right price to target. On average, companies see a two 
to three percent increase in the realised average product price level after implementation. With a CPQ solution, sales 
reps have clear pricing guidance, tailored to each specific client, in the form of a price bandwidth within which they can 
deliver a price. If the price level falls below the bandwidth, an automatic authorisation workflow is initialised allowing 
management to safeguard the pricing strategy.  
 
CPQ solutions can also help increase deal size by providing sales representatives with cross‐ and upselling 
recommendations. While basic rules‐driven recommendations have already been a common feature of the CPQ solutions 
for several years, recently, vendors have been investing heavily in intelligent recommendations. Through advanced data 
analytics and machine learning on historical transactional data, current tooling is able to recommend products and 
services that have been sold successfully to similar clients and which may not have been suggested due to business rules.  
 
Efficient product configuration 
As in the B2C market, product complexity and customisability continues to increase in the B2B market. This not only 
poses challenges to operations, but sales representatives also need to be knowledgeable of an extensive product 
portfolio and its multitude of different configuration possibilities. Over the past years, time spent training a salesforce on 
a product portfolio and its different configuration possibilities has greatly increased, at significant organisational cost. 
Despite these training efforts, sales representatives not supported by software solutions for product configuration 
describe the process as tedious with a lot of ad‐hoc questions, leading not just to additional costs, but making the quote 
turnaround time significantly longer, potentially resulting in lost opportunities. By incorporating product configuration 
rules and technical knowledge, CPQ solutions can be set up to facilitate the configuration process; where sales reps are 
guided through the configuration process to help them always reach a feasible configuration in a fraction of the time 
required to do so manually. The agreed configuration can be unambiguously communicated to production or 
engineering, as required, and integration with 2D or even 3D visualisation engines allow for a graphical representation of 
the configured product.  
 
Consistent omni‐channel customer experience 
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Figure 2: Solid business processes are critical

tified over 150 different available CPQ 
solutions, ranging from basic document-
generation tools to complete solutions 
with advanced capabilities. 

For enterprises interested in CPQ solu-
tions, it can be a challenge to select the 
solution fit for their specific purpose, but 
it’s critical they conduct a thorough ven-
dor analysis to ensure that the capabili-
ties of their chosen solution are in line 
with their business requirements. 

Three different drivers determine the 
added value of a CPQ solution for a 
specific company: the complexity of its 
customer portfolio, the complexity of 
its product portfolio and the number 
of transactions. A company offering a 
commodity product to a limited num-
ber of clients using only direct sales will 
benefit far less from the solution than a 
company offering highly configurable 
products and services to a large number 
of clients across different geographies 
and channels.

Solid business processes 
remain essential to reap 
benefits
All too often, companies jump straight 
into CPQ solution implementation, 
without putting the required underlying 
business processes in place first. As with 
most business software solutions, CPQ 
software can be a powerful tool to bring 
strategy into practice, but it’s no golden 
bullet that can solve all sales challenges. 
Before considering the implementation 
of a CPQ solution, all relevant business 
processes need to be in place.

Essential pre-requisites for a successful 
CPQ software solution implementation 
include: a pricing strategy translated into 
price-setting processes and price-reali-
sation dynamics; a product portfolio in 
line with market needs in which cross- 
and upselling opportunities have been 
identified; a clear and consistent channel 
strategy and a trained and knowledge-
able salesforce. 

In developing these business processes, 
it’s key to involve as many stakeholders 
and end users as possible. This ensures 
user confidence in the solution and that 
it’s not perceived as a black box. 

Figure 2: Solid business processes are critical 

 
All too often, companies jump straight into CPQ solution implementation, without putting the required underlying 
business processes in place first. As with most business software solutions, CPQ software can be a powerful tool to bring 
strategy into practice, but it’s no golden bullet that can solve all sales challenges. Before considering the implementation 
of a CPQ solution, all relevant business processes need to be in place. 
 
Essential pre‐requisites for a successful CPQ software solution implementation include: a pricing strategy translated into 
price‐setting processes and price‐realisation dynamics; a product portfolio in line with market needs in which cross‐ and 
upselling opportunities have been identified; a clear and consistent channel strategy and a trained and knowledgeable 
salesforce. In developing these business processes, it’s key to involve as many stakeholders and end users as possible. 
This ensures user confidence in the solution and that it’s not perceived as a black box.  
 

 

 

 

http://www.pricingsociety.com


 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

May 2018 7

PSD2: How to Cross-Sell in a  
Highly Competitive Environment

PSD2 (the Second Payment Services 

Directive) poses a substantial risk to 

banks’ traditional approach to cross-

selling and retaining customer re-

lationships, including the ability to 

design the user experience. Whether 

this is a threat or an opportunity 

depends on how banks deal with 

it. This banking specific case study 

provides important cross-promotion 

strategies that can be applied by pric-

ers in multiple industries. This article 

was originally published on interna-

tionalbanker.com in March 2018 

and is reprinted here with permis-

sion. Gianluca Corradi is a Director, 

Johann F. Thieme is a Director, and 

Steven Y. Eulig is a Consultant with 

Simon-Kucher & Partners Strategy 

& Marketing Consultants. They can 

all be reached via www.simon-kuch-

er.com.

CONTINUED ON NEXT PAGE �

The introduction of the Second 
Payment Services Directive 
(PSD2) has forced banks to 
find answers to many complex 

questions: How can banks retain exist-
ing customer relationships and sell more 
products? How can banks transform the 
dull experience of buying financial prod-
ucts into something more exciting by 
activating our hunter-gatherer instincts? 
How can banks systematically benefit 
from behavioral effects? How can banks 
employ smart digital tools making use 
of gamification and thereby upgrade the 

customer experience with a positive emo-
tional twist? In these cases, it’s all about 
creating loyal customers and simplify-
ing their decision making in a complex 
world. For this reason, the best answer 
to PSD2 is to implement a digital loyalty 
program.

Implications of PSD2
PSD2 went live on January 13 and it will 
have implications for every company in 
Europe that deals with payments. The 
core of PSD2 is the principle of “access 
to accounts” (XS2A). This principle 
transfers data sovereignty from banks 
to their customers, meaning that cus-
tomers are able to give any third par-
ty access to their data. For banks, this 
means that FinTechs and software giants, 
e.g. Google, Apple, and Amazon, will 
also have access to bank accounts if cus-
tomers grant them permission.

Armed with this account information, 
these new competitors will be able to 
offer their customers all kinds of finan-
cial products. For example, account 
information may reveal that customers 
pay too much for insurance products. A 
competitor could compare offers on the 
market and provide a cheaper 
alternative. This can, of course, 
also be carried out for vari-
ous other products (mortgages, 
loans, etc.).

Essentially, third parties, such 
as FinTechs, will be able to do 
the cross-selling that banks have 
missed out on. In addition, they 
can replace the products banks and other 
financial companies currently provide 
by offering the customer a better deal on 
each product.

This is a huge risk for banks. In the past, 
banks actively sold products to their 
customers based on their personal situa-
tions and prior product usage. With the 
arrival of XS2A, banks will no longer 

have exclusive access to this information, 
paving the way for others to benefit from 
it, too. Given that many FinTechs are 
very good at drawing conclusions from 
large amounts of data, while many banks 
merely administer their data, it is likely 
that FinTechs will be better than banks 
at identifying cross-selling potential.

In short, PSD2 erodes the current ac-
count’s function as a hub to sell various 
other products. It is possible for custom-
ers to simply use their account solely as 
an underlying infrastructure while using 
a third party’s interface, meaning that 
the user experience is designed and led by 
the third party. The fact that banks have 
traditionally been rather poor at cross-
selling only aggravates the situation (most 
banks sell between two and three prod-
ucts, although most customers should 
have between 10 and 15 products).

Imagine how much more banks could 
earn just by selling an additional 0.5 
products per customer on average. Inter-
est products have particularly high con-
tribution margins, e.g. a typical mort-
gage easily generates 1,000 euro per year 
or more.

What can banks do?
One answer to this challenge is to imple-
ment tools that invite customers to do 
banks’ cross-selling for them (“pull” in-
stead of “push” selling). They shouldn’t 
wait too long though, as XS2A is likely 
to decrease customer loyalty as soon as 
FinTech solutions become more wide-
spread. Gamification is the method of 

PSD2 went live on January 13 
and it will have implications for 
every company in Europe that 
deals with payments.
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choice to significantly increase cross-
selling and help customers choose the 
right products.

How does this work? The process follows 
three main steps: first, define how bank 
customers are rewarded; second, define 
how they can spend their loyalty points; 
and third, implement this structure as 
a digital, mobile-first sales solution that 
makes extensive use of behavioral pricing 
effects and gamification.

Rewarding customers
From a customer’s perspective, getting 
an overview of the myriad of financial 
products is hard, so many don’t even 
bother. To address this, banks should 
categorize their products into intuitive 
clusters. In retail banking, these could be 
“daily banking”, “savings”, “investment”, 
“mortgage”, “insurance”, and a “bonus” 
field for other elements the bank wants 
to reward.

When thinking about categorization, it 
makes sense to be consistent in the way 
the bank provides financial advice, oth-
erwise customers may be confused and 
advisors will be less likely to accept the 
new system.

A digital platform like this has the po-
tential to become customers’ key go-to 
point for checking their financial health. 
There is a “good-better-best” approach 
behind each category. For example, in 
daily banking, “good” coverage could 
mean having a current account; “bet-
ter” coverage means having an overdraft 
facility on top; “best” means having a 
credit card as well. This very simple and 
intuitive story can be told for each of the 
categories. 

Moreover, lumping products into one 
coverage level (e.g. all types of bank ac-
counts or credit cards) greatly reduces 
complexity, both for the customers and 
the financial advisor. Naturally, only 
products that actually make sense for the 
bank should be rewarded.

What about products from other banks? 
We recommend actively asking custom-
ers about third-party products, but these 

should be presented differently in two 
key ways. First, a visual difference should 
be made between the bank’s products 
and ones from third parties (e.g. repre-
sented by colored vs. gray item). Second, 
third-party products should not be given 
any further rewards because the quality 
of these products cannot be assessed in 
order to estimate the customer’s overall 
financial health. From the bank’s per-
spective, it is sensible to collect informa-
tion about third-party products in order 
to be able to offer alternatives. Moreover, 
presenting a comprehensive “banking 
ecosystem” to customers makes them 
more likely to return and use the loyalty 
program.

Spending loyalty points
To finish off the story, banks should ap-
ply the fairness principle: customers buy 
products and get something in return. 
As a monetary incentive, this could ei-
ther be a cash discount or a discount on 
a specific product, such as a credit card 
or a voucher for a local or online retail-
er. Non-monetary incentives are equally 
important since people react differently 

to hard and soft incentives – some prefer 
money, others prefer exclusive services 
and status. Therefore, we recommend 
that banks use both types of incentives.

Implementing the solution
Customers expect the solution to be mo-
bile-first and fully integrated. When log-
ging into their online banking platform, 
they should be able to see their individual 
product usage, how many loyalty points 
they have earned, and what they can use 
them for. Here is an example of how the 
“Daily Banking” product cluster appears 
on a smartphone. As explained above, 
one/two/three active sliders indicate 
good/better/best coverage, respectively 
(See Figure 1).

We highly recommend engaging custom-
ers on a regular basis. One measure that 
has proven to work very well in prac-
tice is a price change on their current 
account. Since PSD1 was introduced, 
banks have to inform all current account 
holders about price changes. This means 
the bank has to send a letter to the ma-
jority of their customers. 

If the message about higher prices is com-
bined with information about the loy-
alty program, significantly more people 
will want to find out how they can earn 
cash-back bonuses. This is because cus-
tomers will try to recoup the recent price 
increase by using more products. This 
psychological effect (behavioral econom-
ics) is called mental accounting. Custom-
ers compartmentalize different kinds of 
resources into separate mental accounts 
and only assign a certain amount of mon-
ey to each area.

For a successful implementation of digi-
tal (loyalty) tools, different behavioral 
effects should also come into play. Some 
of these include the compromise effect 
(customers tend to choose the middle 
option), the anchor effect (customers 
can only perceive the value of a service 
if a price is shown), the separation ef-
fect (customers often prefer flat rates over 
individual billing), and the endowment 
effect (customers find it harder to un-
select a default option than to actively se-

equally important since people react differently to hard and soft incentives – some prefer money, oth‐
ers prefer exclusive services and status. Therefore, we recommend that banks use both types of incen‐
tives. 
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lect additional options). Implementation 
is not a trivial matter. Banks should be 
aware of the relative strength of each ef-
fect and the complex way in which they 
interact with one another. Our project 
experience shows that full implementa-
tion of such a program leads to a signifi-
cant increase in product usage (around 
+20 to 30 % in the first year).

Conclusion
PSD2 poses a substantial risk to 
banks’ traditional approach to cross-
selling and retaining customer rela-
tionships, including the ability to de-
sign the user experience. Whether this 
is a threat or an opportunity depends 
on how banks deal with it. It is impor-

tant to understand that the more prod-
ucts a customer uses, the more loyal they 
will be. Until now, many banks have 
sold financial products relying mainly 
on what Daniel Kahneman calls “system 
2” (i.e. a slow, logical, and mentally tax-
ing thought process). System 2 is entirely 
appropriate when it comes to calculating 
the risk premium of a mortgage or decid-
ing whether to grant a loan or not. How-
ever, when it comes to selling products, 
banks have to appeal to their customers’ 
emotions, i.e. their “system 1” (automat-
ic, emotional, subconscious, and fast). In 
our view, this holds the key to the future 
of selling financial products.

In terms of customer satisfaction, a digi-

tal loyalty program is likely to increase 
measures such as the Net Promoter 
Score. This is due to the fact that cus-
tomers feel good about their product 
decision because different behavioral ele-
ments smoothed out the decision-mak-
ing process.

As real customers don’t act rationally, 
these concepts describe their behavior 
well. As far as we are aware, this is the 
first time that banks have been able to 
systematically and substantially increase 
usage of their products – the untapped 
profit potential is enormous. Increasing 
loyalty and cross-selling is the safest bet 
to achieve this.
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