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New Products: Moving from Cost-Based  
to Value-Based, Customer-Centric Pricing

Many companies, when developing a 

pricing strategy for new product devel-

opment and deployment, leave cus-

tomer perception and market needs 

until the last stage of the process. In this 

article, the author explains how using 

a value-based, customer driven pro-

cess ensures that from the moment the 

new product is released, customers will 

already be aware of how it will add 

value in their business processes. Steve 

Wilkins serves as a strategic consultant 

at PROS, where he focuses on sales and 

pricing effectiveness in industrial man-

ufacturing. Wilkins earned both an 

M.B.A. and B.A. from the Univer-

sity of Wisconsin-Whitewater. He also 

holds a Certified Pricing Professional 

designation through the Professional 

Pricing Society. He can be reached at 

swilkings@prospricing.com.

Figure 1: Cost-based pricing

In today’s difficult economic envi-
ronment, organizations are looking 
for ways to improve processes, be 
more competitive and strengthen re-

lationships with customers. When many 
companies review their New Product 
Development (NPD) process, they be-
lieve they’re doing all they can to provide 
high-quality products by using a toll/
stage gate process to measure effective-
ness at each stage. The product must 
meet guidelines to advance to the next 
stage, insuring all requirements are met.

The first process puts a high emphasis 
on the belief that the company knows 
the industry better than the customers. 
These companies are developing new 
products based on internal beliefs about 
what product enhancements and changes 
need to be made to meet market needs. 

This is known as the “product driven” 
process, and revolves around the belief 
that if you build it the customer will buy 
it. This process also uses “cost-based pric-
ing” as a means to determine a custom-
er’s willingness to pay for the product.

One of the ways the NPD team deter-
mines ideas is to review current product 
issues, which are usually application spe-
cific, and then develop possible solutions. 
A second way they come up with NPD 
ideas is by using internal knowledge of 
the industry, and determining future 
market needs.

These two ways of generating ideas de-
velop the first stage in the product driv-
en process, which is then prototyped 
to develop an initial cost estimate. The 
prototype goes through further refine-
ment to develop a final cost structure. 
There’s usually a margin requirement 

for the new products which are factored 
into the cost to determine the new prod-
uct’s price. The marketing team is then 
charged with developing value proposi-
tions to market the new product to cus-
tomers.

The “customer” is the last stage in this 
process, and many times the company 
realizes that the product doesn’t meet 
the wants and needs of the marketplace. 
Another issue that arises surrounds the 
product’s costs. A new product won’t sell 
if a customer isn’t willing to pay the ask-
ing price. This process results in many 
new products that don’t meet the expec-
tations of the management teams. Ulti-
mately the company must deal with high 
NPD expenses that are never recovered.

There is a second way of developing new 
products, which puts a much higher 
emphasis on working with customers to 
determine the needs of the marketplace. 
This “customer driven” process differs 
greatly from the “product driven” pro-
cess by involving the customer from the 
beginning, as opposed to bringing the 
customer in at the end.

In this process, the NPD team works 
with current and potential customers, 
industry experts, sales teams and inter-
nal resources to understand the likes and 
dislikes of current products in the mar-
ketplace. These teams also listen to the 
resources to understand how the prod-
ucts are being used. 

The NPD teams work with the resources 
to understand if enhancements to cur-
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rent products or entirely new products 
are needed to help the market grow. Ad-
ditional questions are examined to un-
derstand how these enhancements and 
new products will add value and improve 
current processes. During this discussion 
process, the NPD teams build 
partnerships and trust with cus-
tomers. This collaboration helps 
each group grow, and enables a far 
better understanding of market-
place needs.

Using the information gathered 
from the “customer” stage of the 
process, the NPD team works 
with the marketing teams to de-
termine the additional value op-
portunities and propositions for 
each enhancement and new prod-
uct. This helps in developing a priority 
schedule for these opportunities. The 
identified values and willingness to pay 

will be used in developing the “value-
based pricing” for these new products. 
Staying within the market’s willingness-
to-pay price spectrum, a cost structure 
is developed and measured against NPD 
requirements. 

If the product meets the requirements, 
the prototype process begins. The team 
works to ensure they’re able to include 

the value-added attributes from the cus-
tomer requirements in the product’s final 
version.

Using the value-based, customer driven 
process ensures that from the moment 

the new product is released, cus-
tomers will already be aware of 
how it will add value in their 
business processes. The benefits 
of involving customers from the 
get-go are tremendous. The odds 
of offering the right product, to 
the right customer, at the right 
time and at the right cost drasti-
cally increases. 

When a new product release 
meets the needs of the market-
place while balancing the expec-

tations of management teams, it’s a win-
win for all.

Using the value-based, customer 
driven process ensures that from 
the moment the new product is 
released, customers will already 
be aware of how it will add value 
in their business processes. 

Figure 2: Value-based pricing


