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Netflix: The Smart  
Way to Increase Prices 

Netflix prices are going up. This week, the stream-
ing service raised the prices of all three of its US 
plans, constituting a jump of between 13 and 18 per-
cent – the biggest price hike since Netflix launched 
in 2007. Mark Billige, pricing specialist and Manag-
ing Partner at Simon-Kucher & Partners, explains how 
Netflix’s smart approach is key to gaining customer 
acceptance. He can be reached at mark.billige@si-
mon-kucher.com. 
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T
his week, Netflix announced 
the most substantial price in-
crease in its history. All US 
customers are hit by the move, 

with increases immediately affecting 
new subscribers. Even existing mem-
bers can expect to see the higher pric-
es on their bills in the coming months. 
Will the knee-jerk reaction be to can-
cel subscriptions? Actually, thanks to 
its ever-improving value proposition, 
Netflix can rely on loyal customers.

After all, it is no secret that Net-
flix has been spending money. In re-
cent years, the company has invested 
heavily in expanding its content selec-
tion, releasing its own original titles, 
and gaining the rights to other pop-
ular movies and series. Today’s sub-
scribers get more bang for their buck 
than they did two years ago and have 
been watching value increase before 
their very eyes.

They also understand all of this 
comes at a significant cost. For the 
streaming service to continue upgrad-

ing its product, they need to keep pric-
es moving in the same direction as 
value. Price is the most powerful and 
sure-fire way for a company to gener-
ate cash – far quicker and more po-
tent than other initiatives to accelerate 
subscriber growth, most of which re-
quire further investment. Price increas-
es cost little to execute and have mas-
sive impact. This way, Netflix can rely 
on tolerant customers, and thanks to 
the well-deserved cash infusion, con-
tinue enhancing viewer experience. In 
the long-run, everybody wins.

Not only has Netflix significantly 
improved its value-price relationship, 
its smart and detailed price manage-
ment approach ensures the loyalty of 
its diverse customer base. The Basic 
plan jumps from $8 to $9 per month, 
Standard from $11 to $13, and Pre-
mium from $14 to $16. With just a $1 
increase for its entry price point, Net-
flix remains affordable for viewers on 
a budget. Notice how they keep their 
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PPs HAPPenings

Click on event graphics below or go to the PPS website at PricingSociety.com for more information on programs and events.

PPS offers the tools, knowledge to boost your career
Pricing, revenue management, 

and related fields are gathering 
more attention and becoming even 
more important. 

The Professional Pricing Soci-
ety aims to connect profession-
al across the globe with the train-
ing, the expertise, the networking, 
and the education needed to per-
form better. 

Our conferences, online training 
options, publications, and events 
are all designed for you to get the 
information, skills, strategies, and 
tactics that you need. 

The recent, very popular PPS conference in Dallas attracted  
pricing professionals from throughout the world.
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Netflix is not only a company with a phenomenal product.  
They are also becoming world class in monetizing its value.

entry point below $10 and as a single 
digit dollar? They’ve been careful to re-
main on the right side of this segment’s 
price thresholds. At the top end they can 
afford to push more, with the downgrade 
path acting as a safety net: customers 
who are unwilling to pay the extra two dol-
lars for premium can switch to the stan-
dard plan. So rather than apply the same 
level of increase across the whole port-
folio, they’ve applied psychological pric-
ing tactics to ensure all customer needs 
are covered. That’s the smart way to roll 
out an increase.

Netflix also avoids any broad brush 
moves and is easing in its customers rel-
atively gently. New customers will face 
the price increase with immediate effect, 
whilst the blow is softened for existing 
subscribers with the price increase grad-
ually rolled out across the back book over 
a number of months. Moreover, Netflix are 
tackling the increase market-by-market 
rather than charging in with a global pol-
icy. It takes more time and effort to do it 
this way, but I am sure what they learn in 
the US will then be used in subsequent 
markets.

Unsurprisingly, the markets have also re-

acted extremely positively. Wall Street has 
welcomed the increase and stock is up by 
6.5 percent. This just shows how a struc-
tured and logical approach to increasing 
prices can have a massive impact: Netflix 

is not only a company with a phenomenal 
product. They are also becoming world 
class in monetizing its value. 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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Evolving Product Strategy  
in a Growing Industry 

In this article, the author examines new product pricing dur-
ing the multiple stages of product development and market 
evolution. He uses the global mobile device market as a case 
study to demonstrate the application of different pricing strat-
egies by various players in this highly competitive space. Au-
thor Tim J. Smith, PhD is the founder and CEO of Wiglaf Pric-
ing, adjunct professor at DePaul University, and Academic 
Advisor for the Certified Pricing Professional designation. His 
most recent book is Pricing Done Right: The Pricing Frame-
work Proven Successful by the World’s Most Profitable Com-
panies (Bloomberg Financial, 2016). He can be reached at 
tsmith@wiglafpricing.com.

by Tim Smith, 
PhD

I
n pricing and new product develop-
ment, we can get caught up in market 
research, technical breakthroughs, and 
phase-gates reviews. These preoccupa-

tions can distract us from what is revealed 
in big picture templates, hence possibly 
negating aspects of industry evolution.

Memory Refresh of  
Industry Product Life Cycles

The industry product life cycle is the 
subject of textbooks. To refresh:

1. An idea for addressing a problem 
with a new approach goes into de-
velopment with perhaps a few 
one-off custom solutions being de-
livered to customers.

2. Once the concept has been prov-
en and the offering can be nailed-
down for a crudely defined target 
market, a firm introduces a pro-
ductized solution and, through luck 
and hard work, an industry is born.

3. Investors and competitors quick-
ly notice the opportunity and start 
to pile into the nascent industry, 
driving the industry through rap-
id growth with new products and 
product proliferations. Industry an-
alysts talk about “inflection points” 
and strategists tout competing 
claims of “first mover advantage” 
or “second mover advantage”, de-
pending on their predilections.

4. Successful industries will mature. 
Blue oceans become red oceans 

over time. Economic profits decline.
5. Overtime however, most but not all 

industries fade and decline.

Less discussed is the evolution of pric-
es themselves. Price points themselves 
evolve with the industry, but rarely in one 
direction. This is particularly dynamic dur-
ing the industry growth phase.

Price Points during the  
Industry Growth Phase

Many expect price points to decrease 
as an industry evolves. It is true that the 
offerings sold during the development 
phase are typically higher priced than the 
productized-solution delivered during the 
introduction phase. Moreover, history has 
shown that cheaper products that suffi-
ciently address the same challenge are 
usually developed 
while the indus-
try matures, and 
economies-of-
experience and 
economies-of-
scale are uncov-
ered.

Yet cheaper is 
only half the story. 
The other half is 
more expensive.

Growing in-
dustries identify 
new needs that 
could be fulfilled 

by the products if they were slightly en-
hanced. Technical developments enable 
product enhancements. If the market sig-
nals (through research) that a higher-ca-
pability product will be bought at a higher 
price point in sufficient quantities, a more 
advanced product will be launched.

Between the highest- and the lowest-
priced products, other products will be po-
sitioned. A plethora of product positions in 
price and benefits should be considered 
the norm as an industry moves from intro-
duction, through growth, and into maturity.

Whether this variety of product po-
sitions survives maturity and goes into 
decline, however, is uncertain. (Thus, a 
dotted line is drawn as one moves from 
maturity into decline.)

Hence, the expectation of “broadening 
the price band” is a more accurate depic-
tion of the truth of growth stage industries 
than one of “lowering the price points.”

Example: Smart Phones
The claim that prices can be expected 

to increase, not decrease, has been well 
demonstrated by Apple with their iPhone 
since launch. While the iPhone was first 
launched in 2007 at $499-$599, it quick-
ly dropped to $199-$299 between 2008 
and 2010. Since 2011, Apple has demon-
strated their ability to both broaden and 
generally increase prices on the iPhone. 
See Figure 3.

As the smartphone market grew, Ap-

 

Price Points during the Industry Growth Phase 

Many expect price points to decrease as an industry evolves. It is true that the offerings sold during the 
development phase are typically higher priced than the productized-solution delivered during the 
introduction phase.  Moreover, history has shown that cheaper products that sufficiently address the 
same challenge are usually developed while the industry matures, and economies-of-experience and 
economies-of-scale are uncovered. 
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ple no longer held the market alone. Sam-
sung entered the market with the Gal-
axy Note in 2011. Since then, Huawei, 
Xiaomi, Oppo, and many others have en-
tered, and some, notably Motorola, Micro-
soft, Nokia, have also left.

The competitors have not all pursued 
the same strategy. Oppo, Xiaomi, and Hua-
wei are better known for their inexpensive 
smartphones. For example, a quick web 
search on Smartpix.com found Oppo 
A3s for around $125 available in India.

As this smartphone market enters ma-
turity, we see a clear broadening of price 
points. Yes, some products are lower 
priced than the initial product at launch, 
but others are far more expensive.

The theory of “broadening of the price 
band” is a more accurate description of 
this market, and many other growth mar-
kets, than the theory of “lowering the pric-
es” alone. We can look at antivirus soft-
ware, tractors, or even shampoo and find 
relatively the same patterns. Whether it 
is “some” or “most” industries is a sam-
pling challenge that I won’t bother quib-
bling about.

If Price Points Broaden, Should  
I Pursue the Top, Bottom, or  
Everywhere In Between?

Yes, and it depends.
From the smartphone market, we see all 

three pursuits. Us-
ing Michael Por-
ter’s language:
• Apple is cur-

rently pursu-
ing the top end 
of the market 
in what is best 
called a Niche 
C ompet i t i ve 
Strategy.

• O p p o  a n d 
Xiaomi are cur-
rently pursuing 
the lower-end 
of the market in 
what is best called a Cost Leadership 
Competitive Strategy.

• Samsung and Huawei are both pursu-
ing the broader Differentiation Compet-
itive Strategy.

Any of the three strategies can be pur-
sued. Which strategy a particular com-
pany should pursue will depend on its re-
sources and goals.

It should be noted that although Sam-
sung has a larger global market share 
than Apple in the smartphone market, Ap-
ple was reported by Canaccord to make 
87% of the industry profits compared to 
the 10% industry profits of Samsung. Col-
lectively, the remaining firms made only 3% 

of the industry profits in 2018. No doubt, 
some lost money.

Specifically, with respect to goals, this 
examination should clarify actions.
• If the goal is to dominate a set of cus-

tomers, not just in one industry but also 
to cross sell other products to those 
same customers and develop a stronger 
portfolio for tangentially related mar-
kets, history demonstrates that product 
and pricing strategy should anticipate 
(perhaps even pre-empt the market with 
products at both the high- and low-ends 
of the spectrum) in pursuing a differen-
tiated strategy. This may require bifur-
cating, or even trifurcating, the product 
line to hit different customers at differ-
ent price points. A broad based good/
better/best versioning strategy will be 
required.

• If the goal is simply to make steady prof-
its in a specific industry, examples dem-
onstrate that a high-end niche strate-
gy works.

• If the goal is to survive, and you know 
in your heart though don’t have to ad-
mit it to investors, that you aren’t an idea 
leader but you do have access to low-
cost production, then cost leadership 
is a route forward.

Industry templates should be kept 
in mind in managing product portfolios 
through growth markets. Ask yourself: 
What do you want to evolve into when you 
grow up? Do you have the right resources 
to become that? v

 

Example: Smart Phones 

The claim that prices can be expected to increase, not decrease, has been well demonstrated 
by Apple with their iPhone since launch. While the iPhone was first launched in 2007 at $499-$599, it 
quickly dropped to $199-$299 between 2008 and 2010. Since 2011, Apple has demonstrated their ability 
to both broaden and generally increase prices on the iPhone. See below. 
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• Samsung and Huawei are both pursuing the broader Differentiation Competitive Strategy. 

Figure 3
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Taking a Value-Based Approach  
and Avoiding Common Missteps 

In this article, the author discusses value-based pricing from both 
an organization-wide view and more specifically from the view 
of the product manager. He begins by reviewing what a value-
based product strategy is, how it helps make better decisions, 
and helps differentiate your products from the competition. In 
the second part of the article, he explores the six common mis-
steps product managers make about value and provides best 
practices for how to avoid these errors. Ed Arnold is VP, Prod-
ucts at LeveragePoint. He can be reached via www.leverage-
point.com.

What Is A Value-Based  
Product Strategy?

Back in my consulting days, I learned 
that strategy, at its core, is about mak-
ing a deliberate choice to go one way and 
not another. Not deciding, like standing in 
the middle of the road, is the worst pos-
sible thing you can do. Why? Because if 
you stand there too long you become road 
kill. You have to know where you’re sup-
posed to be going.

So when it comes to products, the de-
cision is all about how you will compete 
for customers versus your rivals, and there 
are fundamentally just two choices here.

You can be a low cost provider, which 
means that whatever market you compete 
in you have the lowest cost structure and 
use that advantage for best prices. Think 
Wal-Mart for retail, Spirit for airlines, and 
GEICO for car insurance. Now you can 
certainly try to compete with these giants 
on price, but without their scale, you can’t 
sustain it and will eventually lose.

So that leaves most of us with the sec-
ond choice – differentiation – which es-
sentially means making your products 
unique in a way that customers care about, 
and doing that better than your rivals. No 
surprise here. Uncovering customer needs 
and building out competitive advantages 
are a big part of the product management 
job. Now the thing about differentiation 
is that it has a lot of different paths and 
each of them cost time and money. And 
again, you need to make smart, deliberate 
decisions about where you are going and 
where you aren’t.

How Value Helps Make  
Better Decisions

A value approach is extremely useful 
for making good product strategy deci-
sions. Such as:
• Which customer segments should you 

prioritize?
• Which features or services should be 

part of your offer?
• How do you price your offer that cap-

tures some of the value you create?
• How do you communicate that differen-

tiation to your customers through sales 
and marketing channels?

Making the right decisions delivers im-
proved outcomes in terms of sale cycles, 
margins and what we product managers 
want – more successful product launches.

How Value Helps You Differentiate
So value helps you differentiate, but 

we need to be precise about 
what we exactly mean by val-
ue. Because “value” is a word 
that is used wide and loose in 
business today. As our good 
friend Mike Wilkinson would 
say, “Our customers define 
value, not us.” So, we need to 
get inside the brain of a typi-
cal B2B customer.

Based on my experience, 
companies approach this in 
two different ways that roughly 
correspond to a left brain/right 
brain analogy, see Figure 1.

On the left – the rational/
analytical side – there is the 

economic business case. You quantify val-
ue explicitly and transparently – presenting 
the ROI or value to customer in your val-
ue model or Value Proposition and you go 
from there. It’s direct and straight-forward.  

Moving to right side – the emotion-
al/intuitive side – there is what I call the 
“Willingness to Pay” camp that get at the 
psychology and use methodologies to 
translate a whole lot of qualitative customer 
perceptions into a competitive pricing rec-
ommendation (in the case of value maps, 
or sensitivity analysis), or the best combi-
nation of features and price (in the case of 
Conjoint). This is a less direct approach. 
It tries to uncover the highest price peo-
ple are willing to pay without them explic-
itly knowing why.

Those techniques are quite effective 
with consumer (or B2C) products, where 
there isn’t much of a business case – like 
buying shampoo or flat screen televisions. 
I would argue (and some may disagree), 
that they are less effective for B2B prod-
ucts. Precisely because economic value 
ultimately drives most B2B decisions – 
and a lot of so-called qualitative percep-
tions are actually tied to real, tangible op-
erating business needs.

As Tom Nagle has long argued in his 
classic book The Strategy & Tactics of 
Pricing, “Economic value is the primary 
determinant of willingness to pay.” And not 
the other way around. So in other words, if 
you are a B2B product manager, you sim-

by Ed Arnold
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ply cannot afford to ignore the left-side of 
your customer’s brain.

Where Do Product Managers  
Go Wrong On Value?

Now I won’t go into the mechanics of 
Value Models in this article. Instead, I want 
share with you the 6 major ways where I’ve 
seen Product Managers go wrong on val-
ue. These are the misconceptions or be-
haviors that get in the way of creating a 
viable value product strategy. So by rec-
ognizing these common traps, you can be-
gin to remove these barriers.

1. Avoiding the Issue. Product manag-
ers are very busy people. Usually when a 
new strategic initiative is thrust upon them, 
such as value, the defensive instinct is to 
run to the beach and wait it out. Particularly 
with value, there is a fear factor. The most 
frequent objection is, “We don’t have time.” 
To which I say, “No time to think about cus-
tomers? No time to think about your dif-
ferentiation!” This is what you already do. 
Why not frame this in a value approach? It 
will help you make better decisions. Oth-
erwise, you are just moving down the road 
without a clear map. You may eventual-
ly still get there, but you’ve lost time and 
money. Each day you delay could be cost-
ing your company millions of dollars in lost 
opportunity. The only way to overcome this 
obstacle is by personal leadership. If you 
can’t do it for your company, do it for your 
Strategic Business Unit. If you can’t do it 
for your SBU, do it for your product line.  
If you can’t do it there, then try it for one 
project. But just do it – and start ASAP!

2. Lacking critical knowledge about 
the customer. I confess that I get this look 
sometimes. We product managers know 
a lot about our products, the technical re-
quirements of our B2B customers, and 
probably something about their procure-
ment practices, and so on.

But I would bet you that your biggest 
knowledge gap is about your customer’s 
operations. For example, do you know 
what the impact of your product is on your 
customer’s cost of manufacturing? Or on 
downstream customer service costs? Or 
inventory? Or regulatory compliance or 
risk? Etc.? Or do you know any details 
about your customer’s go-to-market strat-
egy for their products? For example, does 
your product help your customer expand 
into new markets? Or increase their differ-
entiation to their customers? Or, for that 
matter, do you really know what your cus-

tomer’s best competitive alternative is? In 
other words, what would they do if they 
didn’t buy your product? Do you know if it’s 
another company or perhaps an in-house 
solution or just buying nothing at all? Hav-
ing good answers to these questions are 
major pieces to your value strategy. 

3. Death by Data. Sometimes when 
companies get over their inhibitions about 
value estimation, things can get out of 
hand and you get death by data. Usual-
ly the weapon of choice is a spreadsheet 
– often created by some long ago anony-
mous expert. They are loaded with tabs, 
pivot tables, and complex what-if sce-
narios and other gizmos. One of the root 
causes for the complexity is that they try to 
do too much and mix in a variety of prod-
ucts, customers and competitors together. 
By trying to create the mother of all value 
models, you lose clarity. It’s better to start 
with a simpler use case of just one type 
of customer and competitor. Chances are 
that 80% of the value will be common to 
all the other cases and you’ll save time and 
have better output.

Sometimes I find that the complexity is 
caused by a lot of technical information 
that doesn’t relate to the customer op-
erations or go-to-market strategy (as we 
just discussed). The complexity actually 

hides the fact there isn’t much customer 
insight. For example, in one spreadsheet I 
reviewed, I actually saw a value for supplier 
reputation tucked in there being worth $1 
a pound – where did that come from? And 
that’s another issue. Spreadsheets like this 
aren’t very transparent nor good for shar-
ing and collaboration. Also, it’s not unusual 
to find calculation errors buried deep with-
in, so I rarely trust spreadsheets at face 
value. Unfortunately, there is a tendency 
for companies to hold onto spreadsheets 
like these for years.  There’s this curious 
bias about spreadsheets – the more com-
plex they are, the more other people tend 
to trust them. This is especially so when 
people are uncertain of their understand-
ing about their customers or aren’t very ex-
perienced in thinking about customer val-

ue. For example, if I were to give you two 
numbers: 9.875 versus “around 10” – you 
think 9.875 is more accurate because it 
sounds precise. But that’s a fallacy. With-
out the clear, transparent logic of where 
that number comes from, “around 10” is a 
much more practical and honest number. 
A best practice when building models like 
this is to make them fully transparent and 
understandable. A competent value anal-
ysis need not be this complicated. It can 
be done with just a clear understanding of 
the competitive reference cost and just 2 
or 3 solid value drivers. That’s it!

4. Assuming that value is a single & 
timeless number. One misperception I 
often encounter is that value is a scientifi-
cally proven number. Many product man-
agers who have scientific or engineering 
backgrounds may assume this is the case. 
Their product’s technical specs are scien-
tific, therefore they naturally assume that 
quantified value is similar. Probably pric-
ing consultants have unwittingly promoted 
this notion because of statistical price op-
timization analysis and software. There is a 
thing called “Pricing Science,” but that has 
nothing to do with customer value. Rather, 
pricing science is about transactional anal-
ysis. It’s different from value. You need to 
appreciate the fact that value is based on 

economic theory, which is a social science 
not physical. Newton does not have a third 
law of value quantification. This doesn’t 
mean that it gives you license to just make 
up any numbers. Rather the burden of 
proof is much like our legal system. Evi-
dence and logic. Make the business case. 
Test the business case. Never assume that 
a value estimate is a “one and done affair.” 
The value of your product changes when-
ever your customer’s business changes, 
when new competitive alternatives appear, 
and so on. So you should review your val-
ue at least once a year.

5. Using the Wrong Metrics. Anyone 
who has worked with me knows this is a 
pet peeve of mine. It happens when you 
try to show customer value using your 

The value of your product changes whenever your customer’s 
business changes, when new competitive alternatives appear,  
and so on. So you should review your value at least once a year.

Ø CONTINUED, next page Ø
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product’s pricing unit of measure. Here’s 
a pop quiz:

Let’s say you sell paint to a large OEM 
of consumer appliances. You do a value 
model and find three specific ways of re-
ducing their operating costs. Question: 
Which is the best unit of measure for 
showing these operating cost savings, see 
Figures 2 and 3?

Is it a (A) Cost per Gallon, because 
that’s how you sell your paint?  

Or do you think a better customer unit 
is (B) Cost per Year, see Figures 4 and 5?

Again, which do you think tells a more 
compelling customer story – savings of 23 
cents per gallon can of paint (A), or operat-
ing cost savings of $345,000 a year (B)?

I think it’s fairly obvious that B is a better 
choice. It makes sense to talk about labor 
costs or waste disposal or service costs 
on an annual basis – or perhaps some oth-

er customer KPI, like 
cost per finished ap-
pliance. The problem 
with using per gallon is 
that it’s a pricing met-
ric that usually only the 
procurement manager 
cares about. Tell him 
or her that you save 
them 23 cents a gal-
lon, and he or she will 
automatically assume 
that you are giving a 
23 cent discount off 
the competitor brand. 
And that’s probably not the case, because 
all of this differentiation value costs money 
to begin with – cost that your competitor 
did not invest here, so unless you capture 
some value in your price, your company’s 
bottom line will suffer. Remember: your 

customers only get val-
ue when they actually 
use your product, not 
when they buy it. So 
the best value unit of 
measure is one that is 
aligned with the cus-
tomer’s use.

6. No Validation or 
Iteration. This occurs 
when you think of value 
as a one-time, “one and 
done” exercise with-
out testing it with sales 
channels or customers. 
In other words, YOU de-

termine customer value, make your deci-
sions and essentially toss the product over 
the wall for the marketing and sales team to 
worry about. Tossing over the wall doesn’t 
work, nor does holding back and work-
ing in isolation until the last minute. Don’t 
wait – iterate! Use an agile approach. Test 
your value hypotheses as early and often 
as possible before you go to market. One 
reason Product Managers hold back is 
because they “don’t have the right data,” 

but you need to test value hypotheses to 
figure out what data you need in the first 
place. This requires you to be pro-active 
in your collaboration with colleagues, es-
pecially in downstream functions like mar-
keting and sales. Even better – find op-
portunities to test value hypotheses with 
customers directly. It’s amazing when you 
approach a customer in a non-selling, re-
search mode to give feedback. It will val-
idate or change your thinking about, (1) 
what are the customer’s major business 
issues, and (2) whether your solution 
uniquely addresses those. We find that 
just a few iterations can make a tremen-
dous difference in how well value is com-
municated to customers and most impor-
tantly, accepted by customers.

Avoid these common missteps, and 
you’ll stay on the right road to a better 
value strategy. v

Figure 2

Figure 4

Figure 3

Figure 5
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Commercial Efficiency and Pricing
In this article, the author explores the relationship between stra-
tegic pricing and commercial efficiency goals. Commercial ef-
ficiency depends on simultaneous activities supported mainly 
by a team prepared to apply a strategic price management 
aiming to generate credibility and confidence in the market. 
Without it, in an increasingly dynamic and crowded market, a 
company will hardly be able to survive for long, as this article 
explains. Frederico Zornig is the CEO of Quantiz. He can be 
reached at fzornig@quantiz.com.br.

C
ommercial Efficiency can be 
defined as a series of business 
activities needed to achieve 
sustainable revenue and profit 

growth. However, the definitions of the pil-
lars, that is, of the activities that form the 
basis for a company to reach a high level of 
commercial efficiency, are still dispersed. 
With the level of competition in the market 
today, failing to seek business excellence 
can jeopardize the survival of the business.

Being so relevant to success, any com-
pany seeking business efficiency needs to 
start with customer focus, and the first step 
is to understand customer needs. Many 
methods are available to do so. Qualitative 
and quantitative surveys are good ones, 
but this can also be achieved with struc-
tured processes handled by the company’s 
sales force or marketing team. 

Only after you identify value driv-
ers, differentiated products attributes, 
and customer benefits can you devel-
op products, services and commercial 
policies that meet these expectations. 
As a result, every company needs to 
adjust to the market in which it oper-
ates. Because the economic situa-
tion and competitive landscape are 
dynamic, consumers’ preferences 
change with some frequency and the 
competition never stops to raise the bar.

To keep up with this dynamism, adjust-
ments can be made through the launch of 
new products, innovations, changes in the 
portfolio and assortment of products and 
also in its positioning of prices and incen-
tives for the market in which it operates. 

All this is supported by marketing ac-
tions that reinforce the company’s posi-

tioning, which includes different strate-
gies in the trade and sales channels in line 
with the company’s strategy, guaranteeing 
an exemplary execution in the distribution, 
availability, exhibition, point of sale commu-
nication and suggested prices to the con-
sumers (for consumer goods, of course).

Achieving this level of excellence re-
quires that price management must be 
done through a coherent price list and 
commercial policies with the right incen-
tives for each channel and market seg-
ment, which allows not only timely closing 
deals for the sales team but also rewards 
for common goals achieved over a longer 
term, that can be per quarter or per year. 

In this respect, pricing, or strategic 
pricing management, has a primary role 
in structuring the market to ensure the 
survival of a business efficiency program. 

Through consistent and coherent commer-
cial policies, we can influence the buying 
behavior of our customers, position each 
channel to act in its strategic role with its 
products and ensure the pricing position 
appropriate to the final consumer.

This commercial policy, in order to be 
adherent, must have transparency and 
generate credibility in the market. That is, 

very exceptional deals outside the compa-
ny rule may, in the short-term, help close 
the month’s target, but they have the po-
tential to destroy long-term trading rules, 
undermining market confidence in your 
company. Obviously, exceptions will al-
ways exist, but if we treat more than a small 
percentage of transactions as an excep-
tion, in a short time, there will be no longer 
a valid commercial policy and your com-
pany will be pricing every negotiation on 
a case by case basis and without much 
strategic management of this process, de-
stroying any attempt to achieve the target-
ed excellence.

Another fundamental point to achieve 
commercial efficiency is also the training 
of the sales force. This task is comprised 
of training the representatives and manag-
ers in how to sell value and the availabil-
ity by the company of tools that help the 
work of its team. The sales team is most 
concerned about the goal (quota) of the 
month and will not be thinking of strategic 
goals if he/she has not been educated and 
provided the proper tools.

Moreover, human beings, as we know, 
are creatures of habit. If a sales team has 
always been very free to negotiate prices 
flexibly, to adapt to a new model that al-
though not rigid, directs which discounts 
can be offered to each customer and need 
to adapt to tools such as order simula-
tors and contracts pay-for-performance, a 
strong change management initiative will 

need to be completed to ensure im-
plementation success.

Finally, this entire process for 
achieving business efficiency needs 
to be closed with exemplary custom-
er service and after-sales attention. 
No sale will be fully completed if your 
company neglects what happens 
after the sale is completed, and an 
oversight at this stage may lead to 
losing all work in the previous steps.

In conclusion, commercial efficiency 
depends on simultaneous activities sup-
ported mainly by a team prepared to ap-
ply a strategic price management aiming 
to generate credibility and confidence in 
the market. Without it, in an increasingly 
dynamic and crowded market, a company 
will hardly be able to survive for long. v

by Frederico 
Zornig

Because the economic situation and 
competitive landscape are dynamic, 
consumers’ preferences change with 
some frequency and the competition 
never stops to raise the bar.
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