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In this article, the author explores the current state of the pricing software industry, reasons 
why it has not grown at a faster rate, and current challenges the industry is facing which are 
prohibiting it from achieving scalability and profitability. Stephan M. Liozu, PhD is Chief Value 
Officer of the Thales Group (www.thalesgroup.com) and an Adjunct Professor & Research 
Fellow at the Case Western Research University Weatherhead School of Management. He 
holds a Ph.D. in Management from Case Western Reserve University (2013), an MS in In-
novation Management from Toulouse School of Management (2005), and an MBA in Mar-
keting from Cleveland State University (1991). He is a Certified Pricing Professional (CPP), 
a Prosci certified Change Manager, and a Strategyzer Business Model Innovation Coach. 
He authored five books, including his most recent entitled Monetizing Data (2018). He sits 
on the Advisory Board of LeveragePoint Innovation and of the Professional Pricing Society.

by Stephan 

Liozu, PhD

State of the Pricing Management Software Industry

T
he world is changing. And the 
speed of change is for sure dis
rupting the business world. The 
digitalization tsunami has cre
ated massive opportunities for 

software companies across all organi
zational areas. From engineering to mar
keting to supply chain, the past ten years 
have been a bonanza for software firms. 
This phenomenon has created massive 
and lucrative industries with growth rates 
in the double digits.

Unfortunately, the pricing management 
software industry is not experiencing this 
explosive growth. Depending on how you 
define pricing software, the size of the soft
ware industry has grown over a decade 
and the number of players has kept fairly 
stable. But the growth is not significant 
and the difficulties to scale pricing soft
ware businesses have remained the same.

The purpose of this paper is to evaluate the 
size the of the pricing management soft
ware space and to compare it to other rel
evant organizational areas such as supply 
chain, engineering, and marketing. I want 
to investigate some of the reasons why the 
pricing software space is not booming and 
what can be done about it. It is time we 
have a collective discussion on the state of 
our pricing management software indus
try and address the elephant in the room.

What the Numbers Tell Us
You can search the internet and you will 
find dozens of market research reports 
readily available on most software indus
tries. I show some of them in Figure 1.

Some of these spaces are very large and 
certainly lucrative in terms of profit mar
gins. It is not surprising to see the market
ing, engineering, ERP, and CRM software 

industries leading the way. What is inter
esting is to see the emergence of the CPQ 
and the sales enablement industries that 
were not on the radar five years ago. Final
ly, the growth rates of these eight spaces 
are very healthy, so we can see that soft
ware is a booming business.

Well, not for every sector. I tried to find the 
same information for the pricing manage
ment software market and was not suc
cessful. I tried a search for pricing analy
tics, pricing optimization, and plain pricing 
but, to my surprise, nothing was readily 
available or consultable. As a result, I had 
to go and find the information myself with 
my knowledge of pricing software vendors 
and help from Google. After a few hours 
of searching, I created Figure 2.

In this table, I propose sixteen companies 
working in the field of pricing manage

Industry Market 
Size ($B/y) By Year CAGR Key Players Sources

Marketing (non CRM) 70 2025 15% SAS, Hubspot, Marketo, Eloqua, Adobe, Microsoft Grand View Research
Engineering 57 2024 12% Autodesk, Dassault Systemes, IBM, Bentley Systems Market Reseach Engine
ERP 49.5 2024 7% SAP, Oracle, Syspro, Sage, IBM, Infor MRFR/Allied MR
CRM 35 2023 6% SAP, Salesforce, Oracle, Microsoft, Adobe MRFR
Supply Chain 24 2025 10% SAP, Oracle, JDA, Infor, Epicor, IBM Allied Market Research
Procurement 10 2023 10% Coupa Software, Oracle, JDA, IBM, Mercateo, Zycus MRFR
Sales Enablement 5 2021 59% Showpad, Adobe, Seismic, Pitcher, Highspot, SAP Aragon Research
Configure Price Quote 1.7 2021 20% Apptus, Salesforce, Oracle, SAP, Pros, Vendavo Gartner/Equiteq  

Some of these spaces are very large and certainly lucrative in terms of profit margins. It is not surprising 
to see the marketing, engineering, ERP, and CRM software industries leading the way. What is 
interesting is to see the emergence of the CPQ and the sales enablement industries that were not on the 
radar five years ago. Finally, the growth rates of these eight spaces are very healthy, so we can see that 
software is a booming business. 

Well, not for every sector. I tried to find the same information for the pricing management software 
market and was not successful. I tried a search for pricing analytics, pricing optimization, and plain 
pricing but, to my surprise, nothing was readily available or consultable. As a result, I had to go and find 
the information myself with my knowledge of pricing software vendors and help from Google. After a 
few hours of searching, I created the following table. 

Pricing Software 
Vendor

2018 
Annual 
Sales

2018 
Operating 

Result

Year 
Founded

Number of 
Employees

Ownership 
Nature Funding Source HQ Main Area of Focus Note/Funding

Vistex 201$     NC 1999 1387 Private PE-backed USA Data maintenance & Royalty $65M in January 2019
Pros Holdings 197$     (49)$        1985 1145 Public NYSE USA Big Data solutions Publically traded
Model N 155$     (28)$        1999 900 Public NYSE USA Revenue Management Solutions $104.5M raised through IPO in 2013
Vendavo 76$        10$          1998 409 Private Francisco Partners USA B2B Pricing Software Source: Vendavo Forum Chicago 2019
Ugam 53$        NC 2000 1882 Private Independent India Retail Pricing Not disclosed
Revionics 48$        NC 2002 270 Private PE backed USA Retail Pricing $30M in round 6 in 2014. $56.8M in total
Zilliant 32$        NC 1999 150 Private VC backed USA AI-based Pricing Software $30M in round 8 in 2017. $92.4M in total
Vistaar 30$        NC 2000 300 Private VC backed USA Pricing Management Solutions $37.6M in round 4 in 2015. $75.3 in total
Syncron 30$        NC 1999 250 Private PE-backed Sweden Aftermarket Pricing $67M in 2018
Price f(x) 20$        NC 2010 150 Private VC backed Germany CPQ/SaaS Pricing Solutions $28M in round 5 on 12/2018. $37M in total
Kinigroup 19$        NC 2002 46 Private Private USA Pricing & Margin Solutions Not disclosed
Wiser 7$          NC 2012 30 Subsidiary Quad Analytix USA Retail Pricing Not disclosed
PriceEdge 7$          NC 2014 19 Private Vinnova Sweden SaaS Pricing Solutions SEK1M funding on 03/2019. Innovation grant
Boomerang Commerce 5$          NC 2012 201 Private VC backed USA Retail Pricing $12M in round 2 in 2016. $20.5M in total
Competera 4$          NC 2013 50 Private VC backed USA Competitive Pricing Intelligence $500K in round 2 in 02/19. $1.5M in total
BlackCurve 3$          NC 2016 22 Private VC backed UK Cloud-based Pricing Solutions £1.5M in round 2 on 2018. £2 in total

Total 885$     7211  

In this table, I propose sixteen companies working in the field of pricing management.  They represent 
$885 million in sales revenues per year and employ over 7,000 people. This research is far from perfect 
but it gives a good indication of the market size and the largest players. 

 

Figure 1

https://www.thalesgroup.com
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ment. They represent $885 million in sales 
revenues per year and employ over 7,000 
people. This research is far from perfect 
but it gives a good indication of the market 
size and the largest players.

Information on the research 
process and the data collection:
• The information on sales revenues can 

vary by sources and depending on what 
you read. I was able to validate some in
formation for some of the larger firms. 
I was less successful validating infor
mation for the smaller firms and new 
startups.

• Sources of data include Privco, Mer
gent Online, Dun & Bradstreet, Owler, 
Forbes, Inc., and others. Some of the 
numbers are declared numbers and 
might have to be cut by anywhere from 
20% to 40%. Others might represent a 
fraction of what the real sales are. This 
is an issue finding in accurate informa
tion about private companies even when 
using paid databases. Two out of the 
16 companies are publicly traded. In
formation can be found on their inves
tor pages. 

• Some companies are missing. I focused 
on the most cited and mentioned firms 
in all the sources of information that I 
could identify. I also focused on Pro
fessional Pricing Society sponsors and 
frequent conference participants.

• I excluded CPQ software platforms 
from the pricing space as it is a stand

alone software space for now, but some 
of the firms listed in this table also offer 
CPQ. Not having the sales breakdown 
makes it difficult to identify exact sales 
revenues numbers.

• I could not find information on some of 
the industry players: PriceBeam, Per
fect Price, Stratinis, Periscope, and 
SAS Institute pricing solution.

• Some of the pricing consulting firms 
also offer their own software suite to 
manage large pricing project imple
mentations, such as Insight2Profit and 
PwC for example.

• These numbers do not account for data 
visualization solutions such as Tableau 
and Qlikview.

The most notable findings of  
my investigation are as follows:
1. The size of the pricing management 

software space is small and has not 
yet broken the $1 billion mark. That 
benchmark might be broken by 2022 
or 2023. Compared to other func
tional areas, it is still a very small mar
ketplace. Whether the space is $400 
million or $800 million per year, the 
space is still relatively small.

2. The largest pricing management soft
ware company is barely passing the 
$200 million mark in annual sales rev
enues, and that company has been 
around for 20 years. The same is true 
for the second largest company, which 

has been active since 1985.

3. Most of these companies appear to 
be losing money. Considering pub
lished results of the publicallytraded 
companies and the required financing 
rounds, only a few of these companies 
are generating positive cash flows 
and financing their own development 
based on positive operating results. 

4. Some of these companies have been 
around for 20 or 30 years and have not 
been able to scale to become larger 
businesses like Icertus in contract 
management or Coupa Software in 
procurement. Some of these compa
nies are, in fact, the same size as when 
I joined the industry a decade ago.

5. Eleven out of 16 companies are lo
cated in the United States of Ameri
ca. This is not surprising as this is the 
regional area in which pricing has the 
highest adoption rate.

So, as you can see, the situation is not rosy. 
You could argue that the space is grow
ing and that new players are entering the 
market. When I officially entered the pric
ing space in 2009, the market size was be
lieved to be around $400 to $450 million 
per year according to Gartner. 

The space has grown in the past decade 
but we are far from the numbers shown 

Figure 2

Industry Market 
Size ($B/y) By Year CAGR Key Players Sources

Marketing (non CRM) 70 2025 15% SAS, Hubspot, Marketo, Eloqua, Adobe, Microsoft Grand View Research
Engineering 57 2024 12% Autodesk, Dassault Systemes, IBM, Bentley Systems Market Reseach Engine
ERP 49.5 2024 7% SAP, Oracle, Syspro, Sage, IBM, Infor MRFR/Allied MR
CRM 35 2023 6% SAP, Salesforce, Oracle, Microsoft, Adobe MRFR
Supply Chain 24 2025 10% SAP, Oracle, JDA, Infor, Epicor, IBM Allied Market Research
Procurement 10 2023 10% Coupa Software, Oracle, JDA, IBM, Mercateo, Zycus MRFR
Sales Enablement 5 2021 59% Showpad, Adobe, Seismic, Pitcher, Highspot, SAP Aragon Research
Configure Price Quote 1.7 2021 20% Apptus, Salesforce, Oracle, SAP, Pros, Vendavo Gartner/Equiteq  

Some of these spaces are very large and certainly lucrative in terms of profit margins. It is not surprising 
to see the marketing, engineering, ERP, and CRM software industries leading the way. What is 
interesting is to see the emergence of the CPQ and the sales enablement industries that were not on the 
radar five years ago. Finally, the growth rates of these eight spaces are very healthy, so we can see that 
software is a booming business. 

Well, not for every sector. I tried to find the same information for the pricing management software 
market and was not successful. I tried a search for pricing analytics, pricing optimization, and plain 
pricing but, to my surprise, nothing was readily available or consultable. As a result, I had to go and find 
the information myself with my knowledge of pricing software vendors and help from Google. After a 
few hours of searching, I created the following table. 

Pricing Software 
Vendor

2018 
Annual 
Sales

2018 
Operating 

Result

Year 
Founded

Number of 
Employees

Ownership 
Nature Funding Source HQ Main Area of Focus Note/Funding

Vistex 201$     NC 1999 1387 Private PE-backed USA Data maintenance & Royalty $65M in January 2019
Pros Holdings 197$     (49)$        1985 1145 Public NYSE USA Big Data solutions Publically traded
Model N 155$     (28)$        1999 900 Public NYSE USA Revenue Management Solutions $104.5M raised through IPO in 2013
Vendavo 76$        10$          1998 409 Private Francisco Partners USA B2B Pricing Software Source: Vendavo Forum Chicago 2019
Ugam 53$        NC 2000 1882 Private Independent India Retail Pricing Not disclosed
Revionics 48$        NC 2002 270 Private PE backed USA Retail Pricing $30M in round 6 in 2014. $56.8M in total
Zilliant 32$        NC 1999 150 Private VC backed USA AI-based Pricing Software $30M in round 8 in 2017. $92.4M in total
Vistaar 30$        NC 2000 300 Private VC backed USA Pricing Management Solutions $37.6M in round 4 in 2015. $75.3 in total
Syncron 30$        NC 1999 250 Private PE-backed Sweden Aftermarket Pricing $67M in 2018
Price f(x) 20$        NC 2010 150 Private VC backed Germany CPQ/SaaS Pricing Solutions $28M in round 5 on 12/2018. $37M in total
Kinigroup 19$        NC 2002 46 Private Private USA Pricing & Margin Solutions Not disclosed
Wiser 7$          NC 2012 30 Subsidiary Quad Analytix USA Retail Pricing Not disclosed
PriceEdge 7$          NC 2014 19 Private Vinnova Sweden SaaS Pricing Solutions SEK1M funding on 03/2019. Innovation grant
Boomerang Commerce 5$          NC 2012 201 Private VC backed USA Retail Pricing $12M in round 2 in 2016. $20.5M in total
Competera 4$          NC 2013 50 Private VC backed USA Competitive Pricing Intelligence $500K in round 2 in 02/19. $1.5M in total
BlackCurve 3$          NC 2016 22 Private VC backed UK Cloud-based Pricing Solutions £1.5M in round 2 on 2018. £2 in total

Total 885$     7211  

In this table, I propose sixteen companies working in the field of pricing management.  They represent 
$885 million in sales revenues per year and employ over 7,000 people. This research is far from perfect 
but it gives a good indication of the market size and the largest players. 
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As a pricing practitioner, I would want to see a 
much stronger software space growing more 
quickly and being more profitable. I would expect 
strong and disruptive innovations to keep up with 
other software spaces.

by other spaces such as CPQ, sales en
ablement, or procurement. That begs 
the following question: why is the pricing 
management software space not growing 
faster and still not making money?

This could be an interesting research top
ic for a Ph.D. student looking for a wicked 
problem to investigate. It is worth the for
mal exploration to get to the bottom of this 
phenomenon. I am not an expert in pric
ing software or in the software business 
model. However, I have attended dozens 
of pricing conferences and have coached 
and led several transformations which in
cluded the deployment of pricing manage
ment software. 

I also have listened to the heart and mind 
of hundreds of pricing practitioners. What I 
propose next is what I perceive to be some 
of the major challenges facing the pricing 
management software industry.

Major Challenges to Scaling 
Pricing Software Businesses
I would like to concentrate on five major 
challenges I have observed over the years.

1. Lack of clear and perceived differ-
entiation: It is really not clear what 
makes one pricing software platform 
better than another. I am still trying to 
find that out and I try to do so at ev
ery pricing conference. It is clearly a 
difficult endeavor. Visiting the soft
ware vendor websites and attending 
their conference presentations do 
not help. Most software companies 
claim to have the best software solu
tion leveraging data to enable sales. 
At every Professional Pricing Society 
conference, the sponsors have their 5 
minutes of fame when sponsor prizes 
are drawn in the main hall. Every spon
sor gets the microphone to present an 
elevator speech. Inevitably every soft
ware vendor’s elevator pitch sounds 
the same. Their message is all about 
what they do and not on what makes 
them unique and special. That is until 
my friend Tim Smith takes the micro
phone and gives everyone a lesson on 
differentiation and branding!

2. Perceived Price War: Maybe as a re
sult of point number 1, most software 
vendors fight intensively on price. They 

may not be in an open price war but 
some of the price levels I have encoun
tered are unreasonable. Speaking 
with a software pricing veteran, one 
of the reasons for this perception is 
the rightsizing and versioning down 
on the solutions, but we are a pricing 
management industry and we should 
lead by example and manage custom
er perceptions. As a pricing thought 
leader, I never recommend to anyone 
to enter into price wars. Yet, pricing 
software vendors undercut each oth
er and pursue market share while de
stroying value for the entire industry. 
At least, this is how it appears from 
outside of the industry.

3. Not focused enough on growing the 
pie: Because most vendors fight on 
price in the existing market place, the 
pie is not growing fast enough and the 
profit pool is shrinking. It is a vicious 
circle. Not making money for several 
decades has an impact on innovation 
in the software business itself. This 
may be why pricing software vendors 
missed the window to migrate to the 
cloud, which started more than five 
years ago. Some of them now rejoice 
at their growth in their subscription 

business, but they are merely catch
ing up. Over the past couple of years, 
new entrants have somewhat changed 
the game by focusing on simplicity and 
user experience. This is welcome in
novation that can help adoption. As 
a result, we see mediumsized busi
nesses entering the club of pricing 
software customers. We need more of 
this as well as more simple and prac
tical innovations.

4. Unclear ROI: Ask customers of pric
ing management software solutions 
what the overall ROI of their deploy
ment is and you will get fuzzy answers. 
This is still an area of weakness in the 

pricing space. In the past decades, I 
have seen the best of the best do it 
and I have seen the worst case sce
nario as well. In the first case, the de
ployment of a retail pricing solution 
was managed as an experiment on a 
very controlled scope of business for 
6 months. The results clearly showed 
a significant improvement in EBIT. 
The second was in a Global Fortune 
500 manufacturing company who 
deployed enterprise pricing software 
that pretty much no one used. Half of 
the pricing team was not aware of the 
available solution and the other active 
half seemed a bit confused about the 
payback. The lack of systematic cal
culation of ROI and payback is a dis
service to the pricing software space.

5. Promoting smoke and mirror: Last 
but not least, some of the pricing soft
ware vendors changed their marketing 
positioning overnight and moved from 
pricing analytics and optimization to 
AIbased pricing. That happened very 
quickly and without any justification for  
this change of technological position
ing. Pricing is very analytical function 
and has used some of the current aug
mented intelligence methods for years. 

It is clear that some of the software 
vendors adopted this change based 
on the need to improve their compa
ny valuation. AIbased companies are 
very popular right now and are being 
gobbled up by larger software com
panies. The good news is that some 
vendors have resisted this trend and 
not jumped on the bandwagon. They 
have used terms such as AIinspired 
pricing or AIbacked pricing.

You might disagree with my assessment. I 
am not in the software space and I am not 
sure what is happening behind the scenes. 
All I can see and hear is the feedback from 
pricing practitioners reflecting on their ex
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periences and perceptions about pricing 
software solutions. As a pricing practi
tioner, I would want to see a much stron
ger software space growing more quickly 
and being more profitable. I would expect 
strong and disruptive innovations to keep 
up with other software spaces. 

We need both of these for the success of 
our profession. The business model based 
on new entrants raising several millions in 
capital and using it to attack incumbents in 
an existing space is not sustainable. 

Frankly, and on a more personal note, I 
would never recommend to my employer 
the selection of a software vendor that is 
consistently losing money yearafteryear 
or that is not fully scalable. At some point, 

companies have to stop losing money or 
investors will turn away from them. Us
ers would then be stuck with a solution 
that might be hard to support and might 
require emergency replacement. This is 
risky business.

A Stronger Profession to Drive 
the Software Business Model
Over the past ten years, I have written sev
eral papers on the need to professionalize 
and better organize the pricing profession. 
This effort must include more academic 
research, more fundamental and inde
pendent research in science, and coor
dinated campaigns to promote pricing to 
nonpricing professionals. The software 

vendors can benefit from more visibility, 
more innovation, and more interest from 
the business world. 

I propose five areas of focus:

1. Greater adoption of pricing: We all 
know that pricing is still one of the 
neglected dimensions of marketing. 
Because of that, the rate of adop
tion among small, medium, and large 
firms is low. It is improving but it is still 
low. The general lack of pricing matu
rity makes it difficult to sell and scale 
software. Some firms might scale over 
many years. The pricing profession 
needs to have a coordinated effort 
through Professional Pricing Society 
to improve adoption. It is a real cru

sade against other functions that are 
doing a much better job at getting at
tention from the Csuite.

2. ROI of pricing is not clear in gen-
eral: In 2014, Andreas Hinterhuber 
and I coedited a book called “The 
ROI of Pricing.” We felt back then 
that, as a profession, we did not do 
a good job at justifying our existence 
and promoting our impact. This is still 
the case today and is probably one of 
the most critical impediments to pric
ing software investments. This has to 
change. We should have a discipline 
of calculating the ROI of everything 
we do as a profession. It should be 

in our DNA. Software vendors should 
also adopt this philosophy and make 
this part of the customer success 
process.

3. Focus on the soft side of pricing: 
Pricing software alone is not going to 
solve the structural pricing problems 
faced by many organizations. The 
software deployment is going to be 
part of a much wider program which 
must include investments in human 
and social intelligence. That includes 
more change management, change 
leadership, and emotional intelligence 
among other soft capabilities.

4. Accelerating scaling globally: Dur
ing my career, I was involved on very 
complex global ERP deployment pro
grams that were fast paced and sys
tematic. We could deploy multiple 
regions at once and cover many busi
ness units in a matter of two years. 
I have seen global pricing software 
deployment take too long, stop in the 
middle, or derail all together. The com
plexity of ERP deployment is the same 
as that of a pricing software deploy
ment. Success lies in the road map
ping, blue printing of business pro
cess, and in the change management 
for the projects. We should learn from 
other complex business intelligence 
software industries that have gone 
through growing pains both in adop
tion and scaling.

5. Move pricing out of the discretion-
ary investment area: This is a killer. 
Too many times, pricing is considered 
as a discretionary investment area. 
Maybe it is so because we cannot cal
culate our ROI or deliver strong busi
ness cases. May be the function is too 
complex. Or maybe the Csuites are 
confused about us. It is puzzling that 
we can deliver very strong EBIT im
pact and still suffer from this situation. 
This is an area of priority and one that 
can only be addressed collectively by 
all pricing management software ven
dors with the help from PPS and other 
key industry players. We need to have 
a collective action plan to change this 
perception.

Consider this article as an industry wake 
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up call. If we want our pricing software 
space to reach the size of the procure
ment space, we are going to need to 
change how we operate. If we stay as we 
are, a decade from now we might reach 
the $1 billion mark in annual sales but we 
will be left in the dust by other industries. 

I am calling on pricing management soft
ware vendors to stop fighting on price, to 

focus on the value of pricing software, to 
invest in fundamental innovations, and to 
focus on customer needs such as simplic
ity and scalability. We should use our best 
collective intelligence and design a ten
year roadmap for innovation and growth 
while competing on the merit of our solu
tions. I am eager to participate and help 
the cause. Plan B is not pretty. We might 
collapse as a profession or disappear as 

a subset of the analytics or business in
telligence. 

If you read this article, join me in creating 
a better pricing management software in
dustry for the future. Raise some of these 
points with your software providers. Be 
bold. Join the pricing revolution! v
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by Jean-Manuel Izaret, Nicolas Hunke, John Pineda, 
Federico Fabbri, and Win Chia

Regardless of industry, companies need to better understand 
and more confidently embrace the ways in which subscription- 
and consumption-based models will change their business, 
the new strategies that will apply, and the new practices they 
will need to establish, as the authors explain. Jean-Manuel 
Izaret is a Senior Partner and Managing Director, Nicolas 
Hunke is a Partner and Managing Director, Federico Fabbri 
is a Partner and Managing Director, John Pineda is a Director, 
and Win Chia is a Principal at BCG. They can all be reached 
via BCG.com.

Cloudified Pricing—Coming to an Industry Near You

Jean-Manuel 

Izaret 

A
ny company that adopts a sub
scription or consumption
based pricing model will need 
to transform every aspect of 
the organization, from its over

all vision and strategy down to its essen
tial backoffice functions. But exactly how 
fast are these cloudlike models advanc
ing? How are they changing an industry’s 
underlying economics? And what new 
practices do companies need to adopt to 
capitalize on the growth opportunities this 
transition offers?

BCG’s survey of more than 600 buyers 
of business software and hardware in five 
countries, supplemented by vendor inter
views and our own experience, yielded em
pirical evidence to answer those questions 
and help companies design and implement 
cloudlike models. We focus in this article 
on the tech sector and its anythingasa
service (XaaS) offerings, but we believe that 
the pricing benchmarks and best practices 
we describe apply broadly to all industries 
that seek to “cloudify” their offerings.

Regardless of industry, companies need 
to better understand and more confident
ly embrace the ways in which subscrip
tion and consumptionbased models will 
change their business, the new strategies 
that will apply, and the new practices they 
will need to establish. The companies that 

embark on this journey with a mix of vision, 
innovative products and services, and pa
tience can achieve the financial upside that 
ultimately drives higher enterprise value—
as long as they recognize and mitigate 
some significant shortterm implementa
tion risks.

The Evolution Of Xaas Models
Five years after we first explored the ef
fects and the future of XaaS pricing in busi
ness software, we can confirm that these 
models are not only a powerful means to 
increase enterprise value and deepen cus
tomer relationships in mutually beneficial 
ways. They are also rapidly becoming in
dustry standards. 

How much new spending on hardware and 
software through 2021 would be sufficient 
to confirm that XaaS models are entrenched 
as standard practice in the tech sector? As 
it turns out, the time to answer that question 
has swiftly passed—it is already clear that 
almost all new spending will be devoted to 
XaaS models. (See Figure 1.)

Our 2018 survey of tech buyers and 
analysis of market forecasts from IDC 
revealed that 96% of net new spending 
on hardware and software through 2021 
will come through cloudified (subscrip
tion or utilitybased) pricing models. In 
other words, of the $147 billion in antici

pated growth from the beginning of 2018 
through 2021, only $6 billion will be spent 
via traditional onpremise license and 
maintenance models. Furthermore, 81% 
of the buyers surveyed said that at least 
a portion of their spending already goes 
through a XaaS model, and 33% said they 
have abandoned traditional perpetualli
censing models entirely.

The XaaS models have become so per
vasive and so desirable in the tech sec
tor that cloudlike pricing is now a pur
chase criterion unto itself. Of the buyers 
surveyed, 77% said they would reallocate 
some spending or consider switching sup
pliers entirely if their current supplier failed 
to offer a XaaS model and 17% said that 
a XaaS model is already an absolute pre
requisite for doing business.

We see these numbers as harbingers 
for what may occur as cloudlike models 
penetrate deeper into a number of sec
tors—such as industrial goods, consumer 
durables, and even consumer products—
where XaaS models are at an earlier stage 
of development and transition but promise 
to become an essential part of the pric
ing mix. 

Economics of the  
New Pricing Models
In transitioning to a XaaS model, a tech 

Nicolas Hunke John Pineda 

Federico 

Fabbri 
Win Chia
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company abandons its traditional revenue 
model, which consists of big upfront pay
ments combined with maintenance fees, 
in favor of a continual stream of smaller 
payments across a longer time horizon. 
These new cloudlike pricing models can 
help unlock vigorous growth for tech ven
dors, because potential customer lifetime 
value (LTV) increases and because eq
uity markets value XaaSbased revenue 
streams at higher multiples than conven
tional revenue.

But before a company can enjoy this up
side, it must confront and overcome the 
harsh reality of shortterm margin decline. 

In the first years after making the transi
tion to a XaaS model, tech vendors can 
expect gross margins to fall by 10 to 20 
percentage points on average. The ab
sence of large upfront payments is one 

cause of this decline. Longer monetization 
timelines, combined with the higher invest
ment in customer acquisition that these 
models require, mean that new custom
ers don’t pay for themselves until several 
years have elapsed. The margin decline is 
exacerbated by the higher costs that result 
from one aspect of XaaS models: in XaaS, 
the vendor assumes service roles that the 
customer formerly performed inhouse. 

Relative to other service providers (such as 
software as a service [SaaS] and platform 
as a service [PaaS] vendors), providers of 
infrastructure as a service (IaaS) encoun
ter the greatest pressures, because they 
have the lowest degree of differentiation, 
face more intense competition, and bear 
the cost of accommodating the infrastruc
ture on their own balance sheet.

Competitive price pressures and switch

ing risks mount as well for tech companies 
that adopt XaaS models. The buyers we 
surveyed expect to pay roughly 4% less 
under the new models, despite the cost 
savings and additional value that a XaaS 
model provides them.

The old “big sale plus maintenance” busi
ness model and its associated practices 
offer companies no escape route from this 
margin decline, because that business 
model strikes a much different balance be
tween customer acquisition and retention 
that can no longer be sustained under the 
new model. Companies still need to grow 
their way out of margin decline through 
aggressive customer acquisition, but they 
must combine that with an obsessive fo
cus on customer retention and a strategic 
approach to revenue expansion with that 
base of customers. We elaborate on that 
aggressive growthoriented strategy next.

Figure 1

 

Our 2018 survey of tech buyers and analysis of market forecasts from IDC revealed that 96% of net new 
spending on hardware and software through 2021 will come through cloudified (subscription- or utility-
based) pricing models. In other words, of the $147 billion in anticipated growth from the beginning of 
2018 through 2021, only $6 billion will be spent via traditional on-premise license and maintenance 
models. Furthermore, 81% of the buyers surveyed said that at least a portion of their spending already 
goes through a XaaS model, and 33% said they have abandoned traditional perpetual-licensing models 
entirely. 

The XaaS models have become so pervasive and so desirable in the tech sector that cloud-like pricing is 
now a purchase criterion unto itself. Of the buyers surveyed, 77% said they would reallocate some 
spending or consider switching suppliers entirely if their current supplier failed to offer a XaaS model 
and 17% said that a XaaS model is already an absolute prerequisite for doing business. 

We see these numbers as harbingers for what may occur as cloud-like models penetrate deeper into a 
number of sectors—such as industrial goods, consumer durables, and even consumer products—where 
XaaS models are at an earlier stage of development and transition but promise to become an essential 
part of the pricing mix.  

THE ECONOMICS OF THE NEW PRICING MODELS 
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Patience, “Farming,”  
and the 90–20 Rule
What ensures that a company transitioning 
to a XaaS model can weather the margin 
declines and enjoy the growth and great
er enterprise value in subsequent years? 
Answering that question goes beyond the 
simple mechanics of managing the trade
offs between price, volume, and margin. 

Companies that successfully migrate to 
cloudlike pricing models will be distin
guished by their clear vision for how to 
unlock the growth these models promise. 
Companies need to combine that long
term vision—where to go, how far, and how 
fast—with patience as well as a thorough 
understanding of why the old economics 
and practices no longer apply. Winning 
new customers remains important, but 
perhaps the most critical new strategic 
objective in a successful longterm tran
sition is customer retention.

This customer metric has become even 
more important since 2013, when we last 
conducted an indepth study of cloudlike 
pricing models and recommended that 
tech companies switch the focus of their 
sales model from “hunting” to “farming”—
that is, building a customer base to har
vest rather than aiming for the adrenaline 
jolts induced by deals with large upfront 
payments. 

The need to focus on both acquisition and 
retention will always be a question of bal
ance. Hunting is essential for any high
growth technology company, but the high 
associated customer acquisition costs are 
often overlooked. Effective farming sup
ports the achievement of stable growth at 
a more reasonable cost.

Farming the larger retained base leads to 
what we call the 90–20 rule. It derives from 
two thresholds that help companies avoid 
a “leaky bucket” and set themselves up for 

a successful transition to XaaS pricing. 
The first is a target of at least 90% custom
er retention, which in many cases requires 
a significant reduction in churn rates. The 
20% represents the incremental revenue 
from crossselling and upselling activities, 
which in turn depend both on actions the 
company takes and on the size of its re
tained customer base.

The difference that stronger retention 
makes stands out clearly in Figure 2, which 
shows the difference between establishing 
a healthy foundation for growth and risk
ing a leaky bucket that results in shrinking 
the customer base and limits opportuni
ties for upselling and crossselling. Higher 
prices during the transition are not likely to 
change the financial math in the way that 
focusing on retention will.

In light of these insights, we recommend 
that companies resist aggressive attempts 
to defend price levels or raise prices with 

Figure 2

This customer metric has become even more important since 2013, when we last conducted an in-depth 
study of cloud-like pricing models and recommended that tech companies switch the focus of their sales 
model from “hunting” to “farming”—that is, building a customer base to harvest rather than aiming for 
the adrenaline jolts induced by deals with large upfront payments. The need to focus on both acquisition 
and retention will always be a question of balance. Hunting is essential for any high-growth technology 
company, but the high associated customer acquisition costs are often overlooked. Effective farming 
supports the achievement of stable growth at a more reasonable cost. 

Farming the larger retained base leads to what we call the 90–20 rule. It derives from two thresholds 
that help companies avoid a “leaky bucket” and set themselves up for a successful transition to XaaS 
pricing. The first is a target of at least 90% customer retention, which in many cases requires a 
significant reduction in churn rates. The 20% represents the incremental revenue from cross-selling and 
upselling activities, which in turn depend both on actions the company takes and on the size of its 
retained customer base. 

The difference that stronger retention makes stands out clearly in Exhibit 2, which shows the difference 
between establishing a healthy foundation for growth and risking a leaky bucket that results in shrinking 
the customer base and limits opportunities for upselling and cross-selling. Higher prices during the 
transition are not likely to change the financial math in the way that focusing on retention will. 
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the specific goal of offsetting the declines 
in margins inherent in the short term in the 
transition to a XaaS model.

This vision, patience, and growth ultimately 
manifest themselves in higher enterprise 
value. When we look at the ratio of share 
price to revenue per share (the P/R ratio) 
for select companies, we see a clear re
lationship between the extent to which a 
company has harnessed the benefits of a 
SaaS model and the level of P/R ratio that 
investors reward them. In other words, a 
dollar of revenue generated by a XaaS 
model is considered to be higher qual
ity than revenue generated under the tra
ditional licensing models. This difference 
starts to become apparent when a com
pany reaches a critical mass in revenue 
from XaaS models, which is about 20% 
of total revenue on average.

Best Practices
Several best practices make the differ
ence between healthy growth and the 
leakybucket outcome. The combination 
of seemingly slight differences between 
stronger and weaker performance in cus
tomer retention, revenue expansion, and 
more disciplined discounting practices 
can lead to far greater customer LTV. In 
one scenario, the compounded effects of 

higher retention (90% versus 80%), more 
effective revenuebuilding activities (10% 
versus 5%), and greater revenue expan
sion through more disciplined discounting 
(3.5% versus 2%) lead to an overall gain 
of 63% in LTV. The basis for such superior 
performance lies in these best practices:

• Design the right pricing model. It 
is vital to select the right set of price 
metrics—that is, the units by which 
the vendor meters its business and 
charges for it. These metrics deter
mine the firm’s ability to scale its value 
and revenue. Regardless of the mod
el, the chosen metrics must be easy 

to track, easy to understand, correlat
ed with customer value, and aligned 
with the vendor’s costs and competi
tive situation. 

 It is impossible to generalize about 
price metrics across all XaaS plat
forms. IaaS models tend to have more 
metrics than PaaS models, in order to 
mitigate the risks of misaligned pric
ing. PaaS models, meanwhile, often 
take advantage of “freemium” (a pric
ing approach under which customers 
receive a basic product or service for 
free but must pay for additional fea
tures) and peruser models. SaaS 
vendors, in contrast, tend to focus 
primarily on peruser subscription 
models. These choices matter not 
only because they are essential driv
ers of future revenue and profit but 
also because once in place they are 
hard to change quickly. As one ex
ecutive told us, “If I were to do this 
again, I would have set up our pricing 
model differently… but while we were 
able to tweak it, it was very difficult to 
change.”

• Land the new customer base effi-
ciently. This is a core part of what we 
refer to as “try, land, and expand.” Ac

quiring and retaining customers early 
on is vital to the success of any XaaS 
transition, and freemium models can 
be a powerful enabler for attracting 
new customers. But the design and 
implementation of freemium models 
have several pitfalls. Freemium mod
els can be difficult to deploy efficiently, 
and they risk drawing too many high
costtoserve customers to the free 
package. They also require vigilant 
monitoring both to track value and to 
ensure that more customers convert 
to the paid model. Once a customer 
chooses a paid model, the vendor’s fo
cus widens to include retention, which 

may require tactics such as automatic 
renewal, incentives for early renewal, 
and price guarantees. The focus also 
shifts to expanding the revenue base, 
which we discuss next.

• Pursue 4D revenue expansion. Ven
dors should seek revenue expansion 
across four dimensions: upselling, 
crossselling, price increases, and 
volume increases. A classic exam
ple of upselling is moving customers 
to highervalue tiers within a good
betterbest suite of services. Cross
selling includes leading the customer 
to complementary or supplementary 
services, or into unrelated service ar
eas. Price increases can take many 
forms, including yearonyear escala
tors built into contracts and a mix of 
valueadded incentives a buyer can 
use to partially offset nominal price 
increases. Volume increases often 
come from higher adoption rates with
in a department as well as within the 
entire enterprise (more business units, 
more geographies, and so on). This 
4D expansion is another reason why 
price metrics matter. Volume will scale 
faster if the vendor aligns its measures 
of volume and its volumediscounting 
guidelines with customers’ percep
tions of value, and, in the bestcase 
scenario, with the actual outcomes 
the customer derives. 

• Cloudify price implementation. It 
should come as no surprise that the 
transition to a XaaS model places new 
and different operational demands 
on an organization. Ongoing revenue 
streams (versus upfront payments) 
present new challenges for quoting, 
discount models, sales incentives, 
invoicing, and accounting. Without 
appropriate changes, the ERP, bill
ing, and quoting systems will pre
vent a company from scaling its XaaS 
model efficiently. A company needs 
to address its discount framework 
and guidance, refresh its enterprise 
agreements and terms and conditions, 
and put in place an IT infrastructure to 
support a new model for transactions.

• Support each internal function in 
fulfilling its new role. It may take up 
to three years for an organization to 

Acquiring and retaining customers early on is 
vital to the success of any XaaS transition, and 
freemium models can be a powerful enabler for 
attracting new customers.
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be able to support new pricing mod
els at full scale. Creating the basics 
alone—product design, pricing de
sign, pricing metrics, and channel in
centives—can take several months. As 
it prepares to launch its initial direct 
offers, the company needs to train 
the sales force on the new models 
and also make sure that its gover
nance procedures (legal, escalation, 
guardrails, and so on) are in place. 
In subsequent phases, the orderto

cash procedures, monitoring, and 
support tools get put into place and 
scaled up.

Disruptive advances such as XaaS pric
ing models always come with the same 
bold promises and sobering caveats. They 
promise a complete transformation of the 
way customers and suppliers do business, 
yet their implementation is uncharted ter
ritory fraught with unexpected risks and 
unintended consequences. 

The best safeguard is empirical guidance 
around benchmarks and best practices 
that enable a company to understand its 
challenges, formulate the right new growth 
strategy, and approach the transition with 
greater confidence. Technology compa
nies are navigating that journey right now. 
Companies in other industries will smooth 
their own journeys by watching and learn
ing from the experiences of the techin
dustry frontrunners. v
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As companies move closer and closer to commercializing their digital offer, they run the risk 
of undervaluing the technology. To mitigate this risk, it’s important to develop a value-based 
pricing strategy and to consider this strategy from the onset of the advanced solution, rather 
than as an afterthought. In this article, the author presents strategies to help your organization 
determine a fair economic value for your advanced solution. Author Paul Hunt is the presi-
dent of Pricing Solutions and a frequent PPS presenter, instructor, and contributor. He can 
be reached at phunt@pricingsolutions.com.

by Paul Hunt

How to Mitigate the Risk in 
Undervaluing Digital Innovation

T
he rapid growth of the develop
ment and commercialization of 
digital innovation is now com
monly integrated across technol
ogies and industries. Automa

tion, the Internet of Things (IoT), machine to 
machine, connected technologies —these 
buzz words all define this new and exciting 
commercial space.

Healthcare, agriculture, manufacturing, re
source extraction, logistics, transportation, 
facility management, food services and re
tail are just a few of the industries where 
digital innovation integrates with technol
ogy to create value.

Examples of the technological inno-
vation seen in these industries in-
clude improvements to:

• Conventional industrial equipment

• Computing hardware (sensors, WiFi 
routers, servers, mobile devices)

• Software and middleware

• User applications

• Business services and consulting

• Mobile accessibility and control

Technological advances enable business
es to increase productivity in these areas. 
We’re not talking about an incremental or 
linear improvement but a significantly large 
step change that fundamentally alters the 
organization’s business model, operating 

processes, capital and labor requirements, 
and interestingly the markets and custom
ers they serve.

While these changes create challenges 
for innovating companies, one complica
tion that is often unanswered is how digital 
innovation should be priced.

As companies move closer and closer to 
commercializing their digital offer, they run 
the risk of undervaluing the technology. 
To mitigate this risk, it’s important to de
velop a valuebased pricing strategy and 
to consider this strategy from the onset of 
the advanced solution, rather than as an 
afterthought.

We recommend the following steps to help 
your organization determine a fair econom
ic value for your advanced solution.

Take a Team Approach
Too often, advanced solutions are devel
oped by teams of engineers, scientists, 
and developers without a commercial, 
marketing or sales perspective. For this 
reason, pricing is often not considered 
when the new product or service is being 
created, and the insights and opportuni
ties that a pricing strategy could add to the 
digital innovation are overlooked.

Innovation is driven from a belief that the 
new cuttingedge product will add value 
to existing customers in some way, so it’s 
important that at the onset of the innova
tion process teams consider what a cus
tomer is willing to pay for the technology 
and what value it will add.

Too often these questions aren’t asked un
til the product has transitioned to the com
mercial team. Addressing pricing earlier on 
allows all stakeholders the opportunity to 
weigh in on these questions throughout 
all stages of technological development.

Determine Economic Value  
of Digital Innovation
There is little debate that the novel tech
nologies will provide significant economic 
value to the customers that adopt them. 
However, there is less agreement about 
how much economic value is created for 
the end user and how the digital solution 
should be priced so that the company re
ceives a ‘fair share’ of the economic value 
created.

If the company has typically applied a cost
plus pricing equation in the past, then they 
may believe that determining the economic 
value of the digital innovation is too diffi
cult or not possible and thus advocate to 
continue using the costplus pricing ap
proach for the sake of simplicity.

Not only is a costplus pricing strategy 
easier, but it’s also often perceived as 
“good enough,” because it’s efficient and 
is what has been done in the past. If so, 
why consider a different pricing strategy?

The problem is that costplus pricing 
doesn’t address the value side of the pric
ing equation, which means that this strate
gy may undervalue the new technology and 
suboptimize the company’s investment. 

While it is more difficult to determine the 
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economic value customers will capture 
from making use of the digital solution, 
the company will be suboptimizing their 
investment if they do not take the time to 
develop a valuebased pricing strategy.

While a valuebased pricing strategy is 
imperative to minimizing the risk of under
valuing digital innovation, it is complicated 
when the advanced offer is not sold direct
ly to the end user.

In some cases, the innovation is sold 
through a distribution channel or to an 
OEM that is incorporating the digital so
lution into a broader offer. This challenge 
makes it even more important to invest 
in developing an understanding of how 
much economic value is created for the 
end user. Otherwise, your channel cus
tomer or partner may capture more than 
their fair share of the value of the solution 
given their closer relationship and knowl
edge of the end user.

Overcome Legacy Pricing Pitfalls
Once companies begin the process of 
developing a valuebased pricing struc
ture, other complicating issues may reveal 
themselves. These complications develop 
as the business team starts to assess the 
various elements of the digital solution.

A common problem is that many technol
ogies like industrial equipment, computer 
hardware, and software, user applications, 
etc., have elements with their own legacy 
pricing that have developed over time. 
Sometimes these elements have come 
from acquired companies and their pricing 
was developed under a very different busi
ness strategy and set of objectives. Other 

times, these elements are coming togeth
er after being developed and managed by 
different business units in the company. 
The history behind each element can cre
ate challenges around the development of 
consistent pricing and offer strategy and 
the eventual revenue allocation plan.

Follow a Best in Class Approach
Despite the challenges, the bestinclass 
firms invest in a valuebased pricing strat
egy (see Figure 1). To overcome associat
ed challenges, they start the development 
process for their price and offer structure 
early  often when the new innovation is 
still in the early development stage.

In these early days the price and offer 
structure will be more conceptual, but so 
is the product, which allows the business 
team to map out very specific economic 
value drivers (like growing revenue or re
ducing capital expenditures) as well as 
use cases and customer segments that 
may derive the most value from the digi
tal solution.

Tip: With use cases and customer seg-
ments it’s often most beneficial to con-
sider customer size and value, but other 
factors like geography may come into play. 
 
Once these use cases and customer 
segments are defined, then the business 
team should begin a series of customer 
research phases. Ideally, these research 
phases will progress in parallel to the ac
tual development path of digital innovation.

Research Phase One – Getting 
Initial Customer Feedback
This relatively informal research phase 

can be conducted by the business team 
and often consists of direct discussions 
with loyal customers outlining the innova
tive product’s concept and gathering their 
feedback.

Tip: Be cognizant of how you describe 
the digital innovation to the customer, es-
pecially if it’s still in a conceptual phase 
of development. While this can be chal-
lenging, it’s critical that you get the com-
munication right.

In this phase, it is important to ‘listen for’ 
key words the customer uses to describe 
how the new innovative technology may 
or may not impact their business and pro
ductivity.

Tip: For some businesses, it is challeng-
ing to get in touch with the customer who 
is the true “end user” for the digital inno-
vation, but it’s important to speak to the 
customer who would be the true decision 
maker and end user of the product to en-
sure that the feedback gathered is accu-
rate and actionable.

Research Phase Two – In-depth 
Customer Interviews
The next phase is a more formal research 
effort targeting very specific customer 
types done by expert customer research
ers. This phase includes a complete over
view of the offer and clearly defines its po
tential economic value drivers.

The researcher will conduct a series of 
individual interviews that aim to discover 
the customer’s current work effort that the 
digital innovation will be applied against. 
As best as possible quantification of this 

A common problem is that many technologies like industrial equipment, computer hardware, and 
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under a very different business strategy and set of objectives. Other times, these elements are coming 
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behind each element can create challenges around the development of consistent pricing and offer 
strategy and the eventual revenue allocation plan. 

Follow A Best in Class Approach 

 

Despite the challenges, the best-in-class firms invest in a value-based pricing strategy. To overcome 
associated challenges, they start the development process for their price and offer structure early - 
often when the new innovation is still in the early development stage. 

In these early days the price and offer structure will be more conceptual but so is the product, which 
allows the business team to map out very specific economic value drivers (like growing revenue or 
reducing capital expenditures) as well as use cases and customer segments that may derive the most 
value from the digital solution. 

Tip: With use cases and customer segments it’s often most beneficial to consider customer size and 
value, but other factors like geography may come into play. 
 
Once these use cases and customer segments are defined, then the business team should begin a series 
of customer research phases. Ideally, these research phases will progress in parallel to the actual 
development path of digital innovation. 

Research Phase One – Getting Initial Customer Feedback 

This relatively informal research phase can be conducted by the business team and often consists of 
direct discussions with loyal customers outlining the innovative product’s concept and gathering their 
feedback. 

Tip: Be cognizant of how you describe the digital innovation to the customer, especially if it’s still in a 
conceptual phase of development. While this can be challenging, it’s critical that you get the 
communication right. 

Figure 1
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work effort should be captured and esti
mated in as much detail as can be derived.

It’s important to provide an overview of 
the new product, highlighting how it may 
impact the customer’s business and the 
economic impact it’s expected to drive.

Capturing the customer’s feedback re
garding their level of certainty around the 
specific economic benefits expected from 
the advanced solution is critical. If the cus
tomer feels the economic estimates are 
overly optimistic then discuss what they 
feel is realistic instead.

During this indepth customer interview, 
it is also important that the researcher ex
plore different pricing models (like Capital 
Expense, Operating Expense or a mix of 
both) with the customer and understand 
which pricing models they feel would work 
the best with their business and the spe
cific use case of the digital innovation.

With the information from this indepth 
customer interview, the researcher and 
business team can develop an economic 
value model to quantify how much incre
mental economic value the new advanced 
solution produces relative to the custom
er’s current work effort and processes.

Research Phase Three – 
Quantitative Research
Many companies likely stop at this point 
as they have learned a significant amount 
about their potential customers, the eco
nomic value of the advanced solution and 
the type of pricing and offer structures their 

customers will find acceptable.

The return on investing in this process to 
determine the potential economic value 
of the digital solution is significant and 
will minimize the risk that the new offer is 
underpriced.

However, some companies may need to go 
further in the understanding of the potential 
economic value for multiple customer seg
ments or industry segments. To do so may 
require an investment in a deeper quantita
tive study. These comprehensive studies 
work best in markets with numerous po
tential customers (hundreds to thousands).

The investment in this indepth quantita
tive research is more significant as the de
velopment of a detailed survey is often re
quired.  At this point, the explanation of the 
digital solution must be even more detailed 
and survey questions should be focused 
on presenting alternative configurations, 
price models and price levels.

This additional investment will yield greater 
insight, but how can a company determine 
if this is a necessary step?

Companies that have a layered market or 
very large customer base should consid
er investing in quantitative research. If the 
digital innovation is being created for a new 
space or industry, or if it’s being created 
for a very competitive market then it’s im
portant to do quantitative research to see 
how relevant the solution is considering 
the competitive offers that are available.

From a thorough quantitative survey, the 
research will yield data allowing the or
ganization to assess potential customer 
preferences for different configurations 
of the advanced solution at different price 
points under different pricing model sce
narios. Often a tiered pricing structure can 
be developed for the digital solution with 
the aid of these research insights.

Developing Pricing Structure for 
Long-Term Success
Given the significant investment firms are 
making into the development of digital 
innovation and the significant expected 
economic benefits they provide, it is only 
logical and good business practice to also 
invest in the development of a thoughtful 
pricing structure.

Developing a strategic pricing structure 
will help to minimize the risk that the new 
innovative solution is underpriced and 
will maximize adoption as customers will 
experience improved alignment with the 
value they receive and the pricing model 
offered. v

Companies that have 
a layered market or 
very large customer 
base should consider 
investing in quantitative 
research.
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Talking at customers is over. 
The new customer relationship 
is about dialogue. EY’s Customer 
team can teach you how to use data 
in new ways, driving insights that 
improve experiences, foster trusted 
relationships and drive growth. Your 
customers are talking. Be sure you 
can hear them.

To fi nd out more, visit 

ey.com/advisory.

The most important 
part of a conversation 
is listening.


