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The End of Incremental: 
How Data Is Causing  

a Sea Change in Pricing 

The era of the 1% rule, the long-term benchmark for 
the benefits of strategic pricing, is rapidly ending. The 
much greater pricing opportunities for firms today are 
in innovation and transformation. In this article, the 
author explains the reasons for this shift and presents 
strategies for developing pricing strategies for this new 
pricing landscape. Author Paul Hunt is the president of 
Pricing Solutions and a frequent PPS presenter, instruc-
tor, and contributor. He can be reached at phunt@pric-
ingsolutions.com.
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F
or over 25 years, one simple 
statement has encapsulat-
ed the benefits of better pric-
ing. Known as the “1% rule,” it 

claims that a 1% improvement in pric-
ing will increase profits by X%, where 
X depends on the prevailing profit sit-
uation of a company or industry.

But the era of the 1% rule, and the 
quests for incremental improvements 
it inspired, is rapidly ending.

Companies now operate in mar-
kets unrecognizable to the pre-inter-
net days when that guideline took root. 
While the math behind the 1% rule is 
valid, the much greater and more ur-
gent pricing opportunities for firms 
today are in innovation and transfor-
mation, two areas which traditional in-
cremental pricing processes are nei-
ther designed nor equipped to handle.

Relocating Resources
The 21st-century company needs 

three robust pricing processes – in-
novation, transformation, and optimiza-
tion. Based on what is observable right 
now across industries, optimization is 
the least important of the three. This is 
not to say that there are no longer opti-
mization opportunities worth pursuing. 
Rather a company is much better off 
devoting resources to building and ex-
ecuting pricing processes for transfor-
mation and innovation than following 
timeworn prescriptions to wring out 
more incremental pricing gains, tight-
en up discount policies, “stop leak-
ages” or tweak salesforce incentives.

New Profit Potential
Pricing, as always, is the means to 

unlock profit potential. The greatest 
profit potential in a 21st-century or-
ganization comes from transformation 
and innovation, driven by one simple 
word which explains why the 1% rule 
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is losing its power and its relevance: data.
Large reliable streams of precise 

data are literally redefining industries and 
reshaping perceived value as suppliers 
offer unprecedented types of benefits to 
customers. Suppliers to the farm indus-
try are transforming from basic manufac-
turers into providers of precision agricul-
tural services. Lab testing companies are 
developing innovative methodologies for 
caregivers based on their ability to ana-
lyze data across geographies, insurers, 
patient types, and facilities. Almost any 
industry you can name is in the midst of 
the same kind of change. To make these 
transitions successful, pricing processes 
must change as well.

Data-Driven Pricing
Our impassioned plea to companies 

is that doing the basics of pricing right is 
no longer sufficient for survival, let alone 
success. A company without pricing pro-
cesses built on data inflows – and staffed 
by data scientists who understand, inter-
pret, and reconcile these data – will not 
be able to develop competitive next-gen-
eration products and take them to market. 
The disruption caused by this data revo-
lution has been so dramatic and so rapid, 
that living at what we refer to as Level 1 
(market-driven) or Level 2 (cost-plus) on a 
5-Level scale for World Class Pricing is 
no longer viable. See Figure 1.

In light of the acute challenges which 

companies face today, the 1% rule and the 
incrementalism it fosters can neither in-
spire the right questions nor answer them 
properly. That process must be supple-
mented or even replaced through two new 
processes: transformation and innovation.

Few companies have a process for pric-
ing amidst a transformation, and in many 
firms, this is the most urgent need. Like-

wise, few companies have a process for 
pricing innovations based on a fundamen-
tally different model (data and services) in-
stead of on merely building the latest bet-
ter mousetrap.

What Changes Do These New Pricing 
Processes Require?

Putting together processes for transfor-
mation and innovation will require a shift in 
mindset, a different set of objectives, and 
an array of skills and tools that may be in 
short supply in a company relying on tra-
ditional pricing approaches.

The table in Figure 2 outlines what we 
mean by a mindset shift.

The pricing processes based on these 
mindsets are highly data-driven, but the 
type of data is much different than the kind 
that drives an incremental pricing process. 
The 1% mindset depends heavily on lega-
cy customer data and internal key perfor-
mance metrics (e.g. sales efficiency, win-
loss rates, cost reductions).

The link between Six Sigma and pric-
ing processes, described by the Harvard 
Business Review in 2005, exemplifies how 
conventional pricing process improvement 
ultimately focused on incremental pric-
ing gains. At that time, the access to high 
quality, real-time customer data was in its 
infancy. A well-known example of status 
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data scientists who understand, interpret, and reconcile these data – will not be able to develop 
competitive next-generation products and take them to market. The disruption caused by this data 
revolution has been so dramatic and so rapid, that living at what we refer to as Level 1 (market-driven) 
or Level 2 (cost-plus) on a 5-Level scale for World Class Pricing is no longer viable. 

 

In light of the acute challenges which companies face today, the 1% rule and the incrementalism it 
fosters can neither inspire the right questions nor answer them properly. That process must be 
supplemented or even replaced through two new processes: transformation and innovation. 

Few companies have a process for pricing amidst a transformation, and in many firms, this is the most 
urgent need. Likewise, few companies have a process for pricing innovations based on a fundamentally 
different model (data and services) instead of on merely building the latest better mousetrap. 

What Changes Do These New Pricing Processes Require? 

Putting together processes for transformation and innovation will require a shift in mindset, a different 
set of objectives, and an array of skills and tools that may be in short supply in a company relying on 
traditional pricing approaches. 

This table outlines what we mean by a mindset shift. 

Figure 1

 

The pricing processes based on these mindsets are highly data-driven, but the type of data is much 
different than the kind that drives an incremental pricing process. The 1% mindset depends heavily on 
legacy customer data and internal key performance metrics (e.g. sales efficiency, win-loss rates, cost 
reductions). 

The link between Six Sigma and pricing processes, described by the Harvard Business Review in 2005, 
exemplifies how conventional pricing process improvement ultimately focused on incremental pricing 
gains. At that time, the access to high quality, real-time customer data was in its infancy. A well-known 
example of status quo analysis is the scatterplot of customer revenue and some proxy for the price they 
paid, be it absolute price or discount level. 

The goals of such scatterplots, something which any pricing professional will have in his or her toolkit, 
are to identify outliers, to show where companies have exceeded or fallen short of nominal targets, and 
to expose optimization potential. Optimization and incremental improvement also helped a company 
manage profit in the latter states of a product lifecycle. But that mindset is too constrained to enable a 
company to bring next-generation, data-driven products, and services to market. 

Transformation Process 

What Does It Accomplish? 

The transformational pricing process supports a company in its transition when the business model 
“flips” to a model dependent on real-time data. Such shifts include going from transactions to 
customized or curated relationships (think personal car-fleet memberships such Book by 
Cadillac or Porsche Passport), from products to solutions (think GE aircraft engines), from fixed term 
rates to pay-as-you-go (think insurance), or from arm length’s business to models which result in 
recurring revenue such as subscriptions (think software). The concept of a life cycle has changed as well. 
Rather than expecting obsolescence and replacement, companies can now expect renewal and 
improvement as a supplier adds applications and functionality to an existing product via its embedded 
software. 

Figure 2 
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quo analysis is the scatterplot of customer 
revenue and some proxy for the price they 
paid, be it absolute price or discount level.

The goals of such scatterplots, some-
thing which any pricing professional will 
have in his or her toolkit, are to identify out-
liers, to show where companies have ex-
ceeded or fallen short of nominal targets, 
and to expose optimization potential. Op-
timization and incremental improvement 
also helped a company manage profit in 
the latter states of a product lifecycle. But 
that mindset is too constrained to enable 
a company to bring next-generation, data-
driven products, and services to market.

Transformation Process 
What Does It Accomplish?
The transformational pricing process 

supports a company in its transition when 
the business model “flips” to a model de-
pendent on real-time data. Such shifts 
include going from transactions to cus-
tomized or curated relationships (think 
personal car-fleet memberships such as 
Book by Cadillac or Porsche Passport), 
from products to solutions (think GE air-
craft engines), from fixed term rates to pay-
as-you-go (think insurance), or from arm 
length’s business to models which result 
in recurring revenue such as subscriptions 
(think software). The concept of a life cy-
cle has changed as well. Rather than ex-
pecting obsolescence and replacement, 
companies can now expect renewal and 
improvement as a supplier adds applica-
tions and functionality to an existing prod-
uct via its embedded software.

The Key Objective
The transformational pricing process 

also has another key objective: simplifi-
cation. This applies to the existing port-
folio as well as the way the company op-
erates. The portfolio overhaul is a Pareto 
process because even in today’s trans-

formed world it is no surprise that 80 per-
cent of the newly defined value derives 
from roughly 20 percent of a company’s 
activity. Because many of those activities 
are new – either per se or new to the com-
pany – an activity which was once a ma-
jor value contributor could now be viewed 
as a drain on resources, and a candidate 
for elimination.

The other aspect of simplification is 
making it easier for customers, old and 
new, to conduct business with the com-
pany. Customers will appreciate some re-
training when a company implements a 
new business model, in order to ease the 
transition and help them see its benefits. 
The ability to use data inflows to reduce 
transaction costs and complexity and im-
prove value delivery can be an important 
source of differentiation and competitive 
advantage in markets where many compet-
itors are making the same kinds of transi-
tions. User-friendly apps, as well as pro-
grams such as Amazon Prime, exemplify 
that thinking.

Innovation Process
What Does It Accomplish?
The pricing process for innovation puts 

the question of customer value at the fore-
front of the company’s thinking. Time is of 
the essence, though, as product and ser-
vice life cycles are becoming dynamic at 
the same time that data-driven relation-
ships between companies and customers 
grow stronger and deeper than ever. This 
means that a company must become fa-
miliar with new creative approaches (e.g. 
design thinking, agile). The delivery of value 
is now ongoing rather than discrete, and 
the models a company uses to price must 
take this into account.

The Key Objectives
The very definition of customer value 

itself is also expanding. The contempo-

rary definition of value is more holistic. It 
includes behavioral factors, the value of a 
relationship, the ease of doing business, 
and the extent of switching barriers. It also 
includes the value of the data a customer 
provides to the company over the course of 
the relationship, which can allow the com-
pany (and others) to create better prod-
ucts and services. Companies can con-
fidently undertake major transformations 
and improve the success chances for in-
novations if they have the infrastructure to 
understand and measure value in more ho-
listic and future-oriented ways.

The End of Incremental Pricing?
Well into the 21st century, incremental 

pricing gains and status quo optimization 
are not only insufficient to keep a compa-
ny competitive and profitable but a risky 
and time-consuming diversion of resourc-
es. Relying solely on a traditional pricing 
process centered on incremental improve-
ment risks ignoring or downplaying almost 
every aspect necessary for setting prices 
in a redefined industry.

If and when this current fun-house ride 
of disruption settles down, and the dis-
torting mirror and thrill rides give way to 
smooth sailing, the role of incrementalism 
may come to the forefront again. Don’t get 
us wrong. We are not attempting to refute 
the 1% rule, whose spirit has changed the 
fortunes of countless companies by im-
proving their profitability and their ability 
to manage it. There will always be room to 
optimize, which is why we do not dismiss 
that as the third important pricing process.

But in the meantime, nearly every in-
dustry is undergoing a rapid data-driven 
redefinition. A company has no choice but 
to develop, staff, reward, and prioritize the 
two more critical pricing processes: trans-
formation and innovation. 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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Five Ways to Monetize  
Your Product as a Subscription

by Hong-May Cheng  
and Ruben de Lange

In a market with increasing competi-
tion and decreasing customer loyalty, 
companies are increasingly moving 
towards more flexible and predict-
able subscription models and search-
ing for new ways to engage customers 
with subscription models over the long 
term. In this article, the authors present 
five tips to overcome the challenges of 
moving to a subscription model and defining a successful pricing strategy. Hong-
May Cheng is a Partner at the Simon-Kucher & Partners Amsterdam office and Ru-
ben de Lange is a Director in the Amsterdam office. They can both be reached via 
www.simon-kucher.com. 

Ruben de Lange

M
ore and more products are be-
ing offered using a subscrip-
tion model. While subscrip-
tions used to be mostly limited 

to magazines and newspapers, nowadays, 
the average household in Europe spends 
more than 130 euros on subscriptions 
monthly.

Although the usual suspects – mobile 
communication, Netflix, and Spotify – ac-
count for much of this amount, subscrip-
tion models have been expanding to physi-
cal products as well. Think cars, groceries, 
flowers, and even socks.

There are two important reasons for this 
flight toward a “subscription economy.” 
First, it is in line with an increasing cus-
tomer need for flexibility and convenience. 
Payment is postponed, but the enjoyment 
can be experienced right away. Second, 
companies adopting the subscription 
model are often valued higher than their 
competitors. The stable revenue stream 
is considered attractive. Moreover, bas-
ing revenue growth on the existing cus-
tomer base costs less than it does to ac-
quire new customers.

In a market with increasing competition 
and decreasing customer loyalty, compa-
nies are searching for new ways to engage 
customers with subscription models over 
the long term. Here are five tips to over-
come the challenges and define a suc-
cessful strategy:

1) Make it attractive to enter: Con-
sider a freemium or free-trial pricing strat-
egy. The switch from a single sale to a 
subscription may be a barrier to potential 
customers. A freemium or free trial will en-
able you to connect to a large audience as 
early as possible. Business dynamics de-
termine which strategy is the most suit-
able. Freemium fits a market with many 
customers and low cost per (non-pay-
ing) customer. Spotify is a great example 
of a successful freemium strategy – they 
are able to convert an impressive 
25 percent to a paying subscrip-
tion. A free trial is effective when 
the expected conversion rate and 
cost to serve are high.

2) Follow a “land & expand” 
strategy: Make the entrance bar-
rier low and then expand your 
business. Don’t give away the full 
set of features with your initial product. The 
product should be a decent foundation but 
stripped of the more premium options or 
services. Make sure your customers can 
grow by complementing your initial prod-
uct with more premium variations. A good-
better-best proposition suits this strategy. 
The best proposition has more bells and 
whistles aimed at customers seeking a 
premium solution and functions as an an-
chor price that renders the other proposi-
tions cheaper.

3) Innovate your pricing model: Cre-

ate an automatic track to upsell. Your ideal 
pricing model should be scalable to match 
customer use. A prime example is Drop-
box. If a user needs more storage capac-
ity, they are automatically presented with 
a more expensive proposition. This instru-
ment enables you to realize organic growth 
from within your customer base. Further-
more, you can use your pricing model to 
reward loyalty, such as by reducing the 
charges for one- or two-year contracts. 

4) Celebrate successes: Cater for the 
continuous development of your subscrip-
tion model. Too often, companies think 
designing and pricing their subscriptions 
is a one-time exercise, even though their 
services and solutions are constantly be-
ing improved using agile scrum methods. 
Ongoing development causes the invest-
ed value to grow organically, often unno-
ticed. Celebrate your successes by gath-
ering several innovations and sharing them 
with customers periodically in a visible way. 
This increases customer loyalty and creates 
momentum to adjust the subscription mod-
el and the accompanying pricing strategy.

5) Involve your whole organization: 
Establish customer lifetime value as your 
most important KPI. The transition to a 
subscription model has a major impact 
on your organization and cash flow. The 

value you deliver will be monetized over 
a longer timespan than the initial acquisi-
tion. As a result, revenues after switching 
to a subscription model tend to be lower 
in the short run. Also, the transition from a 
single transaction process to a long-term 
customer relationship requires commercial 
departments to develop a new mindset. 
As such, customer lifetime value becomes 
the most important KPI for the entire or-
ganization. v

This article was first published in Dutch 
in the May 2018 “Marketing Tribune.”

Spotify is a great example of a 
successful freemium strategy – they 
are able to convert an impressive 
25 percent to a paying subscription.

Hong-May Cheng
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The Pricing Leader’s Journey
Navigating Uncharted Territory 

In this article, the author shares his own personal journey of 
how he entered the pricing profession, and shares lessons 
learned from his own experiences in building his pricing ca-
reer. He also presents key questions for any new pricer to an-
swer in order to build their own pricing journey roadmap for 
success. Scott Sinning, CPP, is Director, National Pricing at 
Graybar. He has held a pricing strategy leadership role for 
more than four years, focusing on profitable sales growth and 
digital transformation initiatives. He can be reached at scott.
sinning@graybar.com. 

I
f you’re anything like me—and the audi-
ence of 500 fellow professionals I spoke 
to at the Professional Pricing Society’s 
Spring Conference in Chicago — you 

didn’t grow up dreaming of a career in pric-
ing. It’s unlikely that you even considered it 
when you were in college or starting out. 

The reality is most of us began as novic-
es and were drawn from other experiences 
and educational backgrounds. Maybe your 
journey started by serving on an advisory 
team or working on a special project that 
created a new pricing department. Re-
gardless of whether you now work in pric-
ing at a corporate or local market level, or 
support your clients as a consultant, we 
all share one thing in common: we found 
pricing or pricing found us, and once it did 
we got hooked!

Developing a Passion for Pricing
My journey started 4 years ago when 

I was given the opportunity to take on a 
national pricing leadership role. During 
that time I’ve discovered and developed 
a passion for pricing and am humbled by 
the challenges and opportunities to learn 
more every day.

Pricing is fascinating because it re-
quires us to navigate across functions, 
think strategically, act tactically, perse-
vere through inevitable setbacks, and lead 
change. We have an oversized impact on 
the bottom line since it’s well-documented 
that a 1% increase in price realization de-
livers more profit than the same increase 
to unit volume or a reduction to operating 
expenses or fixed costs. Therefore, busi-
ness owners and executives are realizing 

the profit potential of pricing strategy and 
industry disruption is forcing them to re-
think traditional approaches.

However, this career path doesn’t come 
with a road map and though the concepts 
behind good pricing have been around 
for years, the role of a professional pric-
ing leader has not. It’s an emerging and 
evolving discipline at the cross roads of 
digitalization, disruption, and big data an-
alytics. Therefore, we need to learn how 
to navigate uncharted territory as we strive 
to become pricing leaders that drive prof-
itable growth. 

Envisioning the Journey
Through my experiences on the job, 

reading the work of industry thought-lead-
ers, and talking with many of my peers, I’ve 
learned lessons that might sound familiar 
and hopefully help you envision your jour-

ney more clearly. Decisions about strate-
gic direction, planning and preparation, 
software and technology, and questions 
about where to start can feel confusing. 
My goal is that these three questions are 
thought-provoking and are relatable to you 
in your journey.

1) Do you have a clear vision for your 
pricing strategy?
• Obtain input from corporate stakehold-

ers, frontline managers and the sales 
force to hear diverse views about what’s 
most important.

• Keep your customers at the center – 
design your strategy to make it easier 
to do business with a fast, fair, and fric-
tionless pricing experience.

• Put strategy before technology. Priori-
tize business policy decisions first and 
then invest in the software or analyti-
cal tools you’ll need to enable imple-
mentation. 
2) Do you have alignment from the C-

suite to the “feet on the street”?
• Ensure you have CEO and executive 

support. Do your C-Suite executives, 
management, pricing team, and sales 
force agree on how your pricing strat-
egy will benefit your company?

• Build bridges across departments be-
cause pricing touches everything. 

• Get comfortable being uncomfortable. 
It’s your job to hold the difficult meet-
ings in the board room, conference 
room, or break room. Learn to face re-
sistance with an open mind, listen in-
tently, and make the case for change 
simply, authentically, and with relevant 
examples and data.
Since few of us were educated to be 

pricing leaders, we’ve learned by doing 
while on the job. Do you and your team 
have the experience needed to develop 
and implement your strategy within the ex-
pected timeframe to deliver results? Here 

are some ideas:
• Be a student of pricing, and read the 

many great books and articles of indus-
try thought-leaders. 

• Attend Professional Pricing Society 
conferences and become a Certified 
Pricing Professional (CPP).

• Network with other pricing profession-
als via LinkedIn or other groups.

Pricing is fascinating because it requires us to navigate across 
functions, think strategically, act tactically, persevere through 
inevitable setbacks, and lead change. 

by Scott Sinning
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• Add a consultant for coaching or to as-
sist with specific projects.

Your Road Map for Success
Once you’ve answered these questions, 

you’re ready to build a road map for suc-
cess to document where you stand, where 
you want to go, and what the journey will 
look like. The key milestones are establish-
ing policies, improving processes, devel-
oping a pricing organization, and utilizing 

the right technology to execute your strat-
egy. Your road map will pull it together with 
a timeline for implementation and project-
ed resource requirements so that you can 
communicate the plan and rally support. 
Also remember to consider the trends of 
digital transformation, sales force enable-
ment, price transparency, and the emer-
gence of new pricing models.

It’s an exciting time to be a pricing lead-
er! As our community of professionals suc-

ceeds in delivering quantifiable profitable 
growth and ROI, the demand for our exper-
tise will be remain high. We can be confi-
dent that someday a pricing career will be 
an attractive option for students and young 
professionals because the pricing leader’s 
journey from novice to career professional 
and beyond travels on the cutting edge of 
innovation and technology.

It’s your journey, what’s your next 
step? v 
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A Canvas for  
Pricing Model Innovation

The purpose of this article is to briefly present the two common-
ly-used business model canvases and to introduce the Pricing 
Model Innovation Canvas that can be used by pricing, innova-
tion, and marketing teams to better frame their pricing model(s) 
and to make better pricing decisions. Stephan M. Liozu is Chief 
Value Officer of the Thales Group 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), is 
a CPP, a Prosci-certified Change Manager, and a Strategyz-
er Business Model Innovation Coach. He has authored four 
books, sits on the Advisory Board of LeveragePoint Innovation 
and PPS, and is a Strategic Advisor to 360pi, The Kini Group, 
and PriceSenz. He can be reached at sliozu@gmail.com.

I
nnovators and marketers use a business 
model canvas when they need to think 
strategically about a new opportunity, 
gauge the attractiveness of an existing 

offer, or pivot an existing opportunity. With 
the emergence of business model inno-
vation as part of strategic innovation, it is 
not surprising to see an increase adoption 
of canvases. They are great tools to map 
ideas, discuss high-level concepts, and to 
create alignment around a new idea. Busi-
ness model canvases are used by digital 
incubators, design thinking teams, and 
creative marketing minds. They are used 
in the C-suite and at very prestigious con-
ferences. While the trend is real, most of 
these business model discussions do not 
include members of the pricing profes-
sion or go deep into the analysis of pricing 
models. In fact, in B2B, I posit that pricing 
model innovation is often an afterthought 
discussion. The purpose of this paper is 
to briefly present the two commonly-used 
business model canvases and to intro-
duce the Pricing Model Innovation Can-
vas that can be used by pricing, innova-
tion, and marketing teams to better frame 
their pricing model(s) and to make better 
pricing decisions.

Background on Two Canvasses
A business model canvas is defined as 

“a strategic management and lean startup 
template for developing new or document-
ing existing business models. It is a visual 
chart with elements describing a firm’s or 

product’s value proposition, infrastructure, 
customers, and finances.” Today, the two 
most commonly used business model can-
vases to support entrepreneurial and inno-
vation projects are the Lean Canvas and 
the Business Model Generation Canvas. 
Let us take a quick look at what they do.

1) The Lean Canvas is “a 1-page busi-
ness plan template created by Ash Mau-
rya that helps you deconstruct your idea 
into its key assumptions. It is adapted 
from Alex Osterwalder’s Business Mod-
el Canvas and replaces elaborate busi-
ness plans with a single page business 
model” (extracted from www.leanstack.
com on 08/11/2018). Lean startup canvas 
was created to provide a tool to innovators 
to apply the Lean Startup principles. The 

Lean Startup process was developed by 
Eric Ries. Lean Startup is a “scientific ap-
proach to creating and managing startups 
and get a desired product to customers’ 
hands faster. The Lean Startup method 
teaches you how to drive a startup – how 
to steer, when to turn, and when to perse-
vere and grow a business with maximum 
acceleration. It is a principled approach to 
new product development” (extracted from 

www.theleanstartup.com on 08/11/2018).
2) The Strategyzer business mod-

el canvas is used to better inform inno-
vation and digital decisions. This canvas 
is “a global standard used by millions of 
people in companies of all sizes. You can 
use the canvas to describe, design, chal-
lenge, and pivot your business model. It 
works in conjunction with the Value Propo-
sition Canvas and other strategic manage-
ment and execution tools and processes” 
(extracted from www.strategyzer.com on 
08/11/2018).

Both canvases propose a series of 
blocks that are aggregated and integrat-
ed into a business model. Both of them 
include a “revenue streams” block. Block 
5 of the Lean Canvas includes elements 
such as revenue model, lifetime value, rev-
enues, and gross margin (when combined 
with the other side of block 5 focused on 
cost structure). The Strategyzer canvas 
also proposes a “revenue streams” block 
(block 9) focusing on types of revenue 
streams, fixed pricing, and dynamic pric-
ing. They also discuss willingness-to-pay. 
This is good news to have revenue man-
agement included in both canvases. But 
the reality is that both methodologies do 
not provide the types of analysis that need 
to be conducted, the detailed sources of 
information that need to be collected, and 
the integration of all information that is 
needed to make intelligent and informed 
pricing decisions. They barely cover some 

of the very critical components of value-
based pricing, pricing research, and digi-
tal pricing. So there is room for improve-
ment for sure.

The 4Cs of Pricing
For the past four years, I have been de-

veloping and testing the Pricing Model In-
novation Canvas (PMIC). The purpose of 
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this canvas is to offer a framework to in-
novators, marketers, digital experts, and 
pricers to conduct deep dives in the rev-
enue model block of the existing business 
model canvases. The Pricing Model Inno-
vation Canvas focuses on the three Cs of 
pricing (cost, competition, and customer 
value) and one C related to change man-
agement to support the design and exe-
cution of new or revised pricing models. 
The PMIC describes the various meth-
ods, analyses, and outcomes of the 4Cs. 
Working with it leads to the selection of the 
proper pricing model(s), the relevant pric-
ing test plan, and a more informed pricing 
decision. See Figure 1.

The information contained in the PMIC 
is not new. In fact, pricing based on 3Cs 
of pricing have been used for a while under 
the leadership of some of the best pricing 
scholars. Kent Monroe’s 1990 book high-
lighted concepts of the final price discre-
tion using the 3Cs (customer, competition, 
and cost). See Figure 2.

The PMIC uses these three Cs while 
adding the change component. For each 
of the Cs, five methods, tools, or analy-
ses are proposed for a total of 20. Inno-
vators, marketers, and pricers select the 
most relevant to use and assemble the in-
formation using the canvas. The end game 
is to generate the outcomes and outputs 
that are necessary to better frame an op-

portunity and to make better pricing deci-
sions. I recommend five of these framing 
decisions shown in the PMIC:

1) Pricing Model(s): What is the right 
pricing model(s) for this opportunity? Is it 
product pricing, subscription-based pric-
ing, usage-based pricing, outcome-based 
pricing or a mix of these?

2) Price-Point Decision: What is the 
right price level for the new opportunity? 

What is the right pricing structure and dis-
count level?

3) Price Testing: What needs to be 
tested, when, and with whom before it is 
launched? All canvases recommend test-
ing but very little is said about pricing. Is 
there a need for further and specific pric-
ing research to test the pricing model and 
price level?

4) Profit Formula: With the pricing 
model(s) and price-point selected, what 
does the P&L look like? What happens to 
EBIT and cash flow? What are the impacts 
of switching from an ownership model to 
a consumption model?

5) Pricing Execution Plan: Last but not 
least, who does what in pricing? Who is 
accountable to implement the guidelines 
and scaling plan? How is pricing governed 
for this innovation when it moves back in 
the core business? How do we train the 
sales force especially if there is a new pric-
ing model?

PMIC Focuses on Key Questions
A lot of information needed to fill out the 

PMIC should be already available from the 
analyses conducted in the rest of the busi-
ness model blocks. Data may come from 
other processes as well. The key is to as-
semble a multi-functional team of experts 
to have a dedicated and intelligent discus-
sion on pricing as part of the framing pro-
cess of the innovation using the canvas. 
That discussion will lead to the uncover-
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ing of information gaps and neglected ar-
eas. Some of the questions we need to an-
swer for each of the 4Cs are listed below.

1) Customer
• What are your customer seg-

ments?
• What are your customer’s pains 

and gains?
• How are customers expressing 

value?
• What drivers impact the custom-

er’s P&L?
• How do customers compare val-

ue and price (apples to apples)?
2) Competitors

• Which competitors occupy the 
mind of the customers (NBCAs)?

• What are your TRUE differenti-
ators?

• What are your WOW differen-
tiators?

• What are marketing and technical 
switching costs?

• What are your competitors price 

levels and pricing strategies?
3) Costs

• What are your main cost drivers?
• What are your top-down margin 

targets?
• What is your break-even point?
• How do costs evolve during scal-

ing?
• What is your customers’ price 

sensitivity?
4) Change

• Who is in charge of pricing pre/
post launch?

• Are your sellers trained on value/
pricing models?

• What are expected pricing ob-
jections?

• How are price special conditions 
approved and by whom?

• How do you quickly scale com-
mercially?

A full version of the Pricing Model In-
novation Canvas is available on Slideshare 
and videos are available on YouTube. You 

will find the basic version of the canvas, a 
version with questions, and a detailed ver-
sion with all 20 methods and analyses with 
relevant outputs/outcomes. 

I want to promote the use of the PMIC 
in digital incubators, in start-ups and in 
marketing circles. It is the right time for the 
pricing function to make a push for wid-
er adoption of key concepts. A dedicated 
pricing model canvas does just that. 

To help with adoption, this canvas was 
designed and released with the Creative 
Commons attribution. A Creative Com-
mons (CC) license is one of several pub-
lic copyright licenses that enable the free 
distribution of an otherwise copyrighted 
work. It is used when a creator wants to 
give people the right to share, use, and 
build upon a work that they have created. 
So be bold, share widely and make use of 
it. Updates and revisions will be made on 
a regular basis. v


