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Nothing ventured, nothing 
gained: companies need to in-
novate not just to stay ahead, 
but to even survive competi-
tion. Despite this however, the 
failure rate for innovations is 
shockingly high: nearly three 
out of four new products or 
services miss their revenue 
and profit goals. How can 
you make sure your innovations succeed? Madhavan Ramanujam is a Part-
ner and Board Member and Sara Yamase is a Director at Simon-Kucher & 
Partners in Mountain View, California. They can both be reached via www.
simon-kucher.com.
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A
s pricers, monetizing inno-
vation is one of the main pil-
lars on which we place our 
success. But what does this 

term mean? Why is it so important to 
not only be good at what you are doing 
now, but to also tap into new attrac-
tive business areas? And more impor-
tantly, how do you do it successfully? 

Our findings show that 72 per-
cent of innovations fail to meet their 
financial targets or fail entirely, which 
means many companies aren’t quite 
sure how to monetize their innovations 
consistently.

Defining monetizing innovation
What does monetizing innovation 

successfully mean exactly? Simply 
put, it is to meet or exceed the finan-
cial goals a company sets for its new 

product. In times of escalating down-
ward pricing pressures, many com-
panies decide that an innovative new 
product or service is the answer to 
that pressure. However, monetizing it 
proves more difficult than ever. 

Research and development is ex-
pensive, start-ups disrupt whole mar-
kets with their ideas since they are able 
to take more financial risks, and the 
overall rate of innovations is accelerat-
ing. So, innovation is harder than ever.

What causes innovations to miss 
their targets?

There are also countless unique 
product-related reasons that cause 
new products to flop in the market-
place. True? No – we have found that 
almost all failures can be grouped into 
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A more promising approach is to find out if 
customers are willing to pay for a new product – 
and how much – before committing resources to 
building and launching it.

Ø CONTINUED, next page Ø

four categories:
• Feature shock: an over-engineered 

innovation with too many, often un-
wanted, features that don’t stand out 
– crammed into a product that will not 
fully resonate with customers and is 
often overpriced.

• Minivation: an innovation that, despite 
being the right product for the right 
market, is priced too low to achieve 
its full revenue potential. This is often 
because it is not enough of an innova-
tion to warrant a higher price, which 
is caused by either a real or perceived 
lack of differentiation.

• Hidden gem: a potential blockbust-
er product that is never 
properly brought to market, 
generally because it falls 
too far outside of the core 
competency of a company.

• Undead: an innovation 
that customers don’t want, 
but has nevertheless been 
brought to market either as 
the wrong answer to the 
right question or as the an-
swer to a question no one 
was asking.

Knowledge is power
There are a couple of 

myths that prevail around 
monetizing innovations that 
have been difficult to shake: 
that customers are automat-
ically willing to pay the value 
or at least the cost of a great new prod-
uct, that an isolated working innovation 
team should be exclusively in control of 
a new product, that it is completely nor-
mal to have failures quite often when in-
novating, that customers have to experi-
ence a new product before they can say 
how much they will pay for it, and that a 
company first has to physically have their 
new product before assessing its worth. 

Although these statements seem to be 
common sense, they are actually myths of 
successfully monetizing innovations. In 
fact, the overwhelming majority of com-
panies accepting these myths are what 
leads to the 72 percent failure rate for 
innovations. 

A more promising approach is to find 
out if customers are willing to pay for a 

new product – and how much – before 
committing resources to building and 
launching it.

The rules for monetizing innovations
How do companies gain knowledge 

about customer willingness-to-pay? Here 
are nine rules for monetizing product in-
novations successfully:

1. Have the “willingness-to-pay” 
talk early: To find out the price cus-
tomers are willing to pay for a product, 
companies have to talk to them. We 
call it the “willingness-to-pay” (WTP) 
talk. It is extremely critical to start the 
conversation before building a prod-
uct because it helps inform the deci-
sion to invest in the innovation, gives 

guidance on which features to include 
and prioritize, and enables companies 
to avoid the product failure categories.

2. Don’t develop a one-size-fits-
all solution: Companies have to bear 
in mind that not all customers have the 
same WTP since they aren’t a homog-
enous group and have different needs 
and preferences. So, a general seg-
mentation strategy should also help 
guide product development.

3. Decide on product configura-
tion and bundling: After finding out 
what the different customer segments 
need and are willing to pay, companies 
have to decide what features and func-
tionality the new product should deliv-

er. These decisions are the key build-
ing blocks in the design process of a 
successful product, and should be in-
formed not just by customer needs but 
also by customer willingness-to-pay.

4. Find the perfect monetization 
model: Establishing a favorable mon-
etization model can be as important as 
the new product itself. How a company 
charges for a product often has a big-
ger impact on customer adoption and 
price perception than how much it is 
charging. There are countless choic-
es, but a few disruptive price models to 
consider include subscriptions, alter-
nate metrics, dynamic pricing, usage-
based pricing, and freemium as these 

models have proven effective 
for innovative new products.

5. Pick the winning price 
strategy: After having the 
WTP talk, defining features 
and functions tailored to in-
dividual customer segments, 
and deciding on a moneti-
zation model, companies 
need to pick a short- and 
long-term monetization plan 
– their pricing strategy. This 
should consist of four ele-
ments: setting of clear goals, 
deciding how aggressive 
pricing should be, introduc-
ing price-setting principles, 
and defining promotion-
al and competitive reaction 
principles.

6. Build an outside-in business 
case: Developing a business case is 
a critical step in the product design 
process. Although it is used only in-
ternally, companies need to gather ex-
ternal input on value, price, cost, and 
volume (by means of the WTP talk) to 
make it useful.

7. Communicate the product’s val-
ue: Designing an innovative product is 
only the first step. To sell it, companies 
have to have a compelling story to drive 
customers to buy and use it. Therefore, 
the marketing and sales departments 
have to be integrated into the innova-
tion team from the very beginning.
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8. Use psychological pricing: Peo-
ple make purchasing decisions based 
on both rational and emotional factors. 
Companies should use psychologi-
cal pricing tactics to make use of this 
fact, e.g. compromise effect, anchoring, 
price thresholds. Having said this, it is 
always wise to try these out first with 

focus groups or controlled A/B tests.

9. Maintain your price integrity: All 
the previous steps need to take place 
before bringing a product to the market. 
Maintaining price integrity is our advice 
in case the market reacts less enthusi-
astically than expected. Even though 

there will be pressure to lower prices, 
to do this immediately would only make 
the problem worse. Companies need 
to take a cross-functional approach to 
identify the real problem with an innova-
tion launch and should try at least three 
non-price actions before considering 
lowering the price. 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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Figure 1

Pricing Transformations Are Political 
Culture Changes, Manage with Care 

Stated simply, pricing transformations improve profits and re-
duce price erosion by improving pricing accuracy and con-
trol over pricing negotiations. In practice, however, it isn’t so 
simple to implement an organization-wide pricing transforma-
tion, as the author explains. Tim J. Smith, PhD is the founder 
and CEO of Wiglaf Pricing, adjunct professor at DePaul Uni-
versity, and Academic Advisor for the CPP designation. His 
most recent book is Pricing Done Right:  The Pricing Frame-
work Proven Successful by the World’s Most Profitable Com-
panies (Bloomberg Financial, 2016). He can be reached at 
tsmith@wiglafpricing.com. Tim J Smith, PhD

A 
major driver behind undertaking 
a pricing transformation effort is 
the acknowledgement that price 
negotiations both take too long 

and also lead to discounts and rebates 
that are too big. Executives are looking for 
a way to bring these negotiation decisions 
under control in the hopes of reducing 
price erosion and improving profit capture. 

Pricing executives are good at meet-
ing that goal. A typical pricing transforma-
tion delivers a 2% improvement in prices 
without loss of sales volume with or with-
out a software implementation. The im-
provement is a direct result of reigning in 
price negotiations, replacing them with a 
calibrated strategic pricing policy, and tar-
geting specific areas where prices could 
be raised for some customers. The pro-
cess utilizes statistics and machine learn-
ing to drive intelligence augmented deci-
sion making. The result is more accurate 
pricing. 

Stated simply: Pricing transformations 

improve profits by improving accuracy 
and control. In practice, however, it isn’t 
so simple.

Pricing Accuracy Requires  
Less Price Negotiation

For example, consider a set of trans-
actions for the same offering that range 
in price within some band between a high 
and a low price, see Figure 1.

Statistically, one can find where the av-
erage price on this offering rests. This av-
erage price is an accurate representation 
of the price the company has been able to 
capture. Strategically, the company may 
choose to raise or lower that price in a 
controlled manner (preferably raise). But, 
as a first goal, executives need to deter-
mine where the average price rests, see 
Figure 2.

If the company was to seek to do no 
more than reduce uncontrolled discounts 
and rebates resulting from price negotia-
tions by enforcing a single accurate price, 
it may be tempted to use the average price 

as the new price. 
Yet now, all price negotiations must stop 

just to retain the current profitability. If the 
policy surrounding price negotiations is 
not changed, then the result would be to 
do no more than lower prices overall, as 
the new range of prices shifts towards a 
lower price floor, see Figure 3.

To prevent that, executives must raise 
the target price and reduce the acceptable 
range of price negotiations. The result may 
look as follows, see Figure 4:

Less Price Negotiations  
Threaten Sales Power

Deploying a more accurate target price 
higher price floor means salespeople can’t 
negotiate prices to the same degree as 
they did before. Instead, the pricing poli-
cy delivers them a realistic and accurate 
target price, and sales must be held ac-
countable for hitting that target or near to it. 

Reducing the negotiating range of 
salespeople in their interaction with cus-
tomers is reducing some of the power 
salespeople have over how customers 
are managed. Instead, that power is shift-
ed to pricing with the support of market-
ing, finance, and the CEO, and enforced 
through pricing policy.

Many times, sales executives won’t 
want to let go of that power. They will ex-
press fears that the loss of that power 
will result in the loss of sales, and that 
the whole pricing transformation itself is 
doomed to harm profits, not help them. As 
such, they will argue for a wider allowable 

Figure 2
Figure 3
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range of price negotiations. 

Making Tradeoffs
You can’t have your cake and eat it too.
While the accuracy of then new target 

price can be defended through pictures, 
graphs, statistics, and simulations, one 
must address a simple tradeoff: for ev-
ery little bit of price negotiation you want 
to allow, one must raise the target price a 
little more.

A simple table can be used to make the 
tradeoff explicit. From this table (see Fig-
ure 5), one can see that if the expected 
average price erosion resulting from price 
negotiations is 5.0%, then price must be 
raised by 5.3% above that which accurate-
ly represents the overall expected average 
price to capture. If sales wants even more 
freedom to negotiate prices, then prices 
have to be raised even higher. 

It’s a tradeoff: pricing accuracy for ne-
gotiation range. And therein lies the chal-
lenge. 

Recall, the pricing transformation de-
livers its price improvement by reigning in 
price negotiations, replacing them with a 
calibrated strategic pricing policy, and tar-
geting specific areas where prices could 
be raised for some customers. The result 
is more accurate pricing within a narrow 
range of unpredictability.

If the range of allowable price negoti-
ation is not reduced, the pricing transfor-
mation will have failed. 

Culture Change Required
Reigning in price negotiations is not as 

simple as delivering more accurate target 
prices, aligning incentives, and making 
rules. It requires cultural change as well.

Sales executives and their teams must 
become comfortable with the new pric-
ing policy prior to them accepting the loss 
of price negotiation latitude. This means:
• Pricing executives have a responsibility 

to help sales understand the impact of 
the new pricing policy, both on them as 
individuals and as a sales team. 

• Pricing executives must communicate 
clearly not only the reasoning behind 
the new pricing policy, the challenges 

it will address, and the expected out-
come, but also how the new policy will 
impact the ability for sales to meet their 
objectives and manage customer rela-
tionships. 

• Pricing executives must also share spe-
cific changes sales should implement 
to help them meet their objectives and 
perform. 

• Pricing executives should even work 
with sales to co-create an implemen-
tation plan. 

• Once implemented, pricing executives 
must support sales in executing the plan 
to drive the implementation.

• Afterwards, pricing executives should 
report how well the new policy per-
formed and identify potential areas for 
improvement.

It is change management 101 on ste-
roids.

Political Skills Required
For a pricing transformation to succeed, 

one must accept that some decision-mak-
ing authority may shift across executives. 
Those that once enjoyed freedom may find 
their new constraints uncomfortable. Oth-
ers who may have held little or no responsi-
bility and accountability may suddenly find 
they have a new set of job requirements. 
In fact, shifting decision-making authority 
is the purpose of the pricing transforma-
tion in the first place. 

Moving and shifting decision-making 
authority within an organization requires 
political skills. These political skills include 

the adept use of emotional intelligence and 
change management – skills most often 
found in senior executives. While some 
may think of pricing as a purely analytical 
field, it is far more than that. Pricing re-
quires a senior executive who must reach 
across departments to drive improvements 
through empathic communication based 
on rational business logic. v

Figure 4 Figure 5

Expected 
Price Erosion 

From  
Negotiation

Required Price 
Increase Above the 
Expected Average 
to Allow for Price 

Negotiations

0% 0.0%
1% 1.0%
2% 2.0%
3% 3.1%
4% 4.2%
5% 5.3%
6% 6.4%
7% 7.5%
8% 8.7%
9% 9.9%

10% 11.1%
11% 12.4%
12% 13.6%
13% 14.9%
14% 16.3%
15% 17.6%
16% 19.0%
17% 20.5%
18% 22.0%
19% 23.5%
20% 25.0%



September 20197Pricing Advisor

Three Negotiation Strategies Pricing Experts 
Can Use to Let Someone Else Have Your Way

The whole point of negotiation is getting what you want while 
having the other person walk away thinking that they got what 
they wanted as well, as the author explains. If you would like 
to learn more, register for Negotiation Skills for Pricers and 
Sales: Combating Professional Procurement Tactics & Winning 
at the Professional Pricing Society’s 31st Annual Fall Pricing 
Workshops & Conference. Lydia M Di Liello MBA (lydia@cap-
italpricingconsultants.com) is the CEO and founder of Capi-
tal Pricing Consultants, a revenue management and business 
consultancy dedicated to improving profitability for its clients 
through strategic, operational and tactical recommendations. 
She is a member of the PPS Board of Advisors.

by Lydia M  
Di Liello

N
o matter what your role is or 
who you are, negotiation is po-
larizing. Either you love it or you 
detest it; no one is lukewarm on 

this subject. Negotiation is the art of let-
ting someone else have your way. Yes, 
you read that correctly. 

The whole point of negotiation is get-
ting what you want while having the oth-
er person walk away thinking that they 
got what they wanted as well. No wonder 
most people fear attempting this “dance” 
of words.

What makes it so challenging for the 
vast majority of us? Why do we often 
avoid “negotiation” and any discussion 
that forces calculated tradeoffs? Often 
it’s due to fear of embarrassment – won-
dering if someone “got the best of us” or if 
perhaps we lack the skills for the required 
back and forth verbal dynamics. 

Negotiation doesn’t have to be a win/
lose game and if you are prepared and 
view it in the right perspective it can be 
painless (ok nearly painless) with out-
comes that are exactly what you want 
and expect.

Did you ever stop to think about how 
many times a day you negotiate with-
out even thinking about it? We do it all 
the time, often thoughtlessly. Every rela-
tionship we are in - partner, co-workers, 
spouse, boss, friend - requires continu-
ous negotiation. And frequently without 
considering the outcomes as in “Oh I wish 
I hadn’t said that!”

Asking the boss for a raise, convinc-
ing sales to take a price increase forward, 
persuading the group to go to your pre-
ferred lunch place, defending your price 
to a client, and influencing a customer to 
accept a price increase are all forms of 
negotiation.

Imagine this scenario: a salesperson 
(John) has been charged with raising 
prices by 5 percent on his largest cus-
tomer; he believes he can realistically 
get 2.5 percent. John heads to the pric-
ing department to discuss the situation. 
John tells Patty (pricing), “Look, the best I 
can get is a 1 percent increase or we will 
lose the business!” Patty responds “They 
didn’t take the price increase last year. 
We aren’t a not-for-profit business here. 
At least get 3 percent.” Seem familiar? 
Have you ever had an exchange like this 
one? What dynamics are at play? What 
techniques were being used?

To be effective at negotiating, you must 
utilize 3 critical components.

1. Define what you want
While this may seem obvious, in my 25 

years of working with clients across all in-
dustries and functional areas, it isn’t ob-
vious at all. In fact, it’s the first hurdle to 
get over. Because it is so obvious most 
people sail right past this step and end 
up with a poor outcome. 

How can we determine if we are hap-
py with the results of a negotiation if we 
aren’t really sure what we are willing to 

accept to begin with? Notice I said “will-
ing to accept.” That implies that we are 
not likely to get “exactly” what we want but 
rather what we compromise on.

2. Forecast what the other  
side wants and will accept

It’s critical to understand very clearly 
what the other side A) wants and B) is like-
ly to accept. This is where the fun begins, 
though it is often perceived as the most 
difficult step. Trying to forecast what “the 
other side” wants and ultimately will ac-
cept is no easy task. Yet, as kids we were 
experts at this step.

We knew Mom wouldn’t let us have a 
bunch of cookies before dinner, so we pur-
posely asked for 3 or 4 cookies (Mom’s 
want = no cookies, Mom’s accept = 1 
cookie). We expected that she would say 
“NO” to our “want” yet hoped she would 
agree to our “accept.” The 1 cookie that 
she acquiesced to was her compromise 
and we still got the cookie that we were 
after in the first place.

3. Be prepared with trade off options
Make a list, ahead of time, of things 

you are willing to “give up” or “trade off.” 
Negotiation implies a back and forth pro-
cess in which each side gains and gives 
up something. Thinking through this strat-
egy when you are at the negotiation table 
is way too late. Ever hear of a sales per-
son who takes a price increase forward 
and ends up offering a decrease? That’s 
because they didn’t prepare for the third 
step. (Truth be told here, they likely didn’t 
prepare for steps one or two either). This 
step is critical as both parties must engage 
in the “give” and “get” or one of them will 
walk away feeling “cheated” or taken ad-
vantage of.

Negotiation is a lot like dancing. You ei-
ther like it or you don’t. You need to know 
where your feet are and your partners’ next 
move and already have a response ready 
when that move is made. The goal for both 
of you is to get through the “dance” without 
stepping on each other’s toes. v

mailto:lydia%40capitalpricingconsultants.com?subject=
mailto:lydia%40capitalpricingconsultants.com?subject=


September 20198Pricing Advisor

Capturing More Value  
with Price Segmentation

A certain product or service is only worth what a buyer is will-
ing to pay for it. And their willingness to pay is based largely 
on how they perceive the value of the seller’s product, service 
or solution. However, different customers perceive value differ-
ently. Therefore, their willingness to pay is also different. In this 
article, the author explains how B2B companies can price ac-
cording to different customers’ willingness to pay levels to cap-
ture the maximum amount of revenue for each deal or trans-
action. Alex Hoff is VP of Product Management & Marketing 
with Vendavo. He can be reached at ahoff@vendavo.com. 

by Alex Hoff

O
ne of the most basic concepts 
of pricing is that price gener-
ally reflects (or should reflect) 
value. But it’s important to re-

member that value is not defined from the 
seller or supplier’s perspective – rather it’s 
defined by the customer or buyer. A cer-
tain product or service is only worth what 
a buyer is willing to pay for it. And their will-
ingness to pay is based largely on how they 
perceive the value of the seller’s product, 
service or solution.

Also important to remember is differ-
ent customers perceive value differently. 
Therefore, their willingness to pay is also 
different which means their pricing could 
be different too.

A simplistic approach is to understand 
what most customers typically value in your 
offering and then set prices based on what 
the estimated willingness to pay is for that 
product. However, in reality, different cus-
tomers perceive value differently. 

Therefore, their willingness to pay is 
also different (and therefore their pricing 
could be different too). This strategy is 
valid in consumer products markets, but 
it’s fairly challenging to leverage because 
retailers often can’t discriminate on price 
from one consumer to another. 

But in B2B industries, it’s almost al-
ways possible and acceptable to differen-
tiate price between customers because, 
in many cases, prices are negotiated or 
established based on certain “fences” 
or boundaries (e.g. educational institu-
tions get a different price than commer-
cial businesses).

Two examples:
1) A manufacturer of truck tires once 

explained to me that some of his custom-
ers have different willingness to pay based 
on their industry. For instance, a fleet man-
ager for a waste management business is 
typically very price sensitive so he’s not as 
interested in quality. If one of his trucks is 
disabled because of a blown tire, there 
would be no significant impact on his rev-
enue. However, an oilfield services busi-
ness who uses similar tires for their mobile 
drilling rigs could lose a lot of revenue if 
one of their rigs (which they rent out by the 
hour or day) was out of commission due 
to mechanical or tire problems. Those two 
customers would likely have different price 
sensitivities and willingness to pay for an 
identical or very similar product.

2) A manufacturer of plastic pellets ex-
plained that even with her products, which 
are considered somewhat of a commodity 
by many, measurable differentiation in will-
ingness to pay is driven by the end use ap-
plication. For instance, when they sell plas-
tic pellets for use in manufacturing pipe, 
the plastic is a relatively large percentage 
of the total cost of goods for the pipe. This 
pipe manufacturer is likely to have relatively 
high price sensitivity. However, when they 
sell the same or similar plastic to a com-
pany manufacturing a sophisticated and 
expensive medical device, that plastic is 
a relatively small portion of the cost of 
goods. So those customers tend to have 
a lower level of price sensitivity.

This principle is not new; it’s been in 
marketing and economic textbooks for de-

cades. But this and other principles that 
explain differentiation in price are less 
commonly used in practice than you’d 
think.

In B2B, a company’s best sales peo-
ple typically understand these dynamics 
intuitively and use them to maximize their 
commissions. But many times – espe-
cially in larger organizations – the bulk of 
the sales team ends up using a combina-
tion of recent experience (which may not 
be very relevant) and “gut feel.” Typical-
ly, they’re trying to optimize their chance 
of winning opportunities, not revenue or 
margins. So, it’s helpful to explain pricing 
segmentation to sales leaders as simply 
putting structure and logic in place that 
mimics how their best sales people al-
ready do things today. 

Indeed, at my employer, our projects 
always need to include the perspectives 
of the best sales people because they of-
ten provide some of the key context that 
either supports or clarifies findings from 
data and analytics.

Why Price Segmentation?
Why would you bother to differenti-

ate prices based on customer willingness 
to pay? The answer is you stand to gain 
a lot of value. If you have one price for a 
given market or region, you will be pricing 
too high for some customers and leaving 
money on the table for other customers. By 
pricing according to different customers’ 
willingness to pay levels, you can capture 
the maximum amount of revenue (which 
of course drives operating profit) for each 
deal or transaction.

In most cases these additional sources 
of value (revenue) come with little or no 
additional incremental costs, so there’s a 
direct – and large – link from that revenue 
to your operating profit. Moving to differ-
entiated pricing based on pricing seg-
ments has been shown to generate any-
where from 1% to 6% of revenue lift (with 
virtually no incremental costs). That’s typ-
ically a 10% to 60% increase in operat-
ing profits, see Figure 1.

Ø CONTINUED, next page Ø
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How Do You Use Price Segmentation?
How do you go about discerning and 

then leveraging these pricing segments 
in the first place? Experience has shown 
that the best formula is a combination of 
data science, and business judgement and 
context. There are well-established statis-
tical methods for taking your company’s 
sales history and identifying pricing seg-
ments based on attributes of each sale.

These attributes tend to fall into three 
categories:

1. Product / Service – attributes 
about what is being sold (e.g. Product Life-
cycle, Unique or Competitive, etc.)

2. Customer – attributes related to 
whom it is being sold (e.g. Customer In-
dustry, Customer Size, New or Existing 
Customer, the End-use Application, etc.)

3. Transaction – attributes related to 
the historical transaction itself (e.g. Spot 
Quote or Contract related transaction, Or-
der Size, Competitor, etc.)

Once you leverage the attributes you al-
ready have in your sales history, you then 
need to factor in logical rules or strategies 
that may or may not be empirically pres-
ent in the data.

A classic example is that you don’t want 
to group transactions sold directly with 
those sold through a distribution chan-
nel. Other insights are more nuanced and 
come from human interaction with the data 
– often your best sales people. This ap-

proach not only results in a more accurate 
segmentation, it also has benefits with re-
gard to change management and adoption.

Finding the right level of segmentation 
is a bit of a “goldilocks” process: too much 
granularity and science in your segmenta-
tion and you will have way too many seg-
ments and they will be difficult to explain or 
understand. Too little granularity and you 
are just defining a managerial segmenta-
tion model (segments by rule), then you 
are most likely sub-optimizing your value 
by pricing too broadly.

You’ve Developed Price  
Segmentation. Now What?

Once your organization has agreed on 

a pricing segmentation model for your go-
to-market approach, you then need to find 
a way to operationalize it. Merely defining 
it and articulating it to the right employees 
is not enough.

You need to provide segment-specific 
context and guidance to sales or price ap-
provers in their day-to-day business pro-
cess or context. This usually means de-
livering the segment-specific guidance 
directly into their CRM or CPQ environ-
ment where they are working on opportu-
nities, quotes and contracts.

Once you’ve set your segmentation and 
trained your appropriate teams on how to 
implement it, it’s time to sit back and reap 
the benefits. You’ll be glad you did. v

Figure 1
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stand to gain a LOT of value. If you have one price for a given market or region, you will be pricing too 
high for some customers and leaving money on the table for other customers. By pricing according to 
different customers’ willingness to pay levels, you can capture the maximum amount of revenue (which 
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In most cases these additional sources of value (revenue) come with little or no additional incremental 
costs, so there’s a direct – and large – link from that revenue to your operating profit. Moving to 
differentiated pricing based on pricing segments has been shown to generate anywhere from 1% to 6% 
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