
 PRICING
ADVISOR

The

The Pricing Advisor™ is  
published monthly by the 
Professional Pricing Society 
3535 Roswell Road, Suite 59 
Marietta, GA 30062 USA 
+1.770.509.9933 
pricingsociety.com 
Kevin Mitchell, Publisher 
All Rights Reserved © 2018

2018June

A Professional  Pr ic ing Society Publ icat ion

CONTINUED ON NEXT PAGE �

Upcoming Events
29th Annual Fall Pricing Workshops & Conference – Renaissance Dallas Ad-
dison Hotel – Dallas, TX / October 23-26, 2018
• Full-Day Workshops / October 23-24, 2018
• Conference Keynotes, Breakouts, and Town Halls / October 25-26, 2018

14th Annual European & Global Pricing Workshops & Conference – Möv-
enpick Hotel City Centre – Amsterdam, Netherlands / 28-30 November 2018
• Full-Day Workshops / 28-29 November 2018
• Conference Keynotes & Breakouts / 30 November 2018

For the most up-to-date information about PPS events and programs, please 
visit our website at pricingsociety.com frequently.
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Pricing InnovationIn this article, the author breaks 
down the three critical steps in the 
Innovation Pricing Process: internal 
research with economic value to cus-
tomer, external research with voice 
of customer, and pricing strategy 
decisions. Tim J. Smith, PhD is the 
founder and CEO of Wiglaf Pric-
ing, adjunct professor at DePaul 
University, and Academic Advisor 
for the Certified Pricing Professional 
designation. His most recent book 
is Pricing Done Right:  The Pric-
ing Framework Proven Success-
ful by the World’s Most Profitable 
Companies (Bloomberg Financial, 
2016). He can be reached at tsmith@
wiglafpricing.com.

How do you price an innova-
tion?  You have been working 
on a new product or ser-
vice and are getting ready to 

launch, but what price should you put on 
it? If there is nothing else like it, how do 
you price it?  What is the process?

As most people have heard, companies 
should have started the pricing exer-
cise before building the innovation. 
Especially if the innovation is designed 
to drive profits, the value of the innova-
tion should have been quantified, at least 
at the bracket level. This ensures that the 
innovation is worth developing.  But it is 
likely your company didn’t do that.

So, now you need to get a price on it and 
the launch date is coming. What do you 
do?

The standard consultant answer, “it de-
pends” isn’t good enough. We can do 
better.

The Innovation Pricing Process can be 
broken down into three key steps; two 
are focused on gathering facts, one in-
volves fact-based decision-making:

1. Internal Research with Economic 
Value to Customer

2. External Research with Voice of 
Customer

3. Pricing Strategy Decision

Internal Research with 
Economic Value to  
Customer (EVC)
Economic Value to Customer (EVC) 
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Figure 1

defines the true value of the innova-
tion for the customer. It looks at the 
financial impact of your innovation com-
pared to the competitive alternatives or 
status quo.

In construction, one uses the cost of the 
alternative that is being displaced as a 
starting point. Then, one identifies the 
differential benefits, both positive and 
negative differentials. For each benefit 
differential, one attempts to define a 
model of the economic impact sprung 
by having or not having that benefit. The 
key in this model is developing ratio-
nal expressions of how the benefit drives 
value (or value drivers) that are based 
on fact, and not conjecture or plug esti-
mates.

For business markets, these value drivers 
generally translate into monetary value 
around how the offering drives revenue, 
reduces costs, or impacts risks.  Once all 
have been quantified, one starts with the 
cost of the alternative, adds the positive 
benefits differentials then subtracts the 
negative benefit differentials.

In essence, EVC uses a part-worth util-

ity approach, just like conjoint analysis, 
when defining the value. Unlike con-
joint, it quantifies the true economic 
value rather than customers price expec-
tations.

Why is EVC necessary?  Because the 
company needs to know the value it cre-
ates for customers, and how it creates 
that value if it wants to be able to either 
communicate its value proposition or 
capture its fair share.

EVC can be likened to a value discovery 
phase in pricing innovation: “How much 
value are we really creating here? Is this a 
big deal or a small issue?”

With a skilled team, a solid EVC can be 
done in weeks. Without a skilled team, 
the results are likely to be poor and the 
effort to drag on to an ill-defined future.

Once the EVC is complete, or as com-
plete as it is going to get given the facts 
that can be gathered, it is time for a de-
cision: 

• Abandon the Initiative, 

• Do More Internal Research, 

• Move Forward to External Research, 
or 

• Go Directly to the Pricing Strategy 
Decision.

External Research with 
Voice of Customer (VoC)
Voice of Customer (VoC) reveals cus-
tomers’ perceptions of the innovations.  
One can use this approach to: 

1. Clarify uncertainties in the core 
facts underlying the EVC, 

2. Understand how customers perceive 
the benefits and the offering overall, 
and 

3. Reveal customer price expectations.

In execution, one starts with designing 
the areas of inquiry, sample informant 
size and target segment requirements.  
Once well-constructed, interviews are 
held and information collected. This raw 
information is then synthesized (ana-

Innovation Pricing Process 
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lyzed and summarized) for management 
digestion.

In VoC design for pricing, one will of-
ten use Gabor-Grainger or Van Westen-
dorp Price Sensitivity Meter techniques.  
While these have been repeatedly proven 
to be poor research techniques for es-
timating willingness-to-pay much less 
optimal prices, they do reveal customer 
price expectations. They are also relative-
ly easy to execute and are suitable with 
smaller samples, such as is common in 
VoC research.

With a skilled team, a solid VoC effort 
can be done in weeks. Without a skilled 
team, the results are likely to be poor, 
and the effort may appear herculean.

Once the VoC is complete, it is time for 
a decision:  

• Abandon the Initiative? 

• Do more Internal or External Re-
search? 

• Or Make a Pricing Strategy Deci-
sion?

Pricing Strategy Decision
A good pricing decision is two-fold: one 
defines an aspirational list price and a 
commercial policy that deducts from this 
list price known discounts, which lead 
to the expected target prices by customer 

segment and perhaps channel.

To drive this decision, one updates the 
previously constructed EVC with the 
facts gathered via external research. As 
necessary, one also calculates the EVC 
by segment since different customer seg-
ments will value the innovation differ-
ently.

From the EVC, and informed by the 
VoC price expectation work, one then 
defines the cap-
turable value. We 
suggest starting 
with the Half-
Gains/Double-
Losses Rule, 
then overlaying 
the 50/30/15% 
Rule as appropri-
ate. From this, 
one will identify 
the price by mar-
ket segment.

Using segment sizes and now knowing 
the expected capturable price by seg-
ment, one can define block demand 
curves and the expected optimal price.

Again, with a skilled team, the pricing 
strategy decision can be driven relatively 
quickly. Without a skilled team, the re-
sults are questionable and the decision 
making will seem highly uncertain—if 
not mere guesswork.

Once the pricing strategy decision has 
been formulated, it is time for review.  
We listed it as CEO review to denote the 
person accountable for the decision. At 
that point her/his options are: 

• Abandon the Initiative, 

• Do more Internal or External Re-
search, or 

• Launch with a Price.

Getting Pricing Done Right
Pricing innovation isn’t a mystery, much 
less should it be a “gut feel.” It is a pro-
cess. How much of this a company does 
will depend on the importance of the 
innovation, the pricing maturity level 
of the company, and the time and bud-
get restrictions. But, as you can tell from 
above, it can be done efficiently with a 
well-defined process.

A good pricing decision is two-fold: one 
defines an aspirational list price and a 
commercial policy that deducts from this 
list price known discounts, which lead to 
the expected target prices by customer 
segment and perhaps channel.
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