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Finally an economist has written 
on pricing from the marketing 
perspective! 

In his new book, The 1% Wind-
fall, Rafi Mohammed approaches pric-
ing from not the producers’ but the 
customers’ viewpoint. Instead of bas-
ing prices on the seller’s costs, he advo-
cates basing price on the value perceived 
by the consumer. By doing so, sellers 
can boost prices. Maybe not a lot. But 
even a little price increase can make a 
huge difference in profits. As the title of 
Rafi’s book points out, small changes in 
price can lead to big profits. The McK-
insey & Company study The Price Ad-
vantage shows that increasing a price 
by just a tiny 1% can increase profits 
by 11%. 1% would lead to a 155% in-
crease in operating profits for Sears. A 
windfall indeed.

The book is a “how-to-do-it” for both 
those who are already basing prices on 
the value to customers as well as those 

who would like to do so. For those who 
already have customer-oriented pricing, 
the book provides an invaluable check 
list of pricing options: four fundamen-
tal pricing strategies, fifty pricing tac-
tics and thirteen culture-of-profit prin-
ciples. For the uninitiated, the myriad 
of strategies and tactics is organized 
into a simple six-phase action plan that 
companies can follow to develop and 
implement their own customer-oriented 
pricing program. Despite the initial dif-
ficulty of getting universal buy-in from 
all the pricing fiefdoms in a company, 
the benefits can be enormous.

The book is primarily directed to com-
panies selling products to consumers 
(but not companies like supermarkets 
that have as many of 30,000 SKU’s, 
which makes value-based pricing unre-
alistic). It also addresses one part of the 
B2B market: companies selling to re-
tailers. But it does not address another 
large group of B2B: companies selling to 
manufacturers. This is strange since the 
book relates the Parker Hannifin suc-
cess in introducing value-based pricing 
for their industrial products. Their suc-
cess demonstrates the applicability of 
value-based pricing to industry. It is an 
example of what appears to be a trend 
for B2B to utilize B2C pricing strategies. 
So it is my own belief that the industrial 
B2B group would also profit from The 
1% Windfall.

What Rafi suggests is that every com-
pany should have win-win prices: prices 
that are a win for the customer as well 
as for the company. He recommends 
thinking of pricing as the customer 
does. Start with valued-based pricing. A 
customer determines value by compar-
ing the product and price with that of 
the next best alternative. A company can 
do the same, increasing or decreasing the 
price based on whether their product’s 
attributes are better or worse than the 
alternative.

Since customers have different needs 
and preferences, they will necessarily 
have different assessments of the prod-
uct’s value. The goal is to develop al-
ternative pricing plans that respond to 
these differences. Customers can then 
pick the pricing program that benefits 
them the most. This means having dif-
ferent versions of a product so that cus-
tomers can choose the level of quality 
and service that best suits their pur-
poses. Perhaps they will pay more for 
a product warranty. Perhaps they will 
pay more for pre-measured 100-calorie 
packs. Perhaps they want to pay less and 
will settle for a stripped-down version. 
Different versions can also mean having 
different prices for the same product. A 
company can charge different prices if 
customers will invest more effort to get a 
lower price or will pay more to get prior-
ity service. Perhaps they will dine before 
6:00pm to pay less but will pay more to 
get to the top of the Empire State Build-
ing quickly. 

My only quibble with the book is the 
dismissal of the need to find the “per-
fect” value-based price. Rafi’s point is 
that companies should not waste time 
obsessing over perfect prices but in-
stead should focus on a value-based 
pricing program in general. I certainly 
agree that getting obsessed with the 
perfect price is a waste of time. But the 
difference between a price of $4.79 and 
$4.99 can be crucial to a company’s 
profitability and perhaps insignificant 
to the customer, or at least to some 
customers. 

That, however, is a small quibble com-
pared to the many useful insights that 
the book provides. It states these insights 
in a clear, readable style with numerous 
anecdotes to demonstrate the concepts. 
I would certainly recommend the book 
to anyone who is interested in creating a 
comprehensive pricing strategy to reap a 
financial windfall.
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