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O
ne question is inevitable in 
any introduction to value 
based pricing: “What per-
cent of value should we try 
to capture?” For a product 

team building their first value model, the 
question usually arises right after they have 
set up the math for a few value drivers. Giv-
en their efforts, they often anticipate that 
a single, magic number will get them the 
rest of the way to setting an optimal price. 

We have all finalized a negotiation by split-
ting the difference. 50% is a natural magic 
number. But applying strict, share-and-
share-alike principles is sometimes un-
achievable in practice and may not make 
strategic sense when feasible. Conditions 
and circumstances vary. There may be few 
buyers and few sellers or there may be 
many buyers, many sellers or both. Prod-
ucts and solutions are positioned dif-
ferently, whether on a stand-alone basis 
or within the context of bundled offer-
ings or a broader product portfolio. Val-
ue models may be well validated or they 
may be preliminary estimates with a num-
ber of hypotheses yet to be tested, see 
Figure 1. Some customers or customer 
segments respond to prices and value 
differently.1 Competitors in a market react 
in distinct ways to new products and new 
pricing strategies. Commercial strategies 
and sales cultures differ.

The question of how value should be split 
arises repeatedly in customer-value-cen-
tric organizations. It should be addressed 
in a thoughtful and systematic way.  When 

building a product development or launch 
plan, teams debate feasible pricing ranges 
based on capturing value. Early in the sales 
cycle, sales teams take any information 
they have regarding customer-perceived 
value as they consider initial price quotes.  
Later in the sales cycle, teams assess 
how their sponsor might defend a busi-
ness case to buy, as they plan their chess 
moves in a price negotiation. In overhaul-
ing or refining their commercial strategy, 
C-suite executives have flashes of insight 
about how to position customer value in 
the context of new product launches, key 
account relationships, service offerings, 
and new approaches to contracting and 
negotiation.

The benefits of value modeling, value pric-
ing and value selling are clear enough. The 
evidence shows that implementing a value 
based-pricing strategy improves EBITDA 
by an average of 8%2  and that the ROI of 
investing in value based strategies ranges 
from 130% to 900%.3 Product teams who 
incorporate value into their discussions in-
dicate that it helps them understand their 
positioning better and that it makes their 
decision-making customer-centric. CRM 
data from B2B organizations adopting val-
ue selling show that opportunities where 
a Value Proposition is used have 5-15% 
higher win rates and 5-25% higher price 
outcomes.

Framing the Question
“What percent of value should we try 
to capture?” Notice the limitations in how 
the question is framed:

• It is seller-centric, focusing on our. It 
treats the problem as a zero sum game, 
highlighting the value captured as a per-
centage of a fixed total value amount 
or as a slice of a pie. The question, as 
posed, need not be interpreted as ad-
versarial, but at the very least it is trans-
actional in nature.

• Any single percentage that we discuss 
is being framed in the context of a stat-
ic snapshot or image of value. Like any 
image, the picture quality may be high 
resolution or it may be fuzzy. Like any 
image, a snapshot only provides infor-
mation about the scene that the photog-
rapher shot at the time of its shooting. 
The objective quality of our value model, 
and therefore the quality of our snap-
shots, will improve over time.

• Even if we and our customers are con-
sidering the same image, we often see 
different things within the image as im-
portant. No matter how good our snap-
shot, our customers may understand it 
differently from the way we do.

There is more than one way to frame the 
question, just as there are disciplined, an-
alytical ways to consider how to split val-
ue. We start by looking at value splits in 
the way that most teams do, considering a 
single transaction, hypothetical or real, in 
isolation. Then we examine a transactional 
approach over time, where the notion of a 
fixed pie to slice is maintained. Finally, we 
explore a less transactional, more collab-
orative approach to sharing value that may 

The question of how value should be split arises repeatedly in customer-value-centric orga-
nizations. It should be addressed in a thoughtful and systematic way. When building a prod-
uct development or launch plan, teams debate feasible pricing ranges based on capturing 
value. Product teams who incorporate value into their discussions indicate that it helps them 
understand their positioning better and that it makes their decision-making customer-centric. 
In this article, the author presents several approaches to framing the value-capture questions 
and developing effective value-pricing strategies. Peyton Marshall is CEO and Chairman of 
the Board of LeveragePoint. He can be reached at pmarshall@leveragepoint.com. 

by Peyton 

Marshall

What Percent of Value Should We Capture in Price? 
Framing the Question Influences the Outcomes

mailto:pmarshall%40leveragepoint.com?subject=


13Third Quarter 2019 The Journal of Professional Pricing

make sense when the objective size of the 
pie or the perceived size of the pie is vari-
able and when the relationship between 
buyer and seller comes into stronger fo-
cus, evolving over time.

Transactional Snapshot
At a specific point in time, for a specific 
circumstance, there are a number of fac-
tors to consider as we target the percent 
of value we should try to capture. Before 
looking at some of these factors for split-
ting customer value as measured, it is 
worth evaluating a few aspects of mea-
sured value itself.

1. Consider the objective quality of val-
ue as measured. How reasonable are 
our estimates?  How defensible are 
our claims?  How much variability do 
we anticipate among customers in the 
applicability of our estimates and the 
realizability of our claims?  If we keep 
talking about value with customers, 
the quality of our estimates will im-
prove but we will use the information 
we have now to make decisions today.  
An honest assessment of the quality 
of value content helps to use that con-
tent appropriately at any point in time.

2. What is included in the value model? 
Some value models do a more thor-
ough job than others in quantifying 
value drivers. If “intangible” risk and 
cost value drivers are left unquantified, 
then these are clearly factors in think-
ing about value capture.  Alternatively, 
if the objective benefits of intangible 
value drivers have been teased out 
and quantified appropriately, the list 
of pricing factors for splitting value is 
likely to be shorter.

3. How are customer perceptions likely 
to differ from our best assessment of 
objective value? What do we plan to 
do to change customer perceptions, 
through marketing content and by de-
livering sales messages to customers 
that change their thinking?

Let’s consider a number of pricing fac-
tors compiled and combined from several 
sources.  Nagle and Müller in The Strategy 
and Tactics of Pricing4 highlight six price 
sensitivity factors that are mostly psycho-
logical. Earlier editions5 of The Strategy 

and Tactics of Pricing point to a few other 
factors as well. Stephan Liozu in Dollar-
izing Differentiation Value6 provides an 
in-depth, practical discussion of setting 
prices based on the value pool, providing 
a comprehensive list of factors. Joanne 
Smith has written and presented exten-
sively on value splitting as well. 

A list of factors is shown in the table (see 
Figure 2), together with their directional im-
pact on both price and the value we would 
capture. Some of these factors could be 
phrased in the negative in which case the 
price impact directions would reverse. 

The factors shown are an interesting 
mix. All of them are potentially psycho-
logical to buyer stakeholders, but then so 
are quantified value drivers.  Messaging to 
address price factors and messaging for 
value drivers should both be attuned to be-
havioral and irrational customer responses 
as well as well as to the available math.

In any situation, only some of these factors 
will be applicable. Product teams identi-
fy which factors are important, assessing 
their relative importance as they apply ei-
ther formulae or judgment to come up with 

a reasonable value split or range of value 
splits as they consider pricing decisions.

If some of these factors are included in a 
value split discussion, they have probably 
not been accounted for in the direct value 
quantification so far. As highlighted in the 
table, several of these factors are poten-
tially quantifiable. 

Other factors are quantifiable as well, not 
that they would directly feed the custom-
er’s business case to buy, but these quan-
tified factors could be useful as qualifying 
and segmenting factors. As also high-

lighted in the table, our mathematical and 
psychological understanding of all these 
factors, just like our understanding of our 
value drivers, is subject to learning over 
time. Practical experience in specific deal 
situations, customer interviews, case stud-
ies, market research, and A/B testing can 
potentially be brought to bear to under-
stand the importance and impact of rele-
vant factors in a given marketplace.

In any value pricing discussion, the aim is 
to reach a sensible initial or final decision 
for proposed prices based on what we 

Figure 1
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know today. Considering pricing factors 
as part of a value split discussion, consid-
ering “what ifs” to account for risks, and 
using conservative hypotheses for uncer-
tain costs are reasonable approaches to 
understanding the business case to buy 
for a specific customer in light of a pro-
posed price.

Strategy and the  
Transactional Movie
Movies may be composed of single-frame 
snapshots, but they are more than the sum 
of their parts because these snapshots 
unfold over time in sequence. A sequence 
can be more panoramic and can be re-
framed and refocused to provide more 
information than individual images, while 
considering the dynamic nature of a se-
ries of individual transactions.

Good strategy plans for market success-
es and failures over time. Good strategy 
invariably utilizes multiple snapshots as 
scenarios that help teams build their go-to-
market plan or their annual business plan. 

Considering strategy from a transactional 
perspective, the question changes some-
what. “What policies should we put in 
place and what action steps should we 
take so that we capture meaningful value 
over time?” Pricing factors that are relevant 
in snapshots remain relevant in a transac-
tional movie. 

As we continue to focus on our portion of a 
fixed pie, sliced a deal at a time, these fac-
tors help formulate a consistent approach 
to splitting value. But some new elements 
are brought to bear when strategic plan-
ning is applied to an unfolding, dynamic 
story. These include:

• Statistical Estimates: Understanding 
How Customers May React.7 Demand 
elasticities and conjoint analyses have 
greater statistical relevance when we 
are considering multiple transactions 
over time. Whether or not sampling 
and statistical estimates were based 
on objective value as quantified in our 
value model and whether or not sales 
and marketing are ultimately success-
ful in aligning customer perceived val-
ue with value as quantified, these esti-
mates supplement our judgment. They 
provide information about price sensi-

tivity that helps us to assess: (i) What if 
we get our value wrong? (ii) How should 
we adjust prices if we are wrong? and 
(iii) How should we reasonably expect 
customers to react as we adjust?

• Cost, Production and Profitability 
Information. Cost and production in-
formation are potentially relevant to indi-
vidual transactions but they are certainly 
required in any broader, multi-transac-
tion strategic discussion. We need to 
assess the profitability implications of 
our pricing framework for a product, 
given our costs. We need to align our 
pricing strategy with production con-
straints. If we are launching a product 
where production will come on-line 
slowly or where we are expecting lo-
gistics or service bottlenecks, we might 
consider high initial pricing consistent 
with our ability to deliver and install our 
product or solution on a timely basis.

• Segmentation and Offer Design 
Strategy. Individual transactions, tak-
en together for different customers or 
customer conditions, help us to identi-
fy value-based segments and different 
approaches to offerings based both 
on these segments and on our broader 
product portfolio and capabilities. Val-
ue to customer becomes a way to think 

about the business case to buy spe-
cific offerings, based on rational (and 
irrational) customer decision-making, 
a segment at a time. A consistent ap-
proach to splitting value across seg-
ments, given costs, helps to keep pric-
ing consistent and perceived as fair by 
customers over time.

• Marketing Strategy, Sales Enable-
ment and Post-Sale Implementa-
tion. Having strong differentiated value, 
as objectively measured, is an advan-
tage, but if customers don’t understand 
it and recognize it in their buying deci-
sions, we will never be able to capture 
a meaningful portion of our value. If cus-
tomers don’t realize anticipated value in 
practice, they will switch to competitors 
in their next purchasing decision. Mar-
keting content and objectively defen-
sible value should be strongly aligned.  
Sales teams need the tools and train-
ing to have customer conversations 
that improve customer awareness of 
our differentiated value and that build 
our value into customers’ internal busi-
ness cases to buy.  Implementation pro-
grams should be consistent with, and 
target the attainment of, a customer’s 
expectation of value. Capturing value 
with price requires customer value re-
alization, both pre-sale and post-sale.

Figure 2
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• Judgment and Scenario Planning 
to Assess Competitor Reaction. As 
we consider our pricing strategy on a 
dynamic basis, we need to assess like-
ly competitor reaction, especially those 
competitors that are the most likely 
reference points for our customers. It 
usually takes judgment and an under-
standing of a competitor’s business to 
gauge their likely responses. Consider-
ing these competitor reactions as sce-
narios in terms of value created for the 
customer provides perspective on our 
pricing strategy and helps to plan our 
own potential responses.

All of these elements go into a Pricing 
Strategy based on value. The Strategy 
and Tactics of Pricing8 examines pricing 
strategy in depth, organizing the primary 
strategic choices into three approaches: 
skim, neutral and penetrate. A pricing strat-
egy should be aligned with, and formed by, 
both pricing factors and the strategic ele-
ments above. Supply considerations may 
argue for launching a product with a skim-
ming strategy. Rapid competitor innovation 
to match our differentiation often argues 
for a penetration strategy. 

Barriers to entry and a uniquely differenti-
ated product may facilitate reasonable val-
ue capture with fast market share growth 
based on a neutral pricing strategy. Maxi-
mizing lifetime product value, when faced 
with organizational sales and marketing 
challenges, sometimes suggests penetrat-
ing the market with lower value capture.

To execute on our pricing strategy, we 
need a consistent approach to initial pric-
ing of multiple offerings sold to multiple 
segments and a consistent approach to 
how we respond to customer and com-
petitor reactions. Designing a pricing ap-
proach, based on feasible but consistent 
value capture, helps to build sales confi-
dence in how they propose and defend 
pricing proposals. This drives sustainable 
profitability.

The Collaborative Movie
The chapter on value splitting in Anderson, 
Kumar and Narus’ Value Merchants9 has 
a title that reflects a different perspective 
on customer relationships from that artic-
ulated so far. Chapter 7 is entitled “Profit 
from Value Provided: Earning an Equitable 

Return.” Framing the question in terms of 
“equity for both parties,” rather than “the 
% of value that we capture,” reflects a dif-
ferent posture. It suggests centering the 
conversation on a dual focus on both buy-
er and seller. This is less a transactional 
approach and more a collaborative ap-
proach to value. It invariably makes sense 
over a strategic horizon, so we will ignore 
static, single-deal snapshots as we con-
sider the movie.

A few elements of customer conversations 
are indicative of a collaborative approach 
to value pricing. Transparent discussions, 
between buyer and seller, of value shared 
is a powerful sign. Use of the word “fair” 
by both buyers and sellers 
is another indicator. Direct 
discussions of differences 
in perceptions between 
buyer and seller of the size 
of the pie is an honest pre-
cursor to collaboration.  An 
openness on both sides of 
the table to consider the ev-
idence to get to a shared vision of value is 
a good attitudinal sign that sustainable col-
laboration is possible. Direct discussions 
of accountability and deliverables both by 
buyer and by seller indicates that we are 
on our way to a collaborative approach.

Philosophically, collaboration sounds 
great, but it does not necessarily make 
hard-headed business sense. Collabora-
tion takes time and energy both by buyer 
and seller. Here are a few identifiable con-
ditions that, taken in combination, point in 
the direction of a collaborative approach:

• If there are few buyers and few sellers, 
then both buyer and seller have good 
reason to collaborate.

• If there are important end benefits (or 
losses avoided) to a buyer of making a 
purchase, then the buyer has a good 
reason to collaborate.

• If an offering is unique, then the buyer 
has reason to collaborate.

• If the seller provides continuing inno-
vation over time, then the buyer has 
reason to collaborate.

• If the buyer has significant market pow-

er or if the buyer represents a strong 
alpha or beta customer, then there is 
a good reason for the seller to col-
laborate.

• If there are significant risks or signifi-
cant costs of switching, including re-
quired investment, then purchasing 
decisions tend to be sticky and long-
standing. The large cost of change 
gives the buyer a clear rationale to de-
mand seller collaborative commitment 
as a condition for purchase. The even-
tual stickiness of a decision provides 
the seller with a good reason to put in 
time and energy to collaborate with the 
buyer upfront to get returns over time.

• If the size of the value pie is not fixed, 
then there is a good reason for both 
buyer and seller to cooperate to in-
crease its size.

• If there are significant risks of out-
comes to be realized and if deliver-
ables are required both from buyer and 
seller to minimize these risks and to 
maximize results, then both parties have 
a strong reason to collaborate.

A collaborative approach is only achiev-
able when sales teams build relationships 
of trust with buyer sponsors and stake-
holders. Thus collaborative approaches 
to value pricing are only possible with 
sales management buy-in and when 
sales teams develop the relevant skill 
set for collaborative customer conversa-
tions. Even if a market dynamic suggests 
a collaborative approach to value based 
pricing, not all customer sponsors and 
customer stakeholders enter naturally 
into collaborative relationships with ven-
dors. Procurement rules sometimes get 
in the way. If value discussions only begin 
after we have received an RFP, a collab-
orative approach to value pricing is less 
likely to be feasible. Dysfunctional, un-
collaborative cultures within buyer orga-
nizations can also be a barrier.

Innovative businesses benefit by 
making their product and pricing 
decisions based on customer 
value.
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A collaborative approach to value pricing 
is almost always a precondition for risk-
sharing or value-sharing contracts, but 
value based contracting is not required 
for collaborative value pricing. When 
outcomes are hard to measure, value-
sharing contracts do not make sense. 
When attributing success and failure 
to buyer deliverables and seller deliver-
ables is difficult, then the moral hazard 
problem makes risk-sharing and value-
sharing more challenging and potentially 
inadvisable.

A collaborative approach, strategically 
and in customer relationships, promotes 
pricing sustainability and business pre-
dictability. It starts to eliminate the list 
of pricing factors from each purchasing 
decision, shortening the price discussion 
and negotiation process to focusing on 
what is fair and consistent.

Value Based Decision-Making, 
Pricing and Selling
All great organizations are customer-cen-
tric.  Innovative businesses benefit by mak-
ing their product and pricing decisions 
based on customer value. Value brings the 
customer’s business into focus and high-
lights our differentiation. Quantified value 
shines a spotlight on the business pain 

points we address and on what we deliver.

Incorporating value into pricing decisions 
and pricing strategy improves product 
launch success and business perfor-
mance, whether taking a transactional 
approach or a collaborative approach.  
Elevating value-centric customer con-
versations into a collaborative approach, 
where possible and advisable, makes our 
pricing strategy and our commercial strat-
egy more predictably profitable. v
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