Failure
Type

Feature
shock

Mini-
vation

&

Hidden
gem

Undead

Description

Cramming too

many and
sometimes wrong
features into a
one-size-fits-all
product

Despite being the |

right product for
the right market,
it is underpriced
and does not
achieve full
matket potential

1 A blockbuster

product that is
never propetly
brought to market
because it does
not get recognized

Products that
should have been
killed - Answers
to questions no
one asks or the
Wrong answer to
the right question

IB Lack of

Symptoms

B Product driven

culture

* Over-engineeting

= Unclear value-
prop

= Too many
escalations

Difficult selling
Frequent price cuts

* Lack of ambition

* Low-balling targets

= Minimal
escalations

= Few pricing

problems

Fast sales cycles

Sales easily hits

target

recognition

Play it safe

meiﬂ.ta}.ity

= Qutside comfort
zone

= No one
responsible for
harnessing gems

Lack of objectivity
* Yes-maybe-no
culture

Pet projects

= Very low demand
= Sales struggles
= Negative press

Where does it
occut?

= Tech companies
= Software/internet
= Subscriptions

= Financial services
= Media/telco

| Allindustry

verticals —

tech, software/
internet, auto,
financial services,
chemicals, industrial,
healthcare, CPG/
retail, telco, etc.

Occurs whenever

there is a disruption
ot change: in
business models,
channel strategy,
focus change from
product to services,
etc.

All industry

verticals —

tech, software/
internet, auto,
financial services,
chemicals, industrial,
healthcare, CPG/
retail, telco, etc.

Solutions

I Focus on:
Chapter
Chapter
Chapter
Chapter

4
5
6
8
Chapter 12

Focus on:

Chapter
Chapter
Chaptet
Chapter
Chapter 10
Chapter 11

O o~

Focus on:
Chapter 4
Chapter 7
Chapter 9

I Focus on:
Chapter 4
Chapter 9

Figure 2.5 Comparing the Four Types of Monetization Failures



% Customers who find the price acceptable

100% _I_‘_I_
75% :
T Le—
50%
25% o ?
0% . : :
$0 $10 $20 $30 $40

Price (per month)

Figure 4.1 Distribution of Customers’ Willingness to Pay



Features

Free ground shipping

Cornfnunicate online with seller over chat
24x7 customer support

Early access to special deals

Price guarantee

Membership sharing

Highlight connections from Facebook

Ability to place a video call with seller
$10 off first purchase
Message with friends

..lIIIIII|§

Figure 4.2 Willingness to Pay for Features



Method

1. Direct WTP
questions

2.Purchase
probability
questions

3.Most—least
questions

Description

First asgk, “What do you think is an
acceptable price?” Next ask, “What
do you think is an expensive price?
And finally, “What is a prohibitively

expensive pricer”

Show a new product concept, explain
the value and benefits, artach a price
to it, and then ask, “On 2 scale of 1
to 5, where 1 is, I would never buy
this product and 5 1s, | would most
definitely buy this product, how
would you rate this product?” If the
answer is 4 or 5, you stop. If the
answer is less than or equal to 3, you
lower the price and ask the question
again. Ask it a few times and see if
people increase their rating (in which
case, by reducing the price, your
product becomes more attractive) or
not (in which ease you have a
product/innovation issue and adjust-
ing the price may not help).

Start with a finite set of features (10,
for instance). Then create a subset of
these features (say, six features) and
ask customers to identify the feature
they value most and the feature they
value least. Then show them another
subset from the same feature set and
repeat the question. Repeat this
process a few times (typically 5-7

sets) until you exhaust your

combinations. This technique is also
called MaxDiff.

When to use

This is the casiest way to sce if there is
WP for your product innovation.
This method is powerful in the early
stages of innovation. Asking enough
people about their willingness to pay,
helps form a range of what the market
is generally willing to pay. Moreover, it
will quickly show you if you are
completely off track (especially when
the market’s willingness to pay is much
less than what you expected). Bonus:
You could also run a large-scale survey
with this question and plot a graph
similar to the one shown in Figure 4.1
earlier in this chapter. See if you have
any psychological drop-off points,

This is the casiest way to see if some-
one would actually purchase your
product if it were available. Typically,
trom our benchmarks, if someone says
5, the probability of them buying it is
about 50 percent. If they say 4, the
probability drops to 10 to 20 percent.
While this varies by industry, you can
make this a rule of thumb. If you ask
this question in a larger group, you can
quickly gauge the number of units you
might actually sell. This would give you
a reasonable indication of your market
potential before building the product.

This method is the quickest way to
determine the relative prioritics of
features and identify the leader (most
valued), fillers, and killers (least valued).
More on leaders, fillers, and killers in
Chapter 6. This method forces people
to make trade-offs and indicate which
features they do and do not value. The
logic behind this method is that when
given a set of features, people can
casily identify the extremes (most and
least). But people struggle to identify
the in-betweens. Thus, by changing the
subset and asking the most—least
questions repeatedly, you force people
to make the appropriate trade-offs.
This helps to identify the relative
priorities of a set of features.

Figure 4.3 Top Five Methods for Having the Willingness-to-Pay
Conversation (from Easiest to Most Advanced)



Method

4. Build-your-
own
questions

5.Purchase
simulations

Description

Before using this method, you need a
rough idea of your customers” WP
and how much they value cach
feature {from using the previous
three methods). Next, give customers
vour list of features and ask them to
build their “ideal product” by
selecting features they value most.
The trade-off is that when they add
more features, the total price should
also increase. You try to see where
they stop (based on their price and
value expectations).

This is the most advanced method in
the list. (Tt is sometimes called
conjoint analysis.) You provide
customers with a product that has a
specific feature set and price, then ask
it they would buy it. Next you change
the feature set and price and ask the
question again, Typically, you show
5-8 such combinations and see how
people react. This method 1s the
closest to a real sales sitnation. Once
you vary features and price
systematically, you can estimate the
value of the features and the WI'P
for each one.

Figure 4.3 (Continued)

When to use

Use this method to identify what the
ideal packages could look like for each
customer (regarding feature and price
combination).

Bonus: You can also test for segments
and bundles/ packages. Particularly, if
you have significant clusters of
customers with varying degrees of
features in their ideal product, you
should avoid a one-size-fits-all
appr()ﬂch ﬂnd Sl’-grneﬂr !'l’)l.ll' customer
base. At the least, since you know how
many features were added to build an
ideal product, you can use this
information to avoid a feature shock.

This method is useful if the willingness
to pay estimate for a product and its
features needs to be more precise. A
prerequisite to using this method:
Identify a good set of features and
have a good approximate
understanding of the WTP. (Try a few
of the other methods above before this
one.) Based on the output, you can
build a marker-based model to estimate
the purchase probability of any
combination of features and price for
your product. This method is very
useful for performing advanced
scenario modeling.



Needs/ All

Features customers Segments
"Want the "Want it now" "Want product "Want price
best" (30%;)*  (40%) only" (10%)  only" (20%)

Pie - e w s qb
sicepopors BN WS NS W
On-time delivery - - _ - ”-
e - _ — - _ L
oy g EE W EE W

Speed of delivery 7 | _ “ B

Tech support ﬂ ” ; - 10 i .I

£ Tre
Segmentaise (valus) Importance of needs/features in %

Figure 5.1 A Paper Company’s New Segmentation



Segmentation should break the market down

into a few different groups on which

you can act differently

Your product team

Innovate, product
Yoursales force z

roadmap, price,

Your marketing and ;
pricmg depaﬂmenm negotiate, mﬂkﬁ!,
Your company message, bundle, etc.

Figure 5.2 The Golden Rule of Segmentation

There is no point
in segmenting and
then acting the same
with the entire market



Product Core Product Plus  Logistics Plus  Best

Value/ Cote Core Product Plus
features o o o
= Standard paper * Advanced * Next day Logistics Plus
quality and paper quality delivery of
dimensions  « Customized products on
= Basic phone paper stock
supportt for dimensions = <7 days
trouble = Access to lab delivery for all
shooting and b others products
= 7-10 day engineers for = Delivery
delivery time further puarantee

customization (freight will be
» Dedicated team ~ paidiflate)
for trouble = Prority delivery

shooting in case of
‘capacity issues
Price
(index) 100 115 115 125
Addressing "Want "Want "Want "Want
LGP L T price only” | product only" it now" the best"

Figure 6.1 A Segment-Based Product Offering in a Business-to-Business
Market



Features

Manual transactions

SB scanner transactions

Deposits and
withdrawals at counter

Deposits and
withdrawals at ATM

Online transfers

Other paperless
transactions

Mobile TANs
Debit card

Monthly fee

Comfort
free
free
free
free
free

free

o
&

€8.90

Direct
€1.99
€1.99
€1.99

free
free

free

V)
V)

€2.90

Current Account Offers

Classic

€0.79

€0.49

| 5 free, then €0.49

free
€0.09

€0.49

&
&

€2.90

Figure 6.2 A Retail Bank’s Product Configuration Decision



Segment
Segment Size
A 100
B 100
C 100
D 100

I

Figure 6.3 Pricing of the Pizza and Breadsticks

wWTP
for Pizza

$9

58

$4.50

$2.50

WTP
for Breadsticks

$1.50

35

$8.50

$9



Segment Segment WTP for Revenue

Size | piya  Breadstick Bundle |Pizzaat$8 Bundle  Mixed
(BS) BS ar$8.50 ar$1050 Bundling
A 00 | $150  $10.50 | $800  $1050  $900
B 100 | $8 $5 $13 $800  $1,050  $1,300
c 100 | $450 $850  §13 $850  $1,050  $1,300
D 100 | $250 $9  $11.50 | $850  $1,050  $900

Total Revenue | $3,300  $4,200  $4,400

Figure 6.4 Bundling of Pizza and Breadsticks



% of respondents with == % of respondents with
high value for the feature no value for the feature

Leader Filler Killer
100% 1 91% - 100%
82% 82%
80% - 80%
60% [ 60%
40% 1 - 40%
20% L 209,
0% - - 0%

Features

Figure 6.5 How Customers Viewed a Product’s Features as Leaders/
Fillers/Killers



4%

Price/Transaction (%)

<100 =500 <1500 1500+

Transactions per month (in thousands)

Figure 7.1 Tier-Based Pricing



% Share of transactions

Figure 7.2

Price /Transaction (%)

4% 3.5% 3% 2.5%
3.5% 3% 2.5% 2%
3% 25% 2% 1.5%

2%

1.5%

Transactions per month in thousands

Tier-Based Pricing in a Matrix Model




Relative importance

35% -+
30% -
25% -
20% -
15% -
10% -
5% -
0% + . - T
Profits Market  Volume Product Volume Revenues Cost
shatre mix growth reduction
—k— CEO —0— CMO e Salcs Director
—&— CFO —— Procurement -=-@--- KAM
== = Product Mgmt — O~ = Pricing = =+ = Marketing

Figure 8.2 The Tall Challenge of Aligning Executive Goals



0 We will adopt a profit maximization strategy.
o We will price on a subscription basis.
o We will differentiate pricing by industry vertical and region.

o We will never discount beyond 50 percent; we will never price below $25
pet month.

° We will end our prices in x.99.

We will increase prices over time using annual escalators, and the size of
yvearly adjustments should be around 3 percent above inflation rate.

Figure 8.3 Examples of Price-Setting Principles



o We will offer promotions only to new customers. The duration of
promotional pricing will not exceed one month and will never be
=25 percent.

e We will add value to preserve the price (e.g. premium features, services) as
long as the price cut from the competition is less than 20 percent. We will
only start price reactions if the price difference gets to be more than 20
percent to the next best competitor in the market.

Figure 8.4 Examples of Principles for Promotion and Competitive
Reactions



Price scenario

Figure 8.5 Price Scenarios for a New Product Launch



0.5

06 +-—-

0.4

02 +

Volume (mill. units) Profit (mill. €)

Demand
curve

Price . Asales yolume 7
elasticity A price
- A
> A
70 80 90 100 110 120 130
Price (€)

Figure 8.6 Another Look at the Price Elasticity Curve



Product examples

Price promotions

Real commodities

Airlines
Automotive (standard brands)
Tires

Consumer goods
Luxury cars
Computer/ software services

Differenitiated industrial products
Mobile telephony (air time)
OTC drugs

Mail / postage
Innovative pharmaceuticals
Bank deposits

Spare parts

Figure 8.7 Price Elasticities for a Basket of Goods

Elasticity range

<=5
-5 10 -50

-1tw-5
25t -5
—1.5t0—4

0.5t -2
-0.5t0-1
0510-1.5

-0.2t0 0.9
0.2 to-0.7
0.1 to-0.5

0w-0.8

Very high
(=-3)

High
(-2.5t0-5)

Medium
(=1.510-2.5)

Low
(-0.51w0-1.5)

Very low
(0 1o -0.5)




Manual picking
Utilization
Inventory reduction

Shipping etrors

Eliminate paper
documents

Manual shipping

Customer inputs to
ROI model

4,200 houts pet month
25%
5%
400
40%

3,000 hours per month

Impact/ROI based
on customer inputs

$5m

per year

Sales people used an
Excel-based model with
customets to quantify
value created and to
communicate value

Figure 10.1 Conceptual Example of a Value-Selling Spreadsheet



COMPARE PLANS

Photo Websit Basic Portfalio Business

Portfalio Business

Power Pertfalio Business

Organization Powe Pertfolio

ar phistos e

Power Portfalio Business

Prints and Gifts Power Portfolia Business

Figure 10.2 SmugMug’s Pricing Plans before the Change (1004 Features
for Consumers to Sort Out)

Source: Smugmug.com




FORTFOLID BUSINESS

Silie 525,

imizal
+ Robust personalization F I per
4+ Sall photos anline 3 pins anline

+Markating and promo tools

Figure 10.3 SmugMug’s Revamped Plans with Clear Benefit Statements

Source: Smugmug.com




=
%" COMPETITIVE COMPETITIVE
DISADVANTAGE ADVANTAGE
Prepare for i
top 5 counter- ‘ ° L o ’
ar. Quality @

guments
o
g .
g @ Expedite @ Standard
3 reliability turnaround
2
B CONSISTENCY OVER-
g PEREORMING
2
E‘ Personal g @ Brand/ @ Accessto
= relation- reputation  festing team

ships
= Proximity of lab
= @
Much worse Your Pel:fOIIIlalll_:t:_ Much better

Relative to Competition

Figure 10.4 Matrix of Competitive Advantages (MOCA)

= Focus on areas
of maximum
leverage

= Articulate the
value you
deliver



Find the plan that's right for you.

There's a Creative Cloud plan to fit every individual and organization,

Individuals Photographers Students and teachers Small and medium business
Tet the antire collection of Includes Phatoshop GG plus Sava B0% on tha enfire collection Gt the entire collection of craative
eraalive apps and moe - for just Lightraam far desktop, mabile of Craative Cloud apps. Just apps and business serices —
$48.89/mo. and web for US$9.99/ma. $12.99/mo. Including easy setup ard licensa

management — for just $59.99/mo.

Chooee a plan | Buy now > Learm mare | Buy = Leam mara | Buy now >

Laarn more | Buy now >

Enterprise Schools and universities Governments
Customazed provisioning and Flexitle licansing and deskiop Industry-standard technalogy.
deploymeant, plus enterprise-level deployment starting at Ertarprise suppart Secure
LSS 14 B8/ma. deploymants.

Leam more >
Leam mare | Buy now > Lgarn more >

Figure 10.5 Adobe Creative Cloud’s Messaging for Each Customer Segment

Source: www.adobe.com/creativecloud.html



100% 2
IR
S(‘D/u -4

T0% -

% of new subscribers

60% -

50%

40% -

3% -

20% 4

10%

0%

Advanced (2%) 5299
(14%6 199

O

o

ARPU
(average revenue per user)
from new subscribers

[

$96 +36% o

MRR
(monthly recurring revenue)
from new subscribers

$225K +29% o

Figure 11.1 Redesigning an Internet Marketplace’s Product Lineup



% of respondents who would accept the price
100% -

90% |

~]

<

=
.

wn

2

=
L

40%

30%

20%

10%

0% T T T T T T T T T T T T T v ]
$0  $10 $20 $30 $40 $50 $60 $70  $80 §90 F100 $110 §120 $130 F140 §150

Package price per month

Figure 11.2 The Price Thresholds of an Online Subscription Firm



"When competing

- o "I soks like onr "Our business is ;
rbeof\r; ;; er!ﬁ ;‘.};ﬁ conpetitors focus on a under threat! aﬁ:} m;:jz’ Fou
7 ;i: m_w e ; "They are  campaign in the NL. — Competition starts a i dem:g 5
i “me;r. comEng With 70 pervent prive war with our pricing I until
L efamajﬁ ;fr j after us!" kel share, our customers. We need '{:: 1’:; II;:;[ :
gl mref " business is alvays pricing support fo ‘:;} b : o g‘?
: wnder threat." retain our cistomers.”" el ;
2et somme business!”
9/14 6pm | 9/14 9pm || 9/15 7am J 9/15 1pm J§ 9/15 2pm
Sales  Area Sales  Head of Global
Manager Manager Sales Sales CEO
NL NL Europe Director
- @ Timing: Less than 24 hours
Price move of Global pricing
local competitor policy suspended

Figure 12.1 How a European Firm’s Pricing Strategy Fell Apart in
One Day



Moneti-

zation
Rule Product Marketing Sales Finance Team
1. Have the willingness-
to-pay-talk early. R C C 1 &
2. Define segments
based on needs, value, R R C I A
and WP,
3. Ensure bundling and
packaging are not R c 5 1 A
afterthoughts.
4. Choose your pricing
and revenue model R & G R A
wisely.
o o ;
5. Pick the winning price R c c C A
strategy.
6. Build the business case .
using WIP C C < R A
information.
7. Develop the right C R R I A
value message.
8. E:_nploy‘ bf:h:?vioral C R R I A
pricing principles.
9. Maintain your price I c R R A

integrity.

Figure 14.1 Roles and Responsibilities for the Nine Rules of Monetizing
Innovation. R: Responsible; A: Accountable; C: Consulted; I: Informed



