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Introduction

This introduction chapter provides the background, motivation, research questions, ob-
jectives and structure for this thesis.

1.1 Background

Firms face a constant pressure to maintain their competitiveness. Some contemporary
means to achieve these goals include launching of innovative services, and new digital
solutions supported by innovative pricing mehanisms. Servitization (Kohtamäki et al.,
2012) and digitalization (Yoo et al., 2012) induce innovation and changes in the roles
and responsibilities between firms, and hence act as enablers for advanced pricing strat-
egies.

Innovative services, or servitization, can be regarded as the evolution from a purely ma-
terial product to a more comprehensive offering combining material component and an
immaterial service component (Morelli, 2003). In servitization, corporations are increas-
ingly adding value to their core offerings through services (Oliva and Kallenberg, 2002)
As a result, service offerings have gradually become essential for many established
manufacturers’ competitive advantage (Huikkola et al., 2020). For example, Rolls-
Royce nowadays earns more from providing services like maintenance and repair than
selling aircraft engines (Lee, Yoo and Kim, 2016).

In turn, digitalization can be seen as the integration of the analogue and digital worlds
with new technologies (Eling and Lehmann, 2018), or as the convergence of the physi-
cal and digital worlds (Hakanen, 2018).  More broadly, it is a manifold sociotechnical
phenomenon of adopting digital technologies in broad organizational context (Legner et
al., 2017). Major enablers of digitalization are the general advancements of digital tech-
nologies and the digitization of information (Hakanen, 2018). To differentiate between
the concepts digitization and digitalization, digitizing refers to converting analog signals
into a digital form, while digitalization refers to applying digitizing to broader social
and institutional contexts (Tilson, Lyytinen and Sørensen, 2010). Digitization drives
digitalization by expanding the variety of digital information (Hakanen, 2018), while
digitalization has opened up completely new opportunities for servitization. In result,
various digital services have begun to have a profound impact on commerce (Hinterhu-
ber, 2004) and advancing innovation related to value creation, including pricing.

Together, servitization and digitalization provide a fertile ground for new, innovative
pricing mechanisms. Servitization entails closer collaborative setting between the sup-
plier and provider, often leading to arrangements of joint value creation. In turn, more
granular and timely data provided by digitalization enables more exact quantification of
the created value. As a result, the two phenomena have enabled complex pricing mecha-
nisms that are based on the amount of jointly-created value. Also known as value-based
pricing (Hinterhuber, 2004), the sharing of jointly-created additional value can be re-
garded as an ideal solution to support the new service-based offerings.
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Value-based pricing is an excellent pricing strategy for sustained profitability (Hinterhu-
ber, 2008). However, value-based pricing is heavily dependent on value quantification,
as it can be utilized to justify price increases, and in the development of new products
(Hinterhuber, 2004). This is especially true concerning new innovative services, as they
often involve change in the roles and responsibilities of the firms, which can signifi-
cantly affect profitability, both positively and negatively, and thus require convincing
proof of business value. The servitization transition to selling fuller offering bundles has
led to firms to re-examine their identities (Vaara and Tienari, 2011), and reassess their
core competences – what should be manufactured inhouse and what should be out-
sourced (Salonen and Jaakkola, 2015). This reorganization has begun to influence how
firms divide roles and responsibilities between themselves (Huikkola et al., 2020).

This research focuses on a context where firms are developing their capabilities to im-
plement value-based pricing. The firms are facing many obstacles and, often, are lack-
ing the capabilities for successful implementation. In many cases, the firms don’t know
the right direction for the change, what capabilities are needed, or how the change can
be implemented in practice. Thus, the research will analyze the mechanisms of value-
based pricing from the perspective of dynamic capabilities (Eisenhardt and Martin,
2000; Helfat et al., 2007; Teece, 2007), which focuses on explaining how organizations
can make purposeful modifications in their base of resources and capabilities (Helfat et
al., 2007). Because the change is happening in many fields of business, and because of
external pressures, many firms are unclear on what kinds of new service relationships or
value-based contracts will fit the new competitive dynamics.

1.2 Motivation

For me personally, value-based pricing became a subject of interest during my master’s
studies. It seemed to be a simple concept that allows the market economy to incentivize
the innovation of new valuable services that can unlock vast amounts of value from of-
ten traditional and old-fashioned realms of the economy, hence benefiting the customer,
supplier, and society as a whole. The deeper my understanding of the subject developed,
the more my other areas of interest intertwined with the concept of value-based pricing.
Especially digitalization and its implications interest me a great deal as my minor stud-
ies and work experience relate to it. From an academic point-of-view, my interest is di-
vided into two main parts: disparities between value-based pricing theory and reality,
and the importance of pricing in general.

1.2.1 Disparities between theory and reality

Already while setting up the interviews for this thesis, it became apparent how wide-
spread the interest for this subject was throughout the relevant industries. The interview
requests were received with great enthusiasm, and the same enthusiasm was clearly pre-
sent during the interviews themselves. The interviewees were also very interested to
hear about the eventual findings of this thesis.

Value-based pricing is clearly a very timely topic according to the expert interviews
conducted during the writing process. However, although the common narrative that
emerged from the interviews presents value-based pricing as a timely topic, most of the
interviewees were of the opinion that value-based pricing was not novel. They were also
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mostly of the opinion that value-based pricing is a very interesting and a likely useful
concept in the future.

Despite their enthusiasm for the subject, and despite being accustomed to the idea and
believing the role of value-based pricing to be much more prominent in the future, few
companies had actually managed to implement value-based pricing in any meaningful
extent. This disparity between enthusiasm, establishment of the concept, and lack of sig-
nificant practical results made this subject very interesting. The main question we were
left pondering after realizing this disparity was: why did this disparity exist and what
could be done to bridge the gap?

1.2.2 Importance of pricing

According to Walker and Weber (1984), pricing is a powerful yet underutilized tool in
industrial marketing, as even minor price increases can significantly improve operating
profits. The authors also claim, that pricing has a huge impact on profitability, and that
other management levers for increasing profitability are less effective. On average, a 5%
increase of prices increases EBIT by 22%. This is highlighted by the fact that customers
care less about prices than managers tend to believe. Managers are also misguided in
their belief that conflict in business is strongest concerning pricing. Another related mis-
conception is that pricing is a zero-sum game.

In its most simple form, pricing can be seen as a tool for influencing the roles and re-
sponsibilities of connected firms. This question of who should do what is known as the
make-or-buy decision, which according to Walker and Weber (1984),  determines “the
firm's level of vertical integration, since each decision specifies which operations the
firm will engage in and which it will contract out to a supplier.” Value-based pricing
supports make-or-buy decisions by enabling companies to communicate via quantified
pricing models what product or service they can produce at what performance level.
This again enables their clients to make an informed decision about making or buying
said product or service.

As we can see pricing has profound effects on how companies conduct their business,
yet the executions differ greatly. For example, traditional auto makers distribute their
production to countless subcontractors, while Tesla tries to control as much of the pro-
duction process as possible. With such differences in organization, and many tailwinds
of change and an atmosphere of renewal that surrounding the discussion around value-
based pricing, who would not want to be a part of discovering what can be achieved
with the ensuing new ways of working?

1.3 Research objectives and research questions

There has been plenty of esteemed theoretical literature on the subject of value-based
pricing, but empirical knowledge concerning current industry practices is lacking. This
is particularly interesting, because despite the amount of interest for the subject, practi-
cal examples of successful implementation of value-based pricing are still quite rare in
industrial services. To understand why this is the case, and how enterprises could close
this gap between their goals related to value-based pricing, and reality, this thesis
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aspires to shed light on the question: how is value-based pricing conducted in practice
in industrial services, and what challenges hinder its application?

To understand what value-based pricing means in practice for industrial services, it is
necessary to first acquaint one’s self with the relevant literature concerning value-based
pricing. The practices of value-based pricing identified from the interview data can be
seen as the microfoundations of dynamic capabilities, which allow organizations to de-
velop and utilize value-based pricing in practice according to the model by Teece
(2007).

After understanding the literature concerning value-based pricing and the relevant con-
text of dynamic capabilities, this thesis assesses the empirical data gathered through an
extensive interview process which involved 31 interviews from 13 of some of the most
established large industrial companies that provide or use industrial services of some
kind. According to Gioia (2013), the research questions that guide the research process
should be well-specified, yet rather general. With this principle as a guideline the fol-
lowing research questions were formulated:

Research question 1: What challenges has the organization faced with value-based
pricing?

In order to find out what is creating the gap between theory and reality, and aspirations
and practice, it is necessary to understand the issues and challenges standing in the way.
Said challenges can then be used to identify the barriers within which value-based pric-
ing is possible and beneficial, and possible solutions to bridge the gap between aspira-
tions and practice.

Research question 2: What solutions have been invented to counter the said chal-
lenges?

Identifying solutions that can be generalized for wider use in specific contexts’ is of up-
most importance for this study. It is clear that much of the enthusiasm towards my the-
sis was the direct result of managers being eager to learn about solutions invented by
other actors. An important aspect of identifying possible solutions, is the identification
of organizational changes and transitions in the ways of working. It is very important to
understand how organizations had to change in order to implement value-based pricing.

Research question 3: How are the contracts containing value-based pricing struc-
tured?

At the end of the day, contracts are the tool by which all interactions within the free
marketplace are governed. Hence, we thought it would be important to understand how
value-based pricing is in practice implemented legally. Value-based pricing adds legal
complexity and getting it wrong could ruin all other efforts, no matter how masterfully
implemented.

In addition to the main research questions, we were interested from the beginning by the
maturity differences that would exist between the organizations concerning value-based
pricing. Understanding the maturity differences would provide the ability to assess the
competitive fitness of companies, and also identify distinct areas of improvement that
could unlock value-based pricing for the company.
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1.4 Research scope

The scope of this thesis is guided by the research questions but limited by the context
and requirements of a master’s thesis. This study is exploratory in nature and attempts
to create an understanding of industry practices concerning value-based pricing in in-
dustrial companies. The definition of value-based pricing in the context of this thesis is
quite liberal. As long as the price has had a component that depends on received cus-
tomer value, instead of supplier cost, we have accepted such instances as examples of
value-based pricing.

The interviews where selected in accordance to the limitations of a master’s degree. The
empirical evidence, or interview data, came from two sources: contacts known by Aalto
staff, and contacts of Deloitte, a company our research team collaborated with. Thus,
the sampling is not perfect from the perspective of generalizing findings, as there is bias
in the selection of informants both on the organization and interviewee level.

This thesis does not attempt to create a completely accurate roadmap for implementing
value-based pricing in industrial services. As the issue has been on the table for often
years, but well established and resources industrial companies have not in general man-
aged to solve it, it would be quite unrealistic to expect to solve it in the context of a sin-
gle master’s thesis. Instead, this thesis creates a roadmap of actions required to be com-
pleted as a part of the process of creating a customer relationship involving value-based
pricing. The practices, issues and other microfoundations are then divided into these
roadmap stages and examined as a part of that structure. Naturally many best practices
were identified that are directly useful for managerial purposes, but many observations
were simply issues that have to be fixed in the future. These unresolved issues contrib-
uted to recommendations for future research.

Originally, the idea was that thesis would focus on the services provided for machinery
and equipment exclusively, while excluding, e.g., capital projects and spare parts busi-
nesses. However, examples of spare parts and large capital projects in the interview data
contained valuable information and such an exclusion did not emerge as relevant or use-
ful.

1.5 Research context

Competition within industrial markets is becoming more intense as industrial procure-
ment is becoming more professional and utilizes outsourcing more frequently. Also,
technological advances are fundamentally changing markets. Almost all companies are
confronted by the necessity of responding to merciless commoditization, and price pres-
sure. Under such circumstances services have become vital for the value creating pro-
cess in the industrial markets as well. Profiting from value creation often requires pric-
ing mechanisms that are based on the value created. Integrated product-service offerings
are easier to defend against competition with a lower cost-base and, thus, can be consid-
ered as a way to maintain competitiveness even in global competition (Baines et al.,
2009; Lee, Yoo and Kim, 2016).
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The two relevant contexts for this thesis are firstly, the theory of value-based pricing
(Hinterhuber, 2004), and secondly the microfoundations of dynamic capabilities (Teece,
2007). As a result of the empirical research, a roadmap for implementing value-based
pricing in industrial services emerged. These roadmap steps, consisting of many sepa-
rate microfoundations, fit the framework of dynamic capabilities by Teece (2007) quite
well. Thus, a theoretical hierarchy emerged, where the theoretical framework by Teece
(2007) contained the steps of the emerged roadmap, which in turn contained all the
identified microfoundations.

1.6 Structure of this thesis

This thesis is divided into five main chapters. The first, Introduction, describes the
background, motivation and research objectives and questions, research scope and con-
text of this thesis. The second chapter, Literary Review, presents relevant academic lit-
erature that helps understand the subject. The definition of value is presented in order to
provide the background for value-based pricing itself. Value-based pricing is also pre-
sented in the specific context of industrial services. In order to explain the theoretical
contribution of the thesis, literature related to dynamic capabilities and their microfoun-
dations are presented. The third chapter, Methodology, goes through the research ap-
proach, data collection, data analysis, and evaluation of the research design. The meth-
odological choice of abductive quantitative research is explained, and special focus is
attributed to the interview process. Data analysis which was performed according to the
Gioia methodology is explained in further detail (Gioia et al., 2013). The fourth chapter,
Findings, presents the overall roadmap framework that emerged during the research pro-
cess, and encompasses all of the findings. It then proceeds to present the findings within
every roadmap stage as a separate subchapter. The fifth chapter, Discussion, discusses
the findings and their theoretical and managerial implications. The findings are pre-
sented in the theoretical context provided by Teece (2007), and the ensuing issues and
discoveries are presented as well. Lastly, the limitations the study and possibilities for
future research of are discussed
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2 Literary Review

This chapter presents previous literature relevant to the research areas of this thesis. In
order to discuss value-based pricing one must naturally define value, which is the focus
of the first subchapter. It is followed by the second subchapter which provides the con-
text for value-based pricing in an industrial. In the third subchapter, the concept of dy-
namic capabilities, is presented along with Teece’s (2007) dynamic capabilities frame-
work to which the findings are tied to in the discussion chapter. The last two subchap-
ters describe the theoretical gap in the existing literature and the theoretical synthesis of
this thesis.

2.1 What is customer-perceived value?

Customer-perceived value can be seen as the difference between the customer’s willing-
ness to pay and the opportunity cost of the transaction (Lindgreen and Wynstra, 2005),
or as the difference between the price paid and the perceived net benefits of the transac-
tion, as seen in Figure 1 (Brandenburger and Stuart, 1996). Ulaga and Eggert (2005)
have defined customer value in business relationships as the “trade-off between product,
service, know-how, time-to-market and social benefits, as well as price and process
costs in a supplier relationship, as perceived by key decision-makers in the customer ’s
organization, and taking into consideration the available alternative supplier relation-
ships.”

Figure 1. Price in relation with customer-perceived value and supplier cost, based on Töytäri et al,
2015.

In other words, customer-perceived value is the difference between the perceived bene-
fits and perceived sacrifices the customer enjoys or endures (Töytäri, Rajala and
Alejandro, 2015). The benefits and sacrifices are both multidimensional concepts
(Zeithaml, 1988; Ulaga and Eggert, 2005; Ritter and Walter, 2012; Töytäri, Rajala and
Alejandro, 2015). This multidimensional nature of the benefits and sacrifices that form
value is portrayed in Table 1.
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Table 1. The multidimensional nature of value

Another factor that defines value is its many attributes. It is context-specific, subjective,
its perception is dynamic, and it is also multi-faceted (Töytäri, Rajala and Alejandro,
2015). Value has a subjective element to it, and it is exposed itself through judgements
made by individuals (Ramirez, 1999). Essentially the customer needs to find the value
useful, and ultimately value is determined and perceived by the customer based in its
value in use (Vargo and Lusch, 2004). There is a contextual nature to value as well, and
the congruity of value differs from one context to another, as actual value is ultimately
determined in the context of customer use (Kowalkowski, 2011). There is also a dy-
namic aspect to how customers perceive value over time, and there is a variety of ways
how customers' desired value can change (Flint, Woodruff and Gardial, 2002). Lastly,
value is multi-faceted (Zeithaml, 1988; Ulaga and Eggert, 2005; Ritter and Walter,
2012; Töytäri, Rajala and Alejandro, 2015), as seen in table 1.

For example, Töytäri et al. (2015), proposes a taxonomy where ´customer value can be
defined as a four-dimensional construct. The operational dimension of value is related
the company’s operational performance and impacts processes within and outside its or-
ganizational boundaries, including customers and partners. Operational value can be
measured from lower operational costs or better outputs. The strategic dimension is re-
lated to the change and survival of the organization. It entails the leveraging of existing
capabilities and the development of new capabilities. The social dimension relates to
the firm’s participation in supplier relationships that might affect its status, e.g., by in-
clusion in a high-image network or prestigious community. Management of a business
network can create opportunity costs and reputational risks. Symbolic value manifests
itself as internal motivation and job satisfaction, and can lead to better productivity, re-
tention, and general workforce performance. Symbolic value is partly social in nature,
but it also has an emotionally charged contingency aspect.
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2.2 Service based value-creation and pricing

After defining the foundational concept of customer-perceived value, it is important to
understand how we use value in the context of this thesis, and how we conceptualize the
changes in the roles and responsibilities between companies that enable value-based
pricing. The concept we use is servitization, which will be examined in the first sub-
chapter. The second subchapter examines the dynamics of value creation and capture,
while the third presents different pricing strategies, and the final subchapter focuses on
value-based pricing itself.

2.2.1 Servitization

Servitization (Vandermerwe and Rada, 1988; Kohtamäki et al., 2012), can be regarded
as the evolution from a purely material product to a more comprehensive offering com-
bining material component and an immaterial service component (Morelli, 2003). In
servitization, corporations are increasingly adding value to their core offerings through
services (Oliva and Kallenberg, 2002) As a result, service offerings have gradually be-
come essential for many established manufacturers’ competitive advantage (Huikkola et
al., 2020).

Servitization sharpens the core competences of an organization by managers assessing
their customers’ needs holistically, and as a result moving away from an outdated focus
on goods or services to integrated offerings with services in the lead role (Vandermerwe
and Rada, 1988). Many companies have been producing services for decades but in a
limited fashion. Now many of these companies understand that the service business of-
ten accounts for a significant part of revenue and profits (Lippman and Rumelt, 2003).
This renewal and the ensuing profitability have made companies increasingly willing to
develop and provide new and novel customer value adding services.

Lippman and Rumelt (2003) define a firm as a legal shell that owns the property rights
to a certain resource set. According to the authors, these resources then act as an entity
in bargaining with outside actors. The set of resources can naturally be developed by en-
trepreneurial creation, but also by combining this resource with others. If resource com-
bination leads to supermodularity, a situation where the marginal benefit of a resource is
positively impacted by another resource (Visnjic, Wiengarten and Neely, 2016), it can
prove to be a great source of value for the organization. Corporate reality reveals that
immense effort is devoted to combining resources, e.g., through mergers, acquisition
and joint ventures.

According to Lippman and Rumelt (2003), it is almost always possible to create addi-
tional value by transferring capabilities between companies with servitization. This is
the case always when there is at least some potential in combining the capabilities of
two or more firms. The opportunities for that are so plentiful and incalculable that natu-
rally such opportunities always exist. In order to frame this issue, Lippman and Rumelt
(2003) devised the concept of strategic equilibrium, which defines a state where all
value creating resource transfers have already been executed. This concept of equilib-
rium does not focus on prices, but on the maximization of value created through the co-
ordination of complex, interspecific and unpriced resources. This strategic equilibrium
is naturally always absent, and it is always possible to create value with resource reor-
ganization, as even the amount of possible combinations is non-computable in practice.
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As the strategic equilibrium is never fully achieved and new resource combinations can
provide new value for all parties involved, servitization has become one of the most
prominent ways companies reorganize their resources between each other. In other
words, it is one of the ways in which resources are allocated to the functions and organi-
zations where they create the most value, and thus the roles and responsibilities between
firms are allocated in a more optimal fashion.

2.2.2 Dynamics of value creation and capture

Servitization is a great tool for reorganizing the roles and responsibilities of firms, but
even if it results in the creation of additional value, it only makes sense to participate if
you can capture a portion of the value created (Hinterhuber, 2008). A positive impact
through added value is a necessary but not sufficient condition for value capture (Bow-
man and Ambrosini, 2000). Sometimes the organization that creates value may not be
able to capture a part of said value (Lepak, Smith and Taylor, 2007). This phenomenon
is called value slippage and can be characterized as the value creating party not being
able to retain all of the new added value it creates. Slippage destroys incentive for value
creation in the long term, and hence it is vital to understand how the value-capturing
process works. Two key concepts determine which party captures created value: compe-
tition and isolating mechanisms (Lepak, Smith and Taylor, 2007).

According to Lepak, Smith and Taylor (2007), both the use value and exchange values
of a focal product or service depend on their novelty and appropriateness. The creation
of novel and appropriate products and services often leads to high demand and limited
supply, which then leads to higher prices and the interest of competitors. The ensuing
competition creates attempts to replicate the newly created value in order to participate
in the profits, and eventually leads to increases in supply, declines in price, and an even-
tual equilibrium state where supply equals demand again. At this point, the added value
has to be shared with competitors. Isolating mechanisms, that protect from competition,
can be any barriers, e.g., knowledge, physical, or legal, that prevent the replication of
value creation by a competitor. In other words, they enable the capture of the majority
of value by the source of the value, because they raise the bargaining power of the value
creator.

2.2.3 Pricing strategies

Ultimately, capturing value happens through pricing, and thus understanding different
pricing strategies is important for proper value capture. Value-based pricing has often
been considered the most advantageous strategy (Hinterhuber, 2008), but it is also use-
ful to understand the other approaches. According to Hinterhuber (2008) there is a gen-
eral consensus among researchers that there are three categories of pricing strategies:
cost-based pricing, competition-based pricing, and customer value-based pricing.

According to Ingenbleek et al. (2003), cost-based pricing helps suppliers to understand
the lower boundary of the price range. They suggest it is a best practice when competi-
tive intensity is high but a ineffective practice when competitive intensity is low.
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Competition-based pricing on the other hand helps the company to understand the up-
per boundary of the price range. However, this is only the case when the relative prod-
uct advantage the company enjoys is low. If relative product advantage is higher, com-
petition-based pricing should be considered a ineffective practice.

Similar to competition-based pricing, value-based pricing provides a better picture of
price ceilings, which is especially true when relative product advantage is high, when
products are difficult to compare with alternative offerings. However, if competitive in-
tensifies, the relative advantage erodes faster. Thus, the positive impact of value-based
pricing decreases if a product or service is launched in competitive market.

The advantages of value-based pricing are plentiful (Hinterhuber, 2008). To mention
some, value-based pricing strategies have a positive effect on new product performance,
and that there are no situations where value-based pricing could be considered a ineffec-
tive practice. The net effect is always positive or neutral, even in a situation of extreme
competition. Also, the utilization of customer value information in pricing can produce
a superior understanding of how purchasers make the trade-off between price and value.
At the same time, the use of customer value information can create knowledge concern-
ing the maximum price the customers are willing to pay and hence yield opportunities
for increasing profit margins.

2.2.4 Value-based pricing

Value-based pricing has a long history. Marketing researchers realized the inherent
problems with cost-based pricing already in the 1950’s (Hinterhuber, 2004). In 2004,
Hinterhuber noted a “surge of interest” towards the subject. He also mentioned the fact
that little academic investigation had been conducted concerning value-based pricing at
the time. Since then, great improvements have been made. However, currently we are
left in a situation where theoretical literature has evolved substantially but we still lack
practical understanding of how industry standards have developed, and what is their fu-
ture trajectory. This thesis aims to plug a part of this knowledge gap.

The possible range for pricing is between the perceived value of the product or service
and the supplier cost needed to create them (Brandenburger and Stuart, 1996), as shown
in Figure 1. The amount of added value imposes an upper limit on how much value can
be captured by a particular actor (Brandenburger and Stuart, 1996). The customer's will-
ingness to pay is limited by the perceived net benefits, where all costs ensuing from ob-
taining the benefits are taken into account, except the purchase price (Anderson and
Wynstra, 2010) The price then determines how the value is divided among the parties
(Hinterhuber, 2018).

Hinterhuber (2008) defines that value-based pricing uses “the value a product or service
delivers to a predefined segment of customers as the main factor for setting prices”.
Customer-perceived value is an inexact pricing reference, and the nature of value, which
is context-specific and dynamic, leads to varying valuations in different situations and
times (Töytäri, Rajala and Alejandro, 2015). The customer's perception of value is sub-
jective, differing and difficult to predict and hence, value-based pricing can be difficult
to implement.
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One could argue that value-based pricing, similarly as with servitization, is primarily
driven by the utility of letting the most competent actor take care of their circle of com-
petence in the value chain. This would mean that value-based pricing is a method for
optimizing firm boundaries, which is a central phenomenon (Poppo and Zenger, 1998)
and one that is important to get right (Töytäri, Rajala and Alejandro, 2015).

Because of the advantages value-based business relationships yield, they are becoming
more common place. This requires active collaboration with the customer, but there are
many barriers to applying value-based pricing. Industrial sellers thus try to influence the
value perception of their customers, and increase their own bargaining power, thus tri-
umphing over barriers preventing value-based selling (Hinterhuber, 2008).

Despite the promise there are barriers preventing successful implementation of value-
based pricing. Some obstacles for implementing value-based pricing are difficulties
with making value assessments, communicating value, market segmentation, sales force
management, and senior management support (Töytäri, Rajala and Alejandro, 2015). In-
stitutional barriers that increase the difficulty of implementing value-based pricing can
also be divided into three categories (Töytäri, Rajala and Alejandro, 2015). The first
barrier is the need to understand and influence the customer's desired value. The second
barrier is the issue of quantifying and communicating value in order to influence cus-
tomer-perceived value. The third barrier is the challenges associated with value capture.
In what follows, I build on the dynamic capabilities perspective as the theoretical foun-
dation of this study.

2.3 Dynamic Capabilities

2.3.1 Conceptual background of dynamic capabilities

In order to understand what dynamic capabilities are, it is useful to examine them as a
part of the overall portfolio of capabilities of a company. The portfolio can be under-
stood as working on two levels (Teece, 2018). There is the base level that contains ordi-
nary capabilities, like operational capabilities, routine activities, administration, and ru-
dimentary governance that enable companies to implement their production program, or
other set of activities, in a sufficiently efficient manner. In addition to these ordinary ca-
pabilities, there is another level of dynamic capabilities.

In short, capabilities of a company can be split into two categories: operational capabili-
ties and dynamic capabilities (Cepeda and Vera, 2007). The former is used to earn a liv-
ing while the latter is applied to change operational routines. The dynamic capabilities
perspective (Teece, Pisano and Shuen, 1997) can be viewed as an extension of the re-
source-based view of a company (Helfat and Peteraf, 2003). The resource-based view
focuses on the company’s existing resource base, while the dynamic capabilities per-
spective emphasizes the modifications of said resources (Schilke, Hu and Helfat, 2018).

Dynamic capabilities have gained the attention of researchers because they can offer a
way to achieve competitive advantage under changing conditions (Helfat and Peteraf,
2009). During the last two decades, the interest of management scholars towards dy-
namic capabilities has been steadily increasing, and simultaneously dynamic capabili-
ties research has been institutionalized as an independent field of its own (Schilke, Hu
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and Helfat, 2018). The dynamic capabilities perspective has in fact become one of the
most influential theoretical lenses in modern management scholarship.

Dynamic capabilities provide systematic means for strategic change (Schilke, Hu and
Helfat, 2018). Dynamic capabilities also allow for the repeated and reliable execution of
strategy altering activities, distinct from ad hoc problem solving (Helfat and Winter,
2011). The ability to perform such repeated and reliable actions is understood to stem
from organizational routines (Winter, 2003). Dynamic capabilities are context and or-
ganization specific, so they must be built over time (Helfat and Martin, 2015). The de-
velopment of such specific capabilities incurs serious sunk costs as they are hard to ex-
change between organizations (Winter, 2003).

2.3.2 Dynamic capabilities

The operations of a company benefit from good dynamic capabilities (Cepeda and Vera,
2007). Dynamic capabilities can be seen as the subset of capabilities possessed by an or-
ganization, which can modify the company’s resource base (Teece, 2007). Unlike other
capabilities, they can provide a systematic mean for strategic change. Having strong dy-
namic capabilities is highly beneficial for a company, as companies that possess them
are intensely entrepreneurial, able to adaptable to business ecosystems, and able to
shape ecosystems through innovation and collaboration with other entities (Teece,
2007).

Dynamic capabilities enable firms to create, deploy, and protect the intangible assets
that support competitive long-term business performance (Teece, 2007). Dynamic capa-
bilities are not only routines and managerial rules. Instead, they are underpinned rou-
tines and processes, but their gradual evolution is punctually influenced by managerial
interventions (Teece, 2018). Traditional elements of business, like incentive alignment,
ownership of tangible assets, and quality maintenance, are unlikely to sufficiently guar-
antee sustained superior performance compared to competitors. Dynamic capabilities
explain the sources of competitive advantage over time (Teece, 2007).

Dynamic capabilities enable firms to craft, refine, implement and transform operations
as needed (Teece, 2018). The quality of the dynamic capabilities of a company deter-
mines the speed and degree of aligning its resources with market needs (Teece, 2014).
The quality of a company’s dynamic capabilities is important in order to maintain long-
term profitability (Teece, 2014). The importance of dynamic capabilities has become
amplified due to globalization which has made the competitive environment more open,
as the sources of innovation and manufacturing have become more diverse geograph-
ically and organizationally (Teece, 2014).

Dynamic capabilities are difficult to replicate as “they are built on the idiosyncratic
characteristics of entrepreneurial managers and the history-honed routines and culture of
the organization” (Teece, 2018). The more deeply the capabilities are embedded in the
organization, the less they are embedded solely in the top management.

Dynamic capabilities can be divided into high-order dynamic capabilities and micro-
foundations (Teece, 2018). High order dynamic capabilities include the sensing, seizing,
and transforming needed to enable the upgrading of the company’s ordinary capabili-
ties, and the redirecting of them towards more lucrative endeavors. They enable
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management to sense likely avenues for the future, seize new opportunities by creating
new business models, and determine the best organizational configuration for the com-
pany (Teece, 2018).

The microfoundations of dynamic capabilities are the skills, processes, procedures, or-
ganizational structures, decision rules, and disciplines that provide support for the sens-
ing, seizing, and reconfiguring capacities (Teece, 2007). Microfoundations are second-
order dynamic capabilities that include new product development, geographical expan-
sion, the assigning of product mandates across different divisions within an organiza-
tion, and general managerial decision making under uncertainty (Teece, 2018). The mi-
crofoundations of dynamic capabilities are of special importance for this thesis, as the
aim is to identify the microfoundations of dynamic capabilities in the context of value-
based pricing.

Figure 2. Simplified schema of dynamic capabilities, business models, and strategy, based on Teece,
2018.

2.3.3 Microfoundations of dynamic capabilities

The microfoundations of dynamic capabilities are the skills, processes, procedures, or-
ganizational structures, decision rules, and disciplines that provide support for the sens-
ing, seizing, and reconfiguring capacities (Teece, 2007). Teece (2007) has created a
framework that attempts to identify relevant categories of dynamic capability variables
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and the relationships between them. In the framework microfoundations of dynamic ca-
pabilities are separated from the capabilities themselves. Distinctions are made between
the systems, structures processes, and procedures, that undergird each capability class,
and the capabilities themselves. The framework aims to explain the dynamic capability
microfoundations necessary to sustain superior business performance in the context of
an open and globalized economy with rapid innovation and technological change. It is
useful to understand what microfoundations where identified, as the aim of this thesis
was to identify microfoundations of dynamic capabilities in the context of value-based
pricing, using the same high-level dynamic capability structure of sensing, seizing and
transforming.

According to Teece’s framework (2007), dynamic capabilities can be divided into the
abilities of sensing and shaping opportunities and threats, seizing opportunities, and en-
hancing, combining, protecting, and reconfiguring the intangible and tangible assets of
the firm. Teece (2007) described the microfoundations of seizing opportunities as ana-
lytical systems and individual capacities for learning and sensing, filtering, shaping, and
calibrating opportunities. The microfoundations of sensing opportunities were split into
four classes: (1) processes to direct internal R&D and select new technologies, (2) pro-
cesses to tap supplier and complementor innovation, (3) processes to Tap developments
in exogenous science and technology, and (4) processes to identify target market seg-
ments, changing customer needs, and customer innovation. This is illustrated in Figure
3.

Figure 3. Elements of an ecosystem framework for sensing market and technological opportunities,
based on Teece, 2007.

Teece (2007) described the microfoundations of seizing opportunities as enterprise
structures, procedures, designs and incentives for seizing opportunities. The microfoun-
dations were split into four classes: (1) delineating the customer solution and the busi-
ness model, (2) selecting decision-making protocols, (3) selecting enterprise boundaries
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to manage complements and “control” platforms, and (4) building loyalty and commit-
ment. This is illustrated in Figure 4.

Figure 4. Strategic decision skills and execution, based on Teece, 2007.

Teece (2007) described the microfoundations of managing threats and reconfigurations
(or transforming) as continuous alignment and realignment of specific tangible and in-
tangible assets. The microfoundations were split into four classes: (1) decentralization
and near decomposability, (2) cospecialization, (3) governance, and (4) knowledge
management. This is illustrated in Figure 5.
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Figure 5. Combination, reconfiguration, and asset protection skills, based on Teece, 2007

However, these identified microfoundations are not comprehensive (Teece, 2007). In
fact, the objective of the framework is not to be completely comprehensive, but to inte-
grate strategy and innovation literatures to each other, and create a framework contain-
ing the most important capabilities management needs required to sustain the fitness of
the business enterprise. According to Teece (2007), the identification of the microfoun-
dations of dynamic capabilities has to be incomplete, and to some degree, opaque be-
cause their implementation must be quite difficult. If this was not the case, competitive
advantage would disappear with the effective diffusion of dynamic capability concepts
to competitors. This thesis contributes to Teece’s framework by elaborating what these
microfoundations are in the context of value-based pricing in industrial services.

2.4 Knowledge gap in current dynamic capability literature

According to Schilke et al. (2018) the dynamic capabilities perspective is one of the
most popular theoretical lenses in management research. It has however been criticized
especially because of a lack of empirical knowledge and lack of specification concern-
ing the construct of dynamic capabilities. Research on the subject has advanced signifi-
cantly since its conception, but most contribution to the literature in the early years was
purely conceptual. Similar opinions and concerns have also been voiced by Teece
(2018).

Schilke et al. (2018) analyzed studies concerning dynamic capabilities in order to create
a meta-framework that specified “antecedents, dimensions, mechanisms, moderators,
and outcomes of dynamic capabilities identified in the literature to date”. The frame-
work provides a rich synthesis of the dynamic capabilities’ perspective. No comparable
comprehensive framework of similar detail level had previously been presented in the
field of dynamic capabilities, and the analysis showed the gaps and unresolved tensions
that still remained.
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According to Schilke et. al. (2018), dynamic capabilities literature has previously cov-
ered plenty of areas: “definition of the construct; theoretical assumptions underlying dy-
namic capabilities; theoretical integration of dynamic capabilities and other theoretical
lenses; dimensions according to which dynamic capabilities are characterized; anteced-
ents to the creation and use of dynamic capabilities; consequences (outcomes) of the uti-
lization of dynamic capabilities; mechanisms (mediators) through which dynamic capa-
bilities affect outcomes; moderators of the relationship between dynamic capabilities
and outcomes; dynamics with respect to the impact of dynamic capabilities on outcomes
and the development of these capabilities over time; and methods.” The literature also
discusses interorganizational structures and mentions them as a “pattern of relationships
through which firms are connected to each other”. Value-based pricing would clearly
fall in this category of literature.

Also, substantial progress had been made by addressing earlier criticism concerning a
lack of empirical work. In fact, most of the research on dynamic capabilities had be-
come empirical. The literature had also made great progress not only identifying and re-
searching antecedents to dynamic capabilities, but also showing their consequences.
Boundary decisions by investigating contingencies in the relationship between dynamic
capabilities and performance had also been focused on as of late. Many studies had ex-
amined environmental dynamism as a variable, as earlier environmental dynamism was
not seen as a precondition for dynamic capabilities (Schilke, Hu and Helfat, 2018).

The paper identified several gaps and potential areas of improvement in the current lit-
erature, including a need for more attention concerning the integration of underused the-
ories complemented by empirical research; mechanisms involving dynamic capabilities;
feedback loops between dynamic capabilities and their antecedents, consequences, me-
diators, and moderators; interactions between antecedents to dynamic capabilities; com-
plementarity versus substitution effects among different dynamic capabilities and be-
tween dynamic capabilities and operational capabilities; the costs of developing and em-
ploying dynamic capabilities; the role of dynamic capabilities in shaping the external
environment; and a process-based approaches to the evolution of dynamic capabilities
(Schilke, Hu and Helfat, 2018).

Also, 22.5 % of previous studies indicated in their limitations, that the concept dimen-
sionalization-functional domain would be a useful future research topic (Schilke, Hu
and Helfat, 2018). Dimensionalization-functional domain refers to, among other things,
interfirm integration and stakeholder integration. Also, 32.2% of studies recommended
to focus on consequences, of which an important subsection where the assessment of
dynamic collaborative capabilities on firm competitiveness (Schilke, Hu and Helfat,
2018).

This would indicate that researching the dynamic capabilities (and relevant microfoun-
dations) that enable value-based pricing would fill a gap in the previous literature. Value
based pricing would also fit the need for more attention concerning the integration of
underused theories complemented by empirical research, mechanisms involving dy-
namic capabilities (Teece, 2018), and the role of dynamic capabilities in shaping the ex-
ternal environment, identified by Schilke et al. (2018). In conclusion, more advanced in-
formation about the microfoundations of value-based pricing would at least partially fill
several of the before mentioned gaps in the research.



19

2.5 Theoretical synthesis

Value-based pricing is a very popular and timely subject, yet its practices have not been
sufficiently studied. Knowledge concerning the practices of value-based pricing also
contributes to the research of the microfoundations of dynamic capabilities, as pricing
related capabilities allow companies to build operations where value-based pricing can
be utilized. The current literature does not yet know what dynamic capabilities mean in
the context of value-based pricing. Teece (2018) recommends managers to focus on the
highest order capabilities, as they are the most relevant for innovating and selecting the
business models that best suit the company. This focus might have contributed to a
knowledge gap concerning the microfoundations of dynamic capabilities.

The dynamic capabilities framework (Teece, 2007) views dynamic capabilities as the
core of competitive advantage in environments with fast change. According to the
framework, the extent to which an organization utilizes superior, difficult to imitate, dy-
namic capabilities, determines the quality and quantity of the intangible assets it can
create. It also determines what level of profitability a firm can achieve. Luckily, man-
agement can do a great many things to design innovation enhancing processes and
structures, while simultaneously setting the enterprise free from poorly functioning old
processes and structures

The dynamic capabilities framework (Teece, 2007) emphasizes organizational and man-
agerial competences that can enable an organization to achieve a competitive advantage
and maintain said advantage. Dynamic capabilities are meta-competences that transcend
basic operational competence. Dynamic capabilities can be categorized into three types
of activities: sensing, seizing, and transforming. Organizations that have dynamic capa-
bilities of high quality, will have entrepreneurial management that is capable of the
value creating coordination of assets inside, between, and amongst organizations. Dy-
namically competitive enterprises shape competition and the marketplace in general via
entrepreneurship, innovation, asset coordination and business configuration. A company
that has resources or competences, but does not have proper dynamic capabilities, has
the possibility to make a competitive return for a limited time period, but will not be
able to sustain long-term competitive returns.

Figure 6 illustrates how the microfoundations identified by Teece (2007) are positioned
in the dynamic capabilities framework. This thesis attempts to find out what the micro-
foundations are in the context of value-based pricing, and how they are positioned in the
model in relation to the three high-level activities: sensing, seizing and transforming.
The discovered microfoundations are allocated within a seven-step roadmap in the find-
ings chapter, and the roadmap steps are assembled in relation to the three high level ac-
tivities in the discussion chapter.
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Figure 6. Foundations of dynamic capabilities and business performance, based on Teece, 2007

3 Methodology

This chapter explains what methodological choices were made and why during the re-
search process. The research approach, data collection, data analysis, and evaluation of
research design are discussed in their own subchapters.

3.1 Research Approach

There are four features of methodology that enhance grounded theory development (Gi-
oia, Corley and Hamilton, 2013). These are, research design, data collection, data analy-
sis and grounded theory articulation. Research design should be based on well-defined
research questions and phenomenon of interest. Data collection should be conducted in
a manner that gives “extraordinary voice to informants, who are treated as knowledgea-
ble agents” (Gioia, Corley and Hamilton, 2013, p. 26), and allows for flexible adjusting
of interviews depending on informant responses and backtracks to prior informants in
order to ask questions that arise from later interviews. Data analysis should start with in-
itial data coding that preserves the integrity of informant centric terms and continue
with developing a comping a comprehensive compendium of them. These 1st order
terms are then organized into 2nd order themes (also known as theory centric themes),
and further into overarching theoretical dimensions, which together form a data struc-
ture. Grounded theory articulation requires formulating dynamic relationships between
2nd order concepts in the data structure, transforming the data structure, into a theory
model, and using literature to refine the articulation of the emerging findings. In accord-
ance to these guidelines, an abductive qualitative research (Dubois and Gadde, 2002)
using an exploratory multi-case study design was utilized to produce this thesis.

One of the most important challenges for empirical organization research is how to
draw theoretical conclusions from empirical data in a credible and understandable way
(Saunders, Lewis and Thornhill, 2015). In order to achieve this goal, an abductive quali-
tative research process was conducted to produce the results of this thesis. The abduc-
tive research method was chosen because it suits research contexts where there is plenty
of existing previous information in one context but much less in the specific context you
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are researching and enables the modification of an existing theory (Saunders, Lewis and
Thornhill, 2015).

The objective of abductive research is either theory generation or modification (Saun-
ders, Lewis and Thornhill, 2015; Ketokivi and Choi, 2014). According to the authors,
existing theory is incorporated where appropriate in order to build new theory or to
modify existing theory. The abductive research approach transfers back and forth be-
tween deduction and induction, essentially combining the two (Dubois and Gadde,
2002), although one of the two approaches is likely to be dominant. Abduction starts
with observing a surprising fact, and then inventing a plausible theory for the occur-
rence. The abductive approach is highly flexible. Hence it can be applied by researchers
with quite different research philosophies. In fact, as pure deduction and pure induction
are very difficult in practice, most management researchers in reality employ some ele-
ment of abduction (Saunders, Lewis and Thornhill, 2015).

In abductive research, you use known premises to generate testable conclusions, and
generalize from interactions between the specific and the general (Saunders, Lewis and
Thornhill, 2015). When collecting data to research a phenomenon, you identify themes
and describe patterns, in order to create a new theory or modify an existing one, which
you then test with additional data collection. In addition to being abductive, this study
was also qualitative. The decision between choosing quantitative and qualitative re-
search should depend on the number cases. The qualitative method was chosen for this
thesis, as quantitative methods should be used with a large number of cases whereas
qualitative methods work best when working with less cases (Baxter and Jack, 2008).

Lastly, this is also a multi-case study. You should use the case study approach when: the
focus of the research effort is to answer “how” and “why” questions, or you can’t alter
the behavior of the people involved in the study, or you aim to cover contextual condi-
tions that you believe to be relevant for the phenomenon under study, or lastly, the
boundaries between the phenomenon and context are unclear (Yin, 2009). The reason
this thesis was conducted as a multi-case study, instead of as a single-case study, is that
the multi-case approach increases the external validity and can be seen as more compel-
ling and robust (Baxter and Jack, 2008).

3.2 Data collection

The data collection began by selecting the sample by applying several filters. The inter-
viewees where chosen from organizations that where known forerunners of value-based
pricing in the field of industrial services by applying the knowledge of the research team
and supporting management consulting staff. Contacts of both parties where used to
seek out the potential interviewees, in addition to some cold calling via email and
LinkedIn. The contacted potential interviewees reacted positively, and interviews where
relatively easy to get, if not from the contacted person themselves, then through a refer-
ral. The ease of landing interviews speaks volumes for the interest for the subject of the
thesis among the industrial companies operating in Finland.

Eventually, 31 representatives of 13 companies where interviewed. The sampling was
not perfect from the perspective of generalizing findings, as there naturally is bias in the
selection of informants both on the organization and interviewee level. The chosen com-
panies represent some of the largest, most established and advanced industrial
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companies operating in Finland. The selection of certain subsection of industrial ser-
vices was pondered but disqualified with the idea that the results should emerge from
the widest possible data set.

Most of the organizations where industrial goods and service providers, but interviews
from a management consulting agency, and a utilities company were also used. During
the interview process, the opportunity to interview a procurement organization with ex-
perience with purchasing industrial service presented itself and was exploited. The col-
lection of data was in practice conducted through semi-structured interviews. The
method was mainly selected because it allows for flexibility in the interview (Qu and
Dumay, 2011). Because of the Covid-19 outbreak, the latter half of the interviews was
conducted exclusively vie teleconference. The interviews were usually almost 90
minutes long and where recorded as it enabled later transcribing and the use of direct
quotes.

Table 2. List of interviews

3.2.1 The interview process

According to Qu and Dumay (2011), “the interview method is the art of questioning and
interpreting the answers” and clear benefits can be attained through research interviews.
They reveal the private social world of the interviewee and grant insights into alterna-
tive ways of seeing things. Researchers can attain new learnings about the world of oth-
ers through interviews, although real understanding might occasionally be elusive.
However, well planned and conducted interviews can provide rich data sets.

However, there are downsides to conducting qualitative interviews and its proper execu-
tion is not trivial (Qu and Dumay, 2011). It might seem like anyone can ask questions,
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but interviews conducted with inadequate preparation can lead to subpar results (Hanna-
buss, 1996). According to Alvesson (2003) it is dangerous to see the interviewees as
competent truth tellers. Some researchers even regard interviews as mere casual every-
day conversations that are unreliable, impressionistic and unobjective.

Alvesson (2003) conceptualized the interview method as having three perspectives: neo-
positivist, romanticist and localist. There is a continuum of interview methods that are
divisible to three broad categories: unstructured, structured and semi-structured inter-
views. According to Qu and Dumay (2011) the neopositivist view, or studying facts,
corresponds with structured interviews, the romanticist view, or focusing on meaning,
with unstructured interviews, and lastly the localist perspective, or social construction of
situated accounts, with semi-structured interviews.

The interviews for this thesis were conducted in a semi-structured way. The semi-struc-
tured interview is the most common of all qualitative research methods (Alvesson and
Deetz, 2000). Semi-structured interviews are popular due to their flexibility, accessibil-
ity and intelligibility. They also have a tendency to disclose important and even hidden
aspects of organizational behavior. Qu and Dumay (2011) make it clear that we should
not interpret interview results out of the context. The way in which they were gathered
has its impact on the data set and claiming them as completely objective is unwise.

Semi-structured interviews demand a lot of planning. It is very important how the ques-
tions are presented and interpreted. However, there is no single correct way of conduct-
ing interviews, as no format or wording of questions is suitable for all circumstances
(Qu and Dumay, 2011). A primary technique employed during semi-structured inter-
views is probing for more complete narratives and drilling into specific topics. This can
happen in a scheduled or unscheduled manner.

3.2.2 Interview skills

Many papers identify different skill sets required for interviewing. Hannabuss (1996)
champions four vital interviewing skills. (1) establishing rapport with interviewees, (2)
learning methods to keep the discussion going and avoiding questioning which stifles
the discourse, (3) knowing when to interrupt and learning how to focus and pace the in-
terview, and (4) adopting a non-judgmental attitude and fostering patience so that mo-
ments of silence work in favor of the interviewer. In turn Shensul et al. (1999) propose
that interview quality can be sustained by following three principles: (1) maintaining the
flow of the interviewee’s story, (2) maintaining a positive relationship with the inter-
viewee, and (3) avoiding interviewer bias.

Qu and Dumay (2011) listed three particularly important skills: (1) stepping back from a
particular viewpoint, (2) stepping in and out of the interview, and (3) developing dis-
course. The first skill refers to the ability to keep a distance from the neopositivist and
romanticist viewpoints, despite the fact that we have been conditioned to choose either
of these two opposing ends of the continuum. The paper advocates taking a middle-of-
the-road localist stance by conducting semi-structured interviews. The second skill,
stepping in and out of the interview, is described by Jönsson and Lukka (2006) as “the
need for the researcher to cross the border between the etic and the emic perspectives”.
In other words, the interviewer has to be able to view the situation as an insider and out-
sider and switch between the roles depending on the situation. Because the interviewer
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influences the results of the interview at every step of the way, he must be able to step
back and reflect how the data collection was affected by environmental factors. The fi-
nal skill, developing discourse, is about researchers discussing openly their use of inter-
view methods in different circumstances. The ability to critique others and self-critique
one’s self was identified as important. Qu and Dumay (2011) also criticize the focus of
current PhD education for focusing on analyzing data from a distance and emphasizes
the importance of interaction between interviewers and interviewees.

3.3 Data analysis

Data analysis was conducted according to the Gioia methodology (Gioia, Corley and
Hamilton, 2013). After the interviews where transcribed, they were uploaded into the
ATLAS.ti analysis software, which enabled the coding process where the relevant sec-
tions of the interviews were given their own codes to identify their importance and con-
tent. As suggested by literature, a “myriad of informant terms, codes, and categories
emerge early in the research” (Gioia, Corley and Hamilton, 2013).

According to Gioia et al. (2013), as the 1st-order analysis attempts to adhere to inform-
ant terms, the number of categories tends to explode. There can be up to a hundred 1st-
order categories that emerge from the interviews, and the data easily becomes over-
whelming. It is not unusual to feel lost, as it is in fact vital to get lost at this point, be-
cause you have to get lost before you can get found. As the process moves forwards, we
start looking for similarities and differences between the categories, which should re-
duce the number of categories to a manageable level. These categories are then given
labels, and the deeper structures behind them are explored by thinking about them on
multiple levels simultaneously (Gioia, Corley and Hamilton, 2013).

This is largely how the 1st order codes of this thesis came into existence in practice. The
number of codes was extremely overwhelming and only the most popular where in-
cluded in further stages of the process. From this plentiful material, integrative diagrams
where built to give rise for higher level theoretical connections.

The 2nd-order analysis happens solely in the theoretical realm. It is a process of asking
whether the “emerging themes suggest concepts that might help us describe and explain
the phenomena we are observing”, especially focusing on concepts that don’t have
proper theoretical explanations in existing literature. (Gioia, Corley and Hamilton,
2013). Once the set of relevant concepts and themes is figured out, it should be investi-
gated can the emergent 2nd-order themes be further distilled into 2nd-order aggregate
dimensions.

The formulation of the 2nd order themes proved quite a bit more complicated than the
creation of the 1st order categories. Partly this was due to the immense quantity of
available codes. Additionally, in order to create an intuitive hierarchy of concepts, the
original hierarchy contained 5 different levels of abstractions between informant term-
based codes and 2nd order themes. The solution for simplifying the structure came from
the realization that most of the codes fit quite neatly into the different phases of a value-
based pricing roadmap that has been previously identified by a member of the research
team. This realization yielded a simple yet fitting structure for the findings. On the ag-
gregate level the phases of the roadmap happened to fit an earlier model of dynamic ca-
pabilities and their microfoundations by Teece (2007).
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When the full set of 1st-order categories, 2nd-order themes and aggregate dimensions
were clear, the data structure was relatively straight forward to create in practice. The
structure configures the data into a visual aid and provides a graphic representation of
how the research process progressed from interview data to terms and themes (Gioia,
Corley and Hamilton, 2013). The structure is important to have in order to show ade-
quate rigor in the research process.

3.4 Evaluation of research design

Case studies are the most appropriate research tool for the early phases of a new man-
agement theory, the phase where key variables and the relationships between them are
explored (Eisenhardt, 1989). Problems in the research method during the early stages of
theory development could cause a serious ripple effect throughout later research when
the established relationships between variables are tested and elaborated on (Eisenhardt
and Graebner, 2007). Thus, the rigorous use of    valid research methods is important for
this thesis, as the practices of value-based pricing have not yet been studied in detail be-
fore.  Four criteria can be used to evaluate the rigor of empirical social research: internal
validity, construct validity, external validity, and reliability (Gibbert, Ruigrok and
Wicki, 2008).

Internal validity, also known as logical validity, is concerned with the relationships be-
tween variables and results, and whether the study presents argumentation and reason-
ing that is compelling enough to credibly support the research conclusions (Gibbert,
Ruigrok and Wicki, 2008). To ensure internal validity, a clear research framework (the
roadmap to value-based pricing) was constructed, in accordance to the recommenda-
tions of the relevant literature, to demonstrate and clarify the relationships between the
identified microfoundations.

Construct validity refers to the standard of conceptualization of the relevant concept
and needs to be taken into account during the data collection phase conclusions (Gib-
bert, Ruigrok and Wicki, 2008). In other words, refers to how well a study investigates
the subject it claims to investigate (Yin, 2009). The method of establishing a clear chain
of evidence in order to let the reader reconstruct and follow the researcher’s deductions
from the research questions to the final conclusion has been used to guarantee construct
validity for this thesis (Gibbert, Ruigrok and Wicki, 2008; Yin, 2009). This study took
the form of meticulous excel data analysis that can be retrospectively examined, and the
extensive use of frameworks, and authentic interviewee comments in the findings and
discussion section. These findings are also backed up by a meticulously built data anal-
ysis excel sheet from which the conclusions can be retrospectively checked in even
greater detail.

External validity, also known as generalizability, refers to how the study should ac-
count for phenomena also outside the immediate case setting (Gioia, Corley and Hamil-
ton, 2013). Case studies do not permit statistical generalization, however, this doesn’t
mean case studies are devoid of generalization. According to Eisenhardt (1989), a cross-
case analysis of four to 10 case studies can provide a decent basis for analytical general-
ization. As this thesis is based on over 30 interviews, there is little fear the sample
would not be enough to make generalizations based on it.
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Reliability means the absence of random errors. It enables the repeatability of the re-
search process, with key concepts being transparency and replication conclusions (Gib-
bert, Ruigrok and Wicki, 2008). Transparency can be enhanced with careful documenta-
tion and clear research procedures, and replicability can be accomplished by creating a
case study database which includes study notes, documents, and narratives, properly or-
ganized. For this thesis, the documentation includes a meticulous data analysis excel
sheet and the interview transcriptions the analysis is based on, which should be suffi-
cient, if in possession of this thesis, to work out how the findings were extracted.

4 Findings

This chapter presents the findings of this study which resulted from the empirical re-
search. The findings are organized under a process roadmap presented in Figure 7. This
chapter focuses on the practices concerning each process step, and lastly, the general ca-
pabilities, beliefs, norms and rules that affect all or some of the steps and the process in
general, are discussed briefly. The findings concerning each step are organized accord-
ing to a data structure presented in chapter 3.3 (Gioia, Corley and Hamilton, 2013). The
first order concepts are based on the interview results, while the second order theme,
represented by the step, refers to the theoretical understanding of the phenomena which
is linked to the dynamic capability model by Teece (2007) in the discussion (Chapter 5).

Figure 7. The roadmap to value-based pricing

4.1 Select stakeholder group

There were many factors that were found to make a customer more likely to be a good
partner for services that involve value-based pricing. This subchapter describes the find-
ings that relate to the proper selection of stakeholders based on these factors.
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Figure 8. Select stakeholder groups

Business model maturity

Maturity related to pricing correlates with overall business maturity. As customers ma-
ture, they become more open for more advanced service offerings (like ones that include
value-based pricing). This applies to entire geographies.

According to informant D1:

”If a country has more advanced business and exports, then they are more
advanced concerning pricing as well. Whereas if there is more to work on
concerning basic things, then pricing is also on a more basic level.”

According to informant D2:

”When primitive markets become more advanced, opportunities to sell dif-
ferent services increase as customer interests become more varied.”

Customer’s willingness to sharing risk and value

Uncertainty makes value-based offerings (that outsource risk) more interesting to cus-
tomer as profitability of own investments is harder to calculate and allowing suppliers to
carry some of this risk is important. It is, e.g., a good sign if the customer is willing to
expand the scope of the service contracts and let the supplier take more responsibility for
the operations. Customer willingness to pay a premium for predictable expenses is an-
other positive sign, as is valuing of safety and productivity improvements. Growth busi-
nesses can also be willing to share value more than businesses which are more focused



28

on efficiencies. However, some customers want to own their improvement process and
are not willing to outsource. Such customers should be avoided.

According to informant L2:

”It maybe leads to that these risk factors are more numerous, which means
such value-based pricing models might work better in this new kind of world
that we are headed towards. Because there are more uncertainties in the
customers end, it is naturally our job to be able to create such pricing mod-
els that remove these uncertainties from the customer.”

According to informant E1:

”Our larger customers are constantly and clearly asking us to take a larger
responsibility for the equipment, and want us to enlarge the scope of our
contracts”

Critical functions outside customers core business

The customer should have a non-core competence area that is critical enough for them to
be willing to outsource the risk. If the customer perceives something as their core com-
petence, they won't outsource it. Also highly developed procurement can prevent pur-
chases of value-based services (as they have an advanced ability to slice offerings into
cost-plus deals). Outsourcing functions outside core competence is an ongoing trend, and
there are fewer and fewer employees at industrial plants, creating a market for selling
larger and larger service bundles. Another important driver is customers leaving cost-plus
pricing for value-based pricing because of the knowledge gap in favor of the supplier
concerning new technologies and business models. Some customers, however, want to
own the improvement process and are not willing to outsource it.

According to informant B1:

”It has to do with the fact that many are thinking, as the world is changing
and becoming more complex, what exactly is our core competence and what
are we willing to outsource.”

According to informant A2:

”In the long term, I see that every company will focus more on their own
core competence and outsource everything they are able to. And when this
more aggressive outsourcing happens, value-based pricing might start
spreading more forcefully.”

Industries with discrete process phases

Industries with clear discrete process phases, e.g., the mining industry, can be a good
place to identify pieces of the value chain that could be replaced by value-based solutions.

According to informant A1:
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“In fact mining might be quite interesting, there they have very distinct pro-
cess phases, like before the material is out of the factory, you could figure
out something like this.”

Subcontractors

Transition to value-based pricing can cause a period of lower profits. Which in turn forces
to be tougher on subcontractors. Value-based pricing also causes pressure to reorganize
subcontractors to meet the new service criteria, and unfortunately currently many subsid-
iaries don't have the necessary resources to comply. Concerning subcontractor rewarding,
although there is pressure to reward subcontractors with value-based logic, it would be
very risky, and, e.g., can require an open book policy between more than 2 parties, adding
complexity.

According to informant J4:

“Maybe in general, at least if we run into profitability issues in the mid-
term before we get all the specs in order and the value-based selling and
pricing in order, there will be certain pressure on expenses. Or that we will
maybe be stricter towards our suppliers”

Trade unions

Relations with trade unions is worth carefully analyzing when selling new services. Un-
ions sometimes want to keep unnecessary functions within the company, and often have
the power to prevent financially rational outsourcings.

According to informant E1:

”There are these trade unions that in some places are an interesting factor,
as they want to keep in the core competence things that absolutely don’t
belong there.”

According to informant E3:

“We have to be very careful there because there are the union agreements
or certain expertise that are valuable to that customer and we want to be
very careful about not disturbing our relationships. That’s an example of
your second one. It just means you have to be a little more sensitive to how
you go about it. It doesn’t mean you can’t. Just that you have to be a little
more skilled. So, it’s not a showstopper.”

Customer procurement

An important issue to consider when choosing potential customers is their procurement
department. This can be divided into several aspects. Depending on how advanced the
procurement department is, the more customers' procurement functions in a holistic man-
ner and can handle the 'big picture' better, the better value-based logic works. Value-based
pricing requires the customer to change their traditional budgeting and procurement pro-
cesses. However, sometimes a heavy emphasis on efficient procurement discourages buy-
ing complicated services from suppliers.
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According to informant D3:

“Of course the more our customer organizations adapt their operations to-
wards a more holistic approach the better. This is happening in many fields,
for example in the hotel business there are Chief Revenue Officers who think
about revenue maximization without bothering about whether it is depend-
ent on continuous services or one-off investments. The more customers look
at this holistically, the easier it is for us to promote our offerings.”

According to informant C2:

”If they have invested heavily into their own procurement organization, it
perhaps doesn’t encourage to buy certain things as services if it has been
decided that those needs will be satisfied through their own capable organ-
ization.”

When selling new services, customer's procurement is rarely the best place to contact. In
the worst-case customer's poor purchasing judgement may signal to management a per-
fectly good service should be discontinued. A practice to enable value-based pricing is to
avoid procurement altogether. A common reason for this being smart is that customer's
procurement is not properly incentivized to purchase new services on other than cost-plus
terms, despite the profitability of the decision. Talking instead with the safety and pro-
duction managers or even CEO were seen as more productive. Business managers appre-
ciate the total cost of ownership and added value, already before the service is commod-
itized. Basically, the higher you get in the organization, the better you can escape the
traditional “excel spreadsheet” styled cost-plus pricing.  However, beware of individuals
who have an individual selfish interest to not buy even if it was in the best interest of the
customer organization.

According to informant E3:

“We have some of our large accounts that would prefer to just send us to
the purchasing department and if our top salespeople are in the purchasing
department for us something is wrong. That’s not where they’re supposed
to be. We have to be ready to rock the boat a little bit and get out of that
office and go to the safety manager’s office. The production manager’s of-
fice. Even the CEO if it’s appropriate. Even higher up the food chain and
off the spreadsheet onto a problem. That requires sometimes the customers
to look at us a bit differently. We have to earn the right to be looked at
differently.”

Centralized procurement was seen in a mixed light. Centralized procurement has more
resources and leeway to agree to value-based pricing then people at individual plants
where conservatism is common. A centralized procurement system allows the spread of
best procurement practices efficiently, while favoring service providers with scale. How-
ever, centralized procurement prevents opportunistic behavior from suppliers at factory
level.

According to informant H2 (who works in the procurement department of an industrial
company):
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”We have a better visibility into the market, when it is centralized. We have
a better visibility to suppliers, we can develop service descriptions and pro-
curement methods. So, we are able to spread the best practices and on the
other hand people in the field have more time to focus on investments and
larger repairs.”

Informant H2 also mentioned how their centralized procurement organization sees sup-
pliers who try to bypass the official procurement processes:

”It is true the more opportunistic suppliers would contact directly produc-
tion managers or maintenance engineers, because they might be old friends
or acquaintances, and there personal reasons might get the best of people,
which we don’t want to see anymore”

Brand value

Proper perception management that enhances trust and maintains a respectable brand and
image is necessary for succeeding in value-based pricing. Particularly in capital business
pilots are more likely to succeed when the initiative comes from the customer.

According to informant F2:

“Because it is what is feared most these days, that you under no circum-
stances want such negative publicity. And a lot of effort goes into that. Peo-
ple understand that if we choose a company that doesn’t have its image or
things in order, and from it comes a single bad picture, it ends up in the
tabloids in three minutes and all hell breaks loose. People understand the
seriousness, nobody plays with these things.”

According to the same informant F2:

”Yes, but it is half of the victory in reality, as mental images are what drive
things. This kind of comes already from the fact that I think it is more value
for the customer, that lets take company X, they have their things in order
and great systems and probably have something to contribute.”

Geographical maturity differences affect success

Geography is not a perfect divisor, however, maturity related to pricing correlates with
overall business maturity, and geographic differences between countries concerning will-
ingness to outsource do exist. Even the concept of emerging markets has started to lose
meaning as sophistication of customers does not anymore follow geographic lines very
strictly.

A generally held view is that Europe is quite advanced as a market for value-based indus-
trial services compared to other geographical areas. For example, in Europe contracts last
the longest to begin with. Within Europe the Nordic countries are seen as more open to
new innovations compared to the others, and within the Nordic countries Finland was
held in the highest regard. Finnish industry has a mentality that enables trial and error,
whereas the others want more ready solutions. However, views in favor of Australia, Sub-
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Saharan Africa, and Middle America where also asserted with the disclaimer the causes
might be customer based.

For example, concerning the Finnish mentality, informant K1 said:

”In Finland there is a mentality of testing and failing, trying and still getting
things wrong, and then trying something different, and that way finding
functional models. Especially in the Baltics, Russia, and even Sweden, you
see a mentality of expecting a guidebook that just appears form, e.g., Ger-
many that says, this is how you sell digitalization, 100 pages. And then peo-
ple would read it and hope something changes.”

In some less developed countries, several issues exist, for example customers often insist
on employing only locals. Also, low cost of labor makes sophisticated pricing strategies
redundant, and labor costs in general are a driving factor for which geographic areas are
receptive to value-based pricing. For example, in China plant failures can be corrected by
a temporary surge of workers, impossible in more advanced economies. Also, the "we'll
do anything for money" -culture that is prevalent at least in China suits value-based pric-
ing poorly, and the Chinese practice of prices always being common knowledge works
against value-based pricing, as, e.g., the shame of overpaying discourages value-based
buying. Another issue concerning unsophisticated economies is the use of entire machines
wastefully as spare parts (prevalent in Russia). The western world is not without its own
woes. North America contains a "hero-culture" where running machinery to the very end
is held in high regard. Trade unions can also prevent advanced pricing solutions in certain
countries, with North America being especially disadvantageous in this regard.

For example, concerning labor price and its effect on value-based pricing and services,
informant D3 says:

“Well lets say that maybe the most important parameter for us is the labor
costs. So if you have very low labor costs, these sophisticated solutions yield
marginal additional benefits.”

The informant also mentions that:

“The same applies, if your labor costs are low, you can send people on
unnecessary maintenance visits. But the higher your labor costs, the more
important these things become.”

However, there is a global trend of stricter legislation. Legislation and international stand-
ards mandate a lot, and stricter regulation is spreading to the countries where it previously
didn't exist, creating business opportunities in these previously underdeveloped markets.
An opportunity was also identified in using a strong balance sheet to sell capex investment
heavy services too poorer players (for example in Eastern Europe), which could provide
opportunities for more established players.

For example, concerning legislation and globalization, informant E1 said the following:

”Of course this is based on international standards, which for example in
the United States and Canada are very advanced and demand strict testing.
Similar thinking is spreading all the time, for example in the APAC
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countries. Australia has been very progressive with these regulations but
this has not been the case with Vietnam or the Philippines.”

The informant also added concerning fewer regulating countries that:

“They are clearly moving towards this kind of regulated, security critical,
and safety-oriented world, which feeds into how customers have to organize
the checking up somehow sensibly and that is easiest to buy from us as a
service.”

Alliance model for industrial plant maintenance breaks

Professional service companies are buying a lot of capabilities at the moment because
they are acting as the orchestrators for example ecosystems need. In general, this could
also enable services for which value-based pricing is possible. By combining businesses
in an intelligent manner and injecting capital you can potentially find a configuration that
makes enough sense to break conventional business logic. Consultants could, e.g., per-
form a role in supplier coordination and act as a single point of contact for larger alliances,
as consulting firms are a good resource for coordinating complex entities. Value-based
pricing, and better value creation potential, might require larger activity systems as op-
posed to the current trend of cutting operations up into small easy-to-outsource pieces.

Currently maintenance breaks in industrial plants are a mosaic of smaller suppliers work-
ing one after another without having knowledge of each other’s, coordinated via individ-
ual contracts, but perhaps an alliance model between the different service providers in-
volved could enable efficiency gains from shorter breaks (that reduce downtime) could
be shared amongst them in a value-based manner. There are positive examples of alliance
models in other industries. However, an integrator is needed.

Alliance models work in, e.g., infrastructure building but lacks revenue sharing. Revenue
sharing works in, e.g., new digital industries like digital advertising, but the model is
difficult to transfer to a complete industry with contradicting traditions and many players.
In the public sector alliance models would not likely work as there tendering out takes
commoditization to the extreme. However, everything can never be preplanned in certain
projects (case Länsimetro), and this is played with highly prices extra work, which can
be value-based.

It is clear that ecosystems of many smaller suppliers need centralized leadership, and that
organic orchestration does not work. Management consulting firms are a good resource
for coordinating complex entities, e.g., alliances, and it is clear organic orchestration does
not work. Value-based contracts can be separate for different actors within the alliance,
as long as the entity functions as a single unit. The alliance model could rate suppliers
based on how much risk they can outsource from the operation.

Informant F1 says concerning the rational behind an alliance model as a model for indus-
trial maintenance breaks:

”If you take a larger maintenance break, there might be 3000 people in the
plant, and hundreds of suppliers involved. So in a way, if we get the process
to restart the processes an hour earlier, then we can easily tell how much
more output it enables with a certain market price. But as all 100 suppliers
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have their own contracts, they are managed differently. Now that I think
about it, we would need some kind of an alliance model. So that the total
benefit would be split between everybody. But that would require planning
too.”

Other stakeholder related practices

It is worth focusing on new customers. It might be easier to suggest value-based pricing
to new customers as old ones might be baffled by the new pricing methods and harm the
customer relationship. It is also beneficial to build new markets with other stakeholders
from an early stage as it can yield a competitive advantage, and to generally comple-
mentary capabilities from outside the company to create a complete offering. One im-
portant stakeholder group has to always be taken into account: management. Blessing
for new pricing models from management has to exist. Lastly, you need to get influen-
tial individuals in your own organization to believe in the new way of working to
change the organization and its processes. Concerning this, informant B2 said:

“But it is very grass root stuff, and last week I heard […] that we have
had over there a very experienced salesman, who had been wondering that
what on earth is this. He had told the sales director last week, that he had
visited some client, and had understood what a great meeting it had been.
And this was about one salesman in this whole organization, but it was a
personal victory for me, that this person got it. That is when the whole or-
ganization changed.”
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4.2 Understand Customers Goals and Business Processes

Figure 9. Understand Customer Goals and Business Processes

Contact in customer organization

It is important to have the right contacts in the customers organization, as you have to sell
the new ideas to customers because they will not always be actively searching for them.

According to informant M1:

“It requires that we are on the same level with the customer, talk to the right
people, and between us is a trust that enables to to talk about these things.”

According to informant E1:

”And there lies the challenge, that who on our side can sell them. Because
these thoughts can only be discussed in the CEO’s leather chair, and it kind
of changes the whole attitude towards our company, that we are no longer
just one of the maintenance subcontractors, but we have more capabilities.”

Customers customer

You need to understand the end customer or at least the customer of your customer, how-
ever this line of thinking is missing in today's business practices.

According to informant E1:
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“Well it is a difficult thing, the customer invites suppliers there
themselves or goes to such tables to discuss these things, that some-
body else, for example their customer has… Let’s think about a dock
that is building a cruiser, they might gather a forum to discuss how
to optimize through put times, and the whole supply chain. Then our
client might go there to talk, and the thought doesn’t cross their
mind. That we could be there.”

Learning from B2C companies

B2B companies could learn from B2C companies about gathering customer insight.

According to informant D3:

”But in my opinion that is an academically interesting macro theme, the
question of what can B2B companies learn from B2C companies. They have
often done a lot of such, user experience research, whereas B2B companies
have been a bit worse at it.”

Install base management

Pre-installed capabilities in your install base are useful so you can later turn those capa-
bilities on remotely and immediately. Good install base management especially concern-
ing data can help understand changes and opportunities in the machinery the customer
operates.

Informant D3 commented on pre-installed capabilities as follows:

“And also, in principle, what you do is you put into your install base capa-
bilities also for such customers who don’t immediately want to use them.
Then you can remotely switch on capabilities. It is kind of similar if you
think how Apple, includes all sorts of things in their devices although cus-
tomers don’t understand how to use them at first. […] So, in a way, you put
technical appliances to be used although the customer doesn’t at first get
them. It is kind of the same logic.”

Data related practices

Customer data is useful for value-based pricing projects as it grants a competitive ad-
vantage for understanding the customer and their needs. The data used initially to under-
stand customer business is not highly structured granular data, but expert opinions, inter-
view data, old documentations etc. To understand customers, you should gather a wide
range of data points from, e.g., consumer blog posts, direct interviews, and industry sem-
inars. Also conducting large consumer surveys and interviews, making salespeople gather
b2b feedback, and make service personnel conduct dialogue with clients are good prac-
tices. A particularly useful practice is proper install base management which allows to
understand changes in how the machinery operates.

Informant K1 said the following concerning data quality:
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”Well, typically in these early stages the data is no fancy IOT-structured
data that is gathered into the cloud, and that could be analyzed, but old
documentation, interview-based information, expert information, opera-
tional descriptions and so on. So, from them, the best possible understand-
ing of the business is created, and then the risk is assessed. But nowadays
there are tools with which even based on such imperfect data we can simu-
late different scenarios, and through that, formulate an understanding of
the risk and necessary actions. When the project progresses, when technol-
ogy is installed and live data is created from these systems, and we can
begin to, with longer time intervals and larger install base, look at average
failure rates and others, then of course it feeds into and improves our over-
all understanding.  But in the beginning, it is very much consulting work,
that the data is gathered, and a digital twin is created, or something similar,
that somehow represents the best understanding of reality.”

Influence early

It is important to understand when you have to influence the customer and the decisions
concerning the product or service, because often you need to influence the customer ear-
lier then before and help them think through their service needs. More specifically, it is
important to understand what KPIs the customer is interested in and at what phase of the
sales process you can affect things. A closer customer relationship that enables influenc-
ing earlier, should also enable the customer to ask for support earlier and as a result, solve
problems more efficiently. Earlier influencing is not without risk though. If it negatively
affects other parties that have power over you, there might be adverse effects.

According to informant G1:

“It actually started from how we attempted to affect the contract structure
[…] at which time were certain things […] were locked down. And we were
able to notice that for example this, […] system came in very late, and it
could not be affected anymore. We brought it into the solution, at an earlier
phase of the process, in other words we were able to bring the value con-
trolling element to the optimal phase of the conversation. So, in that phase
we can still feel it. Earlier it came too late.”

Mindset changes

Customers usually just see the problem. You need to be able to help them identify the
proper solution, like Apple had to show people they wanted the iPhone. The sales process
should altogether turn from being product centric to customer and solution centric.  This
requires openness (concerning expenses) from customer to supplier to enabling open dis-
cussion about possible solutions. Additionally, cultural norms might overcome financial
rationale especially in value-based priced purchase decisions, so understanding your cus-
tomers values and norms becomes very important. Also, customer value should be seen
in a broader light. It can be many things: safety, savings, profitability, reliable delivery,
or fast access to markets.

informant B3 had the following to say about shifting from a product-oriented mindset to
a solution centric one:
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“Awake about customer needs so that it isn’t only that we have such great
products, and we want to sell our great products, but that we would think
about what they need over there and could change the perspective so.”

Role of supplier personnel

There is a lot of tacit knowledge available in most organizations which can be capitalized
on by gathering the existing and incoming information (concerning customers) already
available, e.g., from support staff. Personnel that already understand the operations and
related issues of our customers are a key asset. People who have seen the full network of
stakeholders are the best. Such key people need not be salespeople but should not be from
a lab or a development team. Knowledge should also be redistributed differently. E.g.,
pricing organizations don't have personnel with technical experience and are not able to
leverage new technical advancements in pricing.

Informant A3 discussed the utilization of existing knowledge in the organization as fol-
lows:

“Now one point I’ll make on insight is, this is a question of not just talking
to your sales people or talking to your customers, but especially in indus-
trial companies, also making sure you touch base or check in with your
customer support staff, who often interact with your customers on a much
more frequent basis than your sales reps. So how do you make sure that all
this information that your, already exists in the company from, which you
have interacting with customers, but is currently distributed, fragmented,
siloed, how do you bring it all together and essentially improve your intel-
ligence around customers is a key capability.”

To extract new understanding, employees should learn new and different methods to relax
the customers and encourage customers to think through their issues honestly. In practice
this can mean starting meeting informally by asking everybody how their weekends went
instead of dry official introductions. A practice for encouraging continuous insight gath-
ering is to make customer insight interviews a mandatory task, so that all sales personnel
have a goal for gathered customer insight that affects bonus payments. Salespeople also
have to understand they often overestimate the importance of their own offering to the
customer which is not usually a relevant problem in cost-plus sales but becomes one in
value-based selling. One way to understand customers processes in practice, is to actually
spend time at customers locations.

Informant H1 who works in procurement said the following concerning the mentality
difference between suppliers and:

”I originally came here from a supplier. […] And I thought my former em-
ployers’ products were everything to us. But then I had 8500 suppliers I was
in charge of. Then I realized that my former employers’ products, although
very important to us, are only a part of the big picture. […] you know it is
that our interest isn’t enough, although for the supplier it is the whole world,
for us it is just one thing.”

Customer relationship and contract length
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Value-based pricing requires openness (at least concerning expenses) from customer to
supplier to enabling open discussion about possible solutions. Value-based pricing bene-
fits from deeper strategic partnerships instead of traditional competitive bidding between
suppliers. Customer's decision making also has to be affected consistently as a long-term
process. Hence longer contracts would yield more data and enable better services.

Informant K1 had the following things to say concerning strategic partnerships:

 “Well of all of those practical details what have to be done in the customer
organization in order to achieve such a change, I don’t know, but how it
changes the relationship between supplier and customer, it becomes much
closer, or in other words, we are no longer in a situation where the customer
is king, and it has five suppliers competing for attention, giving discounts
and taking out to dinner and sauna, which is the traditional model, that’s
how it is, the customer is king. But if we start discussing about some kind of
closer cooperation, value centricity, and value sharing etc. that when the
customer wins, everybody wins, that requires closer cooperation with one
partner, that has been chosen to create value-based service. So, it is more
like co-creation and doing together instead of the customer buys and the
seller supplies.”

Customer segmentation

Segmentation of customers is important in value-based pricing. Segmentation should be
possible in the company’s CRM system in order to promote and enable segment specific
value proposition development. Possible ways to segment customers includes the level of
original equipment manufacturer parts, and existence of own field service. Also, a behav-
ior-based segmentation was suggested. It would take into account customer needs and
likelihood of engaging with our unique capabilities.

According to informant A3:

“So how do you embed the fact that certain segments, for certain segments
we know that they behave differently, we know that as an organization we
want to provide different offers, how do you embed that throughout the or-
ganization? One example was where we embedded the segmentation itself
into the CRM tool that the organization was using. So, when a sales rep
logged on to look at a particular account, they knew that this particular
account sat in segment A for this business. And what does that mean? It
means that if we believe their needs are X Y Z, this is the offer we should
start with. Again, the idea is not to say this is the only offer we’ll provide to
them, but this is the offer we should start with based on what we know about
them. Which of course then gets into a cycle of iteration over time as you
get smarter. In another example, this is from the consumer side, we had our
segments set up and we had particular actions that were needed, that we
knew that certain segments respond more to, so they actually had a massive
war in the customer operation space. So, when someone called in with a
request or a complaint, whatever it is, it immediately popped, it immediately
mapped the person to a segment and said hey, this person sits in this seg-
ment therefore make sure you talk to them about X Y Z. So again, this is
another way of embedding the segments themselves and by extension the
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strategy that you’re dealing with the different organizations into the entire
customer-facing staff so not just marketing and sales but also customer sup-
port but also application development. And to the right extent possible, lo-
gistics who also interact with customers.”

Tools

Two kinds of useful tools were identified for understanding customers. Firstly, an app
that acts as a self-service portal and helps customers identify issues and solutions on their
own. Secondly, in one company, a mobile application had been developed for salespeople
for identifying more suiting and valuable service bundles for customers.

Concerning a self-service portal tool, informant G2 said:

“This is, something that we’re doing that’s, we’re building an app now,
where we can put, it’s a bit of a substitute for that knowledge and that tech-
nical experience. Basically, it will help you as a customer, if you subscribe
to the app, to identify problems, to identify parts, so, it will take some time
for this but that’s another one of these […] products.”

Practices for cooperating with customer personnel

People proficient in service design create open healthy conversations instead of tradi-
tional lecture-like sales meetings and help get over the prevalent product centric selling.
Tools for driving conversations are also useful, and Iterative dialogue can be used to make
sure with you understand the customer issues correctly is key. Salespeople need to ask
questions like: "How do you make money? What do you need? How can I take risk off
your shoulders?".
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4.3 Identify Improvement Opportunities in the Business Process

Figure 10. Identify Improvement Opportunities in the Business Process

Commoditization

In commoditized industries value-based pricing does not work. The less commoditization
and competition you have, the better value-based pricing works. The benefit must be
huge, the customer cannot have an alternative, or the customer needs to have a high
switching cost. In some industries contracts have commoditized even innovation, which
means the supplier has to innovate to get the regular business in the first place, leaving
very no room for value-based pricing, or even the opportunity to innovate their way there.

According to informant I1:

”With the experience I have, it depends on whether you have many or few
competitors. Usually if you have a lot of competitors, it is harder to do
value-based pricing because then the situation is quite commoditized”

Switching cost

With certain (for example large) machinery at customer site there is a lock in effect due
to large switching costs. The lock in effect can go both ways though as large machinery
can be difficult to collect from the customer site if the business relationship is terminated
High switching costs in general create a barrier for commoditization of pricing.

According to informant E1:
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”Then there is such a complicating factor that when we for example talk
about selling equipment as a service and so on, they are great business
models when you can go take the machinery away if the client does not pay.
But go remove a 20 million piece of equipment. It just doesn’t, the disman-
tling and getting it costs more than what we would waste by just leaving it
there.”

Nature of tender

If a tender by a customer requires a pre-study, there is likely less competition and more
room to do value-based pricing.

According to informant B3:

“Then there is such a thing that if for example a pre-study is needed, then
that would leave us at a better position because we already have an under-
standing of the plant.”

Core competence

The improvement opportunity should be outside the customers core competence. If the
customer perceives something as their core competence, they won't buy it from suppliers.
It is particularly difficult, if not impossible to sell a value-based solution to replace core
competences of the client where KPI's seem good. Hence one way to sell a value-based
services is to find a piece from the customers value chain that is important, yet they don’t
regard it as their core capability, and then sell it as a service and divide the efficiency
gains with the customer. People hate sharing money and also want to buy (not rent) value
creating hardware. However, if they can't manage something themselves (outside core
competence), this can be overridden.

According to informant A1:

“So, you should […] find for every single value-based customer […] rela-
tively weak areas of expertise and serve solutions for them. Then you can
find something truly value-based. If you offer solutions for something that
is within their core competence, and their KPIs are pointing in the right
direction, I would claim you have to be quite the wizard.”

Criticality

Where services are not critical customers are not willing to pay value-based prices, so the
value-based service should be critical for the customer. In critical situations a business
case supportive of value-based pricing can be built around, e.g., opportunity cost savings
via increased uptime, whereas in industries where, e.g., machines have low utilization
rates (are not critical), KPI-measurements like uptime are not important. Criticality makes
customer willing to outsource the risk for parties better suited for carrying it. Some in-
dustries where critical values like uptime and reliability are important include waste man-
agement, paper roll depos, and paper factories.

Data
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Data access is a requirement for a bonus penalty scheme. Access frequency has to be
defined and visibility to client’s processes is needed in order to verify results. Result ver-
ification requires historical data also. The degree to which data access can be allowed
correlates with odds of success. Manufacturer customers with outsourced maintenance
services create a problem as they might not have access of their own to relevant service
data.

Open data access would enable better maintenance, reporting and recommendation ser-
vices. It is in fact necessary to have data in order to develop predictive capabilities for
enabling risk sharing and hence value-based pricing. Risk sharing is an important element
determining customer willingness towards value-based pricing. The issue is you might
not be able to control the risk to enough of a degree. However, e.g., superior data can give
you a superior capacity to carry risk that your customer deems too heavy.

According to informant M1:

”So when we go for these new service agreements, where we have strong
value-based elements, we need to make sure that we have access to the data,
so that we can utilize it. Because it is a very relevant part, that we can pre-
dict some maintenance events.”

Finances

It is required that the involved parties have enough resources to tie down and understand
their own cost structures. It is for example common for subcontractors to be interested in
value-based pricing but also to lack the balance sheet and scale to risk unsuccessful pro-
jects.

Informant K1 said the following concerning smaller subcontractors:

”Well everybody is interested in this, and everybody is very active until the
point where we say that ok, just start working and you will get some percent
of the benefit, and then the interest evaporates, so in that sense our strength
is our strong balance sheet. If we spend a million on that project and we
take a loss, it doesn’t feel anywhere, except maybe somebody loses their
job. That is our advantage, that we can actually test these things. Say for a
smaller engineering company with a three million euro annual revenue, it
is a nasty situation if just one employee works for two months and turns out
they get nothing for it.”

Growth profile

Financially struggling customers are prone to commoditization, whereas successful and
busy ones like to buy larger entities and bundles, leaving more room for value-based pric-
ing. In growing fast changing markets value-based pricing is possible, but when growth
stops, commoditization starts.

According to informant G1:
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 “Such ordering of whole entities, it is better when you are really busy, but
when business is slower, there is less money and the you want to start cut-
ting it up.”

Innovation servitizing physical solutions

A way to innovate is by trying to identify physical solutions we could turn into services.

According to informant D1:

“Then we have looked at these different pricing methods, so kind of can we
for example change into services some physical solutions and look at it in a
value-based way and think it through like that.”

KPIs

In value-based pricing contracts, the value creation mechanism has to be described and
tied to KPI's which act as basis for pricing. It is often hard to prove what part of added
value is caused by supplier due to many variables. Clear KPIs are vital and lack of them
has prevented value-based partnerships from forming. Value quantification is easier in
cases where the number of variables effecting the result is low. It is possible in small
well-defined projects with limited variables even without long relationships and trust.
KPI should not be directly linked to customer KPIs, as KPIs based on customers’ business
success can prove awful.

Limits

There are many things limiting improvement opportunities. For example, strong trade
unions can effect changes in their respective fields, and legislation differs country to
country and can limit advanced service solutions. Mandate from management and sense
of purpose and partnership within both organizations are also key requirements for value-
based pricing, and without them, opportunities have little hope of proving successful. The
same applies to the freedom to try and fail with new ideas. Some customer organizations
might contain parts that own the relevant business development and hence resist non-
commoditized outside contribution out of self-interest.

informant L2 had the following to say about counterproductive organizational structures
at the customer end:

 “So often it depends on that there is some person or a department, which
creates salary expenses and other expenses and they have to make them-
selves necessary by saving an equal amount from other expenses where the
logic isn’t necessarily flawless, but this is how they can justify their exist-
ence.”

Risks

Uncertainty makes value-based offerings that outsource risk more interesting as profita-
bility of own investments is harder to calculate. Manufacturing plants are already very
safe, but analyzing risk and impact are the defining issues concerning value-based pricing,
and wherever you can insulate your customer from high risk high impact issues, it is
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possible to find space for value-based services. Safety risks can be divided into 3 catego-
ries: safety towards humans (for example removing the need for people to operate in risky
places like near crane loads), safety of goods: (e.g., reducing likelihood of bumping or
dropping goods unnecessarily, which also often reduces personnel damages), and safety
related to legislation.

According to informant E3, safety can be improved with several modern methods:

“What kind of safety. Well first there’s a humankind. Don’t injure people.
There are in industrial workplaces unfortunately there are injuries. Inci-
dents that hurt people. Break fingers and in extreme cases cause fatalities.
That still happens. We have expertise and technology that can help reduce
the chance of incidents of the safety. For example, controls that allow your
if you’re by a crane to pick something up here it moves it over there. […]
Years ago, with the old technology it would require the person operating
the crane to walk near the load that is lifted. Well now you don’t have to do
that. You can have the radio control. You can stand 30 meters away from
the load and control it. You can increase the precision of where that load is
put down whether it’s picked up off the floor and put on the back of a truck
so the truck can drive away. You can do that visually or you can use tech-
nology answers to be able to set that load down in the right place slowly
and accurately.”

“Also the other aspect of safety is the safety of the goods. Not only are you
less likely to injure a person you are less likely to bump your product into a
wall or drop it on the floor. So specific safety improvements can be very
easily demonstrated on a customer’s site.”

Scale

There are many factors that favor larger companies when engaging in value-based pric-
ing. For example, the more you control of the value chain, the more likely you are to find
an opportunity for value-based pricing, and you benefit from scale to take the burden of
risks involved, which can increase compared to traditional business models. Value-based
pricing favors larger customers also as small customers often want the minimum cost-
based services, and larger customers are usually priorization by the supplier anyway.

According to informant E2:

”So the more you control the value chain, the better […] chance you have
to build something value-based.”

Superior offer

It is required for the supplier to possess superior offering compared to competition for the
solution. Without as superior offering, the pricing model is commoditized down to cost
plus. The benefit must be huge, the customer cannot have an alternative, or the customer
needs to have a high switching cost. For example, currently many industrial software
products are unique and have no competition, giving their owners a lot of pricing lever-
age. Keep in mind that superior offerings have a limited lifespan. In the machinery busi-
ness for example, a superior product may not have competitors for 1-2 years. Patents have
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a positive impact, but often technical solutions can be executed in alternative ways, and
competition will arrive soon. Hence maintaining a constant innovation process to expand
the ever-shrinking area of value-based pricing is important. Low volume high specializa-
tion niche markets can provide opportunities, but you by no means need to be a niche
player in order to possess a superior offering.

Informant L1 discussed the limited timespan of superior offerings and the effect of patents
as follows:

”Usually we take the path that when we have developed this kind of new
technology, we usually try to patent the solutions. So then the patent pro-
tection gives us a certain advantage, but in practice it is common that as
these are technical machines, there is not necessarily one right answer, so
it can be that a competitor notices that ok […] we don’t have this, and in
one or two years they might have a corresponding machine.”

Sustainability

In the past environmental services were purchased purely based on price. Now higher
prices are possible to justify due to sustainability reasons (for example getting environ-
mental certificates that customers value).

According to informant F2:

”Maybe the real value comes from sustainability, for which we need to get
a price for. Let’s say a few years ago I knew nobody who was ready to pay
for a better recycling rate. […] But now there are a few good examples of
being ready to pay even large sums for recycled wood waste not being burnt
at a Finnish plant but getting transported […] to become flakeboard raw
material, so it gets a recycling certificate.”

4.4 Design Value Proposition

Figure 11. Design Value Proposition

Operations:

An important operational practice for creating services for value-based pricing is service
modularity. Competitive advantage for maintenance service can originate from a func-
tioning service bundle and an organization that is finetuned to execute it, not special ser-
vice components or parts. Service modularity grants flexibility in building appealing ser-
vice packages incrementally and through testing and special offers if necessary. Value-
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based service bundles are then built out of the same service modules as everything else,
creating a unique superior offering, even though not all, if any, of the service elements
are superior themselves. Modularity does create new stricter requirements for operations.
Internal operations have to be in order to handle the risks and promises value-based pric-
ing brings with it, and the whole organization has to function seamlessly to provide the
necessary services, e.g., have spare parts available when and where needed. For modu-
larity to create concrete value, our sales personnel has to be better than the competitor at
identifying the customer problem and assembling the services and products for solving
that problem.

According to informant E3:

“You’ve got to be able to understand the total problem the customer has
and, bundle or assembly various pieces of what you’re offering it to best
provide the answer to his problem. It doesn’t mean you have to have mo-
nopoly. It means in fact if your offering includes ten different pieces of your
service products, then there might be one or two pieces that can do better.
Where we focus is let’s truly try to be better. Better in the combination.
Somebody else might have a better looking something or, a faster response
time in a certain instance. They might beat us on one thing but they can’t
beat us all everything combined. That’s not a monopoly. It’s just under-
standing the strengths or the total offering whether it’s the products services
or people.”

Value-based sales efforts has been overwhelming compared to results. In the future,
standardization of operations and contract structures has to create efficiencies. Contract
standardization and service modularity thus serve as a solution for limiting the required
administration for customization which currently can elevate fixed costs to unhealthy lev-
els.

According to informant K1:

”One thing that comes to mind is the project management and administra-
tion time, that is spent on such contracts and cooperation’s. We cannot have
a policy of creating customized contracts for every client separately, be-
cause then we will have an endless amount of project managers and admin-
istrators controlling these contracts. That in turn raises our fixed costs, so
we have to think these models from the point-of-view of administration.”

There is no silver bullet, you need a right combination of elements like in a hockey team.
No single thing will make or break you, but in practice operations have to support value-
based maintenance offer like guaranteeing certain uptime during peak production season
and making offers that improve customer operations. Other capabilities useful for opera-
tional excellence include maintaining good master data, seamless part ordering, ERP in-
tegration with customers, removing humans from processes wherever possible. In the fu-
ture smart parts, scan to order, and non-existence human error will be relevant areas to
develop. To create more flexible operations, they have to change all the way from sales
to R&D.

Service design:
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An important organizational change with a company that has successfully implemented
value-based pricing, was hiring a service design manager. The rational to hire new kind
of capabilities arose from having great technology that everybody liked but nobody
bought. Hiring new capabilities (for example service design personnel) is easier if people
of sufficient status inside the organization can vouch for him or her personally. Personnel
that comes outside the traditional industry phase skepticism but can prove incredibly use-
ful assets as they can truly change the status quo.

According to informant K1:

”We used to have one employee in another division that helped us get
started with service design. After this employee relocated, we had an open
spot and thought with my boss that we should probably hire different type
of talent, and the person we hired, I knew personally. I knew he possessed
this kind of abilities and w have not regretted taking that chance, it has truly
paid itself back.”

The informant further clarifies:

”In the beginning people where raising their eyebrows  in the organization,
wondering who was this person who had never seen a factory, but it is in
fact only positive that you come completely from the outside without any
baggage from the status quo. That is when you have the possibility to
change the status quo, when you don’t have any historical baggage.”

Benefits of service design are plentiful. Service design adds depth to the reference cases
and enhances the willingness of potential customers to make the leap of faith. The com-
bination of service design personnel and technical experts creates great results, even
though employees used to traditional ways of working (especially engineers) may initially
resist. Incorporating service design capabilities to the sales organization has improved the
sales of advanced service solutions in a very successful example case.
Concerning the communication advantage service design provides, informant K1 said:

“Service design has created a lot of value from a communication point-of-
view, so that our reference cases aren’t any more about installing some
product on time and in working condition, instead they have become stories.
People react differently to stories, in a good way typically. The stories are
understandable, clear, they show a path and make the customer think that
they could jump on board as well.”

The service design process starts with identifying and prioritizing the most important is-
sues, followed by create value promises, and inventing solutions and KPIs. The process
mandates having the right people, not being jealous about other suppliers, having the
blessing of management, systematic start containing service design, value quantification.
The combination of service design and co-creation is vital for enabling value-based sell-
ing. Service design personnel create open healthy conversations instead of traditional lec-
ture-like sales meetings and help get over the prevalent product centric selling. Service
designers use different methods to relax the customers, encourage customers to think
through their issues honestly, and commit to the most important issues.



49

For example, concerning the soft skills that service design professionals employ to relax
customer, informant K1 said the following:

”They are simple methods those service designers use. One of the simplest
ones is that in the beginning of a meeting, instead of introducing themselves,
everybody tells what they did during the weekend, and then everybody
laughs at how somebody had goofed off with something. It creates a good
feeling in the meeting instantly. Everybody relaxes and starts to discuss
things a lot more openly. After this, instead of showing slides and going
through point by point everything we have, we ask questions from the cus-
tomer, and force them to work and write down different business challenges
and brainstorm solutions and value promises accordingly. One easy way to
do it is to use post-it notes. Everybody writes challenges up and one by one
present them to everybody else. It creates an immense amount of discussion
and soon we are in shared understanding of how say, these three things are
most important for you, and we should focus on.”

When designing services, customer value can be many things, and it is worth expanding
how you think of value.  It can be safety, savings, profitability, reliable delivery, or fast
access to markets. Values can also be softer, e.g., a promise to offer a last chance before
locking down any contract with anybody else or come in the form of guarantees (risk
management), minimizing transaction and other administrative costs, optimizing contract
term length.

According to informant A3:

“And it’s critical to expand how you think about value. So, pricing of a
higher price for same unit of course is a more obvious element of value, but
also thinking in terms of what volume you’re providing. Especially if you’re
working in the chemical space. Can you get them to guarantee us higher
volumes, or can you get into longer-term contracts? For example, which is
a different element of value so you’re actually breaking down value from
the very obvious element of higher price to volume in terms of lengths of
relationship, so if you’re, if you can get to your contracts assuming that’s
in your favor then you’re eliminating so much of the cost of renegotiating
the contract every year.”

Value hacker process

The value hacker process is a version of service design by Siemens that was started in
2017. They have proved that incorporating service design capabilities to the sales organ-
ization has improved the sales of advanced digital solutions. The value hacker brand com-
bines service design and co-creation to enable value-based selling and has become a best
practice on a global scale. The value hacker process demands management commitment,
understanding customers business, and creating ideas for value creation and quantifica-
tion.

The support team for value-based selling contains younger personnel, service design ca-
pabilities, digital technology capabilities, and less baggage from traditional ways of
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working. They help other salespeople to succeed in value-based pricing, hence motivating
them to change their ways too.

Value hacking starts with 2-3 days spent with customers, interviewing them, understand-
ing their business, followed by a report identifying possible solutions. So, first they iden-
tify and prioritize the most important issues, create value promises, and invent solutions
and KPIs. For, e.g., machine builders, planning time, deployment time, and changes
emerging from testing phase are metrics that should be minimized.

Other considerations for service design

Combining traditional manufacturing knowledge with software and automation capabili-
ties, can be a competitive advantage compared to customers or competitors and might
enable value-based pricing. For example, bring optimization services along with the tra-
ditional products. The ability to make upfront investment free for customer with the idea
value is shared later with a limitation on the supplier upside increases chances of success.
Including segmentation in your CRM system in order to promote segment specific value
proposition development can prove valuable. Salespeople should be trained to understand
customers' business and value creation, and it has been suggested that creating mobile
applications for identifying more suiting and valuable service bundles for customers
should been created. It is an invaluable capability to be able to act as a mitigator between
stakeholders within the customer organization. Scale often enables an unparalleled ability
to build complex systems that competitors cannot match us even as an alliance. Lastly, a
large diverse service portfolio enables more visibility to customer behavior and creates
synergies (e.g., machine manufacturer that also has a related software business).

4.5 Communicate quantified value

Figure 12. Communicate Quantified Value

Comparison

A common theme for communicating value for customers was comparing the offer to
something else that can be quantified more accurately. A way to quantify value is to
quantify the value of removing problems or unproductive assets like inventories or com-
pared to next best alternative. For example, we can negotiate the price for eliminating
risk based on what the insurance company would charge for eliminating the risk. In crit-
ical situations business case can be built around opportunity cost savings via uptime and
maintenance outside business hours. Contracts can also be based on historical data and
reference cases to prove the savings we can provide.

Comparable insurance policy discussed by informant G2:
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“You’re not going to get ten per cent of the two million insurance value,
but we need to figure that out what is that, what is the point where we
could say to them ‘Listen, your product is going to be damaged, and the
insurance company is going to, know this, because they have their access
to the records as well. Sending these components with a service engineers
or whatever, to change them, the price is x.’ And I don’t think you would
get any argument on that. But there’s got to be a logic behind it, why it’s
expensive, that item, why can’t you not just wait till you get to the next
port.”

Second best option discussed by informant D1:

”In my opinion, that is what it comes back to on a theoretical level, defin-
ing the next best alternative, and figuring out what the added value com-
pared to it is.”

Cost of removed problems discussed by informant M1:

”In a way, we have to understand the customer business so well at our end
that we can calculate the actual customer value, and what happens in
given situations where there is some issue with the plant. The problems
usually give the price tag for the customer.”

Reference cases discussed by informant G2:

“We have the history with the customer, we show them, what they spent
over the last 5-10 years but typically 5 years, and we tell them we have ex-
amples from other customers where we can show, the same system, same
equipment, using our new way of doing this, this is what you’ll save every
year.”

Data and simulations

Open book policy is necessary for value quantification, and longer contracts would
yield more data and enable better services. Access to historical data was particularly im-
portant to prove the benefits of the offering. There is however a big problem with busi-
ness secrecy concerning KPIs based on customers data business secrets. they just don't
want to reveal their books as revealing sales numbers can be illegal due to the infor-
mation it yields about third parties.

According to informant J2:

”It is so that we need to get full access to customer data, this being quite
possible with our digital services. If there is a process area where we have
agreed upon a penalty scheme or bonus scheme, then within this area, we
need full data access, and access to the customer site, because we need to
go there, be it once a year, quarter or week. And then there are these
transparency issues with the digital services that allow visibility to what’s
happening over there. We can verify if the customer has themselves
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changed some parameter, and for that there can be a risk mitigation
clause in the contract that nullifies our responsibility.”

KPIs

Value quantification is easier in cases where the number of variables effecting the result
is low. Customer KPIs often have too many variables affecting them and tying value-
based pricing to such KPIs can be catastrophic. For example, if a plant runs at lower ca-
pacity then intended, for one reason or another, value-based contracts can prove unprof-
itable to no fault of the supplier. A possible solution is to use subjective KPIs, but it was
also claimed that KPI's can always be identified for value quantification regardless of
the situation. Sometimes when KPI are hard to define exactly, the best KPI is an ab-
stract one (in one case this literally was "does the customer order pizza after the case for
the team"). If, however, adequate data exists, simulations such as digital twins as a
value quantification method yield good results.

According to informant A1, KPIs always possible to extract:

“They are quite trivial actually. If the effect is large enough, a meter can
always be found. I can’t see a problem with that.”

Qualitative customer values discussed by informant E2:

”What we can prove with customer terminology, how much is the value re-
ally, but it doesn’t have to be money. Of course at some point it will be
reduced to money, but it can also be the value that is derived from us prom-
ising that although we cannot eradicate accidents, we can minimize their
likelihood. So how do you translate that to money. That you answer for pro-
cesses in a plant where there is a risk of people dying if a load falls on them.
What is the value of that?”

“If we are talking about value, it doesn’t necessarily mean reducing costs.
It can be it, but it can also be that the same expenses or even higher expenses
we can achieve higher productivity, higher reliability, or faster access to
markets for you. And that is what I mean with having to understand your
customer, that what if I can reach the markets six months faster with you
then without you, then what is the value of it? And that isn’t product selling
anymore, but service selling, you actually have to understand the business,
and that is when we really start talking about selling value.”

Subjective KPIs according to informant K1:

”In one project we used as a meter the fact, whether our contact person
would order pizzas for everybody after the project, then the cooperation
would continue. It was such an abstract project that we could not figure out
a concrete meter, so the meter was plainly whether we would get pizzas or
not. We did by the way.”

Subjective KPIs according to informant A2:
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”And then maybe what I would like to raise, is that such severe, business
KPIs from for example sales can be win rate or number of new customers,
or rise in average purchases, or whatever they may be, they are difficult
because so many other things affect them. But then again, I have myself seen
such, more subjective, meters where you may have three to five things or
meters that the client values subjectively with a scale from one to three or
one to five. So, for example, customer centricity, and then after the project
they decide that this was a four. And received results that this went quite
well, a three with this principle. But they would be then more subjective
grades.”

Other practices

In practice value quantification can be achieved with Excel models that accurately pre-
dict how improvements effect customer bottom line. There was also a case where man-
agement pricing Excel under works that quantifies benefits and compiles unquantifiable
benefits like safety. From them RTI and NPV are calculated. You should be able to pro-
vide the customer with a tool that communicates the value created and captured. You
should also remember to convince the customer of the value on an emotional level, not
just with data and numbers. Lastly, in the software business, software blocks might end
up needing other prerequisite investments to work diluting value and complicating value
sharing, and this has to be taken into account when quantifying and communicating
value to customers.

4.6 Agree on roles and responsibilities in value creation

Figure 13. Agree on Roles and Responsibilities in Value Creation

Challenge

There are many challenges associated to reallocating roles and responsibilities which is a
necessity for value-based pricings. Customer often see altering labor allocation as a threat,
and suppliers are rarely ready to carry customers business risk or act as an insurance
company. This is largely because cause effect relation is often hard to establish and there
is a tendency to excessive safety requirements from all parties involved. Managing too



54

many value-based services with "hard to define" borders and risk sharing is too difficult
in practice as everything affects everything.

According to informant J1:

“In principle we don’t carry our customers’ business risk, so we don’t act
as an insurance agency, so that we would suffer immense expenses if some-
thing goes wrong. What is also difficult, is how these responsibilities are
agreed on, so that if we didn’t hit them, why was it, was it us or the client
or the material, so there are quite a few parameters that have to be agreed
upon, and if you try to agree upon this with lawyers, it will become such a
mess that no-one is willing to touch it anymore, when out of principle, eve-
rything is excluded from the contract. So, if this, this, and this is your fault,
it just becomes very messy and complicated, and that becomes very difficult
with these value-based contracts.”

Example of reorganizing roles and responsibilities

Construction companies are taking responsibilities over operating properties after the
construction process is done, instead we always have certain limits that are hit at some
point.

According to informant D3:

”Another thing that is happening, is that borders between industries are
fading. For example, companies that have traditionally only operated in
construction, start running the real estates long after building them.”

Financing and markets

Financing and the markets perception of companies affects labor allocation between them
in a significant manner. In practice, value creation is maximized according to the business
logic expectations set by the market. The capabilities required to maximize value creation
gravitate towards the most suitable actor. It is quite impossible to change the company's
business logic completely without causing a negative market reaction, limiting options
available for new service logic that enables value-based pricing. For example, if a venture
capitalist without process knowledge buys a factory and its operations from equipment
manufacturers, interest mechanics can fail completely. Also, equipment manufacturers
don't have the required balance sheets to overtake manufacturing operations even if they
would have competences that would indicate this could make sense. According to one
interviewee, if their company was to act as a bank, their risk position would become huge,
and they would, e.g., be at risk in case of customer bankruptcy.

According to informant A1:

 “I would say almost the market logic starts hitting you in the face at some
point. You cannot just suddenly change the logic in which you operate the
entire business.”

Informant A1 also laconically commented on why equipment manufacturers would not
take over production:
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“Balance sheet is not large enough.”

A strong balance sheet allows tolerating more risk when trying new models or doing cap-
ital intensive business. Industrial investments might be huge and long term, and often
financed with debt. Making upfront investment free for customer with the idea value is
shared later with a limitation on the supplier upside makes a supplier more attractive. By
combining businesses in an intelligent manner and injecting capital you can find a con-
figuration that makes enough sense to break conventional business logic. This is not al-
ways possible though. In, e.g., the paper industry, the risks compared to potential benefits
compare poorly as malfunction of a mid-sized paper machine can cost tens of thousands,
while its maintenance contract is worth a couple of thousand.

Informant A1 further commented on breaking traditional logic and ways of working:

“But there are options where, by intelligently combining and injecting cap-
ital, you can find a configuration that would make it smart to break this
logic.”

KPI

Clear KPIs are vital and lack of them has prevented value-based partnerships from form-
ing in the past. KPIs should not be based on customers’ business success, but things the
supplier can truly affect, e.g., uptime for machinery. Everybody should be careful about
penalties and as the supplier cannot control most things at the customers end, and make
sure decisions not made by them cannot cause unfair penalties.

Informant J3 comments on KPIs in the following manner:

“But be careful. Always be so clear on the bonuses and penalties. Why I’m
telling this because we are not the owners of the customer’s premises and
this, the company. We cannot decide everything. It means that we cannot
take (-) of their decision. For instance, they may change operation profile
and the other things. Okay. That’s their problem. It’s not a loss of produc-
tion or we tell them that you have to pay us.”

Personnel needs

Dramatic boundary shifts and task reallocations between companies leads to dramatic
personnel reallocation. Changes could require more personnel quickly for the supplier
and this is problematic from a risk management standpoint.

Informant L1 commented on the possibility of equipment manufacturers taking over man-
ufacturing processes:

“This is an excellent question and believe me, we have pondered a long time
why wouldn’t we take up this challenge. But there are some issues, one thing
is risk management on our side, that if we get involved in that, it means we
have to acquire more staff, and we’d have to develop our processes to in-
clude both our own staff and partly subcontracted staff from outside our
organization.”
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Power

When distributing roles and responsibilities, power is an important factor in addition to
financial rational. For example, labor unions sometimes want to keep unnecessary func-
tions within the company and aim to prevent other financially rational outsourcings.
Power also comes to play when competing with customers. Competing with customers
can work at least in growth markets and for duopolies where customers cannot afford to
kill either of the suppliers.

Informant E1 commented on the power of the trade unions:

”Then of course there are these, things that, the trade unions are an inter-
esting factor in some places, as they kind of keep things within the core
competence that certainly don’t belong there.”

Concerning the failure of implementing outsourcing that would benefit all parties except
the trade unions, informant E1 commented as follows:

”There is no financial rational or anything else, except for the fact that if
the unions become difficult, they shut the entire operation and nothing
moves.”

Risk sharing

Risk sharing is an important element determining customer willingness to share value in
a value-based manner. As a general rule, risks should be allocated according to who un-
derstands and can absorb them best. Usability, delivery guarantees, service level guaran-
tees etc. are important to include in the contract in addition to a penalty for underperform-
ing. Risk sharing is useful especially when the service is critical for the client, and the
service provider has the ability to affect the end result significantly, and completely new
business models with potential for value-based pricing can be identified by identifying
risks you could carry better than the customer. The issue is, you might not always be able
to control the new risk you carry to enough of a degree. However, e.g., superior data and
understanding might give you a superior capacity to carry risk your customer deems too
heavy.

In order to share risks, we need to be able to quantify the risk. Quantifying the cost of risk
can be very complicated though. When cause effect relation is hard to establish and there
is a tendency to excessive safety on all sides. Building excessive safety to contracts makes
value-based pricing impossible and is a sign of unwillingness to share risk. In case of true
value-based pricing the customer takes no risk, just shares extra profits from us while we
carry 100% of the risk we control. As companies don't usually carry their customers’
business risk or act as an insurance company, perhaps an actual insurance company can
be a willing partner in creating new risk and value sharing business models. This would
be valuable as in many cases the risks for an industrial plant are so huge that individual
suppliers cannot bear a sufficient part of the risk themselves, even if the supplier could
provide the machine operator with many benefits like safety, sense of security, and pre-
dictable future expenses.

According to informant A2:
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”Yes, that is very interesting. And, if you were able to put a price tag on
risk, that would be a great step towards value-based pricing too. It is often
also difficult.”

Informant A2 further clarified on the difficulty of quantifying risk for a fire safety
critical product made for industrial plants:

”Well everybody understands what a catastrophe that the whole plant or
station in a worst case scenario burns. Terrible costs and indirect costs that
such a plant or whatever, and if say if it is a heat plant, then some part of a
city is without heat […] So the risks worst case scenario is something in-
credible. […] But that you would turn it to, sort of how much it should cost
that we can be sure everything works and the bad scenario won’t happen,
there are so many factors […] that defining likelihoods starts to be so diffi-
cult, that it is hard to justify as euros.”

Trust between supplier and customer is required. Unfortunately, risk cannot always be
completely controlled, and service providers have to be able to withstand some risks that
cannot be fully mitigated. Also, in reality both parties in practice want to limit their down-
sides, leading to most practical value-based pricing being fixed rate plus bonus or penalty
schemes. A serious legal concern arose from the interviews concerning whether suppliers
should just stick to value-based selling but not value-based pricing or contracts, in case
risk sharing and management cannot be achieved well enough, and this might well be the
case if risk quantification and trust aren’t adequate.

Informant E2 comments on the importance of trust as follows:

”They have been long term relationships, or still are. Where we have also
gone through problematic situations, solved them, and generated trust as a
result, that things get solved with these people. But there is a personal di-
mension, it is not just inter-firm relationships. The trust relationships exist
on levels from management to the executing level. I know that if I trust you
now, and give you the risk, I have to believe that whenever a problem shows
itself, I’ll call you and we solve it together. If I don’t trust you, I am not
giving my risk for you to manage.”

Many practices for enabling risk sharing emerged during from the interviews. Predictive
capabilities based on data were seen as extremely valuable. A way to quantify risk is to
approach it by examining what the opportunity cost would be in an alternative execution.
Proper risk management requires sticking to original manufacturers parts. Otherwise risks
are hard to quantify. Industrial clients are very good at risk mitigation, and their suppliers
should focus on outsourcing technology risk from them. Creating a risk mitigation tem-
plate to go through with management before presenting a contract for the customer. Risks
and training concerning customer’s employees that effect the value-based service has to
be taken into account. The contracts should include a "responsibility matrix" appendix,
which should clearly state who is responsible for what.

Concerning the use of original equipment manufactured parts as a risk management tech-
nique, informant J3 said:
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“Who will be the responsible because it’s a technical thing. The customer
has installed in my previous job something and it has broken and after our
I mean during the maintenances the scope was so clear and we did it and
he just installed something just attaching to our components and it has bro-
ken loosen and flow to the turbocharger and all the blades have been dam-
aged and it’s a huge cost. They were telling us that you did the maintenance,
so you have to pay. Ah okay. Very difficult to prove that it was their failure.
There are grey areas. Better to use everything from the supplier company
which is us here and we take the risks.”

Secrecy

Customers are afraid of if we (outsiders) run their plant, what prevents information from
flowing to their competitors.

According to informant L1:

“I have myself been involved in such negotiations, that maybe we could go
in this direction, but on the customer side it has always collided to the fact
that, well, how to maintain their competitive position or their position in
their  production environment, or with what do they prevent the information
from flowing. So kind of, if you want to expand your own business, there is
the risk that you will exploit our know-how.”

4.7  Share value by Value-based Pricing

Figure 14. Share Value by Value-Based Pricing
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Beliefs concerning relationship between investment burden and value sharing

Industrial companies with capex heavy businesses make expensive investments, which
are often huge, long term, and financed with debt. That is why they are unwilling to buy
value-based services and splitting added profits with a party that does not share the risk.
If an industrial company has payed billions for a plant, they don’t want to share even
20% of added profits for a SME software company that assumes no risks and only con-
tributes “a few lines of code”. There seems to be an ideological dilemma of whose busi-
ness creates the new value. Customer employees themselves are also judged based on
how much they spent on suppliers and how much they saved. Spending more looks bad
no matter what the business outcome.

Informant H1 commented on the relation between investment burden and willingness to
share value as follows:

”These software companies about how they should receive something
value-based, at least 20% of the value. And then if you think that we are
talking about a daily production of a million euros, so suddenly it might be
you get at least 200 000 […] more value. We are not willing to pay 40 000
a month for some software supplier that made some code snippet.”

Informant H1 further commented:

”Even if it was immensely valuable for us. And this is connected to that we
have in fact made a huge investment you know, our production capacity,
that we have, it has demanded insane investments, it doesn’t come from
nothing. And we need to take care of that we can make back the investment.
It doesn’t come automatically.”

Customer contact

In practice, willingness to purchase value-based services depends on the buyer, not the
position or organization.

According to informant H1:

”This in my opinion so depends on the person at the end of the day. There
is no real policy how to do these things, so it depends on what kind of a
person you are faced with.”

Contract areas

The contract needs to clearly state our scope and exclude other factors. About 80% of
contract content can be decided centrally, but 20% has to be localized at factory level.
Value-based contracts should have a large variable portion (from 20 to 80 percent). New
contracts are concerned with an agreed service level for a set amount of time without
concern for supplier costs or operations. The SLA agreements differ for example on
level of technical advice, shipment time and use of our service engineer resources.
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They should state what data we have access to and how it is used, and how legislation
forces to conduct maintenance. For example, machines often contain components that
should be checked very seldom but cannot be checked or maintained without taking
apart the machine. Commitment contracts should schedule such activities which the
customer often forgets.

According to informant E1:

”There are certain components you cannot examine […] without taking
apart the components, or at least opening some compartment and examin-
ing it more closely, what condition it is in. Thus, such components and their
checkups have to be done according to the manufacturer within certain time
periods, which are much longer then [regular] scheduled maintenance, and
thus customers often forget them completely. Such things are scheduled to
these […] contracts.”

They should also take into account the seasonality of the customers business. A good
practice is maintaining machines when maximally convenient for customer. This can re-
fer to the optimal time of day, weekday or even month. It really depends on the cus-
tomer and can be seasonal or demand perfect timing with 24/7 operators. In critical
functions, the business case can be built around opportunity cost savings via uptime and
maintenance outside business hours supports this. In general, the capability of being
able to flexibly organize maintenance outside operating hours is very useful.

According to informant J3:

“If they’re running for instance, let me put it in that way. 330 days in a year
it’s perfect. If it’s just running seasonally it’s different. So, you need to ap-
proach differently. If a company operates their equipment 24/7 then you
need to find some time to make your maintenances or […] implementations
in a perfect timing.”

It however turns out you have to limit the time during which the supplier gets value-
based compensation. In practice there were 3-5-year contracts with fixed prices, and fur-
ther incentives to innovation to achieve savings. The supplier gets to enjoy created effi-
ciencies for the duration of the agreement but naturally the customer gets to commodi-
tize the innovation after the contracts end. Before that though it is important to have
enough years of maintenance to enable the supplier to pay for possible R&D costs.

According to informant H1:

”Our aim is to reduce costs of maintenance. It the costs become lower, we
pay [the supplier] some kind of bonus. Then we have a time frame, where
we might have made a three to five year deal where the aim is lowering
maintenance costs.”

Spare parts are often highly important from a risk management point, because there are
legal grey areas that make risk and value sharing difficult. For example, when custom-
ers use nonstandard cheaper spare parts which leads to failure, this can be difficult to
prove in court. Proper risk management requires sticking to original manufacturers
parts. Otherwise risks are hard to quantify. The supplier needs a right to reject parts they
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deem suspicious and a waiver in case of failure due to non-OEM part. In practice it can
even be profitable to give original parts to significant customers as a risk management
practice.

Lastly, it is very important to include a "responsibility matrix" which should clearly
state who is responsible for what. Differentiate between assumptions and commitments
in your contracts to avoid legal trouble. In general, contracts are not the bottleneck for
creating value-based pricing in services. It depends completely on customer needs
which can always be codified as a contract.

Contract adherence

In practice, customers might not be willing to share value as agreed. In one case exam-
ple the customer only paid a fifth of the agreed sum. A large customer can strong arm a
supplier to waiver a value-based deal by threatening to pull back from all other busi-
ness. In practice customers try to include clauses that allow contract termination which
are most likely met even if the relationship functions well or enable buying from 3rd
parties.

According to informant I1:

”Firm values might say that we are fair and square to every direction, but
it is a power game […] how unique value creation capacity you have you’re
your customer, why they share it. And customers are really exact about
those, […] we got one deal and sold an efficiency software that made the
plant start quicker […]. And it was mostly because they followed and be-
lieved our software. But then when we counted according to the calculations
what was our share of the value, it was such a large sum that the client said
immediately that they will never pay it to us. We said a deal is a deal, but
they said that might be the case, but they will never pay, and that they would
pay a fifth in separate payments. So they can never pay this, and never re-
alized it might come to this. Even though it benefitted them, still the sum
that they should have payed was so large that there is not a CEO out there
who would have payed that bonus. This can also happen with these things.”

Informant I1 also clarified:

”It was such a big customer. We had so much business with them and this
one project ended like this.”

Contract flexibility

Contract practices are becoming stricter, causing a pressure on the required flexibility
for value-based contracts. Flexibility in contracts has to be tied to KPIs with a bonus
penalty scheme. One practice to lower maintenance costs is to postpone component
changes and other maintenance if you can statistically prove they are not necessary yet
and include such flexibility in the contract.

Contract KPIs
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In value-based pricing contracts, the value creation mechanism has to be described and
tied to KPI's which act as basis for pricing. KPI's can always be identified for value
quantification, but if the KPIs are dictated by only the other side, value-based pricing
won't work. Large industrial customers can have more negotiating leverage, so suppliers
often end up accepting their KPI suggestions, which is not ideal for value-based pricing.

Concerning the leverage of large industrial customers, informant E1 said:

”And what makes this difficult, is these KPI negotiations. When we go to
these larger clients, the negotiation power they have is greater, and we often
practically conform to their KPI suggestions.”

KPIs should also be dynamic. They should depend on the market situation, as for exam-
ple in downturns customers reward savings, whereas in better times they reward effi-
ciency. KPI updates are often necessary as the project matures, because the correct and
suitable KPIs are not always known in the beginning of the relationship, but rather
emerge as the relationship matures, creating a need for trust and different contact logic
than is traditionally used. This is undoubtedly challenging, and the contracts and KPIs
should take into account the scenarios that might follow as well as possible, because
many suppliers are very willing to bare ambiguity.

The customers, however, rarely agree on us making money based on their success, e.g.,
how many tons of X they have produced. A significant problem with having KPIs based
on customers profit is business secrecy. They just don't want to reveal their books.

Informant L4 commented on the effect of secrecy:

 “One thing you can read between the lines, some have even said, that they
don’t want to open how much are they selling, and with what price. So even
if we could negotiate a limit to the bonus where we have said, ok you get x
million of discount, but after a certain limit in production, we want 50 euros
per ton. And we have gotten through such proposals in a limited capacity
[…] So some [deals] like this we have gotten, but mostly it has ended with
them not wanting to open the big picture, of how much they are selling and
when.”

Contracts can contain an availability or uptime guarantee, and a penalty for not carrying
the risk as agreed. More specifically, the KPIs can be related to, e.g., savings in total
maintenance costs, or uptime during peak production season.

Lawyers

The key is to find the right lawyer who has the correct mentality to do something new
and really cooperate with business. So far, no specified legal expertise has not been nec-
essary for value-based contracts. One case in fact indicated that any legal department
can work out the legal matters concerning value-based pricing.

According to informant K1:

“The key is to find the right lawyer who has the correct mentality to do
something new and really cooperate with business, instead of telling
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business people how things should be done. […] Timewise it is however a
nuisance to exercise new contracts with lawyers, but if our companies were
able to do it, then anybody can. There are no larger or more difficult legal
departments in the world compared to ours.”

Contract length

Longer contracts strengthen partnerships and often create high switching costs which
act as a barrier for leaving and enable value-based pricing. For value-based industrial
services, there has to be a minimum contract length. According to one interviewee they
need at least a year long contract, and an obligation for the customer to buy and for
them to deliver instead of a mere contract frame. However, it is important to realize that
no value-based pricing deal can last forever. Everything is commoditized eventually. To
combat this, instead of customer procurement tendering out services regularly, a model
of continuous improvement and iterating could emerge.

According to informant E3 commoditization sets limits to contract length:

“How long is that deal for. It can’t be perpetual for a hundred years. Even-
tually yeah. Everything becomes commoditized eventually. It’s gotta be,
there’s gotta be some understandable term or lifespan or the ability to re-
load.”

Informant H2 speaks for more open-ended contracts:

”We have for the last years done fairly open-ended contracts […] Earlier
they could be for example five year agreements, but currently we see that
with an open-ended contract the will to keep the relationship stronger com-
pared to knowing it will definitely be five years. We hope this creates en-
thusiasm to create the service.”

Contract scalability

It is useful to create escalating contract steps for increasingly complex value-based ser-
vices. The idea being to have a process where we escalate a value-based relationship
from something small to significant as time goes on and we gain their trust. Hence con-
tracts should be built to contain different levels of value-based pricing maturity.

The levels of maturity can follow a logic of escalating intensity. On the lowest level is a
standardized service with and hourly tax, followed by a level with a few maintenance
checks per year and a report. After that an agreement with certain amount of checks and
standard repair work. Which is followed by an SLA where the supplier takes responsi-
bility for functionality. The final contract level being one where the supplier operates
the machine completely for the customer.

Informant E2 explained the utility of different levels of value-based pricing in contracts
in industrial maintenance:

“Then we build the contract which I referred to in the beginning, so there
are five levels of contract. The lowest level is simply, this is our hourly price
and this is our phone number, call us if something is broken. So in practice
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it doesn’t bind either party to anything outside of the agreed parameters by
which well come and do things.”

“The next [second] level is that […] once or twice a year we do an inspec-
tion […] and create a report and that is it. Then we of course try to sell the
repair work but they have the freedom to fix it themselves and this is often
the case with customers who have their own maintenance organization, but
don’t necessarily have the expertise of what all is needed, or they need a
third party stamp that the checkup has been done.”

“The next [third] level we have is one where we have a contract according
to which we conduct the checkups, and then a certain number of repairs
[…] the idea being we do the basic repair work. Depending on customer
size, we have even had an employee present in their facilities either con-
stantly or visiting often.”

“The next [fourth] level is that we take responsibility and create an SLA
agreement. We do all necessary checkups, we guarantee that the equipment
is in order, and of course it depends on the situation and process that is
uptime percentage, number of stops or something else the meter. But in
principle […] we take responsibility for the maintenance work.”

”The fifth level […] is that we also take care of the use. So, in principle, the
model is more that they pay us for the output, and we use the equipment […]
and take care of the operations. Then we are more in the value-based terri-
tory and speak of […] expressly about usability.”

Contract standardization, modularity and support

It is a good operational practice to build service bundles out of carefully defined service
modules, so naturally contracts should be modular as well. Value-based contracts
should be adapted from recommended templates for local and case specific purposes.
Early pilot value-based sales efforts have been overwhelming compared to the results.
In the future, standardization of operations and contract structures has to create efficien-
cies. Otherwise the required administration for customization elevates fixed costs to un-
healthy levels. In short, contract standardization mainly makes internal operations eas-
ier, but also benefits customers with the clarity it creates.

When creating the contract, local market resources should attempt to take care of it ac-
cording to their capacity, but in complex cases a global support function is needed to
solve more difficult cases. Also, the help of product managers should be used to support
the contract process if service need don't fit service modules clearly enough.

Informant E1 was of the opinion that contract and service modularity was useful:

”In our world it helps a lot that […] the way of creating these contracts is
helped by the fact that the contracts are built out these Lego-part services
that have been productized. And every service has been clearly defined, that
what is its goal, and what it delivers for the client, and then there are these
rules, that if you have […] service A and service B, could you still take
service C.”
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Business relationships

Value-based pricing often requires deeper strategic partnerships instead of traditional
competitive bidding between suppliers. You have to be able to communicate frequently
with our customer to maintain a good customer relationship, and a good practice is to
have regular management level discussions to keep the value sharing fair. This has to
happen simultaneously to other parts of the customer organization as well. For example,
plants don't always follow the guidelines from headquarters. A key reason for this is
their disregard for price and appreciation for service providers with local presence and
ability to produce valuable everyday services (which headquarters can't see). Another
key practice for maintaining good relations with the customer is to have a single point
of contact which is a competitive advantage especially if you can provide a wide array
of services. Customer appreciate it very much.

Informant J3 commented on a single point of contact:

” As I said if you outsource all of these technical mechanical things to some-
body else which is the equipment provider, […] then you will have only one
contact. […] We […] have insurances. We have a huge organization. These
are the benefits. We are here and we will be standing until you’re dead.”

A good relationship yields many fruits, one of which is a more laxed psychological
price pain point, which depends on honestly and trust in the relationship. Many compa-
nies that were interviewed suffered from hitting this pain point which prevented lucra-
tive deals from being made because while economic rational was in favor of a deal, the
customer did not want to yield too much profits for the supplier.

Risk and trust

There is a trend of large industrial customers actively asking suppliers to expand the
scope of the service contracts and take more responsibility for the machines. This suits
value-based pricing well because value sharing has to be in proportion to risk sharing,
as risk sharing is one major component that drives willingness to purchase value-based
services. A reliable supplier can provide the machine operator with safety and sense of
security, which they in turn are willing to pay for. Some consultants have presented 50-
50 value sharing models which have naturally been deemed completely unrealistic.

Informant L3 commented on the relationship between risk and value sharing:

 “Pretty often we have the challenge of risks being incompatible with the
size of the deal […]. For example, if a midsized paper machine is idle be-
cause of an error, it costs tens of thousands of euros per hour, while the
price of a single maintenance agreement might be a couple thousand euros,
so there you can imagine that such output-based sanctions or the transmit-
ting of indirect damages to the customer, or even their inclusion in the price
of the service agreement is completely impossible because the risks in our
industry are way larger than the possible yield possibilities.”

As a result of the contract negotiations, the contract should contain a "responsibility ma-
trix" appendix, which should clearly state who is responsible for what. Be careful about
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penalties and as you cannot control most things at the customers end. For example, in
the mining industry, ground quality changes and has to be accounted for in the contract.
Make sure decisions not made by you cannot cause unfair penalties but avoid excessive
safety which makes value-based pricing impossible and is a sign of unwillingness to
share risk. Including every possible exclusion in value-based contract is an endless road
and mutual dependence has to be accepted on a certain level.

Most organizations are used to receive payments as the project progresses. Value-based
pricing would increase supplier financing needs and risk carrying burden and yield prof-
its only after the project. Thus, banks and insurance companies could be a good partner
in creating new risk and value sharing business models.

Trust is a pre-requisite for value sharing, as it mediates issues related to value quantifi-
cation, and enables KPI updates as the project matures. According to one interviewee
that had successfully implemented value-based pricing, co-creation and a strategic part-
nership are more important than the value sharing mechanism itself.

Informant K1 stressed the importance of strategic partnerships at the expense of value
sharing models:

“I would see co-creation […] as much more valuable than the value sharing
model itself, so no matter according to what model the business was con-
ducted, in any case when the values are brought to the attention of the cus-
tomer, […] and they are the customers meters, we are on the right track and
get the ball rolling. We have […] other great digitalization success stories,
where no value sharing model was even brought up, because we were able
to get closer with other means. So, it is maybe more important, that the
supplier and the customer become true strategic partners, compared to how
the profits are eventually split.”

Tools

Suggestions for useful customer relationship improving tools emerged from the inter-
views. You should be able to provide the customer with a tool that communicates in-
sights concerning the value created and captured, and one that the customers can use to
manage their own service portfolios if changes are needed.

According to informant G2:

“If the customer has access to it as well, I think it’s easier. So, it shouldn’t
just be on one side. I believe that this tool should be, accessible to the cus-
tomer so he can see, oh that’s where the value is captured. You (don’t have
to give the number), but they need to see where the value is captured.”

Value sharing principles

The relationship might suffer if the customer perceives the supplier to benefit too much,
and thus currently suppliers are often reluctant to make money off of bonuses in order to
have longevity. To begin with, variable part of reward is heavily skewed towards penal-
ties. Rarely does the supplier get bonuses even after good and valuable performance.
Here we clearly need a mindset change.
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Both suppliers and customers seem to want limitations on the upside and downside of a
value-based contract. Customers are not willing to share the upside of risk sharing but
want to limit their own downside, and too much supplier upside might lead to customer
demanding commoditization of value-based pricing despite practical difficulties. Thus,
it is a good practice to limit the upside of the supplier benefit to prevent excess profits.
In practice the value sharing contracts were mostly constructed of a fixed reward and an
additional bonus or penalty, sanctions being much more common than bonuses in real-
ity.

Limitations should also protect the supplier’s ability to profit from creating new innova-
tive services, while allowing the customer to commoditize the service eventually. In
practice making 3-5-year service contracts with fixed prices, and further incentivize in-
novation to achieve savings, allows the supplier gets to enjoy efficiencies created during
the contract for the duration of the agreement, and the customer gets to commoditize the
innovation after the contracts end.

Using a relevant quantifiable comparison point was seen as the best way to quantify and
share value. One quite conservative formula for value sharing was that after production
surpasses customers budget, the supplier gets a share of the extra profits for a limited
amount of time. Another idea was to negotiate the contracts based on historical data and
reference cases to prove the savings the supplier can provide. A third example was
based on a deal for machine line starts where performance over a certain threshold
yields an extra margin for the supplier. Here the upside and downside were limited for
both parties, partly to prevent incentivizing not to overdrive the line.

Several interviewees claimed that the customers were more willing to share savings in-
stead of additional revenue, and especially savings from the supplier’s part of the value
chain. However, the opinion that it didn’t make a difference was also voiced.

In the future goals for pricing included, being able to adjust price based on buying his-
tory. For example, urgency of buying should inflict a premium on the price, and loyal
customers should get better deals.

There were many comments concerning separate practices relevant to value sharing.
Good practice is to have regular management level discussions to keep the value sharing
fair. Concerning innovation speed, it is better to create improvements very slowly and
often as it provides the best opportunity for value capture. The psychological price pain
point which depends on honestly and trust in the relationship, should be examined as a
part of the pricing process. Customers are generally willing to pay a premium for pre-
dictable expenses.
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4.8 Feedback System and General Capabilities

Some findings did not fit into the process roadmap. This is because some practices were
not specific to any particular step in the process but were important for all or several
steps. The interview material would have allowed for a more detailed examination of
practices that enable the process presented in the roadmap, but they are not discussed in
detail in this study. The subject does open possibilities for future research. This sub-
chapter mentions some of the initial findings.

Gathering feedback and iteratively improving the organizations value-based pricing pro-
cesses were found to be vital. The roadmap presented in this thesis is only a template
and naturally every organization has to build their own version iteratively. Many com-
panies lacked this ability to adapt from feedback, as it is common to not reflect on ten-
ders that were lost or won. Winning tenders lead to immediately focusing on fulfilling
the new contract, while losing tenders lead to focusing on exactly what the customer re-
quests and abandoning creative thinking that is required for value-based pricing.

One general capability often needed for successful value-based pricing was information
security. Fear of leaks and the ensuing competitive advantage or punitive measures by
other parties whose information was leaked, prevents customers from sharing data that
would otherwise create lots of value. Also, IT departments are risk averse and at the
same time very influential as they are often consulted by management in IT related is-
sues, but this is not always understood at the supplier’s end.

Another example of a general capability was a constant and efficient R&D capability.
Value-based pricing is only possible with a virtually non-existent field of competition
concerning the offering, and knowledge transfer to the client is a natural unavoidable
part of the process. Hence there is a constant deterioration of the superior offering
which means that in order to keep having value-based pricing you need to keep innovat-
ing constantly to increase the domain where VBP is possible.

4.9 Synthesis of the findings

The microfoundations of the first three stages of the identified value-based pricing pro-
cess, select stakeholder group, understand customers goals and business processes, and
identify improvement opportunities in the business process, clearly fall into the category
of sensing opportunities. Similarly, the following three stages, design value proposition,
communicate quantified value, and agree on roles and responsibilities in value creation,
fall into the category of seizing opportunities. The last remaining stage, share value by
value-based pricing, is the only one to belong to the category of transforming. Even this
is debatable as many of the microfoundations within the stage could also be allocated to
the category seizing opportunities.
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Figure 15. Microfoundations of Value-Based Pricing

4.9.1 Analytical Systems to Sense Opportunities

Figure 16. Microfoundations of Sensing Value-Based Pricing Opportunities
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The three stages of the value-based pricing process (select stakeholder group, under-
stand customers goals and business processes, and identify improvement opportunities
in the business process) that fall under sensing opportunities, were further divided into
many subgroups.

Selecting stakeholder groups was divided into 11 distinct microfoundation subgroups:
customer business model maturity, customer’s willingness to sharing risk and value, ac-
tivity being outside customers core business, industries with discrete process phases,
subcontractor related practices, trade union related issues, customer procurement, brand
value, geographical maturity differences and success, alliance model, and other prac-
tices and issues to notice.

Understanding customers goals and business processes was divided into 12 distinct mi-
crofoundation subgroups: contact in customer organization, understand customers cus-
tomer, learning from B2C companies, install base management, data related practices,
influencing early, mindset changes, role of supplier personnel, practices for dealing with
customer personnel, customer relationship and contract length, customer segmentation,
and tools.

Identifying improvement opportunities in the business process was divided into 15 dis-
tinct microfoundation subgroups: commoditization, switching cost, nature of tender,
core competence, criticality, data, finances, growth profile, innovation, KPIs, limits,
risks, scale, superior offer, sustainability.
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4.9.2 Enterprise Structures, Procedures, Designs and Incentives for
Seizing Opportunities

Figure 17. Microfoundations of Seizing Value-Based Pricing Opportunities

The three stages of the value-based pricing process (design value proposition, com-
municate quantified value, and agree on roles and responsibilities in value creation) that
fall under seizing opportunities, were further divided into the following subsections. De-
sign value proposition was divided into 4 distinct microfoundation subgroups: opera-
tions, service design, the value hacker process, and other important issues concerning
value proposition. Communicate quantified value was divided into 4 distinct microfoun-
dation subgroups: comparison, data and simulations, KPIs, and other practices. Agree
on roles and responsibilities in value creation was divided into 7 distinct microfounda-
tion subgroups: challenges, financing and markets, KPI, personnel needs, power, risk
sharing, and secrecy.
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4.9.3 Continuous Alignment and Realignment of Assets

Figure 18. Microfoundations of Transforming Value-Based Pricing Opportunities

The only stage of the value-based pricing process that falls under business transfor-
mation, share value by value-based pricing, was divided into 14 subgroups:  beliefs,
contact at customer, contract areas, contract adherence, contract flexibility, contract
KPIs, legal personnel, contract length, contract scalability, contract standardization
modularity and support, customer relationship, risk and trust, tools, and value sharing
principles.
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5 Discussion

This chapter evaluates the findings of this thesis with the aim of answering the research
questions presented in the Introduction. This is achieved by comparing the findings to
the reviewed academic literature and showing how the findings fit an earlier model of
dynamic capabilities by Teece (2007) while adding depth to the current understanding
of them in the context of value-based pricing. In addition to evaluating the findings, this
chapter presents the theoretical and managerial implications which follow from the find-
ings. Lastly, this chapter discusses the limitations of this thesis and presents the possi-
bilities for future research that have arisen during the research process.

5.1 Evaluation of the findings

The theoretical background of this thesis is mainly the theory of dynamic capabilities
(Teece, Pisano and Shuen, 1997; Eisenhardt and Martin, 2000; Winter, 2003; Cepeda
and Vera, 2007; Helfat and Peteraf, 2009; Helfat and Martin, 2015; Schilke, Hu and
Helfat, 2018) and their microfoundations (Teece, 2007). Current literature does not ex-
plain what they are in the context of value-based pricing (Schilke, Hu and Helfat, 2018).
The findings of this thesis revealed some of the microfoundations required to sell and
deliver industrial services with a value-based pricing logic. The findings answer the first
two research questions quite well: (1) What challenges has the organization faced with
value-based pricing? (2) What solutions have been invented to counter said challenges?
The third research question: “How are the contracts containing value-based pricing
structured?” was not answered by the findings as thoroughly, as most organizations had
not yet reached the maturity level where contracts would have become important. How-
ever, the last process step (sharing value by value-based pricing) from the roadmap did
contain some answers for this question too. The following paragraphs evaluate each step
from the findings (roadmap) in relation to earlier literature.

The importance of selecting the stakeholder group has been found important in previ-
ous literature too (Mark and Shotland, 1985). Mark and Shotland (1985) claim that
stakeholder groups can be classified along two dimensions, the perceived legitimacy
and the perceived power of the stakeholder group’s interests. In this context, power re-
fers to the ability to influence decisions concerning the program that is evaluated, while
legitimacy refers to the perception of social acceptability of the stakeholder group’s in-
terests. Trade union related issues mostly relate to the power dimension, while brand
value relates to legitimacy. Customer business model maturity and subcontractor related
practices relate to both. However, customer’s willingness to sharing risk and value, ac-
tivity being outside customers core business, nature of customer procurement, industries
with discrete process phases, and geographical maturity differences and success don’t fit
either category. It would seem that at least in the context of value-based pricing, they
form their own more granular dimension related to specific capabilities and their micro-
foundations.

The importance of understanding customers goals and business processes was
shown by Shane (2008) According to them, understanding customer needs should cre-
ate desirable, feasible, and salable products, but also most companies are product-
driven instead of being customer-driven. New product development follows a process
of identifying customer needs, developing prioritized needs of hierarchy, establishing
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target requirements and specs, and finally generating concepts, screenings, testing and
selection. However, it would seem that such traditional literature neglects the needs of
firms competing in a faster paste value-based environment. It would seem that the find-
ings of this thesis: contact in customer organization, understand customers customer,
learning from B2C companies, proper install base management, data related practices,
influencing early, mindset changes, role of supplier personnel, practices for dealing with
customer personnel, customer relationship and contract length, customer segmentation,
and tools, don’t contradict any of the older theory of understanding customer needs.
They simply supplement it for the new environment, without implying a need for dra-
matic changes in the core theoretical logic of understanding customers.

Garver (2003) modified the traditional performance–importance analysis and by ex-
panded the customer-driven improvement models for identifying customer-driven im-
provement opportunities. According to Garver (2003), performance–importance analy-
sis is the main method for identifying improvement opportunities, and the best practice
for identifying improvements is a six step process: (1) examine performance-im-
portance analysis with multiple customer listening tools; (2) conduct complementary
improvement analysis; (3) assess firm capabilities; (4) examine improvement costs; (5)
estimate ROI of improvements; (6) select attributes, set goals, and monitor improve-
ment performance. The findings of this thesis concerning the identification of improve-
ment opportunities where: commoditization, switching cost, nature of tender, core com-
petence, criticality, data, finances, growth profile, innovation, KPIs, limits, risks, scale,
superior offer, and sustainability. Most of these are factors that allow managers to de-
cide whether a value-based pricing strategy is feasible in the first place. One could ar-
gue that they form a part of the first step in Garver’s six step process (performance-im-
portance analysis), but one could also argue that in value-based pricing the findings of
this thesis form their own step that becomes before the traditional ones: a feasibility
analysis. The step would answer the question: “Can value-based pricing be used at all
for this opportunity?” before using resources on further analysis.

There are highly popular tools for designing value propositions like the business
model canvas (Osterwalder and Pigneur, 2010), and the value proposition canvas (Gold-
stein et al., 2002), but the findings of this thesis focused on service design. This thesis
contributes to the service design field by emphasizing its importance as an enabler for
value-based pricing, and by showing the importance of operational modularity. Gold-
stein et al. (2002) mentioned, services resemble product manufacturing, as both are
formed of hundreds or thousands of components. Services just are formed out of non-
physical entities. The main best practice identified by this thesis for designing value
proposition was mastering modularity, which refers exactly to making the management
of this complex combination of non-physical parts nimbler.

The microfoundations related to communicating quantified value were divided into 4
distinct microfoundation subgroups: comparison, data and simulations, KPIs, and other
practices. The comparison method is well known by previous literature, as for example
Hinterhuber (2017) points out, that sales managers have to translate value to monetary
terms in relation with the customer's best alternative and the firm’s competitive ad-
vantage. However, the use of data and simulations, and the requirements placed on
KPI’s in the context of value-based pricing where discussed on a more granular level in
this thesis then is the case with, e.g., Hinterhuber (2017) or other literature.
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Agreeing on roles and responsibilities in value creation is in theoretical terms a firm
boundary decision which is extensively discussed in literature (Huikkola et al., 2020).
The findings of this thesis were divided into 7 distinct microfoundation subgroups: chal-
lenges, financing and markets, KPI, personnel needs, power, risk sharing, and secrecy.
Huikkola et al. (2020) claim that servitization changes firm boundaries through identity,
power, capability, and efficiency. One could argue that finances and secrecy are forms
of power (financial and information related), while risk sharing, KPI’s and personnel
need are an element of capability. Again, in the case of agreeing on roles and responsi-
bilities, the findings of this thesis deepen an existing theoretical lens in the context of
value-based pricing.

The last step of the value-based pricing process, sharing value by value-based pricing,
was divided into 14 subgroups: beliefs, contact at customer, contract areas, contract ad-
herence, contract flexibility, contract KPIs, legal personnel, contract length, contract
scalability, contract standardization modularity and support, customer relationship, risk
and trust, tools, and value sharing principles. The findings have mainly to do with con-
tracting, and risk and value sharing in value-based pricing. The findings echo ones by
Liinamaa et al. (2016), who for example suggest that contracts should be used as de-
vices for facilitating coordination and adaptation, instead of only acting as safeguards,
but add a lot to the current understanding of risk and value sharing in value-based pric-
ing, and how to codify that into a contract.

5.2 Theoretical implications

In the literary review we identified a knowledge gap concerning the microfoundations
of dynamic capabilities for enabling value-based pricing (Schilke, Hu and Helfat, 2018).
The most relevant theoretical finding is the value-based pricing roadmap which reveals
some of said microfoundations. The roadmap is a framework that was born out of the
empirical understanding of the research team and happened to be a good way to struc-
ture the plentiful findings that arose from the interviews. The findings arranged in the
roadmap gives practical content for the generic framework by Teece (2007) concerning
the microfoundations of dynamic capabilities and business performance. These micro-
foundations for enabling value-based pricing tied to the theoretical framework are the
main theoretical contribution of this thesis. The uncovered microfoundations that fall
into the seven-step process roadmap allows for a clear understanding of some of the is-
sues and solutions concerning the implementation of value-based pricing.

Most of the microfoundations of dynamic capabilities in the findings are in the sensing
or seizing categories. This reflects the current situation of value-based pricing among
the organizations from which the interviewees were from. The organizations are not
very advanced in value-based pricing and are mostly in a phase of trying to understand
the business potential and attempting to create business models. This naturally leads
them to comment on how to sense and seize opportunities, while having relatively little
to say about how to transform the business in practice. Discussing the transformation
would require the interviewees to have more experience on advanced implementations
then what was true for most of the interviewees who were interviewed.
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5.2.1 Not all findings fit the roadmap structure

Even though the findings mostly fit the roadmap and dynamic capability framework
(Teece, 2007), many general capabilities where mentioned during the interview process
that did not fit a single step of the value-based pricing roadmap or the dynamic capabili-
ties framework. Instead they affected the whole process. This indicated there was a need
for additional theoretical capability categories.

For example, concerning data management, the efficient install base data management,
ERP integration with customer, good master data management, improving data quality
and quantity constantly, and predictive capabilities and data access where mentioned as
foundational capabilities enabling value-based pricing. It seems clear they are useful in
several if not all of the phases, forming general capabilities that enable the whole pro-
cess, without being specific to any single part of it. In addition to data related issues, the
sales culture, incentives, organization and sales personnel was a frequent topic of dis-
cussion but did not fit the roadmap while effecting the whole process in a general fash-
ion.

The need for feedback and continuous improvement was also identified as an important
capability for reorganizing the company’s operations to keep up with customer needs
and hence enabling value-based pricing in the future also. This forms another category
of capability outside the roadmap structure. The feedback function is related to under-
standing customer goals and business processes from the roadmap, and although there
might exist synergies between the two, the distinction between them is that the other is
focused on finding opportunities for business in the present, while the other is focused
on transforming the capabilities of the firm itself and their use to keep up with the busi-
ness environment.
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5.2.2 Role of interorganizational effort

Table 3. Role of interorganizational effort in the practices of value-based pricing

Another interesting aspect of the findings is how the findings relate to interorganiza-
tional relations. Teece (2007) mostly concentrates on a single company that aims to
function in its business environment. This study would suggest that attention should be
aimed at interorganizational relations, and the conclusion is supported by recent ecosys-
tem literature (Adner, 2017; Gawer and Cusumano, 2014). We can divide the micro-
foundations from the findings into 3 significant categories: demand effort from the sup-
plier alone, demand effort from the supplier and others, and demands effort from other
actors then the supplier.

The microfoundations concerning the selection of stakeholder group are mostly ones
that are in the hands of the supplier. Choosing customer with mature business model
with businesses that have critical processes outside customers core business, and dis-
tinct process functions suitable for outsourcing is up to the supplier. Understanding the
impact of geography on customers and the maintenance of a decent brand value are also
solely the job of the supplier. However, dealing with subcontractors, trade unions and
customer procurement is a two-way street where both parties need to cooperate, as are
alliance models for industrial plant maintenance breaks which require active participa-
tion by several suppliers. Customer’s willingness to sharing risk and value is naturally
completely dependent on the customer and the nature of its business.

Concerning the phase understanding customer goals and business processes, finding the
right contact in customer organization is important for the supplier, but in order to bene-
fit from the supplier’s full potential, it would be beneficial for the customer to rethink
what people make the best contacts from suppliers that could have more to offer. The
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same applies to understanding the customers customer. It is mainly the headache of the
supplier, but the customer would also benefit if they would help the supplier to under-
stand the end customer. Influence early is another example of a practice that is more
strongly the interest of the supplier, but the customer would also benefit where they to
act proactively concerning the issue. Install base management, and other data related
practices should be at least partly a common effort between the parties, and mindset
changes are also required on all sides. The tools for value-based pricing should be cre-
ated by the supplier but cooperation from the customer would surely yield a better re-
sult. Customer relationship and contract length are naturally between the parties also.
Learning from B2C companies is a practice for anybody who wants to understand cus-
tomers but doesn’t require any cooperation. Role of supplier personnel is mostly an in-
ternal issue within the supplier, as is customer segmentation.

Concerning the phase identify improvement opportunities in the business process is
mostly about the supplier working internally. Commoditization, switching cost, critical-
ity, finances, scale, superior offer, sustainability, customer growth profile, nature of cus-
tomers core competences, and limitations are issues the supplier has to take into account
but don’t require any actions from the customer outside of helping the supplier under-
stand these things. Data, KPIs and risks are issues that demand cooperation between
both parties, whereas the nature of tenders can affect the ability to provide services
priced in a value-based fashion and is completely up to the customer.

Designing the value proposition is more divided. Operations are a purely internal matter
of the supplier but should evolve through feedback and an understanding of customer
needs in the business environment. The service design process on the other hand should
be a deeply cooperative action concerning both the supplier and customer. The phase
communicating quantified value is more straight forward also. Comparison methods are
employed in the supplier end, whereas data, simulations and KPI are matters where co-
operation is needed.

The challenges identified concerning the agreement on roles and responsibilities in
value creation mostly concerned both parties. Financing and markets affect the relation-
ship and both parties, but actions recommended in this thesis actually touch neither the
supplier or customer, as outsiders, banks and insurance companies, are recommended as
a partner to solve the related issues. Creating KPIs has to be a common effort, just as
risk sharing activities. Personnel needs of the supplier are on the other hand purely an
issue for the supplier. Power can be in the hands of anybody, but usually the customer,
or stakeholders affiliated with the customer, like trade unions, have the final say in
things. Also, business secrecy is usually an issue caused purely by the customer.

Concerning the phase “share value by value-based pricing”, beliefs have to change in
both customer and supplier end, and value communication can be used as a method to
influence the beliefs of other parties. Contact at customers organization, as earlier men-
tioned, is also something that should interest both parties. Contract related issues like,
contract areas, contract adherence, contract flexibility, contract KPIs, contract length,
contract scalability, contract standardization, contract modularity and support functions
are mostly internal matters for the supplier, yet they naturally have to be acceptable and
beneficial for the customer as well. The customer relationship, risk and trust are clearly
cooperative matters, and the value sharing principles listed in the findings also affect
both parties. Tools where discussed earlier, but they are mostly the responsibility of the
supplier, but input from the customer would naturally ensure their relevance.



79

5.2.3 Need for a synchronic change in the industry

It is inevitable that fields where value-based pricing is increasingly implemented, will
face a new reality. It is important to understand what capabilities are needed to imple-
ment value-based pricing. However, it is also vital to understand that when these capa-
bilities come into existence, it creates a tension between the old and new ways of work-
ing, and between the buyers and sellers of products and services, creating new issues.

In order to sell value-based services, someone has to be able to buy those services and
adopt value-based buying within their own organization. Service‐based value creation
demands integrating resources amongst two (or more) parties. This implies that change
in this context is a synchronized co‐adaptation to emerging opportunities (Töytäri et al.,
2018). Companies require synchronized application of co‐specialized dynamic capabili-
ties if they wish to renew their resource and capability portfolios for smart services. As
we can see from Table 3, the findings contain a large amount of microfoundations that
are interorganizational in nature. This point-of-view is lacking from the model by Teece
(2007).

There is naturally no use of dynamic capabilities if the customers are not ready to ex-
ploit them. This need for a wider change in the industry also means that no single com-
pany can fully control the change either. Before this change becomes prevalent enough
to enable value-based pricing, it would seem close strategic partnerships are a way to lo-
cally create the necessary conditions for piloting the capabilities required for value-
based pricing, ahead of wider maturity in the market.

5.3 Managerial implications

Many findings are directly valuable for a manager wanting to implement value-based
pricing. Because of the general immaturity of value-based pricing practices among the
industrial companies, the results contain many issues and warnings in addition to tangi-
ble solutions. However, these findings can act as a guideline for creating processes and
avoiding unnecessary pitfalls. The main findings of this study condensed into three
main points would be: (1) a differentiated offering is required as value-based pricing
doesn’t function for commoditized offerings, (2) the sales process has to differ from tra-
ditional one: the company has to influence the clients earlier and collaborate closely
with the customer, and lastly (3) Successful establishment requires quantification and
sharing of both value and risk.

Concerning the selection of stakeholder groups, understanding the importance of find-
ing critical customer functions outside their core competence is highly important from a
managerial point-of-view. The same is true for identifying discrete process phases
which can be replaced by services provided by outside suppliers. These two guidelines
narrow down the possibilities for selecting stakeholders significantly. Avoiding cus-
tomer procurement unless the procurement is especially geared towards value-based
purchasing is also good practical advice manager should follow. Managers should not
bother about geography, but to be concerned about the individual customer. However,
Finland is the place where to start piloting new service concepts for later geographic ex-
pansion.



80

Having the right contacts in the customer organization, understanding the end customer
or your customers customer, learning from B2C companies are good practices for un-
derstanding customer goals and business processes. The same goes for knowing when to
influence the customer, most often doing it at the earliest possible time is the best way
to go. Harnessing the tacit knowledge in your own company is also a good strategy that
has relatively low upfront costs but can help immensely.

For identifying business opportunities, it is important to understand can you escape
commoditization in the first place. This is simply not possible in all businesses. Looking
for the opportunities critical for the customer, yet outside the core competence of the
customer is a solid practice too. In order to enable value-based pricing, enough data vis-
ibility is needed, and without it, value-based pricing can become impossible.

Concerning the capability to design value propositions, the ability to manage modular
services which can flexibly be organized into a package that fits customer needs was
identified as important. It enables competitive advantage even when the individual ser-
vice blocks are not themselves of superior quality. In order to create the service entities
themselves, the service design process was deemed a useful practice.

For communicating quantified value to customer, different comparison methods, suffi-
cient data access, and use of reference cases were the most important practices to con-
sider. The idea of subjective KPIs was found to work in situations where hard KPI were
impossible to identify.

To counter issues with carrying unbearable risk and the financial burden, the possibility
to bring in third parties like banks or insurance companies was found to be a possible
solution. It also makes sense for suppliers to look out for powerful groups that can af-
fect decision making while having interests that counter business logic of the supplier
and customer. The willingness to share risk and trust were found to be of upmost im-
portance, but mostly value-based pricing in practice limited downside and upside for
both, leading to a fixed plus bonus or penalty system instead of a pure value-based sys-
tem with only a value-based compensation.

The final process phase, “Share Value by Value-based Pricing” is crucial as the other
phases only benefit the supplier if value is shared fairly and contract related mistakes
are avoided. It is crucial for management to understand, that contract adherence is not a
given even if a good deal is negotiated. Suppliers have been strong armed out of pay-
ments by leveraging other traditional commoditized businesses and threatening with the
loss of them to renegotiate or altogether ignore a deal too lucrative for the supplier.
Also, referring to the competitive edge operative modularity provides, this naturally has
to be supported by modular contracts which are standardized as much as possible.
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5.4 Limitations

The findings are not fully generalizable due to qualitative nature of the study. The find-
ings are not statistically valid and have not been cross examined between different kinds
of industries, companies or other relevant axis which might function by different rules.
Some of the findings of this thesis might only apply to a subsection of relationships or
industries.

The issues with generalizability are partly because of a bias in the data. There is a bias
in the sampling, as the interviewees mostly originate from large industrial organizations
who supply industrial services. The interviewees were also often the personnel who are
building the value-based capabilities in their organizations, probably causing them to
portray positive signals about them instead of negative ones, wherever possible.

Value-based pricing in industrial services is an emerging and currently immature field
in practice, so the data gathered for this thesis is to a large degree speculative and unver-
ifiable as practical applications are quite rare. Similarly, as the subject of this thesis is
novel and unique, comparisons with similar existing studies are impossible to conduct
in order to verify the results. The scope and schedule of a master’s thesis limits full
analysis of the subject. Many questions and possibilities for future research have arisen
during the research process, but these will be discussed in the following chapter.

5.5 Possibilities for future research

This thesis approaches the subject of value-based pricing in industrial services mostly
from a supplier point-of-view. Examining the same subject from a buyer perspective
would provide useful information for understanding this phenomenon holistically. Ad-
vanced pricing methods are an important aspect of interorganizational relations, and in
order to understand the phenomenon properly one must understand both involved par-
ties.

As much of the interview data was speculative, and mostly not based on successful im-
plementations and trustworthy empirical knowledge, more empirical evidence would be
useful to verify the findings of this thesis. Further research could focus on finding suc-
cessful implementations of value-based pricing in the future and seeking out the empiri-
cal evidence that these examples could yield.

In our discussions with a management consulting company concerning this subject, the
importance of IT-system integration as an enabling factor for value-based pricing came
up often. As the industry has rarely had to deal with possible IT-system integrations in
practice, they did not come up in the interviews. However, as value-based pricing be-
comes more mature, this can become an interesting subject for further research. The dis-
cussions with the management consulting company also revolved around a maturity
model which can be used to identify the level of maturity a firm concerning the dynamic
capabilities that enable value-based pricing. This could also provide an interesting sub-
ject for more practical future research. The maturity model could be quite directly based
on the roadmap introduced by this thesis, with all steps of the process being graded on a
0 to 5 scale to create an understanding of where the strengths and weaknesses of the
firm in creating value-based offerings lies. The grades for each step could themselves be
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based on the average of grades given to the subsections, or microfoundations, of said
step presented in this thesis.

Testing the generalizability of the findings would be important to validate the findings
of this thesis. It would also create significant additional benefits as the practical imple-
mentation of the findings would become more reliable. For example, the idea of using
banks and insurance companies as partners to bridge the resource gap in risk tolerance
and financing capability emerged from the findings and would be interesting to investi-
gate further. As it would be to further research the importing of customer insight capa-
bilities from B2C companies to B2B companies, or how far can contracts take interor-
ganizational cooperation? It would seem corporations exist in part as entities where in-
formation can live freely, yet servitization is pushing the envelope in fading the bounda-
ries between the operations and data between them. It would be very interesting to find
out where the limit is in industrial services, after which cooperation is impossible, and
capabilities have to be brought under the umbrella of the same corporation, and not
bought from the outside.

Cooperative value creation is currently an unsolved problem, and the use of power
available to capture the maximum amount of value does not seem to provide the answer.
It would be interesting to research the possibilities of avoiding maximum value capture
in the short term in order to enable greater value creation in the long term, enabling all
involved parties to profit more. At the same time, the need for synchronous change in
the industry was identified by this thesis. Perhaps the idea of strategic partnership that
emerged from the interviews could solve for both issues. A strategic partnership could
solve the problem of value sharing between very committed partners. It could also cre-
ate an artificial bubble within an otherwise immature market, which acts as a testing
ground for new business models that will not be possible for the rest of the market in a
while, granting its participants with a head start to building the capabilities they need for
tomorrows business environment, they can help shape.
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Appendices

Appendix 1: Interview Structure
Summary

1) Introduction
2) Current situation of value-based pricing
3) What kinds of aspirations, plans and risks exist?
4) Testing existent knowledge
5) Closing questions

Italics and underlining:

- The parts written in Italic can be passed if they have been discussed unofficially
before the interview

- The underlined parts are control questions that are asked only if the interviewee
doesn’t discuss the matter enough independently

Questions:

1) Introduction
a. Ask permission to record the interview (with the recorder already on)
b. Guarantee the confidentiality of the interview
c. Present the interviewers
d. Introduce the research subject and thesis context
e. Ask what the background and current role of the interviewee is

2) What is the current state of value-based pricing?
a. Short introduction of the organization by the interviewee

i. Value creation for client
ii. Position in the value chain

iii. How do you see the cooperation between different firms in the
value chain, and where do you see that evolving?

b. How do you price your services at the moment?
i. What is the role of value-based pricing in your organization at the

moment?
c. If the term value-based pricing is used in your organization, what exactly

is meant by it?
d. What your firm has done concerning:

i. Value-based selling?
ii. Value-based pricing?

e. Why do you want to utilize value-based pricing?
i. When did your organization start to develop capabilities related

to value-based pricing?
f. What kinds of challenges have you faced?
g. Millaisissa olosuhteissa arvoperustainen hinnoittelu onnistuu ja ei on-

nistu?
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h. In what circumstances value-based pricing works, and where doesn’t it?
i. Geography

ii. Business profile
iii. Customer
iv. Growth vs. non-growth
v. Significance of patents

i. What kinds of external pressures your own change has caused in the
business network?

i. Customers
ii. Subcontractors

iii. Competitors
j. Millaisia sisäisiä muutostarpeita olette identifioineet johtuen arvoperus-

teisesta hinnoittelusta
k. What kinds of internal needs for change have you identified?

i. First let the interviewee answer without guidance
ii. How do you build and maintain KPIs?

iii. How do you build and maintain Contracts?
iv. Needs concerning organization, leadership, and rewards?

3) What kinds of aspirations, plans and risks do you see going forward?
a. What plans your organization has with regards to value-based pricing?

i. Objectives
ii. Expectations

1. What kind of a competitive landscape is there and will
there be?

iii. Risks
iv. Contracts, sales process, pricing references, and other plans

4) Testing phenomena we already know based on literature
a. What factors affect the interest of the customer to buy services pieced

with value-based logic?
i. What is the meaning of risk? Is willingness to engage in value-

based pricing a function of risk?
ii. Is there a difference between improving processes in your own

end vs. improving the processes in the customer’s end?
1. Does it impact the customer’s willingness to cooperate?
2. Does it impact the customer’s willingness to share value?

iii. How can you identify the upper psychological pain point for
value-based pricing?

b. How do stakeholders relate to this issue?
i. Are there differing views within your organization?

ii. How do lawyers feel about the contracts?
5) Final questions

a. Would you like to bring up something important we didn’t have a chance
to discuss?

b. Is there something you would hope I would ask from the other interview-
ees?

c. Who else in your organization could be useful to interview in your or-
ganization concerning this subject? Is there someone who disagrees with
you on these matters?
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d. What kinds of organizations could have interesting interviewees con-
cerning this subject?

i. Clients
ii. Subcontractors

e. Do you have any further questions for us?


