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Every product has a price tag, but you never see a “value tag”.  A value tag tells the customer “what’s it 

worth for me?” to buy the product.  Economic theory says that customers are willing to pay more for 

products that deliver them higher value.  If every product in the world had a value tag, then selling 

products would be much simpler than it is today. But few, if 

any, do and that’s because most sellers think that calculating 

value is too difficult. Actually, calculating the economic value 

of your product is easier than you think. 

It is definitely worth doing – now more so than ever.  The 

forces of globalization and technology have made the 

marketplace for all goods and services much more 

competitive. Competing primarily on low price/low cost, even 

if you have the capability to do so is not a sustainable business strategy. Instead, according to the 

experts (such as Dr. Thomas Nagle, author of Emerging from the Great Recession 8 Keys to Driving 

Profits, Growth, and Customer Value), competing on value is really the only viable strategic option. 

When you build a value model for your product, you open the door for 

opportunities to strengthen your product offer definition, uncover lucrative 

customer segments, tighten your communication messages, and of course set a 

more profitable price point.  

Many a successful B2B product has profited handsomely from this approach. Internal and external 

strategic pricing consultants have relied upon it faithfully for years. And more recently, sales 

professionals are deploying more and more value selling techniques and tools. 

This guide is written for the benefit of the average business person (i.e., non-pricing expert) and 

describes the steps for quantifying customer economic value. It is based upon several years of 

experience advising hundreds of product, marketing and sales teams. The six steps for building a value 

model (explained in detail below) are:  

1) Answer Three Simple Questions 

2) Define a Unit of Measure 

3) List Differentiating Features and Map Them to Customer Benefits 

4) Map Customer Benefits to Potential Economic Impacts 

5) Build Specific Value Drivers 

6) Quantify the Value 

These steps can be done with just a few hours of effort, using just the existing data at hand. For a typical 

product manager within a larger global B2B enterprise, this modest time investment can find millions of 

dollars of “money left on the table”.  

http://www2.leveragepoint.com/l/11232/2014-08-28/wggp5
http://www2.leveragepoint.com/l/11232/2014-08-28/wggp5
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STEP 1 – Answer Three Simple Questions 

The three simple questions are:  

1) What are you selling?  

2) Who are you selling to?  

3) Who/what is the competitive alternative? 

In practice, these questions are deceptively simple because if your answers are too general or vague, the 

process bogs down in the later steps. Answer them crisply, and the process moves much more smoothly.  

Focus is essential, resist the urge to create the universal value model that will handle all your customer 

and competitive situations. This is especially important if you are following these steps for the first time. 

Later with the benefit of more experience you can develop value models by key customer segments 

and/or profiles. 

Here are tips to focus each question: 

When answering “What are 

you selling?” frame it in 

terms of a total offer or end-

to-end customer process. In 

the eyes of your customer, 

your offer is probably more 

than just a thing (product) 

that comes out of a box. 

Offers usually include 

services like technical 

support, training, 

fast/flexible delivery option, 

custom design, etc.  

Sometimes the box itself 

adds value: a pricing 

consultant once told me 

about a project where they 

found that superior material packaging was a key value driver for a particular customer because it 

reduced the customer’s material handling costs. 

When answering “Who are you selling to?” especially for your first value model, focus on a particular 

customer you know best. Use value modeling as a format to write a specific case study.  Put yourself in 
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that customer’s shoes. The more first-hand customer knowledge you (or your team) has, the better. This 

will later serve as the base model for all customers in that particular segment. 

When answering “Who/what is the competitive alternative?” remember to select the next best 

competitive alternative for that customer. Sometimes the obvious alternative is not really the actual 

alternative. Let me use a personal example to illustrate this. Say I’m in the market for a car and you are a 

car salesperson who believes a brand-new Ford Focus is perfect for me. Question: what is my next best 

competitive alternative? Is it: 

A) A brand-new Toyota Camry?  

B) A pre-owned BMW?  

C) Keeping my current aging vehicle on the road for another year?  

Each comparison has different economics and if the wrong one is used in your value pitch to me I will 

probably listen politely but then later disregard it.  Further, if you took the time to truly understand my 

preferences; you will discover that what I’m really considering is a non-vehicle transportation option of 

public transit, cycling, and occasional Zip Cars.  The economic comparison here would be radically 

different than the other three scenarios.  

Again, the point is to focus on the most serious competitive rival. If you are uncertain about who/what 

that is, then make it your priority to find out. Resist the urge to create a universal value model that will 

handle all your existing and future competitive situations at once – that becomes too unwieldy. Rather, 

in cases where there are multiple serious rivals, start with one as a base case and then later make  

variations to accommodate any unique threats posed by other competitors. 

STEP 2 – Define a Unit of Measure 

This critical step can be easily overlooked. Doing so will always cause problems in quantifying value.  A 

best practice is to choose an important customer key performance metric (KPI) that is relevant when 

comparing your product’s advantages versus a competitive alternative.   

So for example, if you are selling building materials to a contractor in the construction trade, a standard 

unit of measure in that industry is cost per square foot. A standard unit of measure makes it very easy to 

manage costs. The contractor buys concrete by the bag, wood by linear foot, laborers by the hour, etc. 

but these and hundreds of other items can all be expressed in either total cost per project or cost per 

square foot. Quantifying value in terms of a customer KPI: “Our offer can save you $10 per square foot 

in material” or “Our offer can increase the market value of your building by $10 per square foot” 

effectively communicates value in a way that is immediately understood. 
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Aside from customer KPIs, another type of unit of measure to use is a price metric. So for example, if 

you are value modeling a new roofing product for the construction industry, you might use “price per 

roll” because that is how the 

contractor is currently buying 

roofing material. This works 

well if you and your 

competitor use the same 

price metric (in the case of 

direct competitors) but there 

is an issue when they do not. 

For example, say your new 

roofing solution comes in 

boxes instead of rolls. In this 

case, using the standard “cost 

per square foot” makes for a 

cleaner comparison. Ideally a 

value model should have 

multiple units of measure, 

customer KPIs and price 

metrics on both the “per unit” and aggregate level. 

Once the unit of measure(s) is defined, then the first piece of quantified data, “reference value” is 

entered into the value model. A reference value is defined as the cost of purchasing the next best 

competitive alternative. If using the competitor’s price metric as the unit of measure, then this is simply 

the competitor’s price.  But if another unit of measure (such as a customer KPI) is used, then you just 

convert it. 

Sometimes the best course of action is to set the reference to zero. For example, if the next best 

competitive alternative is the “status quo;” such as in the case of an existing piece of equipment that 

has already been fully paid for (therefore no additional outlay to keep it). Certainly the status quo may 

have additional operating costs, but these are quantified later as value drivers. Similarly when 

comparing a new technology to an existing manual process, the reference value is often zero (practically 

speaking) because although there is certainly an opportunity cost, the true cost is not readily 

transparent as a reference value; again these are shown more clearly as value drivers. 
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STEP 3 – List Differentiating Features and  
Map Them to Customer Benefits 

 
Once you have a clear idea of who your customer is and who/what your competitive alternative is, then 

this next step should come very naturally to any product or marketing manager.  Namely, to list your 

entire offer’s differentiating features.  Emphasis is on “differential” – features that truly set your product 

apart from that competitive alternative AND that customers care about.  This is a small sub-set of the 

master feature list.  

In my experience, I’ve found that software product managers (like myself) are particularly challenged in 

the task of making a “small sub-set” list. We really do love all of the rich feature/functionality in our 

software! So as a reality check, I challenge you to write down all the functions you regularly use in 

Microsoft Excel and then open up the command menus and count all the rest. That’s what I mean by a 

“small sub-set.” 

Once you have a list of Differentiating Features, the next task is to take a deeper dive into the reasons 

why customers care.  Read out each feature and ask your team, “so what?” and “how does this benefit 

the customer?” and “does this really make a difference?” and always “why?” Especially if your team has 

never had a deep discussion about this before, it is definitely worth the time. Done well, these 

discussions can be energizing, illuminating, and at times a bit loud.  But stirring this pot is always a 

worthwhile exercise. Previous “voice of the customer” surveys, market research, and first-hand 

experiences working with customers are all are very useful inputs for this exercise.  

Lastly, map the relationships between the differential features versus the benefits. Below is an example 

for a telecommunications solution for small businesses. 
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STEP 4 – Map Customer Benefit to  
Potential Customer Economic Impacts 

 
Here you repeat the process in the previous step, by taking the list of customer benefits and mapping 

them to potential economic impacts. There is often a high correlation between customer benefits and 

economic impacts for B2B customers. In other words, the things which these customers care most about 

are usually directly tied to their prosperity.  Any customer benefit that can be quantified economically 

(either reduce costs or increased revenue) is by definition a value driver.  

Value drivers are the heart and soul of a value model. 

Can all customer benefits be quantified economically? Certainly not all of them, but a lot more than 

most people realize. I’ve found that it’s very common for managers to drop value drivers into one of two 

buckets: either into a smallish “hard-dollar bucket” or a much larger “soft-dollar/intangible” bucket 

(“soft-dollar” translates to “nice things we do that we can’t put a dollar value on”).  

 A “two-bucket” philosophy for value drivers is too limiting.  It’s more useful to think about a continuum 

ranging from “easy to measure” on one end to “very difficult to measure” at the other end. Even very 

broad, intangible-sounding things like “goodwill” or “brand-image” can actually have measurable 

economic impacts if broken down and correlated to specific use costs or revenue sources. Take, for 

example, a distributor that consistently gets a higher price for its line of “commodity” materials. It’s 

consistently recognized as being the market leader in its region, but is that just advertising, or are there 

unique things (differentiators) it does that earn it this positive brand image? 

Talking with its most loyal customers, you would learn they perceive the supplier’s brand as primarily 

representing superior reliability. These customers would tell you about their past unpleasant 

experiences dealing with cheaper “mom & pop” suppliers, notably the real business costs related to a 

missed or incorrect delivery.  So over time, these customers have concluded that the price premium of 

the leading supplier is often well worth it – the supplier delivers better value. 

To estimate how much value, the material supplier would need to identify the specific costs or lost 

revenue related to delivery failures. Specific economic impacts can include: additional overhead cost 

managing/fixing mistakes of the mom & pop supplier, lost productivity (i.e., paying idle production 

workers waiting for materials), or even lost revenue (because of unavailability of their products). With 

this understanding, plus knowing how often these delivery issues occur, the material supplier can 

quantify a reasonable estimate of the tangible value of having “reliable” delivery. Admittedly this takes a 

little bit of effort, but on the other hand there’s really nothing “soft” about it.  

So as this example illustrates, the key to mapping customer benefits to potential economic impacts 

depends on having an excellent understanding of the cost/revenue impacts of using your product versus 

the competitive alternative.  Come up with a broad list of potential value drivers, both the very tangible 
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(easy to measure) and at least a few of the less tangible (harder to measure) to consider in the next 

step. 

Below is an example of benefits mapped to potential value drivers for a telecommunications solution for 

small businesses.  

 

Sometimes the relationships between benefits and value drivers can be complex. (For more information 

about intangible value, see Unravelling the Mystery of Intangible Value). 

STEP 5 – Build Specific Value Drivers (Value Driver Logic) 

In this step you construct the detailed logic for each potential economic impact on your list. This is the 

most arduous part of the process, especially at first. But with just a little practice, you can master the art 

of value driver building skills quickly and receive payback many times over.  

To build a detailed value driver, do the following:  

1. Give the value driver a descriptive name. It should succinctly describe the economic impact. 

For example continuing with the “better delivery reliability” benefit from above, a good value 

driver name is: Reduces lost labor productivity costs because of missed material deliveries.  Yes 

this name is wordy and tedious, yet it precisely describes the key differentiator of the material 

supplier. No ambiguity about what’s going on here. Let’s break this name down: 

“Reduces” describes how your offering improves the customer economics, either by 

reducing cost or increasing revenue. 

“lost labor productivity costs” describes which specific customer variable or line item 

that is “reduced” or “increased” 

“because of missed materials deliveries” is a further elaboration, specifying that portion 

of lost labor productivity that your offering addresses. In other words there may be 

causes of lost productivity which you have no effect on. An alternative way to write this 

http://www2.leveragepoint.com/l/11232/2013-09-12/tf5h1
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could be “because of improved material delivery” if you prefer to emphasize the 

positive. 

Another advantage of having a good, descriptive value driver name is that it makes it easier to 

find and re-use in a later value model. So it is a good best practice to name all your value drivers 

in a consistent manner.  

2. Define the formula logic. Set up a mathematical formula that illustrates the economic impact 

as described in the value driver name. In practice, these formulas can range from very simple to 

very complex; yet all value drivers boil down to just two key variables: a) one relating to the 

customer and the b) one relating to your product offering.  

Let’s continue the example above, “Reduces lost labor productivity costs because of missed 

material deliveries” to define the steps: 

a) Define the customer variable. This is already identified in the name, “lost labor 

productivity costs because of missed material deliveries.”  But chances are this isn’t a 

metric that customers explicitly track (if they did, this task would be very easy). So in this 

case, we need to identify other sub-variables to create it. What could these be? Well it 

may include: 

1) the number of employees that become idle because of missed deliveries 

2) the average number of idle hours (per employee) per missed deliveries; 

3) the average hourly cost per employee;  

4) the number of missed deliveries per year (or relevant time period).   

A straight multiplication of these four sub-variables would estimate this cost. This type 

of exercise really forces you to focus on your customer’s operation. It is not uncommon 

for product managers at this stage to get a sudden pang of panic when they realize that 

they really don’t know enough about their customers. But the good news is that others 

inside your company do know, so it’s a good idea to reach out to colleagues in the sales, 

customer service and other customer-facing areas to fill-in the gaps. 

Looking at this logic, you can almost visualize a group of workers waiting on the plant’s 

loading dock. For me, visualizing and storytelling (i.e., specific incidences of excellent or 

poor customer service) are extremely useful techniques to tease out the logic of a value 

driver. 

b) Define your product offer’s impact versus the competitor. This addresses “how 

much” you, or in the case of the material supplier, reduces the “lost labor productivity 
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costs …” In practice, a simple percentage is often used. So for example, if the material 

supplier had a 99% guaranteed delivery policy; they could rightly claim to reduce lost 

labor productivity costs by 99%.  This is saying in effect, “our policy will cut the costs of 

lost productivity caused by your current supplier by 99%.”  

c) Combine the two key variables in a formula. The general format of a value driver 

formula is [customer variable] X [product offer impact %]. Remember that the formula 

result must be consistent with the unit of measure you defined in step 2. In some cases 

a simple conversion variable is required within the formula. So for instance the material 

supplier may want to convert “Reduces lost labor productivity costs” per year into “per 

delivery”, or even a “per ton” metric. 

 

What was just described pertains to your offering’s differential value, which is referred to as positive 

value drivers. These should be the main focus of any value modeling exercise. However, a brief 

comment about negative value drivers is appropriate here. 

As the name implies, negative value drivers describe those economic impacts of your product offer that 

are unfavorable to the customer (relative to the competitive alternative). Practically speaking, this is 

usually in the form of increasing the customer’s use cost in some manner. This happens two ways. 

The first one applies in situations when you are replacing an incumbent. In this case there may be 

tangible switching costs that are not included in your offering’s price. For example, this could be 

additional costs for installation, training, etc. 
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The second type of negative value driver occurs when the competitive alternative provides unique 

economic value base on their differential offering, meaning something your product offer lacks. In this 

situation, you would follow steps 3, 4, 5 and 6, the same way. The only difference is that the 

quantifications would be an offset (subtraction) from your overall differential value. 

OK, just one last step. This is the fun part. 

STEP 6 – Quantify the Value 

Plugging data into the value drivers is actually the easiest step. A common misconception is that data is 

the biggest obstacle to value modeling – it’s not. Of course having good data, especially about 

customers is very important. Yet I would also argue that data alone without the framework of the 

previous steps is somewhat pointless from a value based strategy perspective. Equally pointless is to 

delay building value models until the right data is collected. Most managers would not stop thinking 

about their business because of data gaps; thinking about value shouldn’t be any different. 

So where do you get data to quantify the value formulas? Here is a list of sources, ranging from easiest 

to harder to get: 

You/your team’s working knowledge. One of the great virtues of a value model is that it 

consolidates the best insights and data inside people’s heads. As a facilitator/participant in 

many sessions, I’m always amazed by what a small team can pull together in an initial value 

exercise with just the data at hand.  Usually they bring enough working knowledge to identify 

the most promising value drivers and clearly prioritize which data to be collected and/or 

verified.  

Existing research/databases. Data mining existing internal competitive and customer 

databases, when available, is an excellent, cost-effective way to collect data to quantify key 

variables in your value driver formulas. 

Third-party research. Analyst firms like IDC in the tech industry, or industry groups like CMAI 

provide industry-standard benchmarking data for a fee. 

Custom customer research. There are a number of excellent consultants available who can be 

called on to collect customer and competitive data, as well as to lend a hand in the other steps 

as well. However, hiring an expert isn’t the only alternative. Conducting just a few in-depth 

qualitative interviews with customers on your own will generate tons of insight, especially when 

you test a number of straw-man value hypotheses. 

Sales Channels.  Probably the best, relatively untapped data source is already out in the field 

talking with your customers every day. They have the most current information on what 
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competitors are offering, as well as the operational issues they are facing. All you need to do is 

ask them and listen. 

Another good practice is to adopt the discipline of documenting all of your data sources. It is very 

important for you and other users to quickly identify which variables are rough estimates versus others 

which come from reliable databases. This makes your value model more credible and easier to keep up-

to-date.  

So taking our previous example of lost labor productivity because of missed material deliveries, a team 

can easily put together a quick estimate of the economic value of their on-time delivery guarantee:  

 

Remember, the goal of collecting value data is not to be statistically valid or scientifically proven, but 

rather to serve as a reality check on whether customers really accept the logic of your differentiation. 

Testing the logic is always more important than the data. Data will always be wrong and can be 

constantly improved. Lack of differential logic is a much more serious problem related to your product 

strategy. 

Put another way, your data assumptions will usually be corrected by the customer. Let them, as long as 

your logic holds up. Given a choice, which would you rather be: right or rich?  
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NEXT STEPS 

Follow these six steps and you should be able to build a decent initial value model in a relatively short 

amount of time.  An experienced team or individual can do this in about an hour.  Even teams or 

individuals with no previous experience can do it as quickly with the assistance of a value model coach. 

Is your value model complete? No it’s not for two important reasons. First, it will continue to evolve as 

you validate your assumptions, thereby deepening understanding of your customer. In some cases the 

process of validation can even reveal additional value drivers that can strengthen your customer 

relationships and overall product differentiation.  

Second, your customers’ costs and revenues will change over time, which means that the data for some 

of your customer variables will need to be periodically updated. Likewise, your competitors’ capabilities 

may change as well (for the better or worse). And last of all, your own product offering will likely evolve 

too. However, the logic behind your value drivers will not change nearly as often, so the time required 

to keep value models updated is relatively minor. 

What’s next? Your product still needs a price tag. The price you set determines how much value your 

customer gets and more significantly, how much your company gets to keep (value capture).  Since the 

techniques of price setting is a much deeper subject, it’s not addressed here except to say that the more 

differentiated economic value you create, the more strategic options you have. 

As a one-off exercise, the steps above can be executed by a simple spreadsheet. However, the iterative 

and collaborative nature of this process is better served by a cloud-based application like LeveragePoint, 

especially in larger, globally dispersed enterprises who want to truly embed value best practices into the 

product, marketing and sales processes. Attempting to scale the capability using spreadsheet entails 

many risks (see 8 Ways Spreadsheets Undermine Profits, Growth, and Customer Value).   

Creating value tags has never been easier, so get started on yours today. 
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