
 

                                  

 

 

Pricing Digital Services in Industrial Firms

Frandsen, Thomas; Raja, Jawwad; Feldballe, Oliver; Neufang, Isabelle Fabienne

Document Version
Final published version

Publication date:
2022

License
Unspecified

Citation for published version (APA):
Frandsen, T., Raja, J., Feldballe, O., & Neufang, I. F. (2022). Pricing Digital Services in Industrial Firms.
Copenhagen Business School, CBS. P+S+D Integration Booklet Series

Link to publication in CBS Research Portal

General rights
Copyright and moral rights for the publications made accessible in the public portal are retained by the authors and/or other copyright owners
and it is a condition of accessing publications that users recognise and abide by the legal requirements associated with these rights.

Take down policy
If you believe that this document breaches copyright please contact us (research.lib@cbs.dk) providing details, and we will remove access to
the work immediately and investigate your claim.

Download date: 24. May. 2023

https://research.cbs.dk/en/publications/4c43f82f-c3e6-40c5-851e-b552bd6875cc


D A T A

P R O D U C TD P S

P S D P S D P S D

P S D P S D P S D P S D P S D

P S D P S D P S D P S D P S D

P S D P S D P S D P S D P S D

S D P S D P S D P S D P S D P

S D P S D P S D P S D P S D P

D P S D P S D P S D P S D P S

D P S D P S D P S D P S D P S

P S D P S D P S D

P S D P S D P S

P S D P S

P S D P S

P S D P S

S D P S

S D P S D

S D P S D

S D P S D

D P S D P

D P S D P

D P S D P

S D P S D P S D P

S D P S D P S

S D P S D P S D P

D P S D P S D P S

D P S D P S D P S

P S D P S D P S D

S D P S D P S D P

D P S D P S D P S D P S D
D P

S D

S E R V I C E

PRODUCT + SERVICE + DATA  
INTEGRATION PROJECT

I

N

T

E

G

R

A

T

I

O

N

PRICING DIGITAL SERVICES 
IN INDUSTRIAL FIRMS 
JUNE 2022

THOMAS FRANDSEN, 
JAWWAD RAJA, 
OLIVER FELDBALLE, 
AND ISABELLE NEUFANG



2

This report stems from research undertaken by Copenha-
gen Business School (CBS) as part of the applied research 
project “Product + Service + Data Integration.”

The aim of the project is to examine the potential of ser-
vices as a means of improving Danish industry’s competi-
tiveness. The project is supported by the Danish Industry 
Foundation and involves close collaboration with Danish 
companies.

Additional information about the project is available at 
https://blog.cbs.dk/servitization/

RESEARCH 
BACKGROUND

About the Research

Since 2014, we have conducted research in collaboration with 

various Danish companies involved in developing their digital 

servitization strategy. These companies include industrial equip-

ment providers across a range of industries, including analytical 

instruments, capital equipment, plant solutions, and system 

integrators. Although firms in these industries face various 

issues, one common challenge is how best to align their pricing 

with the development of business models that, increasingly, rely 

on digital services.

Our collaboration involved conducting research with individual 

firms and creating a forum for them to discuss and work through 

the challenges they encounter in adopting digital servitization. 

Our research includes data collected from interviews, observa-

tions, and workshops.
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Increasingly, industrial firms are turning toward digital ser-
vices and solutions to increase customer value and compete 
in global markets. Integrating products, services, and data 
has the potential to improve the efficiency, reliability, and 
sustainability of complex industrial processes. Because pric-
ing is crucial in discovering and capturing value from digital 
services, firms are obliged to reconsider their existing pricing 
logic. This implies a shift in thinking from traditional cost- 
and competition-based pricing to value-based pricing, which 
has implications for the capabilities required to discover, 
deliver, and capture value.

This booklet introduces the pricing of digital services, 
including a dialogue tool that industrial firms can use to dis-
cover the value of digital services and understand their pric-
ing capabilities.

The booklet is organized as follows: 

ARE DIGITAL SERVICES THE FUTURE? (P. 4)
The growing importance of digital services. 

THE HURDLES OF TRANSITIONING TOWARD DIGITAL 
SERVICES (P. 5)
Creating and implementing digital services is far more than 
just another service – it is a cultural change. 

PRICING DIGITAL SERVICES: COST, COMPETITION, OR VALUE 
BASED? (P. 6)
The cost-plus and competitition-based approach will no 
longer suffice if you seek full value capture.

MYTH-BUSTING PRICING FOR DIGITAL SERVICES (P. 8)
There are many myths about pricing digital, but it does  
not have to be that way.

PRICING MODELS FOR DIGITAL SERVICES (P. 10)
Choosing the right pricing models for digital services. 

BEHAVIORAL PRICING CONSIDERATIONS FOR DIGITAL 
SERVICES (P. 12)
People are not always rational, meaning behavioral and 
psychological aspects matter. 

DEVELOPING CAPABILITIES FOR VALUE-BASED PRICING 
AND SELLING (P. 14)
Value identification, value analysis, value creation, and 
value verification for value discovery. 

PRICING DIALOGUE TOOL: UNDERSTANDING THE VALUE OF 
DIGITAL SERVICES (P. 16)
Twenty questions for exploring the value of your digital 
services.
 

INTRODUCTION

How should we price that digital 
service? No one really knows. 

(Senior Vice President) 
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MOTIVATION FOR DIGITAL SERVICES
The world is becoming increasingly digital as Industry 4.0 
introduces new technologies (e.g., Internet of Things (IoT), 
artificial intelligence (AI), smart products) to automate pro-
cesses and simplify operations. Digitization and digitalization 
are two key concepts in this transformation. Often applied 
interchangeably, digitization describes the process of changing 
data from analog to digital form, whereas digitalization refers 
to the application of digital technologies to adapt current busi-
ness models and processes (Ritter & Pedersen, 2020). Both 
concepts represent new opportunities for industrial firms to 
create value, but digitalization is one of the most pressing 
issues confronting organizations today: the number of new 
applications being found for digital technologies is increasing 
almost daily, with significant implications for operations.

Of particular relevance for industrial firms is the recent trend 
toward digital servitization, which extends the broader serviti-
zation concept that entails incorporating services into existing 
products. Digital servitization involves innovating business 
models that encompass service and solution offerings with 
analytical capabilities to create value and coordinate and opti-
mize work processes through “the combination of monitoring 
data, remote control, and optimization algorithms” (Porter & 
Heppelmann, 2015, p. 5) using digital technologies. Digitaliza-
tion enables industrial firms not only to help their customers 
achieve efficiency gains in existing processes but also to design 
more effective industrial systems.

The creation of value is crucial as a first step, but capturing 
value is equally crucial for the success of business models. 
Industrial firms potentially face two paradoxes—servitiza-
tion and digitalization—both of which complicate the ques-
tion of how to capture value. The servitization paradox is that 
investment in services may not produce expected returns 
(Gebauer et al., 2005). Likewise, the digitalization paradox is 
that investment in procuring and developing digital assets 
may not pay off (Gebauer et al., 2020).

WHAT ARE INDUSTRIAL DIGITAL 
SERVICES?
Firms must develop the right services and adapt their 
organizational culture and mindset if they are to  successfully 
offer digital services.

Digital industrial services are designed to enhance the effi-
ciency, reliability, and sustainability of industrial equipment 
and include connectivity, data storage, and remote monitor-
ing. Such services allow both provider and customer to moni-
tor the performance of equipment in use and record the 
results in reports and online dashboards. These services can 
be extended by for example performing remote diagnostics, 
either by accessing the equipment online or by guiding cus-
tomers’ on-site staff with enabling technologies such as vir-
tual and augmented reality.

More advanced digital services involve predictive and pre-
ventative maintenance, where a firm uses data from the 
equipment to compare the actual performance of components 
and systems against tolerances and thus prevent equipment 
failure. Such digital services can create value in the wider 
industrial system through, for instance, the design of autono-
mous solutions (Frandsen et al., 2022). Autonomous solutions 
are particularly valuable in difficult-to-access locations or 
hazardous environments.

ARE DIGITAL SERVICES 
THE FUTURE?

What Is Digital Servitization?

Sjödin et al. (2020) describe digital servitization as “the 

transformation in processes, capabilities, and offerings 

within industrial firms and their associate ecosystems to 

progressively create, deliver, and capture increased ser-

vice value arising from a broad range of enabling digital 

technologies” (p. 479).
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THE HURDLES OF 
TRANSITIONING TOWARD 
DIGITAL SERVICES
Developing digital services has its challenges: it requires 
significant investment and has implications for the product 
design, service, and digitalization capabilities required for 
the commercialization of offerings. For example, the design 
of products must not only enable digitalization by capturing 
and storing relevant and reliable data but also be accessible 
remotely, including for maintenance. Developing service 
capabilities includes ensuring that service employees are 
equipped with the right technical, analytical, and commercial 
skills and that processes ensure timely dispatch of compo-
nents and technicians. Moreover, developing digitization 
capabilities requires ensuring that employees are skilled in 
collecting, handling, and analyzing data, as well as obtaining 
permissions to use data (Ritter & Pedersen, 2020). Finally, 
the commercialization of digital services requires adaptation 
of value propositions, appropriate pricing models and sales 
processes, and an effective sales force.

Transitioning toward digital services is a process that perme-
ates the whole firm and requires an adaptable organizational 
culture and mindset. As changing organizational culture may 
represent a hurdle, firms should foster collaboration by estab-
lishing cross-functional teams (Kane, 2019). A mindset that 
prioritizes customers’ needs is an essential part of developing 
digital services, more so than technical feasibility. Organiza-
tional processes, such as agile working methods, can support 
such change: developing digital services is a process of dis-
covery where experimentation is an integral part of learning 
what customers require (Liozu & Ulaga, 2018).

Despite the potential of digital services, industrial firms need 
to be cognizant of the risk that such services might cannibal-
ize existing products, which might be necessary for innova-
tion but may not be the best strategy for every firm. The now 
infamous case of Kodak—which was the first to develop the 
digital camera but is known for its failure to capitalize on its 
development—serves as a good example. Kodak considered 
the digital camera to be detrimental to its existing products 
and, in the eyes of top management, it risked cannibalizing 

its own (profitable) business model. While local innovations 
within firms are often essential, support from top manage-
ment is equally essential for business model innovation and 
digitalization.

Another important question for firms to consider when devel-
oping and providing digital services is how best to capture a 
fair share of the value created. Many firms fail to demonstrate 
and communicate the value they provide to customers, which 
prevents them from charging a fee for digital services com-
mensurate with the delivered outcomes (Töytäri et al., 2015). 
Digital services can enable firms to operate multiple concur-
rent business models, which require careful pricing decisions. 
To capture a fair share of the value created, firms must care-
fully consider their pricing strategy.
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COST-PLUS, COMPETITION-BASED, AND 
VALUE-BASED APPROACHES TO PRICING 
DIGITAL SERVICES

With high development costs and zero or low marginal costs, 
digital services have different characteristics and cost struc-
tures than traditional services. These differences have impli-
cations for pricing; for instance, the cost-plus pricing model 
is not ideal for digital services. As manufacturers prioritize 
digital services, they need to consider developing more 
appropriate pricing methods, such as value-based pricing.

Cost-plus pricing is the simplest form of pricing; it is based 
on the cost of a product and adds a specific markup. Its short-
comings are customer and competition dimensions.

Competition-based pricing considers both the expected 
prices of competitors’ products and other competitive factors 
when setting the price, such as “follower pricing.” A signifi-
cant drawback is that it does not focus on the value that it 
brings to the customer.

Value-based pricing focuses on customers’ value perceptions 
and maximum willingness to pay, including how they per-
ceive costs and benefits. This approach focuses more on the 
value that products or services can generate based on cus-
tomer needs than cost- or competition-based pricing.  

One way of understanding a value-based pricing approach is 
to consider the price–value continuum (Figure 1), which has 
a few key considerations: (a) the costs of developing and 
delivering digital services to the customer, (b) the price of the 
digital offering, and (c) the customer’s perceived value of the 
digital offering.

PRICING DIGITAL SERVICES: 
COST, COMPETITION, OR 
VALUE BASED?

Figure 1: The price–value continuum

PRICE

INCENTIVE TO BUY

PERCEIVED
VALUE

PRICECOST TO 
PRODUCE 

INCENTIVE TO SELL

VALUE
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Value-based pricing shifts the focus away from the cost to 
produce or competitors’ pricing to the value that products or 
services can generate based on customers’ needs, which is 
particularly relevant for digital services. However, although 
such a shift in focus may be a simple concept, diverse cus-
tomer perceptions of value make it hard to achieve in prac-
tice. Such diversity increases the need for accurate customer 
segmentation, insight, and customization.

FOR A FEE OR FOR FREE?
One question manufacturers must consider carefully is 
whether to charge a fee for digital services. Some manufac-
turers decide to provide digital services for free as they can 
be challenging to implement with the firm’s current pricing 
strategy. Other reasons for not charging for digital services 
include fear of competitors’ actions, inertia, or resistance 

from customers or the organization’s sales function. Regard-
less, offering digital services for free is likely to have conse-
quences: Ulaga and Michel (2019) suggest that “free” can 
create a vicious cycle of poor quality, lack of incentives, and 
limited value. In contrast, charging a fee creates expecta-
tions, motivation, and can ensure high quality. This is not to 
say that everything should be charged; some services may 
simply be hard to price.

But arguing that simply charging a fee will solve everything 
is too simplistic: giving away digital services for free might 
be preferable when, for example, as a non-valued element in 
a  discounted offerings.

Besides the challenges to firms of articulating and quantify-
ing value, there are several myths about pricing digital ser-
vices. In the next section we detail some of the myths indus-
trial firms might encounter and discuss the most significant 
challenges in pricing digital services.

We do not have what I would call real 
value-based pricing. We still see service 
as one component. But what we actually 
should see is hardware, initial hardware, 
initial software, service, digital services, 
etc., in a full customer lifetime value 
pack. And we don’t do that basically ... 
we don’t think pricing all the way through 

the lifetime of the customers.

(Vice President)

We need to have a pricing strategy 
around our digital services. And that’s 
where it gets a little blurry. How much 
can you charge for that? So you need to 
dig into what’s the actual value proposi-
tion and what the resource is. 

(Senior Vice President)
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Identifying the value created from digital services is 
essential, as is successfully capturing a fair share of it. 
However, various myths about how to price digital ser-
vices often prevent industrial firms from capturing value. 
Of the many pricing myths, we discuss below six that are 
of particular relevance for industrial firms.
Figure 2 provides an overview of the six most relevant 
myths.

MYTH-BUSTING PRICING 
FOR DIGITAL SERVICES

Myth #1: Costs and margins should determine the price for digital services
Firms often use either a cost- or competition-based pricing model, but understanding and creating customer value can improve value capture. Although costs are vital, they are not the best criteria for pricing digital services. Instead, value should be the primary driver, which may require additional capabilities in identifying and quantifying potential customer value (Hinterhuber, 2016).

Myth #2: Digital services should be given away

For many industrial firms, digital services are novel complements to 

existing products and services, which can be challenging to pack-

age commercially. While it can be tempting to provide digital ser-

vices for free to enable capital sales, this practice risks undermin-

ing their value potential. Industrial firms should challenge views 

such as “there is no value in digital services” by developing clear 

value propositions (Ulaga & Michel, 2019).

Myth #3: Our current culture is just fine for pricing digital 

services
Industrial firms often have proud histories of providing state-of-the-

art products. However, digital services challenge existing business 

logic and likely change how firms create, sell, and deliver their prod-

ucts and services. While leveraging existing capabilities is important, 

an outside-in view based on intelligent customer segmentation is vital 

to developing a culture centered around creating customer value 

(Liozu & Ulaga, 2018).
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Organizations should address the pricing 
myths for digital services from the outset. 
Developing a fair and accurate pricing model 
is a task that spans functional areas and is 
vital for success.
 

Fig. 2: 
Six common myths about 
pricing digital services.

Myth #4: Our salesforce will love new digital services

While innovative digital services can be enchanting, firms 

should expect pushback from the sales function. Digital ser-

vices often involve a shift from capital sales to long-term 

contracts, which can complicate communication during the 

sales process. Introducing digital services impacts the sales 

strategy, so it is vital that firms develop sales force capabili-

ties and review any sales incentives to achieve sales targets 

(Liozu & Ulaga, 2018).

Myth #5: Pricing models should be as simple as possible
Although customers should understand the pricing of digital 
services, overly simplistic pricing may result in missed profit. 
Providers that are excellent at pricing use intelligent customer 
segmentation and understand their customers’ price tolerance, 
value drivers, and needs. Price models designed for the sake of 
simplicity alone are not recommended; focus instead on mod-
eling “payment-by-results” (Bertini & Koenigsberg, 2020).

Myth #6: The more features in digital services, the 

more customers will pay

Industrial firms typically address complex customer needs 

by delivering customized solutions and services. This may 

be a strength, unless customers develop feature fatigue 

where technical complexity and too many features over-

shadow customer value. Successful firms focus on cus-

tomer needs, where less is often more (Ramanujam & 

Tacke, 2016).
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It may be convenient to use the same pricing model that has 
been prevalent in the company for years, as internal and 
external stakeholders are already familiar with how it works. 
However, it can be worth considering an alternative pricing 
model to capitalize on new opportunities, given that how you 
charge is as important as how much you charge. Compared to 
one-off sales, a new pricing model needs to consider multiple 
aspects, including the benefits and challenges of particular 
contexts and customers. There is a range of pricing models 
available, but we discuss below four options that we consider 
most relevant for pricing digital services.

Subscription-Based Models
These models entail selling a product or service to receive 
recurring revenue, often monthly or yearly. Such models may 
include traditional and digital services sold individually or as 
part of a package. Examples include care- or service-level 
agreements for industrial equipment comprising software 
upgrades, extended warranty periods, and conditions for 
spare parts and repairs. While such models can ensure cus-
tomer centricity and are a convenient and transparent way for 
digital services to complement product offerings, customers 
need to be convinced before they subscribe and in time renew 
their subscriptions. One drawback is that such models can be 
simple for competitors to replicate and it is easy for custom-
ers to cancel their subscription.

Freemium Models
In these models, customers receive a basic offering for free—
such as monitoring and cloud storage—but pay for more 
advanced features like diagnostics and reporting. Freemium 
models make it easy for customers to try the offering, allow-
ing for rapid adaptation, enabling access to data, and creating 
multisided platforms. However, freemium models require 
careful analysis of value: which digital services will you 
provide for free, and how will you entice customers to pay for 
more advanced features? Many customers perceive “free” as 
low value, may limit themselves to a basic service simply 
because it is available, and over time become accustomed to 
free service.

Dynamic Pricing Models
Here, price is determined by various factors based on demand 
(price changes over time or across customer segments or 
bundles of products/services) or capacity (to optimize the use 
of service capacity) (Ng, 2008). Digital servitization can 
enable dynamic pricing, including advanced maintenance 
activities to capture maximum value from industrial assets. 
In addition, dynamic pricing can be suitable for services 
offered as a platform through which customers offer their 
own digital services, where again price and service levels 
depend on multiple factors (Liu et al., 2021). Dynamic pric-
ing is thus customer-centric, can enable optimization and 
value capture, and reflects market fluctuations. However, it 
requires access to potentially sensitive customer data and 
involves complex algorithms, which can risk unsettle cus-
tomers, and might imply higher risks. 

Outcome-Based Models
The operational or financial outcomes of industrial solutions 
(rather than the products or services consumed) are the basis 
of these types of pricing model. For example, Rolls Royce 
TotalCare® features “power by the hour” where airlines are 
charged on a dollar-per-flying-hour basis to transfer mainte-
nance and risks back to Rolls Royce and maximize the avail-
ability of aircraft for service (Rolls Royce, n.d.). Other exam-
ples include contracts that oblige service providers to 
maintain the functioning of an entire industrial system, such 
as a production site. Revenue from outcome-based models is 
based on measurable performance and is often enabled by 
digital services and access to data (Bertini & Koenigsberg, 
2020). Outcome-based models are customer-centric, enable 
high-value capture and transparency, and are difficult for 
competitors to replicate. However, such models require the 
acquisition of data and the identification of valuable and 
robust metrics. They can be challenging to implement and 
involve high risk.

Table 1 summarizes the benefits and challenges of relevant 
pricing models for digital services.

PRICING MODELS FOR 
DIGITAL SERVICES
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Which pricing model an organization adopts will depend on 
multiple factors, such as customer segmentation, the digital 
service offered, and the industry’s maturity. New pricing 
models will likely be adopted more slowly in manufacturing 
contexts than in software contexts (Burton et al., 2019). 
Organizations must carefully evaluate their own and their 
customers’ operating environments to determine which of 
the pricing models best suits their circumstances and busi-
ness objectives.

Model Description Benefits Challenges

Subscription Based on selling a product or service 
to receive recurring revenue (e.g., 
care agreements for industrial 
equipment)

• Convenience
•  Recurring revenue (monthly or 

annually)
• High transparency
• Customer-centric

• Simple to replicate by competitors
• Convincing customers
• Renewal
• Customers can cancel easily

Freemium Customers have access to a basic 
free offering but pay for more 
advanced features

•  Customers can try the product or 
service

• Rapid scaling of adaptation
• Potential network effects

•  Customers may limit themselves 
to the free version

•  Customers become accustomed to 
“free”

• Requires careful value analysis

Dynamic The price of a product or service 
changes dynamically based on 
demand or capacity factors (e.g., 
advanced maintenance of wind farm 
assets based on the market price for 
electricity)

•  Enables optimization and value 
capture

• Customer-centric
• Accommodates market changes

• Requires data access
• Complex pricing algorithms
• Can upset customers
• Includes market risks

Outcome-
based

Price determined by measurable 
outcomes (operational, financial, or 
pay-per-use), often enabled by 
digital services

• Customer-centric
• High-value capture
• High transparency
• Difficult to replicate

• Requires acquisition of data
• Valuable and robust metrics
• Difficult to implement
• High risk

Table 1. Pricing models for digital services
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Traditionally, research on pricing has assumed human ration-
ality, which has been shown not to fully reflect how individu-
als make decisions. Instead, human emotions and cognitive 
biases impact decision-making, emphasizing the need for 
holistic pricing strategies that accommodate human behav-
iors. Rooted in behavioral economics, behavioral pricing 
seeks to accommodate behavior patterns that are not entirely 
rational. Where value-based pricing reflects customers’ will-
ingness to pay, behavioral pricing considers how context-
dependent customer perceptions change over time. This 
implies that customers’ purchasing decisions can be influ-
enced in different ways to benefit the provider. Often, it is not 
the price level per se that seals a deal but how customers per-
ceive price fairness in the way the price is commu nicated.

Although most behavioral pricing research focuses on con-
sumers, many concepts are also applicable in business-to-
business contexts where individual and organizational heu-
ristics impact purchasing decisions (Monroe et al., 2015). 
When designing and pricing digital services, industrial 
firms should seek to understand and systematically influ-
ence how their customers make decisions. While there are 
many ways to do this, we propose four fundamental aspects 
for firms to consider: (a) design of the offering, (b) choice 
architecture, (c) customer judgment, and (d) price character-
istics (see Figure 3).

BEHAVIORAL PRICING FOR 
DIGITAL SERVICES

Fig. 3. Four behavioral aspects to pricing digital services

DESIGN OF 
THE OFFERING

CHOICE 
ARCHITECTURE

CUSTOMER 
JUDGEMENT

PRICE CHARACTERISTICS
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DESIGN OF THE OFFERING

It might seem that customers understand the offering and the 
benefits of digital services, however this is likely a false 
assumption. Often, offerings are overambitious and include 
too many features; so-called feature fatigue makes such 
offerings less appealing. Moreover, individuals generally 
avoid extreme options—known as the compromise effect—
opting instead for more moderate solutions with which they 
are more familiar.

CHOICE ARCHITECTURE
Providers should carefully consider the architecture of 
choices through which customers can configure service 
offerings. How options are framed and presented—for exam-
ple on websites, in proposals, and contracts—can influence 
customer choice. Including default options can nudge cus-
tomers toward specific offerings, and instructions can influ-
ence perceptions of value. For example, offering a premium 
service can persuade customers to upgrade from a basic to an 
intermediate service, even when only a few customers choose 
the premium offering itself.

CUSTOMER JUDGMENT
Pricing digital services should be a win-win for providers 
and customers, but it is not always perceived as such. It is 
important to be conscious that individuals are more con-
cerned with what they might lose rather than what they might 
gain. This is called loss aversion and implies that individuals 
experience losses more severely than equivalent gains (Kah-
neman & Tversky, 1979). A related bias is the endowment 
effect, which suggests that, irrationally, individuals value an 
owned product higher than its market value. Industrial com-
panies seeking to provide digital services often find it hard to 
access clear reference prices in the market, which makes it 

hard to compare and substantiate the value of their offerings. 
Hence, providers tend to overvalue their offerings and cus-
tomers tend to undervalue opportunity costs and thus prefer 
simpler, more familiar services rather than complex, novel 
digital options.

PRICE CHARACTERISTICS
Of course, the price itself can influence decision-makers. 
Individuals form price expectations to which they refer when 
evaluating purchasing decisions. Such individual references 
are based on experience of past prices and act as anchors 
impacting perceived price fairness. For digital services, firms 
must take care not to over- or underestimate the effects of 
discounts or free service on reference prices and long-term 
profitability: offering digital services for free may induce the 
zero price effect whereby individuals have a positive affec-
tive evaluation of a service simply because it is free. In free-
mium business models, the zero price effect can complicate 
the aim to persuade customers to upgrade. Finally, price 
thresholds can impact decision-making beyond what might 
rationally be expected. Reference prices and price thresholds 
are individual and dynamic, so organizations should base 
their pricing strategies on careful customer segmentation and 
analysis of price elasticities.

Pricing digital services is a challenging undertaking that 
many industrial firms associate with strategic responses to 
differentiate their service offerings. To design and implement 
successful pricing models, organizations must learn to dis-
cover value for customers, as discussed in the next section.
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DEVELOPING CAPABILITIES 
FOR VALUE-BASED PRICING 
AND SELLING
Effective pricing of digital services based on value requires 
that firms develop the necessary capabilities to identify, ana-
lyze, communicate, and verify value (Raja et al., 2020). Dis-
covering value for customers is central to value-based 
pricing.

VALUE IDENTIFICATION: 
CAPABILITIES TO FIND AREAS 
FOR NOVEL VALUE CREATION

•  Identifying customers open to co-develop innovative digi-
tal services can often help to identify potential value. How-
ever, based on differences such as ownership structure and 
maturity, customers likely perceive value differently.

•  Customer segmentation is crucial to assessing and identi-
fying potential value, and not necessarily in traditional 
market segments. Assessing customers’ competencies and 
their propensity to value digital services can provide a 
basis for segmentation.

VALUE ANALYSIS: 
CAPABILITIES TO GAIN 
INSIGHT INTO CUSTOMER 
VALUE CREATION PROCESSES

•  Customer value analysis provides insights into customers’ 
production and value creation processes. This is an impor-
tant step in identifying opportunities for improvements 
such as increased efficiency and effectiveness of equipment 
and processes.

•  Value proposition development is essential to ensure that 
the value of digital services is integrated into customer 
value propositions. For industrial firms, this can involve 
integrating digital service value propositions into tenders 
for sales of complex equipment, including in the bid and 
proposal stages.

VALUE COMMUNICATION: 
CAPABILITIES TO CREATE AND 
COMMUNICATE VALUE

•  Value creation involves the perceived value-in-use for the 
customer, for which value is essential. Identifying and 
accessing central decision-makers in the customer’s buy-
ing center is a prerequisite for effectively engaging custom-
ers in conversations about value creation.

•  Value communication is enhanced when supported by 
digital service metrics that record performance improve-
ments. Such metrics clearly relate performance improve-
ments to digital services, making it easier to illustrate how 
they might impact individual customers.

VALUE VERIFICATION: 
CAPABILITIES TO QUANTIFY 
AND CAPTURE VALUE

•  Quantification and value assessment is an analytical pro-
cess that assesses the value delivered and showcases the 
potential benefits to customers. This requires tools such as 
total cost of ownership that allow customers to calculate 
the value from implementing digital services.

•  Value capture is crucial for ensuring that pricing models 
reflect a fair share of the value created. Value capture 
requires the capabilities to evaluate and negotiate prices 
commensurate with the value delivered.
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VALUE DISCOVERY
While industrial firms typically have the expertise to develop 
value-creating digital services, value discovery is affected by 
multiple variables and relationships. By discovering value 
with customers, industrial firms can develop new value con-
stellations with previously untapped potential.

The relationship between identified and demonstrated value 
is intricate and manifest in service delivery. For digital ser-
vices, this suggests a continuous search for new ways to 
enhance value. In turn, this requires both analytical and 
relational capabilities to access and interpret customer data 
in ways that support the creation of value for customers.
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PRICING DIALOGUE TOOL: 
UNDERSTANDING THE  
VALUE OF DIGITAL SERVICES
This tool can be used for collaborative discussions to better 
understand the value of digital services and identify how 
your organization’s capabilities for discovering value are 

positioned. Below are instructions for how this dialogue tool 
may be used for group discussions in your organizations.

Instructions
Go through each section of the tool in turn, completing the following steps:

1. Score your company on the respective scale of 1–5.

2. Start by discussing section A, then follow the steps below.

I.  As a starting point, group members with the lowest scores share their 

challenges with the rest of the group.

II.  The other group members provide feedback on how to potentially solve their 

challenges and engage in a discussion.

III.  High-scoring group members share their positive experiences and, where 

appropriate, explain how they approached and solved problems.

3. Next, follow the same procedure outlined in Step 2 with Section B.

4. Repeat the procedure for Section C.

5. Repeat the procedure for Section D.

6.  After discussing each of the three sections, collect the most promising case examples 

shared.
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PRICING DIALOGUE TOOL: 
UNDERSTANDING THE  
VALUE OF DIGITAL SERVICES

Instructions

PRICING TOOL EXERCISE: 

UNDERSTANDING VALUE OF DIGITAL SERVICES

© Raja, Frandsen, Feldballe & Neufang (2021)

Go through each section of the tool, one part at a time and complete step 1-5: 

1. Score your company on the 1 – 5 scale (5 mins). 
2. Start by discussing section A and follow the steps below (10 mins). 

I. As a starting point, up to two group members with the 

lowest scores share their challenges with the rest of the 
group.  

II. The other group members give feedback on how to 
potentially solve their challenges and engage in a 
discussion. 

III. High scoring group members share their positive 

experiences actively, and explain how they approached 
and solved problems, wherever appropriate. 

3. Follow the same procedure with section B as outlined in step 2 (10 

mins). 
4. Repeat procedure for section C (10 mins).  
5. After having discussed each of the three sections, collect the most 

promising case examples shared, and prepare to present and discuss 
in plenary at the end. 

Meta text....

1. Do you know the main value drivers for your digital services?

2. Can you articulate your value proposition for digital services succinctly?

3. Do you know your customers’ willingness to pay?

4.  How well do you know your “need to have” vs. “nice to have” features for 
digital services?

5. Do you know how much your customers value your digital service features?

1. Have you segmented your customers?

2. Have you created different value drivers for different customers?

3. Does willingness to pay differ between customer segments?

4. Do you have dedicated pricing tools?

5. Do you have the capabilities to create the right tools?

1. Can you name your benefit statements for digital services?

2.  How clearly do you communicate the value you create to customers in their 
language?

3. Have you created different value messages for different customer segments?

4. Have you trained your sales teams to communicate and sell value?

5. How well do you know your customers’ KPIs for digital services?

1. To what extent have you quantified the value created by your  
 digital services?

2. Can you quantify the value that you deliver to specific customers?

3. Are you monetizing your digital services sufficiently to capture value?

4. Are you ensuring that no money is left on the table from digital services?

5.  Do you have knowledge management systems to share pricing-related 
information?

25

25

25

25
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Digital services—typically including connectivity of equip-
ment, monitoring, reporting, and diagnostic services, and 
predictive and preventative maintenance—are rapidly 
becoming an essential element in the offerings of industrial 
firms.

•  Industrial firms face several hurdles in the transition to 
digital services. These often include adapting organiza-
tional processes and culture to support the integration of 
products, services, and data.

•  Capturing a fair share of the value created from digital 
services is an important consideration in which pricing 
strategy and pricing models are key. Pricing digital ser-
vices requires developing appropriate pricing methods that 
shift the focus away from cost- and competition-based 
pricing to value-based pricing.

•  When developing pricing strategies, industrial managers 
are likely to face several pricing myths. When creating 
digital services, such myths should be busted head-on to 
succeed with pricing and capturing value.

•  Industrial firms can adopt various pricing models from a 
range of options, including subscription-based, freemium, 
dynamic, and outcome-based models. Each model has its 
benefits and challenges and firms should adapt them to 
their and their customers’ context.

•  Industrial firms should consider behavioral and cognitive 
biases and adopt pricing tactics related to the design of the 
offering, the choice architecture, customer judgment, and 
price characteristics.

•  Firms should learn to discover value with their customers 
by developing capabilities for value identification, analysis, 
creation, and verification.

Finally, industrial firms can use the pricing dialogue tool to 
understand the value of digital services and identify and 
develop the capabilities necessary for value-based pricing 
and selling.

  

SUMMARY
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