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(00:00:00) Madhavan Ramanujam
English:

When we talk about pricing, many people quickly gravitate to dollar figures. That's just a price point,
that's a dollar figure. But when we think about price, we think about it as a measure. Like liter is a
measure of volume, price is a measure of value. And when you think of it this way, it really stands for, do
people actually want your product and would they actually buy it? And that is their whole willingness to
pay conversation. And entrepreneurs and companies need to do this much earlier so that they can
understand, are they on the right track?

FROCERIR:
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(00:00:31) Lenny
English:

Welcome to Lenny's Podcast. I'm Lenny and my goal here is to help you get better at the craft of building
and growing products. Today my guest is Madhavan Ramanujam. Madhavan is the author of Monetizing
Innovation, the most widely read book on pricing strategy. He's also Senior Partner at Simon-Kucher &
Partners, which is the premier consulting agency for companies looking to get help with their pricing. And
unsurprisingly, when | asked people on Twitter, who the smartest person on pricing is, Madhavan was by
far the most mentioned. In this episode, we get deep into all manner of pricing strategy, specially
focusing on five lessons for product teams on thinking about pricing. Enough talking. Let's get into it. |
bring you Madhavan Ramanujam after a short word from our wonderful sponsors.

FROCERIR:
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Madhavan Ramanujam. Madhavan @ (&M EIHT) (Monetizing Innovation) —PHIEE, XEEMN KL
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(00:01:18) Lenny (Sponsor Break)



English:

This episode is brought to you by lemon.io. You've achieved product market fit. You're able to activate,
engage, and retain your customers, but you don't have the engineers that you need to move as fast as you
want to, because it's hard to find great engineers quickly, especially if you're trying to protect your
burden rate. Meet lemon.io. Lemon.io will quickly match you with skilled senior developers who are all
vetted, results oriented and ready to help you grow and all that at competitive rates. Startups choose
lemon.io because they offer only handpicked developers with three or more years of experience and
strong proven portfolios. Only 1% of candidates who apply get in, so you can be sure that they offer you
only high quality talent. And if something ever goes wrong, lemon.io offers you a swift replacement so
that you're hiring with a warranty. To learn more, just go to lemon.io/lenny and find your perfect
developer or tech team in 48 hours or less. And if you start the process now, you can claim a special
discount exclusively for Lenny's Podcast listeners. 15% off your first four weeks of working with your new
software developer. Grow faster with an extra pair of hands. Visit lemon.io/lenny.

FROCERIR:
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(00:02:31) Lenny (Sponsor Break)
English:

This episode is brought to you by Mixpanel, offering powerful self-serve product analytics. If you listen to
this podcast, you know that it's really hard to build great product without making compromises. And
when it comes to using data, a lot of teams think that they only have two choices. Make quick decisions
based on gut feelings or make data driven decisions at a snail's pace. But that's a false choice. You
shouldn't have to compromise on speed to get product answers that you can trust. With Mixpanel there
are no trade-offs. Get deep insights at the speed of thought at a fair price that scales as you grow.
Mixpanel builds powerful and intuitive product analytics that everyone can trust, use and afford. Explore
plans for teams of every size and see what Mixpanel can do for you at mixpanel.com. And while you're at
it, they're hiring. Check out mixpanel.com to learn more. Madhavan, welcome to the podcast.

FROCERIR:
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(00:03:27) Madhavan Ramanujam



English:
Thanks Lenny, pleasure to be here.
FRZERIE:

51341 Lenny, REFREIXE,

(00:03:28) Lenny
English:

| am really excited to be chatting. You're known as the smartest, maybe most experienced person on
pricing strategy in the world. You literally wrote the book on pricing strategy that everyone seems to read
and share and talk about. And so I'm really honored to have you on the podcast.

FROCERIR:

HEBPEFEXRZ R (FBOANZHR EEENRBSERER. SIFEREREFENA. REHXTEN
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(00:03:44) Madhavan Ramanujam
English:

Thanks for the nice words. I'm excited to be here.
FRCEIE:

SRS R, FREHERXE,

(00:03:47) Lenny
English:

To help folks fully grasp the level of experience that you have around pricing and pricing strategy, could
you just talk about, how many companies you worked with, maybe name some companies you can share,
maybe how many people bought the book? Anything that you can share about just the level of

experience you have in pricing would be helpful.
FRERIE:

ATIURRZED TRIREENMEN RIS ERIZEKT, MERRIFEEIZLIRATG? BIFAUDE—
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(00:04:05) Madhavan Ramanujam
English:

Sure. So | work as a Senior Partner in a consulting company called Simon-Kucher. We are the world's
largest pricing strategy consulting firm. We have about 2000 employees worldwide, in our 43 offices. So |
work in our Bay Area offices and I've been here for the last 15 years. So | work primarily with tech
companies here in the Bay Area, so that's software, internet marketplace companies, et cetera. So | work
with over 250 companies, more than 20 unicorns on everything to do with pricing, monetization,
profitable growth and these kind of topics. So companies such as Uber, Asana, DoorDash, LinkedIn, many



come to mind. | think you asked about the book Monetizing Innovation that | wrote a number of copies, et
cetera. Look, when we first launched the book, | used to track some of these copy sales and everything
else. And | quickly realized that the book is only good if it actually creates impact. And that's also why we
wrote the book. So the way | measure impact for Monetizing Innovation, literally there's probably
someone reaching out on a daily basis saying, hey, | read the book, we could make some impact around
pricing monetization in our companies. And to me that's real impact. And that's what keeps me going,
because when we wrote the book, we didn't want to write any marketing fluffy crap. We wanted to write
something that was more actionable. And to see that people find it actionable and can use it Monday
morning to actually make changes, | think that's real impact. But of course the book has done well. It is
still in top 10 categories in many categories in Amazon, for instance. It's been six years since we wrote the
book.

FROCERIR:
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(00:05:46) Lenny
English:

Wow.

R ERE:

|+
I]:l: o

(00:05:46) Madhavan Ramanujam
English:

Need a second edition soon.

FRCEIE:

RREBEEHE IR T -

(00:05:49) Lenny
English:

That's incredible for a software tech oriented book, where they often get really out of date really quickly. |
was just reading it and it's amazing how many things still are very true.

FRCERIR:



MNF—AERRAERBBRE, XAFARNT, RAXREFEEIHNERR R&EERNRE, RFFHHR
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(00:05:56) Madhavan Ramanujam

English:

The topic is one that is relevant in even years to come. So | think hopefully it's robust that way.
R EE:

XMERERKILERASEEEXM. FIURFEEEXHEELSENEERA,

(00:06:07) Lenny
English:

And you talked about the company Simon-Kucher, I'll just add that any smart product leader, growth
person that | talk to, they're always talking about how they've worked with you, to figure out their pricing
strategies. It's like the company that everyone goes to work with.

FRCERIR:

fRiEE]T Simon-Kucher XRAE], HFBHFE—R, HEMINETARBHN~mASERERER, HIE22
ERCMR SR EERFIEEN R XMERETABZIREEN BRAE .

(00:06:20) Madhavan Ramanujam
English:
The Company. | like that. Maybe we should rebrand ourselves as The Company.
FEiE:
MRRF o HERXMYE WIFRNNIZIEREELEH “The Company” o

(00:06:24) Lenny
English:

The Company. Let's do it. Let's talk about rebranding next. How did you get into pricing and pricing
strategy? How'd you first get into the world and focused your career around it?

FRCERIR:

“The Company” o MXAMIE, HNTABWREEL, REMNFHNENFENREEITUHAB? REIRFF
SRR AR N U HAE IR E D RY?

(00:07:06) Madhavan Ramanujam
English:

| actually happened to stumble in it. It's classic fashion. | was at Stanford Graduate School, both Graduate
School of Business and the Engineering School. And we had a lot of startup discussions thinking of
creating startup, very classic. And | was this guy who was actually in charge of coming up with the pricing



monetization strategy in our teams when we were actually pitching to VCs. And | remember going and
pitching our ideas and the VC asked me, how do you know you'll actually make money on this
innovation? And | pulled up a spreadsheet, | showed him all the assumptions and | said, so I'm going to
doit. And I still remember this, he said, you've labeled them correct those assumptions. How do you truly
know? And | was like, oh, | actually don't. | just made stuff up. And within that same week | got a call from
the then managing partner of Simon-Kucher, Matt Johnson. And he said, hey, we're starting a pricing and
growth strategy consulting firm. You want to come join us? We're looking for Stanford grads and | was
like, whoa, | didn't even know you existed. | joined because | actually wanted to get to understand the
science behind pricing, not just the art. And that's what I've been focusing on in the last 15 years. And also
my education in Stanford was in quantitative marketing. So many of those, let's say theoretical models |
could bring back into a practical industry in a relevant sense. So it's been a great journey.

FROCERIR:
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(00:08:18) Lenny
English:

When | think about books that people find most useful and sustain or books that are based on people's
real experience doing a thing for a decade, and your book is a great example that, what made you decide
to actually write a book? Because | know how hard that is from my wife's experience.

FROCERIR:
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(00:08:32) Madhavan Ramanujam
English:

Yeah, | think it probably started with some mini frustration, because we used to get calls from companies
saying, hey, we need a pricing strategy, we need a price plan. And they would've invested years probably
making the innovation. And then we'd ask them, how long do we have? And they're like, we need it
yesterday. So time and again, we witnessed this spray and pray approach. And then we used to ask this
simple question, how do you truly know that people will actually pay for your innovation, when you built
it? Did you do any studies? Did you actually understand whether there's a product market pricing fit? And
usually the answer was no. And then it had to change. When we benchmarked 72% of innovations
actually fail from a monetization or commercial perspective, simply because entrepreneurs or companies
did not do the check earlier on. Had they done it, they could have probably pivoted the product, built
things in a different way and built something that was more meaningful. So we wrote Monetizing

Innovation because increasingly we were working with companies more early stage in helping them



design the right innovations that customers need and what are they willing to pay for, as opposed to just
building a product and slapping on a price. So it was crossing that chasm between knowing and hoping
that you would, monetize knowing that you truly will. And that was the motivation for writing Monetizing
Innovation.

FRCERIR:
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(00:09:58) Lenny
English:

Awesome. We're going to dive into a lot of these things that you've shared in the book and things you've
learned. One more context setting question before we get into it all, which part of the org do you believe
pricing strategies should sitin? Is it product sales, finance, marketing, something else?

FRCERIR:
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(00:10:12) Madhavan Ramanujam
English:

Pricing by discipline is a cross-functional discipline. You can't talk pricing in isolation of product, finance,
sales, et cetera. There's always touch points. So it's extremely cross-functional. Back in the day, probably
a decade ago, | used to say pricing needs to sit in finance, because my view was finance would be the
counterbalance to sales, especially if you have sales coming up with pricing in a B2B situation, you can
set all the pricing you want, it's human having a human conversation. So how do you put checks and
balance in some of that? And my view was pricing should sit in finance and it has to report on ultimately
to the CFO. | have, over the last decade, I've been actually advocating that they should sit in the product
side. And there was also the genesis of Monetizing Innovation because if we truly believe that we need to
build products that are simply products that customers need, they love, they value, they're willing to pay
for, it is a product function, because you need to be able to design the product around this information,
around what customers need, what they value, and what they're willing to pay for, in short, around the
price. If you look at Monetizing Innovation, the subtitle of the book is, How Smart Companies Design
Their Products Around the Price. So if you take that viewpoint, then pricing needs to sit in the product
function or the founder product and report onto this. This is my strong-held belief, one that probably
won't change now.

FRCERIR:
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(00:11:44) Lenny
English:

Awesome. That's a great segue to the meat of our conversation. So most of the listeners of this podcast
are product builders and people that grow, product managers, founders, people that work on cross-
functional product teams. And | was reading a book and | picked five topics that | thought would be
especially useful to product leaders to dig into. And the first is the, willingness to pay, conversations.
Which | know is foundational to the way that you think about pricing strategy and the advice that you
share with people of how to think about pricing. So can you just talk about, just what is willingness to pay
as a concept? And then when should founders focus on these conversations to figure out the willingness
to pay?

AR ERIE:
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(00:12:22) Madhavan Ramanujam
English:

Yeah, absolutely. So | think, look, most of your listeners, most product folks, they probably understand
language like product market fit, especially made famous from lead startup and other literature, which is
awesome. | think that the issue is, it's not just about product market fit, it is about achieving a product
market pricing fit. For instance, if someone comes and asks me, do you like the headset that you're using
for this podcast? I'll say, | like it. Do you like it at $200? The whole conversation is different. So if you didn't
put pricing as part of your product market fit validation, you're often hearing what you want to hear. It is
truly about understanding whether customers are willing to pay for your innovation and willingness to
pay is a proxy for, do people actually value your product? And how badly do they actually want the
product? And this even comes back to understanding what pricing really is. When we talk about pricing,
many people quickly gravitate to dollar figures. That's just a price point, that's a dollar figure. But when
we think about price, we think about it as a measure. Like liter is a measure of volume, price is a measure
of value. And when you think of it this way, it really stands for, do people actually want your product and
would they actually buy it? And that is their whole, willingness to pay conversation. And entrepreneurs
and companies need to do this much earlier, so that they can understand, are they on the right track?
Think of it this way, if | have the same sales and marketing conversation that | would have with the
customer six months before launch of the product, pitch the whole value, and then ask them a simple
question, would you pay for this innovation? And if someone says no, chances are you can put all the



[inaudible] you want in the next six months, they're going to say the same thing. And if they do say no, the
most important question to ask is why. And you start hearing all kinds of information that you can use to
design your product and maybe even pivot your product strategy accordingly. So it is literally the litmus
test of whether people like your product.

FRCERIR:
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(00:14:05) Lenny
English:

And so if | were to summarize your main point, the ideas, have these conversations right as you're
thinking about designing the product. Don't try to just launch it, see how people like it, build a huge
audience and then figure out pricing. Your advice is start having those conversations early, right?

FRCERIR:
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(00:14:22) Madhavan Ramanujam
English:

Exactly. And the folks that first round summarized this in four words, | thought when they wrote a blog
article on this, and they call it, price before product, period. So | think that probably succinct, but really
it's really that. Because frankly, Lenny, as an entrepreneur, a company, you actually don't have a choice
whether you'll have a pricing conversation with your customer. The only thing in your control is when you
will have it. You can build the most awesome innovation, you think is awesome, obsess over the
engineering, the product and everything else, and then slap on a price [inaudible] in the market and hope
to monetize or have this conversation much earlier, pitch the same sales and marketing pitches, and then
try to understand whether people will actually pay for it and then design around this information. And
you actually know that you will. So you're maximizing your chances for success. It's simply testing and
learning. Everyone in your probably listener base knows tests and learn. We are talking about testing and
learning pricing and willingness to pay. Why wouldn't you do that? And why would you postpone that to
the very end?



AR ERIE:
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(00:15:24) Lenny
English:

Do you have any examples of products or companies where they have these conversations either way too
early, way too late, or even just nailed it?

FROCERIR:
MBESA L~ 2 BNFF, RAMITEXENE LBEAMBEARE, BEAXK, SEMSEETL?

(00:15:31) Madhavan Ramanujam
English:

Here's the thing, there's nothing way too early for this conversation. | even tell people who are early C-
stage or just thinking about an idea, | would say, hey, go check, so if someone would actually pay for this
idea. And there's some high level ways to actually check for this. And of course there's not about nailing
the pricing strategy from get-go, three years before a product is launched, et cetera. It's about
understanding whether there is a willingness to pay and then repeating this exercise as you go along so
that you can refine and when you're ready to launch the product, you have a much more refined view on
what is the willingness to pay. And of course then you're launching the product with a lot more
enthusiasm, because you know this is actually going to have a product market pricing fit. So it's about
iterating and learning and refining. So there's never too early. Too late, | think is more so the companies,
this is why we wrote Monetizing Innovation. Like | told you. 72% of innovations fail and we also categorize
them into why they fail. There are only four failure types and I have written about that in the book, so |
can leave that for readers to actually go and see it. But all of those failure types happen because the
conversation was just too late and pricing was an afterthought. Companies that did it well, maybe one or
two examples that | can probably take just to motivate the concept, we talk about in the first chapter a
tale of two cars and about how Porsche actually did this. And the example is something like this relevant,
Porsche was really looking for launching a new innovation. They came up with an idea. They said, okay,
should we launch an SUV? And even before a blueprint was drawn, they basically went and checked with
the market, is there a need for an SUV? Would people value it from Porsche? Are they willing to pay for it?
And to their surprise, they actually found that. And then what they did next was more fascinating. Every
single feature that actually went into the car or the benefit that people had, was battle-tested with
customers and no amount of convincing from product or engineering was enough. It had to be battle-
tested with customers. Things like, for instance, big cup holder was inside because people loved it,
needed an SUV would pay for it. Things like six feet manual transmission. People didn't need an SUVs out
of the window. They literally used to bring cars in what is called as car clinics. And they would test for this

and they would put people through prototypes before anything is even productized, anything is in the



factory floor, where people would actually even drive around the Porsche and say, okay, did they like it?
Would they pay for it? Et cetera. And then they would fine tune everything as thing that goes on. So the
innovation process is very different from the classic spray and pray, build something, slap on a price,
throw it out. It was really designing the product around customer feedback, around willingness to pay.
The outcome of the process could also couldn't have been more different than the traditional approach
of spray and pray. And this was when they launched this SUV, it was called Cayenne, which we all know
now, and it accounts for more than half of Porsche's profit and literally one of the best rolling successes in
automotive history. There's just an automotive example, but if | switch gears to more of a tech example or
a software example for your audience, there was this company which, think of this as a two-sided
marketplace, and I'll just keep it a bit abstract, but I'll tell you the details. Two-sided marketplace, think of
this as they were already monetizing on the sell side and the CEO said, okay, let's go and build a product
for the buy side that people will buy. So the buy side monetization product strategy. So in classic fashion,
all the product folks, product managers, et cetera, they went offsite, generated thousands of post-it
notes, design thinking, yada yada, everything. And then they said, okay, we can't take all of these so
many ideas to the CEO, let's prioritize it somehow. And they prioritized it to 40 ideas and they took it to
the CEO and said, this is what we want to build. And the CEO asked a simple question, how do you truly
know you would monetize? It's the same question the VC asked me, back in the day, and they simply
didn't know. They were just guessing. So what happened next was they took wire frames, blueprints, they
took product concepts and they started testing this with their customers and prospects. So stuff that they
actually thought was exciting, often was way down in the list of priorities. And if they didn't do these kind
of tests, they would've probably built the product around this. To give you an example, one of the
features that they were building was called, or the number one feature that the internal team thought
was awesome, they called it Highlight Connections from Facebook. And everyone in the company
thought that people would pay for this. It's an awesome feature, they need it, they love it. And the thesis
was something like this. As a buyer, if I'm buying the product from the same seller and someone in my
Facebook connection has already bought that product from that seller, that's credible information in lieu
of reviews and everything else, and people would find it acceptable and pay for this. When they went and
tested this and pitched the idea, they got all kinds of reactions. So there was one customer group |
remember which said, so yeah, you're telling me | can't pull 200 of reviews and make my own
determination? That's unacceptable. That spoils the fun out of actually doing research on products. There
was another group of customers who said, do you like it? Yeah, | like it. Would you pay for it? Hell no. And
then there was another group which even said, | don't even want anyone in my Facebook circle to know
that I'm buying this product. Because there was some, let's say, premiumness associated with this and
everything else. They could not find a single set of customers or a segment of customers who said, | love
this feature, | would pay for it. If they hadn't done this exercise, they would've built the entire product
around this and it would've been a disaster. But because they actually did this, they could prioritize what
they were building. Literally, for your product folks, the number one lesson, and | hope this is the biggest
takeaway for your audience, you cannot prioritize a product roadmap without having a willingness to pay
conversation. If you're just prioritizing based on what you think or what you feel or technical resources,
you're getting it wrong. Literally, you can prioritize what you are building based on what customers need,
what they value, and what they're willing to pay for. And you can actually do this test and say, what
should you be building? The funny thing that I've actually always seen, always, across these hundreds of
companies that I've worked, 20% of what you build drives 80% of the willingness to pay, is a classic
burrito. And if you don't know this, you're probably all indexing on one or the other. It's much better to
find out what is this 20% so that you can focus on it, nail it, and focus on all of the usability around it and
make an awesome product as opposed to not knowing what drives the willingness to pay and just trying
to put everything out there. And at the worst form, often what happens then is this 20% is the easiest
thing to build. And what companies do is they will build it, they will throw it out and they'll say, there's an
MVP, give it for free. And then they're trying to chase their tails, building 80% of stuff that is driving 20% of



value. So you all already lost the battle. So as a product person or a product builder, you need to prioritize
your R&D roadmap based on willingness to pay conversations, exactly like what the two-sided
marketplace did, exactly like what Porsche did. And this is the crux of everything that we are talking
about.
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(00:23:16) Lenny
English:

Amazing. What's interesting about the second example versus the first is in the Porsche example, they
started with, we want to charge this much. Let's build a car that we can sell for that much. And the second
case, they had a product they were trying to build, and then they figured out which things to build. So it's
interesting that this can come along the journey at different places, but the main takeaway is do it early
and earlier than you think.
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(00:23:41) Madhavan Ramanujam
English:

Correct. Either productize to a price point and the willingness to pay, or at least use willingness to pay as
an access to prioritize what you're building. Either way, you'll get it right.
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(00:23:50) Lenny
English:

Okay, so let's actually talk about how to have these conversations. | imagine that's what a lot of people
are wondering right now. It's like, yes, I'm convinced | will have these conversations, but then the classic
issue with customers, you ask them what they all do and you can't trust their stories of what they'll
actually do. So what advice do you have for folks when they have these conversations? What questions
should they ask? What words should they use? | know you have a few frameworks that you suggest, you
can talk about that.
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(00:24:15) Madhavan Ramanujam

English:



Yeah, we can go deep into this and you can pull me back or ask me to go deeper, whatever. It doesn't
matter. So I've written an entire chapter in the book, chapter four, it's called How to Have the Willingness
to Pay Conversation. If there's one chapter, just read that. It's quite detailed and goes into how to actually
do this. But look, if you go and ask someone, how much should I charge for this product? You're actually
going to get garbage back. That's your job. No one is supposed to tell you how much to charge, and that's
the worst way to have the conversation. There are some really interesting and nuanced ways of having
the conversation where you still tease out what people are willing to pay for without directly confronting
someone as to what you should be charging. So let me go into a few methods and | can pause to see if
you have any questions. So the first one is, what we say is frame. The first one is, what we say is, "Frame
the question in a more relative manner", because, and sometimes | say tongue in cheek, that, "People are
absolutely meaningless, relatively super smart." What | mean by that is, if you go and ask someone, "How
much should | charge?" You'll get a meaningless answer. But if you actually ask it in a relative way, people
actually give responses that are meaningful. So for instance, if you're a B2B SaaS company, and you're
trying to see if your product actually has willingness to pay, one way to have that conversation is to say,
"Okay. Hey, do your customers, do you use products like Salesforce in your install base?" "Yeah, | do use."
"Okay, Salesforce was indexed at 100 in value. Where do you think we are in terms of the value that we
bring to your, let's say, day to day business operations?" That people can answer all day long. They might
say, "80", they might say, "120", depending on whether you're more or less compared to, let's say, what a
Salesforce can do, which is an established [inaudible]. And then if you say, "Okay, if Salesforce was
indexed at a 100 in pricing, where do you think we should be?" That also people can say, okay, if they say
110, what they're saying is, you can be more premium than that and we would still pay for it. At least
you've gotten some information that is meaningful at a very basic level. So this is some relative ways of
asking these questions are the most basic ways of actually doing it.
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(00:26:18) Madhavan Ramanujam (Continued)
English:

Then we have questions where there's some methods where we actually want to understand, are there
some psychological thresholds or budgets when it comes to willingness to pay? So the way to do this is
let's take your product that you're going to launch, pitch the value to your customers, have that exact
sales and marketing conversation that you'd have after you launch the product, but before. And then you
ask them, "What do you think is an acceptable price for this innovation?" Look, everyone would like to
low ball, they'll negotiate with themselves. Let them give an answer, clock it, then ask them, "What do



you think is an expensive price?" And then follow that with, "What do you think is a prohibitively
expensive price?" And across thousands of projects that we have done, what we have come to realize is,
acceptable price is the price where people not only love the product, but they also love the price. If you're
in true growth mode, maybe you can put it there as a no-brainer price, no friction, et cetera. The
expensive price tends to be the price that is value priced, as in, they don't love you, they don't hate you,
they would pay you, but that's a neutral reaction. Prohibitively expensive tends to be the price that they'll
laugh you out the room. And if you do this at scale, what you'll start seeing is that there are some cliffs in
these demand curves, where suddenly, when you cross from let's say 99 to 101, 20 or 30% might say, "It is
expensive," or, "Hey, it's prohibitively expensive." And that's what we look for to see if there are some
psychological thresholds that if you actually cross, you have a perception of being expensive. So hiding
behind some of these psychological thresholds become important. Rahul Vohra from Superhuman
actually read the book, and he talked about this in an al6z podcast. He actually used this method to
come up with his $30 price point for the Superhuman app. And | think that's a quick and dirty way to
actually get to, what is a willingness to pay, and what's a psychological threshold? So | think that's a
interesting method that you can do Monday morning.
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(00:28:16) Madhavan Ramanujam (Continued)
English:

But the key here is to not just ask the question, "What would you pay?" But have that sales and marketing
conversation. Tell people where they actually might get the benefits. Basically, exactly everything you
would do after launching the product to create awareness and showcase the benéefits, do it, and then ask
these questions, so that you're priming them to the value that your product gets and you're not just
having a random conversation. There are other techniques that go more and more, let's say, rigorous. For
instance, purchase probability questions. So if you ask someone, "Okay, would you buy this product?”
That's a meaningless question. At least if you ground them on a scale and say, "On a scale of one to five,
would you buy it?" Oneis, "I'm not at all interested", five is, "Most likely | would buy it," or, "I would buy it
for certain." And four is, "Most likely", for instance, and three is, "I'm neutral." What we are actually seeing
is, even if people say, "Five", they are probably only 30 to 50% sure about whether they would buy, so you
can start, and if they say, "Four", it's 10 to 20%. If they say, "Three and below", they're never going to buy
it. So if you do this at scale, you can start coming up with, let's say a demand curve. And then say, "Where
is the price optimal?" et cetera. So you can understand purchase probabilities. And if someone says, let's
say, three, for a certain price point, then you can lower the price and say, okay, would they actually move



their ratings to a four or five. So | think these are some simple ways to understand purchase probabilities
and elasticities.
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(00:29:51) Madhavan Ramanujam (Continued)
English:

Two more, if | may, | think, another one is what we call is most and least questions. And the thesis behind
this is, if you go and ask people, "Okay, | give them a list of 10 features", let's say. And | say, "Rank them
one to 10", most people will find that exercise painful, horrible, because there's always this messy middle
where everything is gray. They all look the same. There's a lot of psychological theory that people are
very adept at identifying the extremes. When it gets in the between, that's when things become tougher.
So what we do is, if we have a list of 10 features that we want to understand whether people have
willingness to pay for, when we are prioritizing the R&D roadmap for our clients, we would take a subset
of, let's say six or so features out of those 10. And then they say, "In this set of features, identify the most
important for you, and the least important." And the most important is defined as, "Must have, | will pay
for it." Least important is, "I don't need it. | won't pay for it", connotation. This, people can do all day
long, because they're just picking the two. And then we will change the set of six, another combination
from the 10, and ask that same question. So if you do this a few times, you will be able to prioritize the
entire feature set in a relative fashion, and truly understand what drives willingness to pay.
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(00:31:08) Madhavan Ramanujam (Continued)
English:

The last method, which gets into more advanced methodology, is what we call is more trade-off exercises.
So here, what we do is we put people through actual buying patterns, or actual buying scenarios and say,
"Okay, if you had this packaging and pricing, for instance, for your software product, what would you



do?" Which is akin to a real life question. You [inaudible] the features, all the price, the number of plans,
et cetera. Then we would change that and say, "Okay. If you change the features and the price, how would
you react? Would you buy any of these products? Or would you say, | won't choose any of these?" These
are more like shopping scenarios for your products, but it's realistic, and it's akin to real life. Based on
how they choose these products, what we are trying to reveal is the mental models and rules that people
use to make decisions. For instance, if | add certain amount of features and increase the price, people say,
"You know what? I'm not going to buy anything more." What that actually tells you is the addition of
those features, people are not willing to pay the addition in terms of price, so they would actually opt out
of the lineup that you actually have for your customers. So these kind of things, if you do these kind of
exercise, you can get more precise on things like price elasticity, build some simulation models, try to
understand how the market would react, et cetera. And different methods are actually applicable at
different stages of a product and different stages of a company. If you're very early stage, let's say just an
idea, just have the conversation. Just even asking, would you pay for it, is a good question because if
someone says no, then ask why. Then you'll hear a lot of good information. If someone says yes, ask
them, why would you pay for it, they would articulate back the value that they understood, and that
should be in your value messaging. So that's just the simple questions. If you are somewhere in middle,
then maybe some of these, if you're in the [inaudible] seat stage, maybe some of the purchase property
questions, all of these things can actually be a quick and dirty way to at least get to an answer and a point
of view. Or if you're launching a product and it's in late stage or late stage in the product or the company
lifecycle, and you need to get more precise in terms of your pricing and packaging strategy, then some of
the methods are around trade off exercises, most, least, all of these things become incredibly relevant.
Sorry, it was a long answer, but there are so many methods. It's all summarized in chapter four. So just
one chapter to read in the book.
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(00:33:15) Lenny
English:

That was perfect. Thank you. Amazing. You mentioned that you want to ask why a lot, and that's
something you talk about in your book a bunch. | think something like 50% of your questions should be
why, after they answer these questions. Is that right?

FRCERIR:
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(00:33:29) Madhavan Ramanujam

English:

That's absolutely right. Yeah. | was tempted to ask you why, but that would've not been very relevant.
R EE:

FTLRIER. B0, BNAZREEMR “RHA” , BIETRERAREX,

(00:33:35) Lenny
English:

Nope, not on this question. | might take care of that later. Can you talk about, logistically, how are you
asking these? Is this a meeting specifically you set up with a potential customer to talk about pricing?
Does it come at the end of, here, I'm pitching you on this product, or I'm trying to get desirability research
feedback? What is that meeting set up for on behalf of the customer?

FRCERIR:
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(00:33:56) Madhavan Ramanujam
English:

It's usually either a one-on-one conversation with a customer, much early stage, you're a founder and
you're having a conversation. It's basically, you're pitching the idea and trying to understand not just
product market fit, but a product market pricing fit. Let's say, if you're a bit more late stage and you have
a cross-functional team, this could be a conversation that the sales teams could actually be having along
with the product teams to actually understand this. That's also what happens in companies like LinkedIn
for instance, when they launch a new innovation. The team has to book in a credit card or lock in a
budget from a customer for pilot POCs and everything else, and if they don't, they don't necessarily go
down the route of productizing it because there was no final verdict on whether people would actually
pay for these innovations. That's how | see it. So it depends. If it's early stage, more like founder led early
conversations, if it's more late stage, then a cross-functional conversation, but usually, it's a one-on-one
with, one-on-one as in with the company, it could be more multiple decision makers. Increasingly, in B2B
Saas for instance, it's not just one person deciding on a software budget, it's a team. So it's usually done
with the team having that kind of conversation. It can also be done in terms of focus groups where you
bring in a set of customers and then you mediate and moderate answers and trying to get to what is the
right thing to do. And often, we also do a quantitative version of this where we are doing more test and
learn through either AB testing or, most importantly, through controlled surveys that we would actually
have, invite participants to actually participate and then they would give their opinions on these various
concepts that we are actually testing. And then we try to understand what is the willingness to pay in the
market based on those responses. So from a basic qualitative one-on-one validation all the way to more
quantitative testing using other instruments.
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(00:35:45) Lenny
English:

So this is usually a part of a larger customer development product market fit discussion, here's a product
we're thinking, here's classic user research. Desirability discussion, and at the end you talk about
willingness to pay stuff. Is that-

RS ERIE:
FrX @S R EANT A AL~ RHIHRAITICHN—E4, thil “X2RINEEHENSR” , XSKHH
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(00:35:58) Madhavan Ramanujam
English:

Yeah, exactly. | would think of it as... | wouldn't say necessarily user research. It's a bit before that. User
research probably gets more into usability and how people would actually use it. This is a one step before
conversation where you're trying to understand testing and learning, whether people buy into your idea,
do they see the value, is there an ROI, and frankly, what needs are you actually solving in the market.
This, people can articulate all day long/ what is their jobs to be done or what is their needs paying point.
What product to build is your job in some way as a product person. But when you showcase the product
and say, okay, this is the product that I'm building which will actually meet this need, you want to see if
people's eyes slide up. And that's also when you need to have the willingness to pay conversation
because it's not just about saying but actually meaning what you say. And that can only be bought in if
you actually use willingness to pay in the conversation. Otherwise, it's a bit of an empty self fulfilling
conversation often, so. And then when you actually do this more and more, like | said, [inaudible] or
refining things, then you can bring this into other pieces of the conversation and gets more smarter
before you launch the product.

AR ERIE:
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(00:37:09) Lenny
English:

Do you have a rule of thumb of how many people you should talk to, at least, to get a pretty good sense of

maybe we've gotten some-
FRSCERIE:
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(00:37:16) Madhavan Ramanujam
English:

Yeah, | get this question all the time, and | say, please talk to one person. [inaudible] because most
companies are not even doing that, in terms of willingness to [inaudible] conversations. But if you're, let's
say a B2C company, of course you have scale in terms of reaching customers. You might have hundred
thousands and millions of customers, consumers. In those situations, more of a quantitative validation
might be easier to run. So if you get even 1,000, 2,000 responses that could be statistically significant and
easy to do and pull off. If you're a B2B SaaS company and you're focusing on let's say 20 to 30 accounts
leading 80 to 90% of your business, try to talk to as many of those as possible. So at least in the 20 to 30
ballpark. And often in these conversations after a point, you start hearing stuff repeatedly. If 20 people tell
you the idea is horrible, it is horrible. You can test it all you want. So when you start hearing these things,
then you pivot.

FROCERIR:
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(00:38:13) Lenny
English:

And then once you have your initial thought on what pricing should be, how often do you suggest folks
iterate on their pricing strategy?

RS ERIF:
—BIfNENE THFTEE, MBNARSAER—RENFERK?

(00:38:21) Madhavan Ramanujam

English:



Yeah. Usually we say at least every six months pause, and think whether you should revisit it. Within 12 to
18 months, probably there is time to revisit, especially given market dynamics in most industry verticals
that people are in today. And also, there are some pivot points where it'll make sense to think about this,
like you're introducing a new plan or you're introducing some new features. All of those moments in time
from a product journey standpoint would necessitate having this conversation.

FROCERIR:
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(00:38:51) Lenny

English:

Got it. Final question on this topic, which we've spent | think half an hour on, which is awesome, because
it's probably the most important to start with, but this is going to be a deep episode. What's the first thing

that a founder or PM should do to go down the route of willingness to pay, if they were to start something
on Monday?

AR ERIE:
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(00:39:12) Madhavan Ramanujam
English:

First of all, start educating yourself that there is a science on this topic. It's not just an art. Get confidence
that people have done this before. Not only just startups, but companies like Borsch, and then read
chapter four and do it.

AR ERIE:
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(00:39:19) Lenny
English:

Okay. Topic two, which | know is really a big deal to you and a core part of the way you think about it in
addition to willingness to pay, and it's segmentation. Thinking about how to segment your customers
and product. So can you just talk about, broadly, why is this so important to think about segmentation
when you're thinking about pricing?

AR ERIE:
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(00:39:38) Madhavan Ramanujam
English:

Look, segmentation is a topic, again, just product market fit is a well understood term for many of your
listeners. When we go and ask companies, do you have a segmentation strategy, roughly about 60%
would say, yeah, we have it. And then when we check it, probably 10% of them actually have a
meaningful segmentation strategy. What | mean by this is, most people think of segmentation as a
demographic or persona exercise or how do | position this product to different personas and things and
they get it horribly wrong. Tongue in cheek, I'll give you this example. If you think about a person who's
70 plus years old, lives in a castle, incredibly wealthy in the United Kingdom, you probably think about
Charles, but that also fits Ozzy Osbourne. And | would probably measure that both of them have
dramatically different tastes, need different things, value things differently, and are willing to pay for
things differently. If you just base things on persona, you often get it wrong. Segmentation needs to be
based on what customers need, what they value, and what are they willing to pay for, and how do you
productize package to different segments. So the key lesson that | want your listeners to take away is, you
need to be able to productize to segments. If you're trying to build a product and try to position it to
different segments, you already lost the battle, because segmentation comes down to needs and
understanding needs and building products based on those needs and willingness to pay. Show that you
can treat your customers differently. Because if you build the same product and want to treat everyone
similarly and say you have a segmentation strategy, you actually don't have it. Take a simple example. If
you think about the water that we drink in a fountain, it's free. In a bottle, it's $2. You put gas in it, it's
$2.50. Throw it in a mini bar, it's $5. It's the same water, but it's packaged, productized differently
because people have different needs. I'm price conscious, | want it in a fountain, | want it to carry it
around. | probably take in the bottle, | like the taste, | take gas in it, or I'm just simply ultimately lazy and |
would pay the $5 to get it out of the mini bar and not go down the hotel lobby and get it for free because
that's my need. If you don't understand these needs, you'll never be able to productize to those needs. So
you'll just build one product and try to position it to the different needs based segments and you won't
get it right for anyone. And we work with all kinds of industry verticals. We have not found a single vertical
where our customer, where their clients' needs are homogenous. It is heterogeneous whether you want
to accept it or not. And if you accept it, then you would start getting into the heart of segmentation and
say, where is that heterogeneity? How do the needs differ in the market? How does a willingness to pay
differ in the market and what can | productize to different needs and willingness to pay segments, so
productizing to segments, as opposed to building one and positioning it to different segments. Usually,
when | walk into these companies, they'll say, "We are building a one size fits all," | would quickly correct
them and say, "One size fits none." So it's a bit of that. That's why this topic is deep, because people get

the definition of segmentation wrong.
R EIE:
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(00:42:42) Lenny
English:

So segments are something that people hear often and | think, like you said, understand, and to your
point, they think they've done segmentation. But again, to your point, a lot of times they do it wrong. You
have this framework that is really interesting, this one phrase they use, "You can act differently to help
you think about whether a segment makes sense and how to think about segmentation." So can you just
talk about what's a sign your segmentation is correct versus not, and maybe how to think about the
framework?

AR ERIE:
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(00:43:12) Madhavan Ramanujam
English:

So the three most important words in what you said is, "You act differently," so you as in your product
teams, your sales teams, your marketing teams, your finance teams, act as in, come up with new
products, build a business case, come up with a product marketing messages, sales strategies, differently,
as in there's no point in doing segmentation and having the same reaction or treatment to everyone. You
need to be able to act differently. So what that means is, if | know what you need, what you're willing to
pay for and what you value, then my conversation with you will be different than someone else who
needs something else and is willing to pay something else. | productize something for Lenny, and |
productize something else for the others. And the key here is to understand if there is a significant, let's
say, total available market or size of the market, where the needs are similar, and they're willing to pay, as
in, let's try to find all the people who would want to drink water in the fountain. Let's find the people who
want to bring it in a bottle. Let's find the people who want to have gas, would they pay for it. And then
when you understand these segments, then you can say, "Okay, what do | build for these different
segments?" And then focus on that segment when you launch the product. Have the marketing message
for that segment and target that segment, as opposed to just building one thing and hoping that
somehow these four groups will sort themselves out into your product. And that's the key thing.

AR ERIE:
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(00:44:33) Lenny
English:

When should early stage founders think about segmentation? Do you suggest it's right from the
beginning, the first product should have multiple segments, or does it come later?

AR ERIE:
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(00:44:40) Madhavan Ramanujam
English:

This is also an often asked question in the sense that as a startup, as an early stage founder, often the
excuse is, "Hey, we don't have time. We're actually pulling stuff out of the wall. We need to get something
out there." It's like, "Time is of the essence, so we need to build a product." And usually they would say,
"Let's build just a product, which is every awesome thing that we are working on, and then we come back
and revisit whether we want to build other versions, et cetera, and we don't have resources to even build
multiple products." Well, that logic makes sense when you don't understand the concept of
segmentation. If you truly understand the concept of segmentation, you would say, you know what, as a
first conversation, when you're having that willingness to pay conversation based on your idea, you
would say, "Who's actually willing to pay for this innovation? What do they need? How many of them are
there? Can we productize to this first compared to the others? "Then you'll start prioritizing not only your
R&D roadmap, but you're resourcing to say, "Which segment should | start with? And then what segments
would | actually add?" And then your value messaging would be tailored to that segment. People will
understand the benefits. They will say, "Your product will be launched and people will get it and they
would actually go for it." So having done this exercise early will tell you how many segments are there,
what is the size of these segments, how to prioritize them, which one to pick first and which product to
build first for that segment, and then productize to the other segments later. If you're lazy and sloppy,
you'll build a product, you'll slap on a price, you'll throw it in the market and say, "I will attract everyone."
You'll attract no one.
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(00:46:14) Lenny
English:

Amazing. So basically understand the segments right from the beginning. Don't necessarily launch
products for every segment.

FRCERIR:
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(00:46:21) Madhavan Ramanujam
English:

Exactly. That's totally acceptable because it's not like everyone has resourcing to launch five products,
five segments, everything else. Complexity, and plus, you don't probably want to be too complex when

you're launching your products, but focus on the right segment, and launch it for that first.
FZERiE:
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(00:46:38) Lenny (Sponsor Break)
English:

Today's episode is brought to you by Miro. Creating a product, especially one that your users can't live
without is damn hard. But it's made easier by working closely with your colleagues to capture ideas, get
feedback, and being able to iterate quickly. That's where Miro comes in. Miro is an online visual
whiteboard that's designed specifically for teams like yours. | actually use Miro to come up with a plan for
this very ad. With Miro, you can build out your product strategy by brainstorming with sticky notes,
comments, live reactions, loading tools, even a timer to keep your team on track. You can also bring your
whole distributed team together around wire frames, where anyone can draw their own ideas with the
pen tool or put their own images or mockups right into the Miro board. And with one of Miro's ready
made templates, you can go from discovery and research to product roadmaps, customer journey flows,
to final [inaudible]. Want to see how | use Miro? Head on over to my Miro board at miro.com/lenny to see
my most popular podcast episodes, my favorite Miro templates, you can also leave feedback on this
podcast episode and more. That's M-I-R-O . com/lenny. Are there any examples? You shared this water
example, which I love, that's really clear. by the way, you forgot to mention Liquid Death, which I think is
$8 water in a can that just looks really cool.
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(00:48:00) Madhavan Ramanujam
English:

Yeah, keep getting these tweets from Peter. Yes, | love the product actually. It's water packaged as an $8

product, so it's great. That's a segment of customers that love that and-
R EIE:
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(00:48:13) Lenny

English:

Oh, I love that. The VC wants you to include that as an example, as you talk about water.
R EE:
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(00:48:17) Madhavan Ramanujam

English:

Exactly. Will do from next time. Liquid Death, eight bucks.
R EIE:
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(00:48:21) Lenny

English:

Yeah. Any other examples as the premise of my question?
R EE:
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(00:48:24) Madhavan Ramanujam
English:

I would probably start with a few obvious and famous examples so that just remember the point in some
way, and then we can drill down further if needed. But if you look at, for instance, Apple. Let's assume the
conversation in Apple was something like this, "Hey, we need to just build one product, one iPhone,
because we need to maximize our market share and we will throw it out and slap on a price and hope to
get the market." They wouldn't be the most profitable company in the planet today. What did they
actually do? There is an iPhone for 299, 399, 499, all the way to 1499. They have built products to different
segments. | remember walking into the Apple store when iPhone X was launched. | didn't want to part
with a thousand bucks. | was checking the phone out ,and | looked at the features. | really didn't want the
retina features and all these benefits. And then | saw that there was a phone without that for 799 and |
picked the 8S and | walked out. So | belonged to that segment. | was not belonging to the iPhone X, but
that's a product that has been productized for different needs, segments. And if you look deeply, Apple
has not just priced their iPhones, they have productized to different price points and willingness to pay,
and that's where it gets actually fascinating. So | think that's a great example of understanding
differentiation and then productized to different needs. And | think that's a good example. Another one
that comes to mind, where we worked with, this was in the pre-IPO days, Eventbrite, which is a B2B SaaS
company. They used to have one product that was actually-

AR ERIE:

HARZANLNEMZ MEZRHFIFHFIE, UEAKCEXMRR, MRFERNTUBRANRIT. b
ERAT, RIFERIFNEEZXFN: TR, HMNIAFBEES—N"m, — K iPhone, AARNFERKNK
miHnE, FNHCeHHLE, MY, FEESTADT.” BISRUAFAZE2HIK LA ERENAT T, ]
KPR BT HH4? B 299, 399, 499 —EE 1499 =5t iPhone, ftfiTARBERIASD HIZHIE T = m. it
iPhone X KBS EHERE/E, HAEHE 1000 £w. REFTBRFN, BT EWEE, HELHIEEMN
MERFRABLEINEE. ARKRBIE—KBEXEINRE. & 799 ZIFH, FET 8SAEMET . FRUFKE
FARANED T, FABET iPhone X M7, BAR— M NARFRMAD HiHHIT~ RN m. MR
RN, SERFXZN iPhone Efr, RN ARMINBRNXNERETT =R, X4 B&REAR
. FrLl, HINAXZBERESUHHNRARAFIREITRUHNLEESFF. Z—IREBINGFEHNESIE
Y Eventbrite, XZE—5 B2B SaaS AF], HHliEz L. #NUARE—1"=m, K LE2RS

(00:49:56) Madhavan Ramanujam (Continued)
English:

A SaaS company, they used to have one product that was actually servicing all of their customers. And
then we went through an exercise of understanding who are their customer segments and how do we
productize to different segment needs. And if you look at what they have today, they have three plans,
because there are segments behind this. And if you look at the plans, there are plans, for instance, the
entry level plan has something like, you can only launch an event with one ticket type, like a general
admission. And then if you take the middle plan, it has unlimited entry type. So you can have a general
admission, a VIP admission, whatever, when you're actually having events. It actually makes sense,
because if you're, let's say, hosting your local wine club meetup, whatever, event, you probably just need
the general admission and that's it. But if you actually are a bit more professional and you needed
multiple event types and you're having a event of that nature, then there's another product that actually
appeals. But because of doing this, the one that has only one event type, that product is cheaper than the
other one. So there's an essential product and there's a professional product and they have enterprise



product. So this comes down to truly understanding what customers need, what they value, and what
they're willing to pay for, and how can we productize towards that. Maybe another example that is
obvious and in front of us, when we use our apps, like Uber is a great example of also
segmentation.Because you have different car types. If they just had one car type, then okay, then that's a
very different company, very different strategy. There's an Uber Black, Uber X. We used to even have the
Uber pool pre pandemic. | don't know if it's back now.

FROCERIR:

EA—= SaaS A&, MIUFIRE— 1 =mRSTREEF. RARFENT#HITT -4, THRUEITNEFHAS
mizEE, UNRNAFET N ARABD HIZNERH# TR, NREEMITMEN~R, MIE=1F%, AR
BHEEHAD M. NRMEXLSER, FIONIERSFRMEMRRELT—MIIRLE, tHIIEER, MMRMER
EEREENAR, EELRNIEXRE, FUSMRENENN, FAUEERE. VIPEESE, XHLRESE
12, AANRMARABENSMTBERRPRR, MR FTELZESE, BENRMEZTL—LL, FBLZMER
KB, BAMBS— M E=@mKsR. ERAXEY, RE—MIEXEN~RES—NMEE. FTUAE 7 EM
ke, ZARRA B AR, XAREREEEEREFNER. NERNZMRE, HELLHETT=RK. 53— E
mZ Ra%IF=2 Uber, Uber tBRADVEEHF, RARBEARNER, MRMIIRE—MHER, IBEE—
KE2FRNAE, BEREARENEEE, MEHR UberBlack. Uber X, Z1BERIFK{ITEZESR Uber Pool (3
F), BFFEMERETRE.

(00:51:35) Lenny
English:

I think it's back.
FRCERIE:

BEEZMET.

(00:51:36) Madhavan Ramanujam
English:

It's back? Great. And they also launched this thing called comfort, which is a bit between Black and Uber
X in terms of both price and also the types of cars. But it comes with certain features. For instance, you
can say quiet preferred on a Comfort or a Black. And that's literally why | take one of these, because I'm
probably working on my Uber ride over and I like to just have the quiet and just work on things, and I'm
willing to pay for that and | belong in a different segment. But of course if I'm using, let's say Uber for my
everyday commute, sometime maybe | do pool. So depending on even my point in time or depending on
my situation, | might actually belong to different segments, and understanding this and then
productizing towards that becomes key. So the topic that we have been focused with many companies
nowadays is not just doing a static view of segmentation, but truly understanding dynamic segmentation
and how to offer product and services around the fact that people switch segments. So if I'm ordering on
a Friday night on a food delivery platform, maybe I'm thinking pizza. Tuesday afternoon during my office
time, maybe 1'm thinking of a different type of cuisine. So if | know all of these things, healthy choices
versus not, when can | productize what, then you actually start getting a dynamic views of segmentation.
And the technology around us actually allows us to take a very dynamic view of segments and that's very
fascinating. So the [inaudible] there are multiple steps. First do the segmentation, that's the basic.
[inaudible] a static view. Maybe if it's relevant, even a dynamic view of this is the next frontier.

FROCERIR:



WMET? K§F7T . fili&EL T —10 Comfort (EFiER!) AU, 7EMEAZEE L/TF Black #1 Uber X Z
8, BEFTHE—LERFEINGE, b7 Comfort 3% Black LARAILIER “RIFRE" . XERRERENNER
H, RAREUEEREEPIE, RERRFMBLIEEE, REENLAE, RETFAENAS TH, B
2, MREETHEEE), BNRIEIENE, L, BIERE—TA, RENERIERTNARE, BeJsERE
FAENAS T, BEX—RHELEHFTmUEETEXEE. L, RINRESTFSQEXERIERFNR
EHMESHAD, MEREEER “BSHEn” , URNEELS “AMNSUIRAS™T17" X—FELRKIEMHRm
AR5, MRFARABLEITEFE LRR, HAIEREIZKEE;, B-TFENRE, RARBES—MER, WM
KREMEMBEXLERES (BREERS5EE), MEFARBRZIBHATRL, BAMMABRRSHENAS M
Ao BMNBFEMNRALE EAWFRINERNEBZHDSHASMNE, XEBEA. FIUAXBESZINPE: BMA
7, X2Rh; ARRHSUA; WREXNE, SSUERZE T — 10,

(00:53:19) Lenny
English:

Which you shared just now reminded me of another really interesting framework in your book, around
pricing strategy. And you talk a lot about just how important it is, one to just write down your strategy and
why you think this is the right strategy. But specifically, you have these concepts of either you want to be
maximizing, you want to be penetrating or you want to be skimming. And | thought this would be a good
time to chat a little bit about that. Can you just talk about what these three strategies are?

FROCERIR:

RNA P EHATULREE T RBRE - IEEEBHX T ENRBAESR, MKET S MMREVREE AR AT
LfRINAXZERRBEHNERE. BARER, MAEXEHS: BARE “&RAWL” (maximizing) , BAMRE
“BE" (penetrating) , BAMRE “MAg" (skimming), FEFIMEZIIXMEIGFEIH. FREEBIKX =T
REEDRIRTAS?

(00:53:42) Madhavan Ramanujam
English:

Sure. When we talk about pricing strategies, we hear many buzzwords, and it's irrelevant. So when we
take a step back and look at it, there's literally only three types of pricing strategies. And if you know this,
then you can follow one of these and [inaudible] to success products. The first one is skimming strategy,
which is your Apple iPhone. They launch at a particular price and the next generation is probably at a
higher price, but the previous generation actually goes down, so they launch at a higher price and then
they start lowering the price. So they're skimming the market. And connotation of these products is also,
it's a premium product. Price is a signal of quality, et cetera, et cetera. If you take penetration that's
probably made famous by Amazon. And Amazon, they're probably operating at much thinner margins,
but they're playing the volume game. Much more harder game to play because you need to have all of
your costs in order, supply chain, everything else, and you're fine tuning towards the volume game.
Often, | see entrepreneurs who say, "Let's just price load to gain growth." That's a fallacy. If you don't
have a business model that actually supports this compared to Amazon, then you probably shouldn't be
in a penetration strategy. And even in a company like Amazon and AWS has a very different strategy
compared to the e-commerce marketplace. So within even business units, you can actually have different
pricing strategies. And the third one is just maximization, which is you're neither on these two extremes
but a bit in between, and you're saying, "Okay, what can | maximize in the next couple of years?" In my
opinion at least Microsoft will probably belong in that category. And if | look at Apple, Microsoft, Amazon,
companies that reached trillion valuations in our lifetime, probably the only three in some way, shape or
form, they have dramatically different pricing strategies. The point is not about picking, just picking one,



but it's about executing the one that you actually pick. And that's also what we write about in the book,
how to pick one and not just pick one, but how to build your products around this executed live and
breathe your business model strategy, which leads to your pricing strategy.

AR ERIE:

B HIAMMKLEMNRIEE, FMFFRZMITIE, ERFER, SRIMNBE—FEH, ENRBELIBE=M,
SNRAFFEXLE, (RIAILLBREFZ—HEMMI. F—ME “WAEREE" (Skimming Strategy) , LEaIFER
B9 iPhone, MEILUASEMNEET, T—RABNEES, EBri—RANES TR FIUMIIUSNIIN, AREZE
BT, SUEMETE—F “WE T, XEXFmNNRBEESH"m, NMEERENES. F-ME
“BERE” (Penetration) , XAIRERIL SEMEIR. WIBHIFERATEEIREE, EMIIETNRER. X
B MEXETBEY, RAMREERIMFAEMA. HNEN—T), HidiEHTHIE. ZEEFReNLER
SUERMNERNKREER" , XE—TBL. NRFLBEGIIBIFFFXMECENWSER, (RAIER
RNiZER B BRI, BEETLIHAER, AWS NREEthSEFESTFaBARE. FrARMEELSRTRE,
RERT LB RENEN RS, E=ME “RALER" (Maximization), EMREEARTER MR, MEEFIE,
fRER: “ERR/VERERAMAA? 7 BHER, MRATEBTX—%. NRFEER. HR. TIEX
LEARNBEZERIFLZEENQT, EflFTERNEN=X, BENNENKRBEATE. ERFETH
EE—, METFTRITMEPHIR D, XLEHRNEBESH: NEERE—, FMUBER, RRENAESRE
P m, FEBANRRLSRIUREE, M5 | FHIREIE N SRS,

(00:55:44) Lenny

English:

Amazing. | just want to say | love how deep we're getting into all these topics. This is amazing.
R EE:

KiET, HREY, HIFBERFN TN XEFFRGRANRIT. XXBEFK T o

(00:55:48) Madhavan Ramanujam
English:

Cool.

FRERIE:

i

(00:55:49) Lenny
English:

One final question on this topic and then we'll get to the next and the rest will be quicker. We're spending
a lot of time on each, which | love. You talk a lot about the importance of packaging and bundling and
how that alone can help you win a segment, versus even the price of the segment. Can you talk about
how to think about the importance of that?

AR ERIE:

XTFXMEBORGE—DEE, RREMNEANT—, BENSR—R. HIESMEELIMETRZHE,
BRENXFF, KRB TREZXFEE (packaging) L (bundling) WEZEM, URNGETXLERLAE
BEIIIRE— D™, EELMBEAFEERE, REERRNAREHERMEGE?



(00:56:06) Madhavan Ramanujam
English:

The way to unlock your segmentation is to think about bundling and packaging, as in you're configuring
your product, based on what customers need, what they value and what they're willing to pay for. Either
you put a bunch of benefits that people like and call it packaging and put that out, or you're taking
multiple products and calling it bundling and putting that out. So it's a question of, hey, that's the way
you unlock segments. Your productizing. It's like the iPhone X versus the iPhone A test, different products,
different features, different packages, et cetera. The quick framework to think about packaging, bundling,
we call it the leaders, fillers and killers, exercise of framework. So if you think about the classic, let's say
bundle, like a Big Mac or a Happy Meal, the Big Mac is the leader product, that's in the Happy Meal, and
that's what people go for when they go to McDonald's. When you look at french fries and Coke, those are
the fillers. You can put a burger along with french fries and coke, call it a happy meal, and most people
wouldn't have bought a french fry or Coke, but if you just say for a dollar or two more, you know can
actually get this, they would say, "Let's get the happy Meal." So you're actually bundling it in such a way
that with marginal increase in price, you're also able to sell multiple products, which they wouldn't have
if you didn't have it. The killer is the one where if you put it in the product, it just kills the bundle for
everyone. So for instance, if you put coffee along with french fries and a coke and a burger, that's just
going to kill the bundle. No one needs a double dose of caffeine when they're having a burger. But there
are people like me, Lenny, who love to have coffee with their burgers. So these are great candidates for
selling them as add-ons, because if | actually, | would pay for the add-on because | actually want the
coffee. So I would take the burgers standalone, and | would take the coffee standalone and that's why it's
actually listed separately in the menus. If you bundle it, what happens is it just depreciates the
willingness to pay across the entire customer base to the point where no one actually wants it. So you
need to find pockets of customers who want it and then maybe only sell it to them. So the rule of thumb
that | usually say is, if 10 to 20% of your customers want something and they really want it badly, that's
usually an add-on. That's not something that goes into a package unless you have a advanced package
just for them, kind of thing. And if more than 50% of people want something, that's a leader product. So if
you understand all these leaders, fillers and killers, then you can configure your product in such a way

that your productizing to segments and you'll unlock maximum value.
R EIE:

BYAD NG AREZWHAMEE, MR, REFFNER. NMEBRNXNRBREEMRN~ M. &
ARBANERN—EROBRE—E, zh 8K HiHh;, BAMBE N aliE—iE, Mzh “HHE”
HEH. FIUXEREMAI TN A R — M. HL& iPhone X Xttt iPhone 8S, REK™m. FEHY
MEE. FENEEEFSE, BZAEMBEL—PRFER, HIMNEZH “&0Or=am (Leaders). EFEm
(Fillers) #1Z:F/ = (Killers)” 128, MRIFBEIZHAVRLSE, LAMEXTHIFOFEE: EXHBZFO/FRE
B2EH “orrm” , BRANEZLFHEEEN. BRMAKRRE “BRTm o MALIEXENESR. 7
RRE—IE, MZAFOREE. AEBAAEREIRAZREMIBFAAL, BURMRRABSHE—METH
RERIXLE, il “BREAOFEE" . FAUREIXMRAL I, UH/NBNBRIEESZHT SN
m, JIFKEMWGPIRAIRESERIE, M “FF~m” SHENRMICEKRHASTE, EIREENESG, W, 0
RMEMEEAZESR. AR NERE—E, XaREXTMEE, RAREISNERBAREMEE, BEHX
HEIA, Lenny, EXCXEECINE. FRLAXLEREN “MINEH" (add-ons) SHERVEERE, RANMRKE
HRREMME, RIB/ENMMAMR TR, FAIARSRIRTNE, BTN, XMBATAENERELESD
FHHB. MRIMERITHY, ERMBERRBIFTPENINRR, UETRAREE, FIUREERE
RECHR—NBDEFR, AEFEIELM]. BEFERNZIANZ: R 10% 2 20% BEFBERRF
A, MEIFERE, BEFEE2—THINEANH, MARBNEBEENKRA, RIFFE-TEINMEINESENS



REE, MRET 50% WABEREERA, BMEZ0Om. WRIREFE T Z0~m. BT milRF=m,
fRELRI LABCE(REY ™ an, MM MADHZ#HTmit, HENEANME.

(00:58:36) Lenny
English:

Your example reminds me, | just went In-N-Out yesterday, and how | don't think they've changed their
model ever. Somehow, it just works. They nailed it.

AR ERIE:

fREVGIFILBAARIKAFERN AT In-N-Out, EEFBMUNIMILLIER. FHAM, EMEBER. WIS
&7

(00:58:45) Madhavan Ramanujam

English:

It somehow works. | think In-N-Out, that's a story for another day. | think it works for a different reason.
R EE:

EWEAER. HRE In-N-Out NEER[ARBU, FHIANERINREBRRE.

(00:58:51) Lenny
English:
Some people. Yeah. All right. And then the other thought | had while you're talking is, understanding who

the leaders are and the fillers and the killers, comes from [inaudible] conversations. | imagine the stuff
that people stack rank at the top is most likely going to be your leaders.

AR ERIE:

YFIE, HAERMRHANEREREINS - RE: TRESZOFm. BRFRNRFTaA, RTREMNE B
MTHHERBTEA R ARE A BE A IRBIIZ O dao

(00:59:05) Madhavan Ramanujam
English:

Yes, exactly. So when you do those most and least questions and you stack rank them, the must haves will
pay, or must have table stakes would be the leader products, or leader features or benefits. The ones that
are nice to have and might consider paying or nice to have, those features are probably the fillers, and

that don't need are the killers.
AR ERIE:

B, ", SMIE "REBESKRAEE" NREHETHFN, "CIREERENE" I “WBIAEE
MEAL MEZOm, HEXOIEE/mt. BE “BTEFEREEERNR N “BTEHF BIINEE
BMRERm. MBL “FFE" HIBMERFm.



(00:59:27) Lenny
English:

Awesome.

FRCERIR:

AET

(00:59:28) Madhavan Ramanujam
English:

Don't need | will not pay.

FRCEIE:

FRE, BEFEMH%.

(00:59:29) Lenny
English:

Got it. Interesting. When | saw you right about killers, | always thought it was things that it needs to have
that would kill the deal if they don't, but that makes a lot more sense that it kills the deal if it includes it.
Interesting.

FROCERIR:

BBET. BEB. SREFIME “XFF@” i, F—EUARRLE U8, SWaRERS" KA, B
Re “NMREBESTERMIHERS" EHEE, RE®,

(00:59:38) Madhavan Ramanujam
English:

Includes it, exactly. Maybe we should change the language in the next sequence, monetizing innovation,
but.

FRSCENIE:
BETE, &, WIFRITET—3F (Sl Brizieitss, B2

(00:59:44) Lenny

English:

No, it's working, don't change anything.
R EE:

T, EMERBR, 7K.

(00:59:45) Madhavan Ramanujam



English:
All right, good.
FRCEIE:

4F, e,

(00:59:47) Lenny
English:

All right. Third topic, around your pricing model. This is something that you talk a lot about that people
thinks too much about how much to charge and not enough about how to actually charge the pricing
model. So could you just talk about maybe what that is and why people maybe don't think about it as
much as they should?

FROCERIR:

Fo F=NIEHE, XFMHNEMER. XBMEBKRI: ANISHER “WSDE” , X “WOFAUKRE"
(BIEMRIN) ZEAE. MEERKBRMTA, URAFAAMMILEL T ERBEHENT?

(01:00:04) Madhavan Ramanujam
English:

We usually say how you charge is way more important than how much you charge. Take a quick example
and then bring the point home and then we can talk about why this is actually essential. So taking a non
SaaS$ or software example, if you think about Michelin, which is a tire company, probably one of the most
price sensitive, let's say, markets because, think about it, you actually go into a tire store, you see all of
these things look similar, but they're somehow priced differently. How are you supposed to make a
decision? It's very hard when you need to understand what you're paying for. And they came up with this
new tire, which was supposed to last 20% longer, was a true innovation in the industry, and these are
tires that were used for moving trucks from point A to point B. And when they thought about it, they said,
okay, if we go and ask for a 20% premium, there's no chance they would get it, because it's a price
sensitive market. If they don't ask it, the tires are going to overrun and they're going to cannibalize 20% of
their business. So what they actually did was they changed their pricing model or monetization model
and they said, "Okay, we are going to charge based on the number of miles that a person would drive."
The truckers actually love this model, not just because it was pay as you go and they could pay when they
actually use the tires and how and everything else. That was the obvious reason. But then now they could
also invoice their end customers and say, "Okay, my journey was 798 kilometers or miles, and that's the
amount of tire costs," and they could pass it through because it became a variable cost and people love
this kind of model. And of course, the tires lasted long. Michelin [inaudible] that more, but more people
jumped into the Michelin bandwagon, because now they could actually buy a tire that's on a pay as you
go basis. Now, if a tire could be actually with... And the age old model for tires is on a per tire basis. If a tire
could actually be sold on a pay as you go consumption model, then obviously most products can actually
explore this route, especially in a software setting. But the key lesson here is how you charge was the
most important question. It was not the how much. The how much came about because of the how you
charge.

AR ERIE:



HATBR, “WOEWE" b RSB DE BEERSZ. BEIMEENGFRERX—R, ZARENBINIEATAX
EXEE, %#—1IE SaaS HMRHHIFIF: KEM (Michelin) BIAAT, BIATHIHAIGERNMSRBBNTIHZ
—, AR, MEH—FKIKEKE, BIRMENRBREERBERS, BENRINZAEE, MZMEHR
E? SIMFERERMEREATANEREN, XFEERME. RKEMEZRET MR, FHEKT 20%, XET
WAREIENEIH. XERRBTRKENERE, StIZEEND, tITFIRE: MREX 20% i, R
A%, AATHABET . BMRFWEN, IBREHRKT, MESTEREMN] 20% B9ksS. FRUMITHENZ
RETEMENHEIRI, IR 8, BATRRIBTRERNE.” REITIFEERIMREN, FX
EANER “REME” (payasyougo), M1 LIEKIRERIINA 3%k, ERNMEMINTUBREEF
FETR: “RERIER 798 18, XMEBRIMZA.” I LUEMARELE, RANCER T EMME. A
MNEMXMIRN. SR, RIRFSHLK, KEMBRSES, EEZHAMNT REMNEE, ENMEMW]
AJLUREMLAG, MRERXMEEN., BIEMN~miBRRERERRHEE, PARAKRSH™m (£
HENMH) MAIURRXFRE, XENZOBIIIZ: “NAKE" BEREENRH, MAZE “BRBLHE” .
‘Wb 2 MRS meER.

(01:02:09) Madhavan Ramanujam (Continued)
English:

Another SaaS example that is probably top of mind for me is B2B SaaS's segment. This was before they
went to Twilio. They used to price based on APIs. So the number of APIs that you actually have with
Segment, that used to dictate which plan you would be and how much you would pay for it. But
increasingly, they were also shifting gears towards selling to different personas within companies. And
what is an API is a debate. Probably a marketing person does not necessarily understand exactly what an
APl is and the how you charge question became very critical. And what they actually did was, we worked
with them and we identified their monthly tracked users what was a much better metric into how
customers perceive value, and that was the more fairer metric for customers. If you're tracking more
users in Segment, you're probably willing to pay more compared if you're tracking less. So the packaging
was changed to a monthly track user instead of APIs. This is literally exactly the same Michelin per mile
models, on a B2B SaaS was number of monthly tracked users. So that was a different example. So the
how you charge question is super important, way more important than how much. If you don't focus on it
and just rush to one or the other, often you're sub optimizing like crazy.

FRCERIR:

S HERBHFILAY Saas flFE Segment (TE#K Twilio Bz /) o MEATTLARIIRTE API BIEEM. HELE
W, fRE Segment B API MEBRE T IRE TN ARUKRMZ V. BEXR, MiTFRERRATRNA
FERAGHEE. XT “GTARAPI" FAEFIN, ERARTURHTTLERAPI R4, T2 “WNAMKE" BRHE
TRIFEXFE. RMNSMIEE, BET “AEEAFR (MTU) B—1EFNEHESFRBRAMNERIER, X
ERRRBMEATF, WRIRE Segment BERNAFES, MARBRNES R, FILLEEM API ZKT BEER
AP, XA EMREME “RERITER" B—8, £ B2BSaaS ¥ “KAEBEAFHITE" - Fill
‘WU ER” NREBLEE, tb WSV BERZ. MIRFAXERX—R, ARERRE, FESEM
FEERRIER

(01:03:30) Lenny
English:

It's interesting that both your examples are usage based models winning, and it feels like in general, the
usage base is where people are trying to go more and more, or maybe not. So maybe two questions. Do
you feel like that's the future of Saa$S pricing generally? And roughly, do you feel like that should be a
default way of approaching when you're building, say, a B2B SaaS company, or is it still seat based?



AR ERIE:

RE®, (RVRNMFFEHZE “BEFHE” (usage-based) #RIVRVIRM, RITSAIHKIR, BETFHAERATHKE
BrEnam, HERFRE? FIUFERNRE: REFXERRE SaaS EMHIARKG? KBKR, REFIM
1932 —3X B2B SaaS AREY, XNZMARMINGNIE? EBREANZE “BFFEA" (seat-based) ?

(01:03:52) Madhavan Ramanujam
English:

| would say it this way. It's most B2B SaaS companies follow what is actually in vogue at that present
point in time. If subscription is in vogue, then they say, "Oh, subscription is the best strategy." If usage is
made famous by Snowflake and others, they would say usage. So | think usage is obviously, let's say in
vogue right now. | think it comes down to really understanding, based on your business situation, does
subscription make sense or should you be usage or pay as you go if you're a SaaS company. There are
different markers which actually identify this. If customers demand, let's say predictable bills, or usage is
very similar month over month as in if you're subscribing for tide pods for instance, it's not like you're
going to wash more clothes one month versus the other. The usage is the same month over month, or
when the usage is highly variable, which is changing quite a lot between month over month, then if you
price based on pay as you go, then your bills are also going to be dramatically different month one versus
month two versus month three so you're going to have a very tough conversation with your customers. In
all of these situation, a subscription actually makes a lot more sense. Or it could also be, usage is
intermittent but the value delivered is ongoing. LifeLock is a great example. It's a product that you
probably have to protect your identity theft production. The value is ongoing. The usage of the product is
only episodic when your identity theft gets compromised. If they say, "Okay, I'm going to price base on
usage," that would be dramatically wrong pricing model. So in those cases, subscription makes sense, or
simplifying the pricing conversation is to your advantage. Let's say the Spotify was a good example. If
everyone wants to listen, everyone needs to listen on a per song basis, but having a subscription actually
made sense. It simplified the pricing conversation. Same as Netflix, all of those situations. So don't just
rush to something like usage just because understanding that is key. Usage makes sense when people
want low commit or less friction. So making it easier to buy an AWS thing. You onboard people and then
you grow the product and | think those situations make sense, or when customers would demand
transparency and fairness. Please note that don't mix transparency and fairness with being predictable.
Those are very different things. Transparency and fairness just means that you charge for the product. For
instance, if you don't use a subscription for a few months, is it fair that you're being charged for those
months? That's fairness. That's nothing to do with being predictable. But if they're demanding fairness
and transparency, often a usage based pricing model could make sense. Or alternatively, usage is
intermittent and episodic, and the value delivered is also episodic and not ongoing, like you for instance,
book the movie theater ticket or you book the flight. It's also intermittent usage, intermittent value, so
the pay as you go makes sense. Or maybe there's even some underlying cost that scales with usage, like
an AWS pay you go can make sense or even probably lastly, if there's some... Most important thing for
pays you go, Lenny, is you need to have clear metrics that you can actually track and identify and
attribute value and your customers would agree to that value generation, then pay as you go would make
sense. If you can't track what you are charging on, often it's a really bad idea. And then, of course you can
also be more hybrid sometimes and that's also a winning model. For instance, if you take HubSpot, it's a
hybrid model between a pay as you go and a subscription, and it actually works well for them because
there's a certain component on a fixed monthly basis. And then if you exceed those quotas and limits,
then you actually get into a pay as you go model. So | would urge the readers not to rush into one versus
the other based on what is in style at a given point in time, but give it a deep thought and say, what is



your business, how are your customers, how are they situated? What are you servicing? And what makes
sense between the two models?

AR ERIE:

HREXFE: KZH B2B SaaS AREMIEMIIAITIEE. WRITHGIRT, wilmin “TRI&RFIR
B ; W3R Snowflake EQFILAEHRHLRZ T, Ik “BEITER" . FAURESAEHANEEARR
7o MIANAREREZER: BETFMPOLSER, THRNRESEEN, HEMEENZXBAETEIIRFN
Fo B—ERENREAIIRMX—R. MRFAERKEAITN, HESANAEFEEAM (ELMIRITHE5
KB, MAIXTARRSEBRTTARTR), BABBNAERREN. HEIRERMRA, B5RZIE
TRAN, MRMMIZFWE, BAE—1MA. EZTA. E=TPANKRESXEMS, (RANEFRNAERIF
BARM, AXERRT, THAGNELEEEX. &, AERRNMN, BRMHNMERITEN. Lifelock 2
MFOF, ERIPFIRNSHARER. NMESFHEN, EREAMNINENRERN, A AEIXN~
mmo SIRMANE “HMNERAEWE" , BREREBFRNENRN. FAUEXERRT, ITHANEER .
&, BUENMENIRERET, bil Spotify, MRS MAMEIRE IR, BAMMT, ARG T HiE.
Netflix tB24tk. FAUFRENXEARITHARBEINT R, BEITERERT ANFERAEHRERNER,
ELanitst AWS BISE 5%, S AIEF, AGKETRERMERK. HEIFFABERERNAF, FEE,
RELBAMN QT SATNEREN—%. ERMAFEREMANT AR FW, MRRLTAKA, NEE
TR, XRFE? XRAFEE, SAFIMELX. MRMWINERQFNER, BAEHREREEGRE .
5E, AEREEUEN, NMELSENRERN, INTEZZRIITNNE, BELERREEX. &, IRKE
ARERET 'R (WAWS), BEMBELSE, &E, REEN—RE. MEBREBEMBRER, FTLUBE. R3!
HARME, BEEFPINEXMNMESE, BARBNEA T, MRMTEERFEENKEE, BEEE T
. B, ARNEAURAREGEN, XWE—MIRMRI. kil HubSpot, ERZBEFMNBENITHGIRIES
K, WREXN, ENERENAERND, MREBIET, MENRFMNEER. FIUKBEIREFRERE
YRBRITEEERERE, MEANEE: MHLSEMA? MITFEE? MM NA? R AR
5? XMMIRRP—MEETX?

(01:07:41) Lenny
English:

Awesome. On the point of being able to even track usage, I've seen five startup decks of startups that help
companies with this, because it's so complicated to know what to charge. What to charge on usage based
models, where they basically plug into your systems to help you figure out how much every company
owes you. Maybe a couple more questions on this topic. One is just, what's a simple way of thinking
about the options? Say, a B2B SaaS company, there's seat based pricing, there's flat based annual
contract pricing, there's usage based, you can lop on, freemium to make a free version of it. Is that the
four? What's a way to think about your options

AR ERIE:

KiET. XTEFRAEX—R, HRNIANMILIATRIRMAITR S, BMELEHQEFRX DR, EH
FRBRWZLHRARERT. FAETERIT, MINEANTHNRYE, BERELSRAFDVRMSZDE, XTX
MEDABERNEH. F—, BRE—MERENGERBEXLERT? tH1—RK B2B SaaS 17, BETFEI
MEMN. BEEFRSEAEN. ETHENEN, ETUMNLEREEE (freemium) . MEBXTFIT? %40
1] & X LRI ?

(01:08:18) Madhavan Ramanujam

English:



For B2B Saas$, | think those are probably the options. You're either subscription, pay as you go, freemium,
these things. And of course, the price metric that you actually pick, what measure are you charging on,
and then how do you structure, the price structure that you pick is important. Because for instance, are
you flat for a certain amount of time and then it becomes variable, that's a structure. Or for instance, can
you be two dimensional in your structure on two metrics, so the more people actually use your product
and take actions that benefit you, the better price you get. This is something we call as a value matrix. For
instance, in B2B SaaS companies that actually want to achieve wall to wall adoption. In many companies,
it's still a pipe dream. It's just, yeah, you can talk product lead growth, but if your pricing model, it
actually incentivizes product-led growth, that's a whole different conversation. So what we would do is,
for instance, on one axis, you have seats, and on the other axis could be the number of departments that
the product is being used at, departments is HR, legal, et cetera. And then the more users and the more
departments, you get a better per user price. So you automatically build an incentive to actually say, if
you want better price, sure, you drive the right behaviors. [inaudible] get more people on the product and
put it in the hands of more departments, so people can self-govern their pricing as opposed to just, you
come up with a price and you're just negotiating. So when you think about pricing models, you have to
think about first picking pay as you go subscription premium, then thinking about the metric, and then
thinking about the price structure.

FROCENIR:

XF B2B SaaS, XLEAMIMEBEEREI: ITHE. BENER. REEE A, MERN “NEIER (IR
RIBAHARIER) URMMERR “NMRER" BRER, fli, RELVEESRB R EIAGEIWREIL?
XEB—MER, &, MEBSAUEESHRRANLEIER? b, AMERERMRF mARBMREFRY
1750, MATERSHINBIELT. XMERNIFTBE “NMERERE" o i, ERELRLLQFTER (wall to wall
adoption) B B2B SaaS 2A8H, XERSABKARHEY. MAUKK “FREEK” (PLG), EIR
REGEM R BE PLG, BRESR—EFET . FIURMNZXEHM: F, —MHEFEA, Z—THE @K
EMRRERIEE (W HR. E5F). AREZS. 88, MREHNEAFNBMENE. XFRpBEIEIL
T NEEE . MNRRER BTN, KR, AESERNTA —ILULES AR~ @, LESEE
No EFEAMNFAILL “BHREE" MIIEN, MARME—MMARNGERBKHA. PAUASIREZENER
B, BABREREMR. ITRANRRILE, AREEET, REZENMEEH.

(01:09:51) Lenny
English:

Awesome. And maybe one more example, say marketplaces. Basically, if you're taking a fee in almost
every case, and it's a question of how much you take and then there's maybe a subscription piece on top
of it, is that roughly right?

AR ERIE:

KIET . BE—NMIF, tEITFE (marketplaces). EA EE/LFARERT MIEIWERE, PEETRS
A, AEFIRETELEM—MTHEE, KREEXFG?

(01:10:04) Madhavan Ramanujam
English:

Yeah, absolutely. So you could take a rake on the transaction and there's probably a platform fee or a
subscription fee. So that comes down to, again, a hybrid of a structure. So there is a portion that is
predictable and then there's a portion that is the usage base. It's not a reg based model, but it's similar to
the HubSpot modeling principle.



FRZERIE:

0, TEIEH, FEAIUMRZHHEAE (rake), FIRERAFERERITHEE, XNXEZTREEW: —85
AN, S—8H2EETHEN. XEIMTF HubSpot FIEIEERN,

(01:10:22) Lenny
English:

Okay, and one last question on this topic. Say you want to test different models, say you're, say seat
based and you want to try usage base, or you're usage base, you want to go seat. Is that possible? If so,
how do you do that?

AR ERIE:

¥, RFXMERENEE—TEE. RgFRNEFRERI, LNRRERETEUN, B2HETHE
BY; BERIR, XE1TE? WRETT, ZEAM?

(01:10:32) Madhavan Ramanujam
English:

It's definitely possible. There are ways to test this. It's a science. This is also what we do with many of our
clients for a living, but maybe the easy Monday morning thing that | can actually ask your listeners to do
is what we call as a break even exercises. So let's assume that for instance, let's take a marketplace. Let's
say you're selling a dollar hundred item, as in your customer is selling it. If you ask them, what should the
pricing model be, 3% transaction fee on a hundred dollar item, or one and a half percent transaction and
dollar 50 cents, or 3 dollars, or are you indifferent? This is a basic question because if you do the math, all
of those numbers are the same. So an economic human being rational, everything that business school
taught us would say, okay, people will pick the indifferent option. I've done this thousands of times. I've
never seen the indifferent actually win. It's always people will pick one or the other. So then you actually
start understanding what model might make sense. Same thing with B2B SaaS companies. You would
say, let's say you have a hundred seats and | would charge you, let's say, a thousand dollars and 10
dollars per seat, or | would charge you 2,000 dollars flat or | would charge you 500 dollars, and the rest in
the seat based amount that equals 1500. It's all the same. People would say, "l like the lower platform P
and the variable," or they would say, "I like the fixed," so the indifferent never wins. That's the easy way
to test pricing models, what makes sense.

FRZERIE:

XL EBAREN. BRZAEAATUNR, XB—TIHF. SURRMNAFFRHEINEIERNS. EHIFIRE
IFARTER—R LeeMEREBEEFMBN "B FEES” . RR—NFE, REFFAEE—M 100 ET8
Bdme. SIRMRRMITENERZIZE: 100 ExEmil 3% XB%HE, E=2 1.5% WRFEM 1.5 ZxEEHE, &
BEEW 3 X, HEMBEELFIE (indifferent) ? XR— M EALAEE, ARNMRMFRE—T, XLEHFHE
BN, BERBZFRARNVEMSFTARIKR, ANZE “TME” . EFRMILFRZFMEE, MKRI
d “EFrET M. AMMERIEEF—1. XIFMEEFREEMIHREXERZT N, B2B SaaS AFHE—
#: fRIRH 100 NEAL, 24K 1000 ETEESEMENEAL 10 T, ER2EZIL 2000 7T, E=2U 500 %
TR TRIREMLER RS 1500 £70? RALR—1F, EAIZR “HRERRFEAMEHNER" HE “HENE
EEA" o “ETFME KiEFASm. XEBMAEMEXPHESENERTTE.

(01:12:05) Lenny



English:

Awesome. That brings us to our fourth topic, and | think this is something that everyone listening is going
to be like, "Oh no, | got this, I'm doing this. Great, | don't need to learn about this." But your point is that
it's almost always wrong, which is focusing on benefits versus features when you're talking about your
product. So maybe as a first question, just what's a sign that you're probably focusing too much on the
features of your product when you're pitching it versus the benefits, which is, to your point, much more

powerful.
Fp S ERIE:

KiET . X5IHTHRMNVBOMER, KBS PMARAEXMEEE: B, XPHE, RELEMT, HF
FEEXD,” BENNRE, AK/LFE2M3E, BRBAKICT mEIEFXE “THEE” (features) MIF “m
2" (benefits)o FAAE—NRIEE: HIREHRET @Y, BT ARRERRBIRETEITXERE, MBMRTERS
EMm?

(01:12:32) Madhavan Ramanujam
English:

I think | see some tell tale markers or pattern recognition as to when people are talking more features as
opposed to benefits. First of all, just to set the nomenclature, what you build as a product person is
features. What people actually get out of it is the benefits, as what do the features actually do? And that's
the benefit that a customer gets, and you need to pitch benefits. If you pitch features, you're not talking
value. And if you're not talking value, no one is going to get it. So if you are super excited about the
product and passionate about every single thing that the product is doing, most likely you're talking
features and not benefits, because you're showcasing how cool your product is and how the different
bells and whistles actually work, as opposed to focusing on what is the actual benefit for the customer.
There are probably also other signs, for instance, if you don't see market fraction for what you actually
build, either what you built is off base, but the good outcome of this could be that people actually don't
understand what they're getting. And then actually then changing the speak to being more benefits is
key. To take an example, for instance, SmugMug, which is a ridiculously awesome company, they used to
actually publish their pricing plans, which was, you had to scroll literally three or four pages and then you
would see the price. It's all the features. Everything else that the company did, they changed it to benefits
based communication. So a very simple thing. For instance, the ability to sell photos online is a benefit.
There are probably 15 features that is behind that [inaudible] actually enables that stuff. But then
focusing on the benefits, they had a double digit improvement in revenue and no changes in products.
We show the before and after also in monetizing innovation, if someone is interested, and it's what it was
was what they actually did. So if you don't see enough traction, then that could be a marker, coming back
to your question, or it could just be that if you're too passionate about your products, then your chances
are, as a product person, you're talking features.

FRSCERIF:
KAEFKEERD —LHENTRIER, B, BH—TRIE: (FAFERAR, MEENE “ThEE” ; MANIM

8
PRIME “mA” , BIXLEINEIREMAA? XMBFF RGN, MEBEHFENI . MRIRHEHE
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MTEFFAT, (RMRAEERICTHAEMIEREL, RAMERTMNTmESE, SMEHENIIERNAEIE
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517, BARMERETARAE, BA (BIFHER) BANREFERMIIERE 2. XBY, BEARTENLU
mRAFOREXREE, BMMF, SmugMug B—RIFEENRF. MIURABNENLRFEMA TR
=TI A REBEINE, ERBUMENDR. ERMNARTETFHmAEE, ENEENGF: “FELHEERR



BURES)” miB— T mit. HEFIAER 15 MIREXIHX—R, B@dTETFmit, tiTARASSILT R
B, MEmASREEANE. HiE (EhelHEH) PRR TGN, BMXBIARTUEEER. i
L, IRIRREBEIRBHRSIH, XAgR—MES; HERXNERARN=RXBEHRET, FAFmA, R
RATREFEIXIEThAE,

(01:14:30) Lenny
English:

Is there any other examples of companies that you think do this super well, to make it even more

concrete?
RS ERIE:
BAEEBEMIRAAMERRTIN ARG F15? XM E AR —R,

(01:14:34) Madhavan Ramanujam
English:

To take a, let's say a non SaaS example, my favorite, I'll come back to Porsche again, because their value
communication is, to me, legendary. When they launched Taycan, which is their electric car, their value
communication was something like this, I'm trying to remember it, but it was something like, "Taycan is
not your most affordable electric vehicle, but that was never Porsche's goal. Porsche's goal was to
actually build a car that was first and foremost a Porsche." That value save statement, what they actually
built, totally resonates with those, their audience. Taking a maybe SaaS example, Shopify is one of my
favorites in terms of looking at the plans in terms of their benéefit, like, what do they actually put out? All
of the plans emphasize benefits and less features. Like for instance, the number of locations that you can
track inventory is a benefit because if you actually have a more complicated supply chain, it's different
from not, so there are plans which actually have different number of inventory locations, which is a
benefit there. | mean, if | can track more or not, but behind this, that could be many features that actually
enable this. So if you look at the plans that Shopify has, | think that's a great example. And also they have
a lot of good value communication in there. | remember something like the tagline for Shopify Plus was,
"Fair pricing, unfair advantage," and just things that actually make bloody sense, then you see it, what
you're actually getting. So | think that's a great example that listeners can go into.

AR ERIE:

E—JE SaaS Bl F, RESWHEERIVE, EAMNBNMEDENFRKIRBEETRN. St ELBRIE
Taycan BY, i IBMEEKAMIXFE (FHIAXEBRIZ—T): “Taycan FAEB&REBRIBEIE, BEXMEKR
ERIENET. REFENEMESITE—WEALOIE RITHE %" XMMEFRRSIIIBNRRTET =&
PURYHIS, BA— SaaSHIfflF, Shopify BR&EENRNFIFZ—, BEMIINARRMEGFINZLN. FAIERY
HEMBRFIEMIFTIRE. B, “FLUEBEREFHMRHNE” M2 —uk, ENMRFEERHNEE,
XREE, BAEEARZIEESRS, EMMNERNZEmR. WNRIE Shopify WAZE, FTINNBEIREH
Fo MEMITERZMENNEDRE, FKicT Shopify Plus WAOSE “REHNEN, FAFMMRE” , XLEIFE
FEBEE, IR —RMEFLIFFET 4. HEGWRAUEHAR—TXMIFo

(01:16:02) Lenny

English:



So maybe as a takeaway, folks should probably look at their website, browse through their pages and just

look, or am | pitching features, or am | pitching benefits to the reader?
R EIE:

FRUMEA—TUWER, AREIFNZ0E—TE KM, XE—TnE, EEECEEMRERENE, &=
TEHEHmAL?

(01:16:11) Madhavan Ramanujam
English:

Correct, exactly.

FASZEIF:

i, ERWLt.

(01:16:13) Lenny
English:

That brings us to our very final topic, which is behavioral pricing. You have all chapter on this concept of
behavioral pricing, and it's super interesting. And it's interesting because you don't have to rethink your
price, you could just sell at a higher rate by just thinking through this lens of behavioral pricing. So just to
set context, what is behavioral pricing, and why is it important?

FRCERIR:

XEHTHNHVERE—MER: THAEMN (Behavioral Pricing), MMEPRBEZITA—ZHTXMER, FEH
B, BEZAET, MAFEEMZENE, REBITAENNMNA, REUESHINIEEL, ATIREL
=, TARITAEN, ITAEREE?

(01:16:34) Madhavan Ramanujam
English:

Behavioral pricing basically is tapping into the irrational modes of our decision making and not just
rational. | think that when | talked about the break even exercise, if you take a very rational view,
indifferent would always win. But like | said it, | have never seen it. So there's always an irrational side of
our brain that actually makes decisions, and understanding this as a product person would lend yourself
to building products, and also positioning or framing the product conversation in such a way that appeals
to both sides of the brain. The Predictably Irrational was a great book from Dan Ariely, made the concept
very famous. We build on top of that where we actually talk about product and pricing strategies that
actually you need to take care of when you think about the irrational side, that's what we call as
behavioral pricing. To take a concrete example, and maybe | remember walking into a company and they
had three products, and | remember asking the CEO, "Why do you have three products?" And he said, "I
learned that good, better, best is a great strategy in business school." So I'm like, "Okay, that sounds
great." But when you actually look at what was going on, they were giving the farm away on their entry
level product. So they had three products, 49, 79, and 149, that was the price points. And what they
actually were doing is they gave a lot of features for the 49. So they were giving the farm away, so 60 to
70% of people were taking the $49 product. Not many are actually opting to the others. What they did
was actually super interesting, they just reframed the argument and they found out that between 79 to



99, the pricing was inelastic and there's a threshold at 99, not at 79. It is the same exercise that | talked
about in the acceptable and expensive price, et cetera. So they moved the price from 79 to 99, and they
moved the price of the 149 to like 199 because of the same kind of reasoning. And then what they actually
did is they built another product at 299, which was simply a decoy to make the $99 product look
attractive. So if | put a $99 product that looks awesome next to a $299 product, it looks even more
attractive. | mean, God bless the 2% that even take the $299 product. But what you actually see is the mix
shifted, more people took the $99 product because the pricing made sense, it was respecting the
psychological thresholds, and next to a decoy it actually made more sense to pick that product, right? So
it's just reframing the conversation. It was a 30+ percent increase in MRR and ARPU right after they
actually did this change. No changes in products, no changes in features, just in terms of how they
reframe the conversation. | mean, these kind of things are around us, and we need to understand these.
For instance, if you go to a movie theater, you'll see a small popcorn for $7, an extra large popcorn with
butter on it. Huge one is $8. Most people will say, "For $1, I'm getting this extra large one, let me buy it."
But that $7 popcorn is a decoy. | mean, if that was not there, most people would be scratching their heads
saying, "Why am | paying $8 for popcorn in the first place?" Right? So this kind of behavioral framing and
nudging becomes important, it's not about deceiving your customers, et cetera, but it's just about
framing the products in such a way that it also appeals to the irrational side of the brain as much as the
rational side. The example that | talked about in the SaaS product on the three products, and
compromising to the 99, rather than going for the early product, is simply product discipline. Don't give
too much away in your entry level product. Don't give the farm away your entry level product, at least
reserve something for the $99 product. So if you build the packaging correctly, you can emphasize a
compromise effect, and this is a well known behavioral theory where people avoid the extremes. If you
are quality conscious, you'll go to the right. If your budget conscious, you'll go to the left, but most people
will compromise in between. If you actually see your packaging mix is like this and is not the normal
distribution, as in most people actually prefer the entry level product, you're giving the farm away, maybe
you should think about how to change your features and benefits so that you can actually steer more
outcomes towards a middle package compared to the entry level one, and also then charge based on the
value that you're actually bringing to the table. So we have talked about many behavioral pricing
strategies in the book, dedicated an entire chapter to this.

FROCENIR:
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RiL; MRIGEEMR, REEED; EAZSHAZEEDE, MRRAMFHNEEEASARESDH, ME
REBBABBFEN IR, BIRMBLETRSZ T, WIFIRNIZERINARZEENTL, 5ISES AEEFERE
8, HIREIFRHINEWSE. RMEBEMETREITHAENRE, ERT —EE,

(01:20:54) Lenny
English:

Did you actually share a few of them? Just like some of these tactics that you find? | don't know if you
have them in your head.

FRSCERIF:
REEBNZE/LNE? BRIRA I —E X R ER? FAERRFENEEREWMN.

(01:21:00) Madhavan Ramanujam
English:

Sure. You can talk about these topics all day long and I'm probably going to keep telling you what | know,
but tell me when you're bored. So there are a few, right? | mean the compromise effect is the good, better,
best that we talked about. The next one is what we call as, let's say pennies a day effect, or how you
actually frame your pricing. So for instance, if | tell you a $30 per month price, it's very different from $1
per day. The way you actually frame your price, if you can actually showcase some kind of bargain, like
AWS does this really well, the price that you actually see is so less because also the units and
consumption is so less, but of course that will stack up if you use it a lot. But the price, if that started with
a higher price point compared to a lower price point, that could have been different sort of situations.
Similarly, for instance, when you take let's say you have a monthly subscription in your SaaS business
and you also have an annual subscription, you need to showcase your annual subscription as a monthly
price. Like, for instance it is 29.99 if you actually take an annual subscription, but it's 40 bucks a month if
you actually do monthly subscription, but you're still messaging the price as a monthly price because if
you actually just do the computation and say, "Okay, instead of saying $30 a month." | would end up
saying it's 360 a year. That price could actually look like a higher price, but if you reframe it looks like a
more attractive price. So that's a pennies a day kind of effect. | think that that kind of makes sense. On a
product side, if you're what you're building is products and consumables, then things like the razor blade
model actually makes a lot of sense. Most famous, made famous with razor blades, right? | mean if you
think about the Gillette stick that you're buying, it's probably cheap, but their razor blades add up very
quickly so that initial pricing or investment is less, but then you're making money on the consumables.
Right? The HP print cartridges, same thing, the printer is cheaper, but then the cartridges add up. For a
SaaS$ product, it's very similar. If you actually have a product that's a base platform, but then you have
consumables, then you might want to make the platform price attractive so that people onboard
themselves on the platform and then they're paying for chunks of usage, or things like this, which is a
razor blade model, which is much more attractive for people typically because there's a lot of scrutiny on
the upfront cost that people are actually paying as opposed to doing an entire TCV calculation. | mean,
like a total cost of ownership calculation. Most people don't do that. They're looking at what they're



actually going to pay. So if you're more attractive upfront, that could be a different way to reframe your

product or price.
FRERIE:

LARA DL, XEFAKAUM—EX, Re—BESIFEEAMNER, MREFATRHUE BEL: TP
N (3. B, &) BNMNELKI T, T—1NEFMBN “BXJLAE]” MM (pennies a day effect) , &R
RIS ENIRIELR, Fla0, HERFFEEA 30%7T, 8K 1 ExBRERIEEREN. NRIREERTEME
Mk, bl AWS #REF, MREIINMEIEEMR, RATBREUNEREER), HRARAZTHSRER, BNR
—FEFUSN STIN, BRMERE. R, tLaRE SaasS W ESEBEITRMEEITR, (REEEEEITH
MR TRABEN. tbil, EAESA 29.99 &7, MAMRE 40 Eit. FRAUBENERAE, EAR
MRMEZR—F 360 £7T, XTMRFEEREK, BNRFEINLEESR, EEERMEIFA. XHE ‘S
KNS MR EF-mAHE, MNRFENESRMFEM, BA “BIMTIERX” (razor blade model) FEE

BN, REBNMESINT]: FYIMNTIRAEERER, BIIRRRE, MHEKRELD, B@diEM . HP T
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AIHAE A S | R EMSE = RN IEERNZ—FH o

(01:23:54) Madhavan Ramanujam (Continued)
English:

Maybe an advanced version of a behavioral tactic that | would probably talk about from product side is
what we call is a Panini effect. The thesis for this is when we are kids, or for those of your listeners who
have kids at home, one of the most repetitive exercises that we all went through as kids was to build
puzzles, or fit different things together. Right? | used to do that. | thought | grew out of it. It so happens
that you never grow out of this from a psychology standpoint, people love to build puzzles and have a
compulsion because they just started with most of this in their childhood. So it is a Panini effect comes
from the sticker book album that we actually used to collect when we are kids, or building puzzles, 500
pieces, whatever, all of these kind of things. So when you actually build a product, and even in the most
of the most complex SaaS industries like financial services, when we have tested this with our clients, if
you list the products usually 20% of people will buy more than one product, or they will attach
themselves to more than one product because most of them are just buying one. Like, you have a real
estate product, let's say you have a brokerage product, you have a different investment product, et
cetera. You just list all the product. But if you show it as a puzzle and you actually say, "Hey, these are the
six products that we offer, and if you complete it, you complete the puzzle. You have actually finished
checking a few of these and these are empty." And that's like the first thing literally people actually see
when they come into the product, we actually see the attached rates going crazily up. 40 to 50% of people
suddenly start taking more products because there's a compulsion to say, "Yeah, | didn't finish this one."
Even in a B2B SaaS setting. But of course if you're a B2C customer, like say you're a food delivery
platform, or you're a ride hailing, for instance, if you say, "Okay, this is your weekly puzzle and if you take
a ride every day, or you take a ride during evenings." Or, if you give people a task or a puzzle and show
them the puzzle and show them that you have done this, but then these are the other things that you
have not done, people change their behaviors because they actually feel a compulsion to finish it.
Starbucks actually launched a bingo card, which is the same principle. So the Panini effect is a nice way to
actually think about how to showcase your products in such a way that you create compulsion for people
to buy multiple products. | mean, if there's show notes in your podcast, I'm happy to give you some
visuals that you'll see it, it's bloody obvious.

FROCENIR:



BE—TESRNITRERE, EMZA “WBREME” (Paninieffect), HIFISHKIER: HHINERZFH,
EXNTREFLFHARRY, BNEREMNEELIZ—MERHE, HELFTENRABE L. FLUE
Hit, HUARKATMART. EMOEBEFAES, (RKEKAK, AMXREERHE, FE—FHTREHN
SRIBR%, MR RMNIEFHAVNEHEUERNNELE, E 500 FHHE., HIREE~mET, BEEERERM
SaaS 1Tl (WNEFARS), HERITABFFAMIAX—=: MRAEIZFILHSR, BERE 20% HWASWLEL
— M. BUMRMIBERTA—IEE, Hit: T8, XRFNHRERNTm, NRMEHAE, Rt
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(01:26:04) Lenny
English:

Absolutely. Please send, we will include them. | don't get why it's called the Panini effect. It makes me
think of LinkedIn and their whole little completion percentage, but is the Panini because you make a
thing and it all comes together?

FRZERIE:

=R, BRGH, RNEEEEEICE. RFHEAAMAN “HERMN" o XiLFHAAIE LinkedIn BITNAHE
FIST B Dt MtaeRRE NI T — MR, AREHEE—RETIE?

(01:26:15) Madhavan Ramanujam
English:

No, | think this Panini effect, it comes from the Panini sticker books, whatever, all the things that we used
to use before-

FROCENIR:
T, XNHREMELETFEER (Panini) MALE, sREFATLAGIRABOARFR-----

(01:26:22) Lenny
English:

Not the sandwich? Okay.
FRCEIE:
RERM=ERA? 1L,

(01:26:25) Madhavan Ramanujam

English:



No, it's not the sandwich. And yeah, | mean, | guess we made a category out of what this is. We just call it

Panini.
RS ERIE:
R, F=2=RA. B8, HEH(IBRAXMHIMKREET —1 K5, MUERER.

(01:26:32) Lenny
English:

Got it. There's something else you touched on that might be worth double clicking on it, is this price
threshold psychological trick? Is there heuristics, or just rules of thumb of like, here's thresholds people
generally have, or is it generally very custom to the product?

AR ERIE:

BHET. MRS —HEIRETRNRY, mENBEENOERG. BRETABKAGEARENE
W, tIAMEEEMERE? ERRXERERETmsEERY?

(01:26:46) Madhavan Ramanujam
English:

If you look across B2B Saa$, or consumer products, you'll find some thresholds that often make sense.
Like for instance, if you are looking at $29, most people would say equate that to a dollar a day and say
that $ 30 is a threshold. So you see some of these things. Beyond this you need to test for your own
products and categories because the anchors are also referenced based on other competitive alternates,
what their perception of value is, and so on. So doing the exercise, like | described earlier, the acceptable,
expensive and prohibitively expensive would give you psychological thresholds. And by the way, that's
also a behavioral pricing thing because you're saying if you cross 99 to like 101, there's a steep drop in the
demand curve. And if you didn't know this, you can do all the quantity you want, you're going to probably
optimize your prices somewhere. But at the end of the day, people are also looking at pricing from a
psychological standpoint, and often we are able to validate this statistically and significantly as to what
are the different thresholds for your products in the market. And this also gets a bit more quickly
complex, and that's why the testing is important because it's not just about the product, but what
happens when you have add-ons? What happens to the thresholds when you have price structures? Or,
what happens to the thresholds when let's say you have a platform plus a usage strategy? So then the
testing and learning becomes inevitable and there's no rule of thumb that you can just apply. But of
course there are certain things like 30 bucks a month or whatever, that's a usual threshold that we see, or

9.99 famously made famous by all the subscriptions that we probably use.
R EIE:

YNRIRIMER B2B SaaS HiHFE M, MR —LERANEIE, thil 29 %T, REBRASBEFRATER1E
7T, PREA30 EmE—NEE. FRItZS, MEBRHNBESH~mME#TIR, RAMREISEHMRES
B, wNMERNEE. I, MERZEHEEN “TER. B, 8881 NEIRLMOERE,
IRER—TF, XBBTAENN—E7, RAMRSERMRM 99 BHE] 101, FTRILZIAE T MRIRF
HEX—R, TRIREAMEED, (RAJEEILMEREEHERAMT, BIFRER, AMIRMOERE
ERNEBYN, FMEBEBEIRHFRIETY LRF RV AEEE. XRREZEFER, IMENFANR
REZE, RAXFXF=m, BXF: BTHMAGZER? BTNHRENHREZLN? HEEFT “Fa+A
8" REEZER? FILUEHMZEIZATRER, RE— T UERERNZRZEN. S, BEA 30 &xxX
MEERNEE, HEZSFESMITHRSSMERR 9.99 E7T.



(01:28:22) Lenny
English:

Awesome. Well, to start closing our chat, just a few more questions that | wanted to get through. One is
the market is slower, the economy has slowed, purchasing seems to have slowed. Do you have any advice
for founders, or product managers, or anyone thinking about pricing in this kind of market that we're in

now?

FRCERIR:

KET ., EERIKERT, BEF/LNRERR, —PBRETHLIET, EFHRE, BEMNFHLRELT. ¥F
EEAXMHIZIFRE TREENNCIBA. FaRIEEHEMA, FEHARING?

(01:28:46) Madhavan Ramanujam
English:

Yeah, | think it's a great question because we need to prepare for it, but of course be proactive. And |
would say three things that founders can keep in mind when it comes to product pricing, if there is a
downturn especially. The first thing to think about is building a lesser expensive alternate compared to
what you actually have and keep it in your back pocket. So for instance, if you have a product, SaaS
product, | would think of what can | de-feature from this product and then create a lesser expensive
alternate that | keep in my back pocket to reduce churn. So if someone says, "You know what? | can't
afford this anymore, it's a downturn." Give them the lesser expensive alternate, keep them in the system
as opposed to them going away. If you just discounted price, guess what's going to happen six months
later, that's going to be your new price. So before you price discount, think about what value can you
exchange to actually justify that price discount. So you are taking value away in a de-featured product
and hence you can discount. So having that price integrity is super important with your customers. So
don't just rush to dropping price, that'll be the absolute worst thing you can do to yourself at that
moment, and also in future. So having these kind of less expensive alternates. Second one | usually say,
which is in line with not dropping the price, is to think about three non pricing actions that you can do
when this actually happens. For instance, do | give more product to preserve the price? That's a non
pricing action. So | give more value. Say, "Hey, times are tough. Take the best product professional,
you've being a great customer." Earn the loyalty. But when times are great, you're probably going to
renew the pricing at let's say a higher price because you just gave them a product for one year at the
same price that they're actually paying. So | think that's a non pricing alternate. Or, it could be change the
contract terms, say that, okay, take a three year contract, or two year contract and then think about that
as an alternative as opposed to reducing price. Or, things like for instance, payment terms. Like, "Okay, if
you say it's difficult, I'll change it from 15 days to 30 days." And level the payment terms as opposed to
changing price, right? So three non pricing actions. We write about some of these also in the book, and
the last one | would probably say is think about changing your business model or pricing model. You
talked about usage based pricing, frankly an outcome based or attribution based pricing. Frankly, there's
the best time to actually think about these things. Like, if people are not using the product, changing it to
a usage based, people would say, "That's great because there's a downturn, we're not using the product.”
And they would opt into a usage based pricing because they're going to pay lesser because they're not
using. But when times are good, again, they're going to use it. And basically what you did is you just
lodged in a usage based pricing easily compared to trying to do that when the times are good and people
are saying, "Oh, | actually want fixed, or | don't want the usage." And things like this. You actually just
took that as an opportunity to change. | mean, one extreme example that was interesting during the



pandemic is a software company that was actually providing software to hair salons. | mean, just as an
example, like hair salons. And this company, | mean, it used to be a per seat model. | mean, that just used
to make sense, but they want think about usage. During the pandemic no one for instance, went to a
haircut. They were all taking this at home. So they said, "Okay, let's change it to a per haircut basis." But
of course when things are back again, that kind of model can recoup a lot more compared to a per seat
model because that's really where the value is actually getting derived, right? | mean, just as an example.
So three things again. One is thinking about changing your pricing model, three non pricing actions that
you can take, and then how can you de-feature something and keeping it in your back pocket so that you
can have a proper pricing conversation and not just drop a price.

AR ERIE:
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(01:32:48) Lenny

English:

That is some killer advice. Thank you for sharing all that.
FRCEIE:

XEBWKET . BHRIRRI D=,

(01:32:51) Madhavan Ramanujam
English:

Thank you.

FRSZERIF:

5



(01:32:52) Lenny
English:

Something else is, during our chat, preparing for this call, you mentioned that you're maybe working on a
new book.

FRSCERIE:
B, ERATESXGEENEIRF, (REIIRATEEES—4H o

(01:32:59) Madhavan Ramanujam
English:

Yes.

FRSZERIF:

=0

(01:32:59) Lenny

English:

Can you talk about what it's going to be about and anything else?
R EE:

REERIKEXRTFHA? XEHMERE?

(01:33:02) Madhavan Ramanujam
English:

Sure. I will try to see what | can talk about without getting too detailed, but the thesis of the book is... the
title of the book is, it's called Unlocking Growth, Growth That is Profitable, Better, et cetera. So Unlocking
Growth and the subtitle is Breakthrough Strategies for Acquisition, Monetization and Retention of
Customers. So this is a bit like where Monetizing Innovation stopped and this book picks up from that,
when let's assume you've built a great product based on what customers need, what they value, what
they're willing to pay for, now what? You need to acquire customers, you need to monetize them, you
need to retain them. So this book actually gets into all of those dimensions, and the key pattern that we
have seen Lenny, over and over again is most companies would have teams and people dedicated to
these three functions. | mean, acquisition, monetization, retention. If you unlock these three, you're
getting to profitable growth, right? | mean, that's literally the three things you ought to focus on. But what
ends up happening is most people don't understand the interaction effects across these, or they, in the
worst case, they even treat it as silos. So the acquisition team works on something, but the monetization
team is not looking at the interaction of what they actually do. For instance, 90% of customers or people
who we meet who claim to have a land and expand strategy are only landing. They're not expanding
because they gave their farm away in the land. So how do you actually think about a land and expense
strategy in such a way that you can acquire, monetize, and retain customers? So this book actually goes
into breakthrough strategies to balance the trade off between acquisition, monetization, and retention
and build the right products and come up with the right pricing strategy.



FRZERIE:
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KAEANZEFMMHN. BHEER, BIRER “FFRE. BUSBEENRKMERE" . XAERK (EMALIH)
LRI, XEBMBERIE: RRMPELREFFAER. NMENIAREBWET — MR~ m, AF
E? MRBEERIMEF, FELZ, FEEF. FIUXEBRNEN TREXLELE, Lenny, HiIIREFZN—
PMREBEAE: ASHRABMBELTNNARTX=NRENEAMNAS MRIMEDNTX=1FT, RRKRT &
FIMEK, WB? XIERMMZXEN=FF, BEREFER, REBVATERXEFTZRENBEER, =
BERITHIBERT, BelEFlE. RBEREH—E, EXRRANKEEMITITANBER M, fl, K
IMEZINAEAE “SfiHY 3K (land and expand) EERHNEFH, 90% HERZE “BR” 7, tiRAR
B YK, EANEERMEMIESEEREL]T. Ba, RINEEE—FHEEENRHIRE. TR EEFH
BRI REEIE? FRUAXAFRNRW T TR, TN BEFZ BRI RIRR I ERE, Mo E
A9 du R IEFRRYE 11 3R BR o

(01:34:41) Lenny
English:

You're going to have incredibly strong product market fit with this audience. Is this something anyone can
pre-order yet, sign up to get notified when it's out?

AR ENIE:
RXAPIEXLEIRPELEREN ERmFRAE" . WETUFITTIE? &8 LUEAHEK AR @Eg?

(01:34:48) Madhavan Ramanujam
English:

| think the pre-order probably is still open in Amazon, so | think that's something you can check. | haven't
checked lately, but you can follow me on Twitter, @MadhavanSF. That's M-A-D-H-A-V- A-N-S-F. | usually
tweet about this book, and in general, or follow me on LinkedIn, or add me on LinkedIn. | think those are
probably some good ways to keep in touch. The book is supposed to be out in Q2. Q2, Q3 timeframe, so
watch out for it.

FRCERIR:

RRTSHENTITAIEELEART, (RAMUEE—T, AREXKE, BRAUXZERR Twitter
@MadhavanSF, HBERAXTFXABIIHEE, HETE LinkedIn EXFEHRME. XLEBE2RIFHRANITS
o PMHES—FENFE=FTEHIR, BUEHF.

(01:35:17) Lenny

English:

Amazing. So it's called Unlocking Growth, they can search on Amazon, right?
FRCEIE:

X#%ETo. BREE (Unlocking Growth), {1l IA7EIL D HIEF), IFIE?

(01:35:20) Madhavan Ramanujam



English:

Yeah, absolutely. If you look for Unlocking Growth and even bookmark it, you're going to have it in your
list of books that you want to buy.

FRSCERIE:
20, T2Ef. MRIREE (Unlocking Growth) FHBEENMAPE, EMASBIEMNEFWERE,

(01:35:26) Lenny
English:

All right, I'm going to pre-order it immediately. Any other good resources that you recommend for folks
that want to learn more about pricing and just all the things that we talked about other than your book?

FROCENIR:

%, RS EMETIT. BRTROS, (REBHHAFNEREFAIERE—T TRENMIENSKITICHFE
NBHIAIG?

(01:35:36) Madhavan Ramanujam
English:

There are a number of resources. Our founder Herman Simon, of the Simon of Simon Kucher has done a
lot of books, particularly I like one, which is called Confessions of the Pricing Man. | mean, he started this
business 35 years ago and literally out of university and academia, and we have grown to where we are
today. But it talks about some of the lessons that he has learned. | find it fascinating and it's probably the
better book, compared to Monetizing Innovation. So | think | would urge readers, definitely read that. The
other book that probably we also put out, which is topical right now, is one of my partner colleagues,
Adam Hector and Herman wrote a book on pricing during inflation and inflationary times. So | think
that's a very topical book that | think your readers can pick. This is within our Simon Kucher assets of
people who have actually written books. Another resource to probably look at is Kyle Poyar from Open
View, he puts out some really good stuff on product led draw pricing, et cetera. | mean, he's an alumni
Simon Kucher, so we are proud of our alumni, but it's some fantastic work that he has done. He has also
written some SaaS pricing guides, et cetera. So | would highly encourage you to check Kyle's work. I think
that's fascinating, and also feel the folks at First Round are pretty good at putting some good content on

pricing product, et cetera.
FRCERIE:

BRZHEIR. Ff]Simon-Kucher WG AFK/RE - FEX (Herman Simon) E3R%ZH, HIFHIERHEH—
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REVFAE, BHHR T MFRR—LB0), ERFIEBEKA, EETTELL (EMAeIHEH) 2B, PRUKRHIRE
BE—TEBRERAR, F—AENEMN. MEFEENSHBERHMEMNARSE Adam Hector MIF/REEZEN
XTFBEEFEKNBENNR. BRESXMBIRETUSENR TP, tsh, ERILIXFE OpenView BY Kyle
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(01:36:55) Lenny



English:

Amazing. We will link to all of that in the show notes. Madhavan this was everything | hoped it would be.
This is probably the record for the longest podcast we've done, and it's no better topic to spend a lot of
time on. Thank you again so much for joining me. Two final questions. You answered most of them, but
just in case there's anything else, where can folks find you online and learn more? And how can listeners
be useful to you?

FRCERIR:

KiET, RISEAMEXLEFERETEEIZE, Madhavan, XRKETEMERNTHE. XeTReFNMT
MWRKHN—IEE, MENXMEARLEREXAZNE, BARIMINES, RERMNIE (RAMRES
EETKREBD) . AKAILUEMEELIRERH TRES? IR UAREEHA?

(01:37:18) Madhavan Ramanujam
English:

Online | mentioned LinkedIn, so Madhavan Ramanujam that's on LinkedIn and @MadhavanSF on Twitter,
that's probably where you can find me online. Or, even at SimonKucher.com, and you can search for
leadership and you'll probably see my name there. What can listeners do? | think | would probably say
that the fundamental level, if you can talk about this topic, actively share what you have learned. If there
are sections of the book, for instance, that you like talk about it, the biggest thing that we can all do is to
educate each other and everyone that there's a science behind all of this and it's not just an art, and if
that's relevant, then | think message accomplished, that's also why we wrote Monetizing Innovation.

AR ERIE:

LA E, BHIREIT Linkedin (32 Madhavan Ramanujam) #1 Twitter (@MadhavanSF), XLEZHEIFH
NEEMF, HETTE SimonKucher.com ERMESEEE, MEEEIERNEF. WREMTA? HEBRH, &
REMMNEE L, MRMEHKICXMET, MRS ZMRFINNRA, BRKTFT. IRFEERPHHNELES
T, BRILE. BITEMIRANERZRERHE, ILENATMNEX—TEEESERFEKEN, MANNE
ZAR. MRAKERIREX—=, BABRNEGRTHR T, XBERIE (EmkelHF) Ni=,

(01:38:04) Lenny

English:

What a beautiful way to end it. Madhavan, thank you again for being here.
R EE:

LZALTENLER. Madhavan, BRRSIREIEIR,

(01:38:07) Madhavan Ramanujam
English:

Thanks, Lenny.

FASZEIE:

515, Lennys



(01:38:09) Lenny
English:

Thank you so much for listening. If you found this valuable, you can subscribe to the show on Apple
Podcast, Spotify, or your favorite podcast app. Also, please consider giving us a rating, or a leaving review
as that really helps other listeners find the podcast. You can find all past episodes or learn more about the
show at Lennyspodcast.com. See you in the next episode.

FRZERIE:

EERBBIARIUIF, NRIRBEB/SEATEENE, TTLUTE Apple Podcast. Spotify SRERAIEZ N B HIT
o Lbsh, IBERLEBINTSHE FIFiL, XEEHEBEMIFRIXEXMER. RAJLITE Lennyspodcast.com
FFEFIATERTRESER. THTERL.



