2. Customer Value: What business is all about

All customers continually strive to attain maxi-
mum purchasing value, and the products per-
ceived as providing the best value for money are
favored. The winner of the comparison is reward-
ed with the customer’s confidence and given the
business. These companies will grow at the ex-
pense of their competitors. The market is brutal,
and those companies that cannot deliver a high
enough level of customer value will be knocked
out of the contest.

Here are a few examples of products and compa-
nies that have been knocked out:

o Facit, mechanical calculators

o Blockbuster, video rental

 Kodak, film photography

 Nokia, mobile phones

o Borders, bookstores

o Toys “R” Us, toy retail

e MySpace, social networking

« Digital Equipment, Minicomputers
o Tower Records, Music Retail.

Many of these companies were highly successful
and extremely profitable. Some were clear market
leaders and dominated the global market. What
happened? What went wrong? Can this happen
to my company?

What all these companies have in common is that
they were knocked out because their product did
not deliver enough customer value. There is no
line in your company’s balance sheet or income
statement called customer value. However, I am
convinced that your accounting department can
give you an exact price for the cost of your prod-
uct.

I don’t think anyone in your company can give
you an exact measure of value, even though it is
the most critical metric for all companies. This is
a deficiency that this site can solve for you and
your company. I will help you with two things.
The first is to get a handle on value and measure
it. The second is to make it a practical tool for
driving all R&D operations.
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Correctly applied, it will help your company stay
in the race and avoid being knocked out by com-
petition. At best, it will help you create a WoW
product.

Unfortunately, decisions are made only too often,

which, in practice, results in lower customer val-

ue. For example, what decision would you make
in the following situation:

o Assume that selling spare parts is a very profit-
able part of your business.

o The possibility of changing the material in a
quickly worn-out component arises.

o 'The new material would give the component
eternal life and never have to be replaced.

o The changes to the new material would not
affect the cost, complicate manufacturing, or
cause any other drawbacks.

o The current lifetime of the component is on
par with your competitors.

o There are no known complaints from custom-
ers about the lack of durability.

In this situation, people will fall into any of the
following two categories:

A. Some people will argue that the material should
not be changed. It is obviously in the company’s
interest to maintain the profitable sale of spare
parts.
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B. Others will argue that the customer will get a
better product for the same price. Sales of spare
parts will be reduced, but they are convinced that
higher customer value is more important.

Are you an A or B person? Change the material
in the component, or leave it in its current form?
For me, it is not a question if it is only a question
of when! And when is the sooner, the better. The
material in the component must be changed.

I will argue that the decision must be perceived
as part of a larger picture. Every year, not just one
but hundreds of product decisions are made. The
cumulative effect of all these decisions will ulti-
mately dictate the organization’s ability to deliver
products with unrivaled customer value.

The adverse effects of sub-optimization can only
be avoided by constantly focusing on customer
value. In the long run, the aspiration to increase
customer value in all decision-making situations
will guide the company to the best possible busi-
ness opportunities. Business opportunities that
would not otherwise arise.

All companies are in a cause-and-effect situation.
A company will fail if it believes it can increase
or maintain profitability by not changing the
material. You can’t focus on profitability if you
wish to increase profitability. Profitability is an ef-
fect of the customer value of the products you
make. If you don’t change but your competitors
do, and eventually they will, your product may be
knocked out of the contest.

The logic is quite simple:
o Ifyou take care of the customer value, the prof-
its and growth will take care of themselves.

Every organization convinced to maximize cus-
tomer value in every decision-making situa-
tion will become unbeatable adversaries. To my
knowledge, it is the only tool with this intrinsic
power. It is an excellent tool for guiding your or-
ganization to benefits for customers, employees,

and shareholders.

Two essential aspects for turning customer value
into a practical tool are discussed in this chapter:

2.1 Definition of customer value
2.2 The S-curve.
2.3 Summary

2.1 Definition of the Customer Value
Concept
Some people instinctively understand customer
value. They make the right decisions but cannot
articulate or describe why. However, the capacity
for a whole organization to make the correct de-
cision demands more than the good instincts of
a few individuals. Defining customer value is the
first step in turning it into a practical tool. Cus-
tomer value is defined in the European standard

EN 12973 as:

Satisfaction of customer needs
Customer Value =
Use of customer resources

The definition is an excellent start to understand-
ing customer value. The beauty of the standard is
that it makes no distinction between needs and
wants. The standard treats emotional needs as be-
ing just as important as physical needs. Nobody,
neither I nor your customers, is one hundred per-
cent rational. Emotions influence all decisions,
even in B2B markets.

The definition is an abstract concept that de-
scribes the two fundamental strategies to increase
customer value. One strategy is to satisfy more
customer needs better, and the other is to reduce
the use of customer resources. While endless op-
portunities exist to satisfy more customer needs,
reducing customer resources has limits - it can
only be minimized to zero. WoW products often
strike a balance between quantum leaps in sat-
isfying customer needs and reducing customer
resources.

Many individuals in your organization may not
know or understand that customer value is a ra-
tio. This may impede or halt numerous develop-
ment projects. This ratio reflects the balance be-
tween what the customer receives and what they
are required to pay. There is a common miscon-
ception that price increases are unacceptable to
customers. However, a signiﬁcant improvement
in customer value can justify a higher price point.

© Value Model 2025 ww.creating-wow-products.com For personal use only. Sharing and distribution are prohibited. 2 of 5



A prime example of this is the smartphone revo-
lution, where devices were priced 4 to 5 times
higher than their predecessors and yet achieved
remarkable success. Customers embraced these
price hikes because their increased satisfaction
outweighed their cost concerns.

Suppose your team were to develop a product
that is five times more expensive than the previ-
ous generation. In that case, you will probably
encounter stiff internal resistance, even if the leap
in customer satisfaction is substantial. This resist-
ance often arises from a lack of established prac-
tices for measuring customer value, paired with
a prevailing culture focused on measuring costs
down to the last penny.

Apple launched the iPhone in 2007, and the com-
panies dominating the market then were Nokia,
followed by Motorola and Samsung. Nokia had
around 40 -50 % of the global phone market in
2007. Five years later, it was under 5 %. The iP-
hone is a good example of the power of a WoW
product.

When understanding customer value, it’s essen-
tial to recognize that it’s a subjective concept in
the customer’s mind. Customer value is a percep-
tion. This perception is not necessarily tied to the
actual performance of a product or service but
rather to how the customer perceives it. The value
is in the perception, not the performance. A more
accurate term would be perceived customer val-
ue. However, I will use the term customer value
for simplicity to mean the same thing.

It’s a common misconception to assume that cus-
tomer value is an inherent property of a prod-
uct or service. Believing that the most advanced
product with the most features and best quality
has the highest customer value. Customer value
is not a property of a product. It’s about being
perceived as satisfying needs best at the lowest re-
source consumption. That's where the value lies.

That’s where WoW products are found.

It is possible to create many combinations of sat-
isfaction of needs and use of customer resources,
all of which can be perceived by customers as

having the same value. This may all sound a bit
abstract, but it is as simple as this:

o A cheap and simple tool and an expensive pro-
fessional tool can have the same value. The ra-
tio between the satisfaction of customer needs
and the use of customer resources can be the
same. The expensive professional tool is out-
standing in satisfying customer needs, but the
higher cost reduces the value.

Some companies overuse the simple strategy of
focusing product development on reducing costs.
Running cost-cutting projects may result in ad-
vantages, but these advantages soon disappear.
Lowering costs alone will lead to shrinking reve-

Customer value is a perception in
the minds of the customers and
not a property of your product.

nue because the company must continually lower
prices as competition is launching new products
with higher value. Running many cost-cutting
projects is not sustainable for any company.
When you cut costs, you're not just trimming the
fat, you are also trimming your chances of suc-
cess. You will erode customer value.

History has also taught us that if the satisfaction
of needs remains the same, no price is low enough
to guarantee sales in the future, not even a ze-
ro-price tag. Sooner or later, new products and
services will be launched, offering so much more
value that existing products become obsolete.

The contest for customers fueled by technologi-
cal development forces into motion a continual
increase in customer value for all products. A race
that all companies are part of. This site tries to
teach you how to become a winner in this race.

2.2 The S-cure

There are two completely different strategies to

increase a product’s customer value:

e One method is to break the existing paradigm
and radically change the product, resulting in
a quantum leap in customer value. Simplified,
we could call this “doing differently”.
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o The other method is to refine, polish, and im-
prove the product. Simplified, we could call
this “doing better”.

Most products typically exhibit a blend of both
approaches. Certain aspects of the product may
be innovatively transformed, introducing new
functionalities or design elements, while other
components or design elements are retained.

However, all products eventually undergo a more
radical change that redefines the value proposi-
tion. One example is the mobile phone market,
which followed the “doing better” method be-
tween 1990 and 2007. The launch of the iPhone
in 2007 is an example of “doing different.”

A diagram describing the value development for
a product category over time usually takes the
shape of a S-curve. This S-curve can be broken
down into four phases:

Infancy
Growth
Maturity
Retirement.

The biological analogy is justified because of the
remarkable similarities between the two systems.
For example, when a product is in early infancy,
it is often immature and has childhood illnesses.

Retirement

Value
Maturity

Growth
Infancy

Time

A lack of knowledge, experience, and resources
causes these imperfections. As time passes, com-
panies learn how to fix these problems in the
product, and value increases. Work in this phase
should focus on making the system’s Main func-
tions robust and durable. After all, these functions
are the most important ones to the customer. It is
also important to divide the product into natural
subsystems with well-chosen interfaces to support
and simplify continued development.

Growth can only commence when the product
has worn out its baby shoes and matured some-
what. Efforts can then be turned towards succes-
sively complementing the product with Addi-
tional functions and eliminating Unwanted ones.
Together, these activities lead to a speedy increase
in customer value. At the same time, all accom-
panying production, distribution, and marketing
processes are refined and developed to ensure the
successful management of increased volumes.

The maturity phase is often the most treacherous.
Success is now at its peak. Companies are lulled
into a false sense of security. Profitability is good,
and production, distribution, and marketing have
all taken proper shape. The only problem is that
the value increase has stagnated. Just about every-
thing has been refined and polished to perfection.
New Additional functions are too expensive to
implement, and Unwanted functions have been
reduced to a minimum. Its no easy task to set
aside feelings of security, question what is work-
ing, and search for something new and unknown
when the current product performs so well.

I call this phase the complacency phase. Com-
panies have become fat and lazy. All metrics on
the CEO’s financial sheet are green. Why create
a new WoW product when we already have one?
They refuse to realize that they are at the peak and
that the only direction from there is down. They
do everything in their power to protect what they
have. Not surprisingly, most patents are filed in
the maturity phase. However, most of those pat-
ents are tweaks of little or no customer value.

Resistance to change is so much stronger than the
desire to survive. The inability to break free from
the shackles of past success lays the foundation
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for future failures. A company’s past success can
be hazardous to its future health. Side effects usu-
ally include complacency, stagnation, and cata-
strophic failure. This is why most companies only
survive one S-curve.

Finding a balance between concentrating on the
current product and searching for something new
is essential to the maturity phase. Now is the time
to get going. Stimulate the desire for experimen-
tation and challenge the paradigms.

Retirement can take two completely different
courses. In one of these, the product disappears
quickly and is replaced by a different product
with considerably higher customer value. When
put in motion, this change can sometimes go sur-
prisingly fast.

In the other scenario, the product lives on by one
or two suffering players who missed the disrup-
tive change. The product has become a niche
product and is far from the glory it used to have.
Knowing where your product is on the S-curve
means you can avoid making common mistakes
and formulate guidelines for product develop-
ment. To do that, several different metrics have to
be analyzed, such as:

o The number and type of patents filed over the
years.

o How has the number of players on the market
changed over the years?

e Variations in profitability over the years.

o DPlotting the increase in customer value over
the years.

o Changes in subsystems and functionality over
the years.

The S-curve defines what happens but doesn’t tell
you why it happens. A detailed study of how dif-
ferent products change towards greater customer
value will identify several development trends that
explain the S-curve. These trends form a complex
pattern because they are simultaneously parallel,
competitive, and coincidental. This complex pat-
tern demands training to be seen and understood.
Some of these development trends are discussed
in the chapter Create the Solution.

2.4 Summary

Customer value is not an unknown concept in
most companies but rather something that cir-
culates in various contexts. It is often used as a
cliché empty of meaning and defined content.
Anything good or bad for the customer can be
justified based on customer value. It sounds good,
but the lack of concrete content makes a deeper
analysis impossible.

Success is about transforming customer value
from a cliché into a concrete and practical tool to
guide and lead all activities in product develop-
ment. It needs to be broken down and concretized
so that individual development engineers can use
it to make the right decisions in their daily work.
I really like the European definition of customer
value. It is a brilliant formulation that I strongly
recommend everyone to embrace. The fact that
it is a standard also means that one can avoid all
the fuss about what it is and how it should be

defined.

There is no doubt that all WoW products have
fantastic customer value. More is required to suc-
ceed, but you can never succeed if you do not
have a product where the ratio of satisfying cus-
tomer needs to the use of customer resources is
superior to everything else on the market. Let
unrivaled customer value be your guiding star to-
wards which you should strive.

Frame it and make it the office mantra:
o Customer value is the reason why customers

buy our product, and customer value is the
reason they don’t.
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