STRATEGY CONSULTING FRAMEWORKS

Layer 4: Business Design

StrategyConsulting.XYZ

Governing Question: "How do we build a business that captures the value that our strategy identifies?"

Sub-questions:

What's our revenue model and does it align incentives with the value we create?

How do we configure the operating model — what we build vs. buy vs. partner?
Where are the strategic control points that prevent commoditization?

How do we design organizational structure to execute the strategy rather than fight it?
What capabilities are table stakes vs. genuine differentiators worth investing in?
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Business Design — Basic

Business Model Canvas

Framework Diagram
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Framework Purpose

. Provide a single-page visual map of how a business creates, delivers, and captures value —
forcing leadership to articulate the complete logic of the business rather than burying assumptions
in spreadsheet tabs.

. Enable rapid comparison of business model alternatives by making the nine building blocks explicit
and visible, so teams can stress-test each component and identify where the model is strongest or
most vulnerable.

. Create a shared language across functions — product, finance, operations, marketing — so
strategic conversations move from abstract mission statements to concrete architectural choices
about how the business actually works.

. Serve as a living diagnostic tool that surfaces business model drift: when any block changes (new
channel, shifting cost structure, evolving value proposition), the canvas reveals cascading impacts
across the entire system.

Framework Development Approach

. Map each of the nine building blocks from the customer backward: start with Customer Segments
and Value Propositions (the demand side), then Channels, Customer Relationships, and Revenue
Streams that connect value to cash.

. Complete the supply side: Key Activities, Key Resources, and Key Partnerships required to deliver
the value proposition — then capture the resulting Cost Structure to close the economic loop.

. Stress-test the canvas for internal consistency: does the cost structure support the revenue model?
Do the key resources enable the value proposition? Are channels aligned with customer segment
preferences?

. Use the completed canvas as a living artifact — revisit quarterly to track business model evolution,

identify emerging misalignments, and evaluate strategic options against the full system rather than
isolated components.
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Business Design — Basic

Business Model Canvas

Framework Element Definition Analytic Approach

Customer Segments The distinct groups of people or organizations the business serves — each segment Segment by jobs-to-be-done, willingness-to-pay, and acquisition cost
has different needs, behaviors, and willingness-to-pay that determine how the . Identify which segments drive 80% of revenue vs. which drive future growth
business must configure its value proposition, channels, and economics.

Value Propositions The specific bundle of products, services, and experiences that creates value for . Map value proposition to each segment's top 3 jobs-to-be-done
each customer segment — the reason customers choose you over alternatives, 0 Quantify differentiation vs. next-best alternative in customer terms
expressed in terms of problems solved, gains delivered, or jobs completed.

Revenue Streams The cash the business generates from each customer segment — including pricing . Categorize by type: recurring, transactional, licensing, usage-based
mechanism (subscription, transaction, licensing, usage), pricing level, and the . Assess revenue quality: predictability, margin profile, and growth trajectory
resulting revenue quality (recurring vs. one-time, high-margin vs. low).

Key Resources & Activities The most important assets (intellectual property, talent, data, infrastructure) and . Identify the 3-5 resources that are truly scarce and hard to replicate
actions (platform development, supply chain operations, customer acquisition) the . Map activities to value chain: which are core vs. outsourceable
business must have and perform to make the model work.

Cost Structure The major cost drivers inherent in operating the business model — fixed vs. . Decompose into fixed vs. variable; identify which costs scale with revenue
variable, economies of scale vs. scope — and the relationship between cost . Benchmark cost ratios against business model peers, not just industry averages
structure and the revenue/margin architecture that determines unit economics.
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Business Design — Basic

Pricing Basics (Cost+/Market)

Framework Diagram Framework Purpose
. Establish the foundational pricing logic every business must master before advancing to
The Pricing Corridor: Where Cost Economics Meets Market Rea"ty value-based or dynamic approaches — cost-plus ensures margin floors while market-based

ensures competitive relevance, and the tension between them defines the pricing corridor.

. Discipline the organization to separate cost recovery (what the product must earn to justify its
existence) from market positioning (what customers and competitors allow it to charge) —
conflating the two leads to either margin erosion or pricing yourself out of the market.

. Provide a structured starting point for pricing decisions that prevents the two most common
failures: setting prices purely on gut feel without understanding unit economics, or setting prices
Above this line, customers switch to alternatives purely on cost without understanding willingness-to-pay.

MARKET CEILING (Competitive parity / willingness-to-pay limit)

. Create the analytical baseline — fully-loaded unit cost, competitive price benchmarks, and implied
margin ranges — that more sophisticated pricing frameworks (value-based, dynamic, tiered)
require as inputs.

PRICING CORRIDOR
Optimal Price Point

Strategic decision space — where pricing judgment lives

Framework Development Approach

moO-—-—x70

. Calculate the fully-loaded unit cost: direct materials, labor, allocated overhead, and customer

acquisition cost — then add the target margin to establish the cost-plus price floor below which the
COST-PLUS FLOOR (Fully-loaded unit cost + target margin) business destroys value.
Below this line, every sale destroys value
. Map the competitive pricing landscape: identify 3-5 direct competitors and their pricing for

comparable offerings, noting packaging differences, hidden fees, and bundling strategies that make
headline prices misleading.

. Define the pricing corridor: the zone between the cost-plus floor (minimum viable margin) and the
market ceiling (competitive parity or premium limit) — this is the strategic decision space where
pricing judgment lives.

. Test price sensitivity with real customers using Van Westendorp, Gabor-Granger, or simple A/B
tests before committing to a price point — the gap between what you think customers will pay and
what they actually will is usually enormous.

VOLUME / UNITS

Source: Economics
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Business Design — Basic

Pricing Basics (Cost+/Market)

Framework Element Definition Analytic Approach
Cost-Plus Pricing Pricing by adding a fixed margin percentage to the fully-loaded unit cost — . Calculate fully-loaded unit cost including CAC and overhead allocation
guarantees minimum profitability on every unit but ignores customer . Set minimum margin threshold as the absolute pricing floor

willingness-to-pay and competitive dynamics, often leaving significant value on the
table or overpricing commodity offerings.

Market-Based Pricing Setting price relative to competitor benchmarks and prevailing market rates — . Map competitor prices for truly comparable offerings (adjust for packaging)
ensures competitive relevance but can trigger race-to-bottom dynamics if not . Position vs. market: premium (+10-30%), parity, or penetration (-10-20%)
anchored to a differentiation story that justifies premium or discount positioning.

Pricing Corridor The strategic zone between the cost-plus floor (minimum margin) and the market . Calculate corridor width: wide = high differentiation and pricing power
ceiling (competitive/demand limit) — this is where pricing judgment operates, and . Narrow corridors signal commoditization and demand cost structure action
the width of the corridor reveals how much pricing power the business actually has.

Price Sensitivity Testing Empirical methods (Van Westendorp, conjoint analysis, A/B testing, Gabor-Granger) . Run Van Westendorp or Gabor-Granger surveys on target segments
to measure actual customer willingness-to-pay rather than relying on internal o A/B test price points in market to validate survey findings with real behavior
assumptions — the single most valuable input to any pricing decision.

Margin Architecture The deliberate design of gross margin, contribution margin, and net margin targets . Set target margins by segment: premium, mid-market, volume tiers
by product line and customer segment — ensuring the pricing strategy delivers not . Monitor margin erosion signals: discounting frequency, deal desk overrides
just revenue but the right margin mix to fund growth and sustain the business
model.
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Business Design — Basic

Revenue Model Typologies

Framework Diagram Framework Purpose

Revenue Model Comparison: Predictability VS. Scalability vs. Customer . Categorize the fundamental ways a business can monetize its value proposition — subscription,

SUBSCRIPTION

Recurring

Fixed periodic fee
for ongoing access

High predictability
Builds switching costs
Premium multiples

Requires continuous
value delivery

Predict: k& k&%
Scale: %k k%

Align: %k

TRANSACTION

Per-Event

Revenue per sale
or event

Maximizes per-event
capture value
Demand-dependent

Requires continuous
acquisition engine

Predict: k%
Scale: %k k
Align: sk kk

Alignment

USAGE

Consumption

Price scales with
actual consumption

Perfect value align
Low adoption barrier
Complex billing

Revenue volatility
without commitments

Predict: k%
Scale: Jkkkk
Align: dkkkk

MARKETPLACE
Take-Rate

% of transactions
on platform

Capital-light model
Network effects
Highly scalable

Chicken-and-egg
bootstrap problem

Predict: %k %
Scale: Yk dhk
Align: sk k&

FREEMIUM

Free + Paid

Free base + paid
upgrade / ads

Massive user base
Low CAC
Conversion-driven

Needs scale or
strong upgrade path

Predict: k%
Scale: Jkkhk

Align: %k

transaction, licensing, usage, marketplace, advertising, freemium — so leadership can deliberately
choose and design the revenue architecture rather than defaulting to industry convention.

Reveal the strategic implications of each revenue model: subscription creates predictable recurring
revenue but demands retention investment; transaction maximizes per-event capture but creates
volatility; usage aligns cost to value but complicates forecasting.

Enable business model innovation by showing that changing the revenue model — even without
changing the product — can fundamentally alter unit economics, customer behavior, competitive
dynamics, and company valuation multiples.

Provide the analytical vocabulary for evaluating hybrid and multi-rail monetization strategies where
businesses combine two or more revenue models to optimize capture across different customer
segments, use cases, and lifecycle stages.

Framework Development Approach

Audit current revenue composition: categorize every revenue line by model type (recurring,
transactional, usage, licensing, marketplace take-rate, advertising) and calculate the percentage
and margin profile of each.

Assess revenue quality across four dimensions — predictability (recurring vs. one-time), margin
profile (high-gross vs. low-gross), scalability (fixed-cost leverage), and customer alignment (does
the model align incentives with customer value received?).

Evaluate alternative revenue models by modeling the P&L impact of switching or hybridizing: what
happens to LTV/CAC, gross margin, revenue volatility, and valuation multiple if you shift from
transaction to subscription, or add a usage component?

Changing the revenue model — even without changing the product — can fundamentally alter unit economics,

behavior, and valuation multiples . Design the target revenue architecture: choose the primary model, identify complementary
secondary rails, and define the migration path from current state — including customer

Source: StrategyConsulting.xyz L .. " ) L . .
communication, pricing transition, and financial impact timeline.
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Business Design — Basic

Revenue Model Typologies

Framework Element Definition Analytic Approach
Subscription / Recurring Customers pay a fixed periodic fee (monthly, annual) for ongoing access to the . Track MRR/ARR, net revenue retention, and churn cohorts
product or service — creates highly predictable revenue, builds switching costs, and . Design tiered plans that expand revenue as customer usage grows

commands premium valuation multiples, but requires continuous delivery of value to
prevent churn.

Transaction / Per-Unit Revenue captured on each discrete transaction or sale event — maximizes . Optimize conversion rate and average transaction value
per-event value capture and aligns revenue to actual usage, but creates revenue 0 Build frequency-driving mechanisms: bundles, cross-sell, loyalty programs
volatility and demands continuous demand generation to maintain growth trajectory.

Usage-Based / Consumption Pricing scales with actual consumption (API calls, compute hours, data processed) . Design metering that tracks value-correlated usage metrics
— perfectly aligns cost to value delivered, reduces adoption barriers, but creates . Implement committed-use discounts to add revenue predictability layer
revenue unpredictability and requires sophisticated metering and billing
infrastructure.
Marketplace / Take-Rate Platform captures a percentage of each transaction between buyers and sellers it . Optimize take-rate by segment: balance platform economics vs. seller economics
connects — capital-light, highly scalable, but requires solving the chicken-and-egg o Monitor disintermediation risk and invest in platform lock-in features

problem of building supply and demand simultaneously on the platform.

Freemium / Advertising Core product offered free to build massive user base, monetized through premium . Design free tier to demonstrate value while creating natural upgrade triggers
upgrades (freemium) or third-party advertising revenue — powerful for user . For ad models: optimize DAU/MAU ratios and engagement depth metrics
acquisition but demands disciplined free-to-paid conversion design or enormous
scale for ad economics.
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Business Design — Intermediate

Conway's Law

Framework Diagram Framework Purpose

Organization Structure Mirrors System Architecture . Apply Conway's 1967 insight as a strategic design tool: any organization that designs a system will
produce an architecture whose structure mirrors the organization's communication boundaries —
making every reorg an implicit architecture decision, whether leadership recognizes it or not.

ORG STRUCTURE

CEO/ . Deliberately structure teams, reporting lines, and communication channels to produce the system
Leadership architecture the business strategy demands, rather than passively accepting whatever architecture
the current org chart happens to generate by default.

. Diagnose why systems become fragmented, monolithic, or poorly integrated by tracing
Platform architectural problems to the organizational boundaries and communication patterns that created
Team them — treating org design as an architectural root cause, not merely a people management issue.
. Inform technology modernization strategy by recognizing that microservices require small
autonomous teams, monoliths reflect centralized command structures, and any architecture
Frontend Backend API Infra Search Data . . , . . .
migration that doesn't restructure the underlying org will eventually revert to the old architecture.
MIRRORS
SYSTEM ARCHITECTURE Framework Development Approach
Service A Platform Service B . Map current organizational structure — team boundaries, reporting lines, formal handoffs, and
(Frontend + Services oo informal communication channels (Slack activity, meeting overlap, code review patterns) — then
Backend) (ERlbina) Data) overlay against the current system architecture to reveal where Conway's Law is already operating.
. Identify architecture-org mismatches: document where the desired system design conflicts with the
Inverse Conway Maneuver: Restructure teams to match target architecture before building it — org change must lead org structure — such as wanting loosely-coupled microservices while running tightly-coupled
tech change cross-functional committees that force synchronous coordination across service boundaries.
. Execute the 'Inverse Conway Maneuver' (coined by Skelton & Pais): restructure teams and

communication pathways to match the desired target architecture before beginning the technical
migration — the org change must lead the technology change by at least one quarter.

. Institutionalize architecture-org feedback loops: require an architecture impact assessment for
every significant reorg, and require an org feasibility review for every major architecture decision —

Source: Melvin Conway . . .
ensuring the two remain aligned as both evolve.
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Business Design — Intermediate

Conway's Law

Framework Element Definition Analytic Approach

Org — Architecture Mirror Conway's core law: organizations designing systems will produce architectures that Map every team boundary against its corresponding system component boundary
copy the organization's communication structure — teams that rarely communicate . Identify where org silos have created unintended integration seams or data duplication
build systems that don't integrate well, teams forced into constant coordination
produce tightly-coupled components, and org boundaries become API boundaries

by default.
Inverse Conway Maneuver The deliberate practice of designing team structures and communication channels . Define the target architecture's component boundaries and interaction contracts first
to match the desired target architecture before building it — pioneered by . Restructure teams to align with bounded contexts so each team owns a deployable unit

ThoughtWorks and formalized by Skelton & Pais in Team Topologies — using org
design as a causal input to system design rather than accepting the default mirror

passively.
Communication Pathways The formal reporting lines, informal influence networks, cross-team coordination . Audit communication patterns using ONA, Slack analytics, or code-review graphs
mechanisms, and shared tooling channels that determine which teams interact . Eliminate unnecessary cross-team dependencies that create unintended architectural coupling

frequently — these become the de facto integration points, API contracts, and
coupling surfaces in every system the organization builds.

Team Topology Patterns Four fundamental team types from Skelton & Pais: stream-aligned teams (own 0 Classify every current team into one of the four topology types
end-to-end customer value flow), platform teams (provide self-service internal o Align each team's cognitive load to the complexity boundary of its owned domain
infrastructure), enabling teams (coach and uplift other teams), and
complicated-subsystem teams (encapsulate deep specialist domains like ML or

payments).
Reorg Impact Assessment The discipline of evaluating every organizational restructuring for its implicit . Require architecture review as a mandatory input to every reorg business case
architectural consequences — recognizing that merging divisions creates system . Track post-reorg system drift, integration failures, and deployment frequency as impact signals

coupling, splitting teams creates integration seams, and adding cross-cutting roles
creates coordination overhead that manifests as architectural complexity.
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Business Design — Intermediate

Cost Structure Decomposition

Framework Diagram Framework Purpose
Cost Structure: Fixed vs. Variable Decomposition . Break the business cost structure into its fundamental components — fixed vs. variable, direct vs.
indirect, scalable vs. non-scalable — to reveal the true economic engine and identify where
$ operating leverage exists or where cost bloat is hiding.
. Enable strategic cost decisions by making visible the relationship between cost structure and

business model: high fixed-cost businesses need volume to reach breakeven, high variable-cost
businesses scale linearly but lack leverage, and the mix determines strategic flexibility.

. Provide the analytical foundation for unit economics modeling by decomposing total cost into
per-unit components (COGS, fulfillment, support, infrastructure) that reveal true contribution margin
and inform pricing, channel, and segment prioritization decisions.

. Identify structural cost advantages and disadvantages versus competitors — not just 'we spend
more on X' but understanding whether cost differences are driven by scale, scope, technology,
process efficiency, or organizational overhead that can be addressed.

Operating
Leverage
Zone

Framework Development Approach

. Decompose total cost into fixed (rent, salaries, licenses, depreciation) and variable (materials,
transaction fees, usage-based infrastructure, commissions) components — calculate the
fixed/variable ratio and implied operating leverage.

Breakeven Line

. Map cost to value chain activities: which costs directly create customer value (R&D, product,
support) versus which are organizational overhead (G&A, coordination, compliance) — target
overhead for reduction and value-creating costs for optimization.

. Build unit economics from the bottom up: calculate fully-loaded cost per unit, per customer, per
transaction — including allocated fixed costs — to determine true contribution margins and
breakeven volumes by segment and channel.

Revenue Variable Gross Fixed Contrib
(ggsetz) Profit Costs Margin . Benchmark cost ratios against business model peers (not just industry averages) and identify

structural drivers of difference — scale effects, technology automation, geographic arbitrage, scope

Source: Finance . . .
economies — to determine which cost gaps are closable.

StrategyConsulting.xyz - Resources - March 2026 Strategy Frameworks - Layer4 /7




Business Design — Intermediate

Cost Structure Decomposition

Framework Element Definition Analytic Approach
Fixed Costs Costs that remain constant regardless of volume — salaries, rent, software . Catalog all fixed costs and calculate total fixed cost base
licenses, depreciation — these create operating leverage (high upside when volume . Stress-test: at what volume decline does the business go cash-flow negative?

exceeds breakeven) but also fixed-cost risk (losses accelerate when volume drops
below breakeven).

Variable Costs Costs that scale proportionally with volume — raw materials, transaction processing . Calculate variable cost per unit across all major cost categories
fees, cloud compute, sales commissions — these determine contribution margin per 0 Identify which variable costs have step-function jumps vs. true linear scaling
unit and set the theoretical floor for profitable pricing.

Operating Leverage The degree to which incremental revenue falls to the bottom line — driven by the . Calculate operating leverage ratio: % contribution margin / % operating margin
fixed/variable cost ratio: businesses with high fixed costs and low variable costs . Model profit sensitivity to £10% and +20% revenue changes
have high operating leverage (revenue growth amplifies profit growth exponentially).

Unit Economics The fully-loaded cost and revenue per unit of business activity (per customer, per . Build bottom-up unit cost model: COGS + fulfillment + support + allocated overhead
transaction, per seat) — including allocated fixed costs — revealing whether the . Calculate payback period and LTV/CAC ratio by segment and channel
fundamental economic unit is profitable and at what scale it becomes so.

Cost Benchmarking Systematic comparison of cost ratios against business model peers to identify . Benchmark cost-to-revenue ratios vs. 3-5 business model peers
structural advantages and gaps — going beyond headline numbers to understand . Decompose gaps into structural (addressable) vs. inherent (business model) drivers
the root drivers (scale, technology, process, geography) that create cost differences.
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Business Design — Intermediate

Economies of Scope

Framework Diagram Framework Purpose
. Identify and quantify cost advantages that arise from producing multiple products or serving
multiple markets using shared capabilities, infrastructure, data, or relationships — distinct from
STANDALONE: Each BU builds everything SHARED: Common capabilities, lower cost economies of scale, which come from volume in a single product.
. Inform diversification and portfolio strategy by revealing which adjacencies create genuine synergy

(shared cost base that reduces total cost below what standalone businesses would incur) versus

false synergies that add complexity without reducing cost.
Product A Product B . Guide build-vs-buy and make-vs-partner decisions by quantifying the value of shared capabilities:
when scope economies are strong, keeping activities in-house is justified; when they're weak,

Product A Product B m
4 N [ N [ N

outsourcing or partnering may be more efficient.
Platform Platform Platform SHARED PLATFORM . Prevent organizational bloat by distinguishing true scope economies (measurable cost reduction
L JAS JAS ) from sharing) from corporate overhead disguised as synergy — many conglomerates destroy value
s N N N > by claiming scope benefits that don't actually reduce unit costs.
Share &
Data Data Data Save SHARED DATA & ANALYTICS
N J J Y,
- N N N Framework Development Approach
Infra Infra Infra SHARED INFRASTRUCTURE - . . .
. Inventory shared capabilities across product lines and business units: technology platforms, data
N J J Y,

assets, distribution networks, customer relationships, regulatory approvals, brand equity, and

Total: $90M Total: $55M operational infrastructure that serve multiple business lines.
(BRI [REDEETIER AL ) . Quantify the scope economy for each shared capability: what would each business unit spend if it

had to build or acquire this capability standalone? The difference between standalone total and
Scope Test: C(A) + C(B) + C(C) = $90M > C(A,B,C) = $55M — Scope Economy = $35M (39% cost reduction) shared total is the measurable scope benefit.

. Assess scope diseconomies: coordination costs, management attention dilution, compromise
architectures that serve multiple products poorly, and organizational complexity that slows
decision-making — these can offset or exceed the scope benefits.

. Design the sharing architecture: which capabilities should be truly shared (platform), which should
be loosely shared (common standards, reusable components), and which should be fully

Source: Panzar & Willi . .. L . .
g independent to maximize speed and focus within each business unit.
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Business Design — Intermediate

Economies of Scope

Framework Element Definition Analytic Approach
Shared Capabilities The specific assets, infrastructure, or competencies that serve multiple products or . Inventory capabilities used by 2+ business lines or product families
business lines simultaneously — technology platforms, distribution networks, data . Quantify standalone vs. shared cost for each to measure true scope benefit

assets, brand equity, regulatory licenses — creating cost advantages through reuse
rather than duplication.

Scope Economy Measurement The formal calculation: C(A) + C(B) > C(A,B), where standalone costs of producing . Calculate standalone cost for each BU as if it were an independent company
A and B separately exceed the cost of producing both together — the difference is . Compare total standalone costs vs. actual shared cost to quantify scope benefit
the scope economy, and it must be positive and material to justify portfolio breadth.

Scope Diseconomies The hidden costs of sharing — coordination overhead, compromise solutions that . Audit coordination costs: meetings, alignment processes, shared-resource queues
serve no product optimally, management attention dilution, slower decision-making, . Estimate speed-to-market penalty from shared vs. dedicated resources
and political conflict over shared resource allocation — that can offset or exceed
scope benefits.

Sharing Architecture The deliberate design of which capabilities are truly shared (centralized platform), . Classify capabilities into platform (shared), framework (standards), or independent
loosely shared (common standards, reusable components), or fully independent — . Design governance that enables sharing without creating bureaucratic bottlenecks
optimizing the trade-off between cost efficiency through sharing and speed through
independence.

Synergy Validation The discipline of rigorously testing claimed synergies against actual cost data — . Require quantified synergy cases with baseline and target metrics for every M&A
distinguishing genuine scope economies (measurable cost reduction) from . Track synergy realization post-integration against original business case

corporate narratives that justify empire-building and complexity without delivering
real economic benefit.
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Business Design — Intermediate

Good-Better-Best Packaging

Framework Diagram Framework Purpose
. Good-Better-Best (GBB) packaging structures product tiers so customers self-select into the option
that best matches their willingness to pay, maximizing revenue capture across heterogeneous
Rule of 2.5x: Each tier priced 2-2.5x the tier below | Better should capture segments. Each tier anchors perception of the next, making the middle tier appear as the rational
50-60% of revenue Ccompromise.
. The framework operationalizes second-degree price discrimination without requiring individual-level

data. By bundling features into discrete tiers, the firm extracts surplus from high-WTP customers
who upgrade while maintaining an accessible entry point that expands the total addressable

market.
BEST . : . ) :
. GBB also exploits the compromise effect — behavioral research shows 60-70% of buyers gravitate
$199/mo to the middle option when three choices are presented. The 'Best' tier exists partly to make 'Better'

Al el look reasonable, while 'Good' eliminates the zero-option by lowering the entry barrier.

All Better +
Dedicated CSM
BETTER Custom integrations
Unlimited users
$79/mo SLA guarantee

All Good + Framework Development Approach
Advanced analytics

Priorit rt
> 22?Jrégr:ur)po . Start by mapping the full feature set and ranking features by customer value and marginal cost to

serve. |ldentify which features create clear differentiation between tiers versus which are
table-stakes that belong in all tiers.

. Design 'Good' as a viable standalone product that solves the core job — it must not feel crippled.
Design 'Better' to include 2-3 high-perceived-value features that address the primary use case for
your ICP. Design 'Best' to add premium features with high WTP elasticity (support, customization,
integrations).

. Price the tiers using the 'Rule of 2.5": Better should be 2-2.5x Good, and Best should be 2-2.5x

Better. Monitor upgrade rates — healthy GBB shows 15-25% Good—Better conversion and 5-10%
55% 20% . .
Better—Best conversion within 12 months.

Typical Customer Distribution (Compromise Effect)

Source: Jagmohan Raju & Z. John Zhang
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Business Design — Intermediate

Good-Better-Best Packaging

Framework Element Definition

Analytic Approach

Good Tier The entry-level product offering that solves the core customer job at the lowest price Identify the minimum feature set that delivers standalone value for the core use case. Price at or
point. It must be genuinely useful — not a crippled version — to attract slightly above cost to maximize adoption. Track what percentage of Good customers hit usage
price-sensitive customers and expand market reach. Typically includes only ceilings or request missing features — these are natural upgrade triggers.
essential features with standard support and basic usage limits.

Better Tier The mid-tier product designed to capture the majority of revenue by leveraging the Add features with high perceived value but moderate marginal cost. Price at 2-2.5% the Good tier.
compromise effect. Includes the Good tier plus 2-3 high-value features that address The Better tier should generate 50-60% of total tier revenue. If it generates less than 40%, the
the primary ICP's workflow. This tier should feel like the 'obvious' choice for most feature gap from Good is too small or the price gap is too large.
buyers — the best balance of value and price.

Best Tier The premium tier serving dual purposes: capturing maximum revenue from Include features with high WTP elasticity — those where willingness to pay varies dramatically

Compromise Effect

Upgrade Velocity

Feature Fencing

StrategyConsulting.xyz -

Resources -

high-WTP customers and anchoring the Better tier as a reasonable middle ground.
Includes all Better features plus premium additions like dedicated support,
advanced integrations, custom SLAs, or white-labeling.

The cognitive bias where consumers faced with three options disproportionately
choose the middle one, perceiving it as the safest and most reasonable choice. In
GBB, this means the Better tier captures 60-70% of customers by appearing
moderate relative to Good and Best extremes.

The rate at which customers move from lower to higher tiers over time, measured
as percentage of cohort upgrading within a defined period. Healthy GBB structures
show 15-25% Good—Better and 5-10% Better—Best annual upgrade rates,
indicating tiers are properly spaced.

The deliberate restriction of specific features to higher tiers to create clear
differentiation and incentivize upgrades. Effective fencing uses features with high
perceived value but variable cost-to-serve, ensuring each tier has a distinct value
proposition without cannibalizing adjacent tiers.

March 2026

across customer segments (enterprise SLAs, dedicated CSM, API access, custom branding).
Price at 2-2.5x Better. Even if only 5-10% of customers choose Best, it validates pricing power and
anchors perception.

Test with A/B experiments: offer only Good+Best (two options) vs. Good+Better+Best (three
options) and measure Better uptake. If the middle tier doesn't capture at least 50% of new
customers, adjust feature bundles or price ratios to strengthen the compromise pull.

Track cohort upgrade curves by tier and segment. If Good—Better upgrades are below 10%, Good
may be too generous or Better's incremental value is unclear. If above 30%, Good may be too
restrictive and creating friction rather than expansion. Use in-product nudges tied to usage
thresholds.

Map every feature on a 2x2 of perceived-value vs. cost-to-serve. High-value/low-cost features
belong in Good (they attract customers cheaply). High-value/high-cost features fence into Better or
Best. Never fence features that feel punitive or arbitrary — customers should understand why a
feature belongs in a higher tier.
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Business Design — Intermediate

Unit Economics Models

Framework Diagram Framework Purpose

Unit Economics Dashboard: Does each customer generate sustainable returns? . Unit economics isolates the profitability of a single customer or transaction to determine whether a
business model can scale sustainably. If the fundamental unit of commerce doesn't generate
positive returns after accounting for all variable costs, no amount of growth will fix the underlying
economics — you're just scaling losses faster.

LTV G el . The framework forces founders and operators to confront the CAC-to-LTV relationship as the single
most important health metric in recurring-revenue businesses. A healthy LTV/CAC ratio (=3%) with a
$1 ,800 Benc;:::>3 o reasonable CAC payback period (€18 months) signals that the business creates more value than it
o spends to acquire customers.
ARPU: $50/mo . Unit economics also reveals the leverage points for improvement — whether the priority should be
_ CALE Fapiiatds reducing acquisition costs, improving retention to extend lifetime, increasing ARPU through
Gross Margin: 78% 14 months upsell/cross-sell, or reducing cost-to-serve. Each lever has different difficulty and timeline, making
Churn: 2.2%/mo Benchmark: <18 mo this the operational dashboard for growth strategy.

Lifetime: ~45 mo

Monthly Contribution
$35/mo

ARPU $50 x 70% margin

Framework Development Approach

T daTl i . Calculate Customer Acquisition Cost (CAC) by dividing total sales and marketing spend by new
Channel Benchmarks customers acquired in the same period. Be honest — include salaries, tools, content production,
3.6x Organic: $180 | Paid: events, and allocated overhead, not just ad spend.

$720 .

Calculate Lifetime Value (LTV) as (Average Revenue Per User x Gross Margin %) / Monthly Churn
Rate. For enterprise SaaS, use cohort-based LTV that accounts for expansion revenue — net
revenue retention above 100% means LTV curves are concave-up, dramatically changing the
math.

. Compute LTV/CAC ratio and CAC Payback Period (CAC / monthly contribution margin). Track both
by cohort, channel, and segment — aggregate numbers mask dangerous cross-subsidies where
Acquisition Lifetime Value profitable segments fund unprofitable ones.

Source: David Skok / SaaS Finance
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Business Design — Intermediate

Unit Economics Models

Framework Element Definition

Analytic Approach

Customer Acquisition Cost (CAC) The fully-loaded cost of acquiring one new customer, including all sales and . Calculate monthly: Total S&M spend / New customers acquired. Segment by channel (paid,

Lifetime Value (LTV)

LTVI/ICAC Ratio

CAC Payback Period

Contribution Margin

Cohort Analysis

StrategyConsulting.xyz -

Resources -

marketing expenses divided by new customers won in the period. Must include
salaries, commissions, tools, content, events, and allocated overhead — not just
variable ad spend. Blended CAC across channels masks channel-level economics.

The total gross profit a customer generates over their entire relationship with the
business. For subscription models: (ARPU x Gross Margin) / Monthly Churn Rate.
For cohort-adjusted LTV, track actual revenue curves by acquisition cohort rather
than using formula-based estimates, which can be misleading when churn is
non-linear.

The ratio of customer lifetime value to acquisition cost, representing the return on
customer acquisition investment. A ratio of 3% or higher is the benchmark for healthy
SaaS economics — meaning you generate $3 in gross profit for every $1 spent to
acquire a customer. Below 1x means you're destroying value with every new
customer.

The number of months required to recoup the customer acquisition cost from
monthly contribution margin. Calculated as CAC / (Monthly ARPU x Gross Margin
%). A payback period under 18 months is the benchmark — beyond that, the
business needs too much working capital to fund growth.

Revenue minus all variable costs directly attributable to serving a single customer,
expressed as a percentage. Includes COGS (hosting, support, delivery) but
excludes fixed costs (R&D, G&A). This is the true economic profit per unit that funds
fixed costs and eventually generates operating profit at scale.

Tracking the behavior and economics of customers grouped by acquisition period
(usually month) to reveal how unit economics evolve over time. Cohort analysis
surfaces trends invisible in aggregate data — improving or deteriorating retention,
expansion revenue patterns, and the true shape of LTV curves across different
customer vintages.

March 2026

organic, outbound, referral) and by customer segment (SMB, mid-market, enterprise). If blended
CAC is healthy but paid CAC exceeds LTV, organic channels are subsidizing an unsustainable
paid strategy.

Use cohort analysis over formulaic LTV for accuracy. Track revenue by monthly cohort for 12-24
months, then extrapolate. For businesses with net revenue retention >100%, LTV curves are
concave-up — meaning early churn is offset by expansion in surviving accounts. Always use
gross-margin-adjusted revenue, not top-line.

Target 3-5x. Below 3x signals either CAC is too high or retention/monetization is too low. Above 5x
may signal under-investment in growth — you could be spending more on acquisition and still
maintain healthy economics. Decompose the ratio to identify which lever (reduce CAC, increase
ARPU, reduce churn) moves the needle fastest.

Calculate monthly contribution margin = ARPU x Gross Margin %. Then: CAC / Monthly
Contribution Margin = months to payback. If payback exceeds 18 months, prioritize quick wins:
reduce onboarding costs, increase activation rates, or shift channel mix toward lower-CAC
channels (referral, organic).

Map all variable costs per customer: hosting/infrastructure per account, support cost per ticket x
average tickets, payment processing fees, third-party API costs. Healthy SaaS contribution
margins are 70-85%. Below 60% suggests infrastructure or support costs need optimization before
scaling.

Build a cohort revenue matrix: rows = acquisition month, columns = months since acquisition, cells
= revenue from that cohort. Look for patterns: are newer cohorts retaining better than older ones?
Is expansion revenue accelerating? If Month-12 retention is improving cohort-over-cohort,
product-market fit is strengthening. Flag cohorts from specific channels or campaigns separately.
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Business Design — Intermediate

Value Capture Framework

Framework Diagram

Value = Willingness to Pay — Opportunity Cost
| Firm cannot capture more value than it adds

1. Increase Willingness to Pay

Innovation, brand, network effects,
and switching costs raise the ceiling
on total value creation

Consumer
Surplus

30%

Price 2. Optimize Pricing

Capture maximum consumer surplus
without losing customers to alternatives
or triggering competitive entry

Firm Value
Capture

3. Reduce Costs

Operational efficiency, scale economies,
and vertical integration expand the
firm's profit zone

Cost

Supplier

Surplus 4. Reduce Supplier OC

Become the most attractive buyer —
lower supplier alternatives means
more value available to capture

ocC
Added Value = Total value WITH firm - Total value WITHOUT firm (the max capturable share)

Source: Brandenburger & Stuart / Added Value Theory
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Framework Purpose

The Value Capture Framework decomposes total value created in a transaction into three zones:
consumer surplus (value customers keep), firm profit (value the firm captures), and supplier surplus
(value retained by input providers). The firm's strategic challenge is to maximize its share of total
value created — its 'added value' — while ensuring enough surplus flows to customers and suppliers
to sustain participation.

This framework makes explicit the zero-sum nature of value distribution after value creation. Price
determines the split between customer surplus and firm profit; cost determines the split between firm
profit and supplier surplus. Every strategic lever — differentiation, switching costs, bargaining power,
vertical integration — ultimately works by shifting these boundaries.

The real insight is that a firm cannot capture more value than it adds. Added value = total value with
the firm minus total value without the firm. This principle explains why commoditized firms earn thin
margins despite operating in large markets — if customers and suppliers have equally good
alternatives, the firm's added value approaches zero.

Framework Development Approach

Map the value stack: determine customer willingness to pay (WTP) at the top, opportunity cost of
suppliers at the bottom, and the firm's price and cost as the two boundaries that divide the stack into
three zones. Size each zone as a percentage of total value created (WTP - Opportunity Cost).

Assess your added value: ask 'what happens to total value if our firm exits?' If customers and
suppliers can easily substitute, your added value is low regardless of the value you help create.
Strategies to increase added value include raising WTP through differentiation, lowering supplier
opportunity cost through partnerships, or creating switching costs.

Identify which strategic levers to pull: (1) Increase WTP through innovation, brand, experience, or
network effects; (2) Optimize price to capture maximum firm share without losing customers; (3)
Reduce cost through operational efficiency, vertical integration, or supplier power; (4) Lower supplier
opportunity cost by being the best buyer in the market.
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Value Capture Framework

Framework Element

Definition

Analytic Approach

Willingness to Pay (WTP)

Consumer Surplus

Firm Value Capture (Profit)

Supplier Surplus

Added Value

Strategic Value Levers
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The maximum price a customer would pay for the product or service before
choosing an alternative or going without. WTP sets the ceiling on total value
creation — all surplus in the system originates from the gap between WTP and the
opportunity cost of supply. WTP is not a fixed number but a distribution across
customer segments.

The difference between what customers are willing to pay and the actual price
charged, representing the value retained by buyers. Some consumer surplus is
strategically necessary — it gives customers a reason to transact. Too much surplus
means underpricing; too little means vulnerability to competitors offering better
deals.

The difference between the price charged to customers and the cost paid to
suppliers, representing the firm's captured share of total value created. This zone is
bounded by the firm's added value — it cannot sustainably exceed the incremental
value the firm contributes to the total system. Margins above added value invite
competitive entry.

The difference between what the firm pays suppliers and suppliers' opportunity cost
(their next-best alternative use of resources). When supplier surplus is high, the firm
is overpaying relative to alternatives. When low, suppliers may defect or reduce
quality. Managing supplier surplus is as strategic as managing customer surplus.

The incremental value your firm contributes to the total system — formally, the
difference between total value created with your participation minus total value
created without you. This is the theoretical maximum a firm can capture. If
customers and suppliers have perfect substitutes, added value equals zero
regardless of total value in the market.

The four primary mechanisms for shifting value capture boundaries: (1) Raise WTP
through differentiation and innovation, (2) Optimize pricing to capture maximum
available surplus, (3) Reduce cost through operational excellence and scale, (4)
Reduce supplier opportunity cost by being a uniquely attractive buyer. Each lever
has different time horizons and difficulty levels.
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Measure WTP using Van Westendorp price sensitivity, conjoint analysis, or revealed preference
data from pricing experiments. Segment customers by WTP — the spread reveals pricing power.
Strategies to raise WTP: product innovation, brand building, network effects, switching costs, and
customer experience improvements.

Estimate by segment using WTP research minus current pricing. High consumer surplus = pricing
opportunity or competitive moat (if intentional). Low consumer surplus = vulnerable to competitors
who can undercut. In network-effect businesses, deliberately leaving consumer surplus early
builds adoption that creates value capture later.

Calculate as (Price - Cost) per unit, then benchmark against total value created (WTP -
Opportunity Cost). If Firm Capture / Total Value Created < 20%, explore pricing power
improvements. If > 60%, assess sustainability — high capture ratios attract entry unless protected
by structural barriers (network effects, IP, regulatory).

Map each major supplier's opportunity cost — what would they earn selling to your next-best
competitor? If you're paying significantly above their opportunity cost, negotiate or develop
alternatives. If paying near their opportunity cost, invest in relationship to prevent defection.
Vertical integration eliminates supplier surplus but adds operational complexity.

Run the 'disappearance test': if your firm vanished, how much total value would the remaining
ecosystem lose? If the answer is 'very little' (because customers switch easily and suppliers sell
elsewhere), your added value is low. Increase added value by becoming irreplaceable: proprietary
data, network effects, unique capabilities, or deep integration into customer workflows.

Audit each lever quarterly: which has the most headroom? Typically, early-stage companies
should focus on WTP (product-market fit), growth-stage on pricing optimization and cost reduction
(unit economics), and mature companies on all four simultaneously. The most durable lever is
WTP — it's the only one that expands total value rather than just redistributing existing value.
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Value-Based Pricing

Framework Diagram

EVC
$520K

PRICE
$330K

Price reflects value delivered, not cost incurred
| Capture 30-50% of differentiation value

Identify Next Best Alternative (NBA)

Map customer's next-best
alternative and full TCO
Productivity $45K

Risk Reduction $60K

Quantify Value Stack

Line-item each source of
differentiation value ($)

Revenue Uplift $95K
Customer Surplus
Calculate EVC

NBA + Differentiation =
Economic Value to Customer

Cost Savings $120K
Firm Capture

EVC: $520K Set Capture Ratio
. Price at 30-50% of diff.
Price: $330K value above reference price
Reference
Capture: 41%
Value (NBA) apture °
Cust. ROI: 2.4 Build Value Waterfall
Sales tool: walk prospects
through the value math
$200K

EVC = NBA TCO + X(Differentiation Value) | Price = NBA + (Capture Ratio x Diff. Value)

Source: Anderson, Narus & Nagle
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Framework Purpose

Value-based pricing sets prices according to the quantified economic value a product delivers to
the customer, rather than cost-plus markup or competitive benchmarking. The core premise: price
should reflect the customer's next-best alternative plus the differentiation value your offering
uniquely provides. This decouples pricing from internal costs and anchors it to what customers
actually gain.

The framework forces rigorous quantification of every source of value — cost savings, revenue
uplift, risk reduction, time savings — expressed in the customer's own financial language. When
you can demonstrate $500K in annual savings, a $150K price tag sells itself. Without quantification,
pricing conversations devolve into procurement-driven cost haggling.

Value-based pricing also reveals segmentation opportunities invisible to cost-plus models. Different
customer segments derive different economic value from the same product, justifying different price
points. A payment fraud solution worth $2M annually to a large bank might be worth $50K to a
startup — same product, 40x price difference, both fair.

Framework Development Approach

Identify the customer's next-best alternative (NBA) and its total cost of ownership. This becomes
the reference price — the floor your customer would pay anyway. Every dollar of value you
demonstrate above the NBA is the differentiation value available to split between you and the
customer.

Build a Value Stack: enumerate every source of quantifiable value your solution provides over the
NBA. Categories include: direct cost reduction, productivity gains (time x fully-loaded labor rate),
revenue acceleration, risk mitigation (probability x impact), and strategic optionality. Assign
conservative dollar estimates to each source.

Set price to capture 30-50% of the total quantified value, leaving 50-70% as customer surplus (their
incentive to buy). Create a Value Waterfall document for sales teams that walks prospects through
the math: NBA cost — add differentiation value — total value — proposed price — customer ROI.
This transforms selling from negotiation to shared problem-solving.
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Value-Based Pricing

Framework Element

Definition

Analytic Approach

Reference Value (Next-Best
Alternative)

Differentiation Value

Value Stack

Economic Value to Customer

(EVC)

Value Capture Ratio

Value Waterfall
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The total cost of ownership of the customer's next-best alternative — the option they
would choose if your product didn't exist. This sets the baseline from which all
differentiation value is measured. The NBA might be a competitor, an in-house build,
manual processes, or doing nothing. Accurately identifying the true NBA is critical —
customers often compare you to alternatives you wouldn't consider competitive.

The incremental economic value your offering provides above the next-best
alternative, quantified in the customer's financial terms. This is the theoretical
maximum price premium you could charge. Differentiation value comes from
multiple sources: cost savings, revenue uplift, risk reduction, time-to-value
acceleration, and strategic flexibility.

A structured, line-by-line quantification of all value sources that comprise the total
differentiation value. Each line item has a description, quantification methodology,
and dollar estimate. The value stack serves as both an internal pricing tool and an
external sales asset — when presented as a 'business case,' it transforms the buyer
conversation from 'how much does this cost?' to 'what's my return?'

The total quantified value a customer receives: Reference Value + Differentiation
Value = EVC. This represents the theoretical maximum price — at EVC, the
customer is economically indifferent between your product and the NBA. In practice,
you must price below EVC to give customers a compelling reason to switch. The
gap between EVC and your price is the customer's incentive.

The percentage of total differentiation value captured in price, typically 30-50% for
B2B software. A 40% capture ratio means for every $100 of differentiation value,
you charge $40 premium over the NBA price and the customer keeps $60. The
optimal ratio balances revenue maximization against win rates and competitive
dynamics.

A visual sales tool that walks prospects through the value-based pricing logic step
by step: starting from the NBA cost, adding each differentiation value source,
arriving at total EVC, then showing the proposed price and resulting customer ROI.
The waterfall format makes the pricing logic transparent and shifts the conversation
from 'discount negotiation' to 'value validation.'
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Interview customers and lost deals to identify actual alternatives considered. Calculate full TCO of
each alternative including implementation, maintenance, opportunity cost, and hidden costs. If
customers say 'we'd build it ourselves,' estimate realistic build cost including salaries, timeline,
maintenance, and failure risk. The NBA's TCO is your reference price.

Build a line-item value stack: for each differentiation source, estimate the financial impact using
the customer's own data where possible. Use conservative estimates (customers discount
aggressive claims). Categories: direct cost savings (headcount, infrastructure, licensing), revenue
acceleration (faster time-to-market, higher conversion), risk reduction (probability x impact of
avoided failures), and productivity (hours saved x blended rate).

Build collaboratively with 3-5 reference customers. For each value source: name it, describe the
mechanism, show the math (e.g., '12 analysts x 8 hrs/week saved x $85/hr = $424K/year'), and
categorize as hard savings (verifiable in P&L) vs. soft value (productivity, risk). Present hard
savings first — they're credible and anchor the conversation. Total the stack and show the
customer their ROI at your proposed price.

EVC = NBATCO + Z(Differentiation Value). Calculate for each major customer segment, as EVC
varies dramatically. Enterprise EVC might be 10x SMB EVC for the same product. Use
segment-level EVC to set segment-level pricing. If EVC is less than 3x your target price, the value
story is weak — either find more value sources or reduce price expectations.

Start at 30-35% capture ratio for new products (need adoption), increase toward 40-50% as
market position strengthens. Track win rates by capture ratio — if win rate drops below 30%,
you're capturing too much. If above 70%, you're likely underpriced. Adjust capture ratio by
segment: higher for segments with fewer alternatives, lower for competitive segments.

Build a one-page waterfall for each target persona. Left bar = NBA TCO. Middle stacked bars =
each differentiation value source. Right bar = total EVC. Proposed price line drawn at 30-40% of
differentiation value above NBA. Customer surplus clearly labeled. ROI box showing payback
period. Train sales team to present the waterfall before quoting price — when customers see the
math, they negotiate value assumptions, not discounts.
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APl-as-Product / Composable Architecture

Framework Diagram Framework Purpose
From internal plumbing to first-class product . APl-as-Product treats an API not as an internal plumbing detail but as a first-class commercial
| DX quality = adoption velocity offering with its own P&L, developer experience, documentation, and go-to-market strategy. The

shift from 'API as integration layer' to 'API as product' unlocks new revenue streams, distribution
models, and ecosystem effects that traditional software licensing cannot achieve.

A0 U7 = (L= Hi Net Dollar Retention: 120-140% . Composable architecture decomposes monolithic systems into independently deployable, API-first

Usage-based: $/call, $/txn, $/user Usage grows as customers scale services that can be combined in novel ways by internal teams, partners, and third-party
developers. This creates a combinatorial explosion of use cases — Stripe didn't build every

Time-to-First-Call: <15 min Ecosystem Flywheel Active payments workflow; developers composed thousands of solutions on top of seven core APlIs.

DX quality = competitive advantage 3P apps — more value — more devs . The strategic implication is profound: APIl-as-Product transforms your customer from an end-user

into a builder. This shifts competitive dynamics from feature-for-feature comparison to platform
economics, where the value of your offering compounds with the number of integrations, developer
ECOSYSTEM tools, and third-party applications built on top of it.

3rd Party Apps Partner Integrations Marketplace Community

Framework Development Approach

DEVELOPER PLATFORM

. Identify core capabilities that can be unbundled into atomic, self-service API endpoints. Each API
SDKs (7 langs) Sandbox Docs & Guides Webhooks Dashboard should encapsulate a single domain (payments, identity, messaging, data enrichment) with clean
boundaries. Apply the 'pizza box' test: can an external developer understand and use this API

endpoint in under 30 minutes?
CORE APIs
. Build the API Developer Experience (DX) stack: interactive documentation (OpenAPI/Swagger),

sandbox environments, client SDKs in 5+ languages, webhook infrastructure, idempotency support,
and rate limiting with clear tiers. DX quality directly correlates with adoption velocity — Twilio and
Stripe won on DX, not features.

Payments Identity Messaging Billing

MACH: Microservices - API-first - Cloud-native - Headless | Every APl = a business with its own P&L . Design the commercial model: usage-based pricing (per API call, per transaction, per active user)

with a generous free tier to drive adoption, self-service onboarding for SMB/developer segments,
and sales-assisted enterprise plans with SLAs and committed volume discounts. Track
developer-to-revenue conversion funnels like a consumer product.

Source: MACH Alliance / Industry Practice
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APl-as-Product / Composable Architecture

Framework Element

Definition

Analytic Approach

APl Domain Decomposition

Developer Experience (DX)

Composable Architecture (MACH)

Usage-Based Pricing Model

Platform Ecosystem Effects

API Governance & Versioning

The architectural discipline of identifying which business capabilities should become
independent, externally-consumable APIs. Each APl domain should own its data,
logic, and lifecycle independently. Good decomposition follows domain-driven
design — boundaries align with business concepts (payments, identity,
notifications), not technical layers (database, cache, queue).

The totality of a developer's interaction with your API: documentation clarity,
time-to-first-call, SDK quality, error message helpfulness, sandbox fidelity, and
support responsiveness. DX is the API equivalent of consumer UX — it determines
adoption, retention, and word-of-mouth. Companies with superior DX (Stripe, Twilio,
Plaid) consistently outperform feature-equivalent competitors.

Microservices-based, API-first, Cloud-native, Headless architecture that enables
capabilities to be independently developed, deployed, and combined. MACH
principles ensure each component is replaceable, scalable, and composable. This
architecture enables 'best-of-breed' solutions where customers assemble their stack
from specialized APIs rather than buying monolithic suites.

Pricing that scales with consumption — per API call, per transaction processed, per
active user, or per data record enriched. Usage-based pricing aligns vendor
revenue with customer value, reduces adoption friction (no upfront commitment),
and creates natural expansion revenue as customers grow. The model requires
robust metering, billing, and usage analytics infrastructure.

The compounding advantages that emerge when third-party developers, partners,
and customers build on top of your API platform. Each integration increases
switching costs, each developer tool extends your reach, and each marketplace
listing creates value you didn't build. Ecosystem effects are the ultimate competitive
moat for AP| businesses — they're nearly impossible to replicate.

The policies and practices that ensure APIs remain stable, backward-compatible,
and well-documented as they evolve. Poor governance creates 'AP| debt' —
breaking changes that force customers to rewrite integrations, eroding trust and
increasing churn. Versioning strategy (URL-based, header-based, or semantic)
must balance innovation speed with stability promises.

StrategyConsulting.xyz - Resources - March 2026

Map your system's capabilities and identify which solve problems external developers or partners
would pay to avoid building themselves. Apply the 'build vs. buy' test from the customer's
perspective: if the capability is hard to build, expensive to maintain, and requires domain expertise,
it's a strong API product candidate. Start with 1-3 core domains, not 20.

Measure time-to-first-successful-API-call for a new developer — target under 15 minutes. Provide
interactive 'try it now' documentation, pre-built code samples for the top 10 use cases, and
sandbox environments with realistic test data. Instrument DX funnel: docs visit — signup — first
API call — first production call — paying customer. Treat drops at each stage as product bugs.

Evaluate your architecture against MACH criteria: Is each service independently deployable?
Does each expose APIs as the primary interface? Is infrastructure cloud-native and auto-scaling?
Is business logic decoupled from presentation? Score each capability 1-5 on these dimensions.
Prioritize decomposing capabilities that have the highest external demand and the loosest internal
coupling.

Design pricing tiers: free tier (generous enough for prototyping and small-scale production), growth
tier (volume discounts kick in), and enterprise tier (committed volume with SLAs). Set per-unit
price to target 70-80% gross margin at scale. Instrument real-time usage dashboards for
customers. Track net dollar retention — healthy API businesses see 120-140% NDR as
customers' APl consumption grows.

Measure ecosystem health: number of active integrations, third-party apps in marketplace,
developer community size, and percentage of revenue from partner-influenced deals. Invest in
ecosystem: developer evangelism, partner programs with revenue sharing, hackathons, and
integration marketplace. Target the 'ecosystem flywheel': more developers — more integrations —
more end-user value — more customers — more developers.

Adopt semantic versioning (major.minor.patch) with explicit backward-compatibility guarantees for
minor/patch releases. Maintain at least two major versions concurrently with 12-month deprecation
windows. Publish a public API changelog and status page. Implement automated contract testing
to catch breaking changes before deployment. Treat every breaking change as a
customer-impacting incident requiring communication.
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Data Flywheel / Data Network Effects

Framework Diagram

More users — more data — better product — more users

| Compounding advantage
DATA MOAT TEST

1. Proprietary?

Data can't be bought,
scraped, or replicated

generate —

m

1 attract

2. Perceivable?

Users notice quality
improvement from data

3. Scaling?

Returns still increasing
at current volume

SMARTER

MODELS

train | Cycle Velocity
Target: <24hr from data capture
to product impact

«— improve BETTER Moat Threat

If returns plateau at reachable
volume, no durable moat

PRODUCT

Not all data creates moats — test for proprietary sources, perceivable improvement, and scaling returns

Source: O'Reilly / Varian / Emerging Theory
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Framework Purpose

The Data Flywheel describes a self-reinforcing cycle where more users generate more data, which improves the
product (via ML, personalization, or analytics), which attracts more users, which generates even more data.
Unlike traditional network effects (which operate on connections), data network effects operate on learning —
each data point makes the system smarter for everyone.

This framework matters because data flywheels create compounding competitive advantages that are nearly
impossible to replicate through capital spending alone. A competitor can match your features, copy your UX, and
undercut your price — but they cannot replicate the billions of data points your models have learned from.
Google's search quality, Netflix's recommendation engine, and Waze's traffic predictions all derive from data
flywheels.

The strategic subtlety is that not all data creates network effects. Data must meet three conditions: (1) it must be
proprietary and difficult to replicate, (2) it must improve the product in ways users perceive, and (3) the
improvement must scale with data volume (diminishing returns can't set in too early). Many companies claim data
moats that don't actually exist because their data fails one of these tests.

Framework Development Approach

Map the data flow cycle: User Action — Data Capture — Model/Algorithm Improvement — Product
Enhancement — More User Engagement — More Data. Identify exactly where and how data feeds back into
product quality. Be specific — 'we use data to improve the product' is not a flywheel; 'each transaction trains our
fraud model, reducing false positives by 0.2% per million transactions' is.

Test for true data network effects by asking three questions: (1) Is the data proprietary — could a competitor buy
equivalent data from a broker? (2) Does product quality measurably improve with more data, and can users
perceive the improvement? (3) At your current data volume, are returns still increasing or have they plateaued? If
any answer is 'no,' you have data but not a data network effect.

Design deliberate data capture into every product interaction. Every user touchpoint should generate data that
feeds the flywheel. Instrument exhaustively: clicks, dwell time, A/B test outcomes, feature usage, error patterns,
support interactions. Build the data pipeline that transforms raw signals into model training data, and measure
the feedback loop's cycle time — how quickly does new data improve the product?
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Data Flywheel / Data Network Effects

Framework Element

Definition

Analytic Approach

Data Flywheel Cycle

Data Network Effect Strength

Proprietary Data Assets

Flywheel Velocity

Diminishing Returns Threshold

Data-Product Integration
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The self-reinforcing loop: Users — Data — Insights/Models — Better Product — More
Users — More Data. Each revolution of the flywheel increases the system's value for all
participants. The flywheel's power comes from compounding — small improvements per
cycle accumulate into massive advantages over time. Amazon's recommendation engine
processes billions of signals to improve suggestions that drive more purchases that
generate more signals.

A measure of how strongly additional data improves the product — the 'learning rate' of
the flywheel. Strong data network effects show log-linear improvement: each 10x
increase in data yields measurable quality gains. Weak data network effects plateau early
— after a certain data volume, more data doesn't improve the product. The strength
determines whether the flywheel creates a durable moat or a temporary head start.

Data that is uniquely generated by your product's usage and cannot be purchased,
scraped, or replicated by competitors. Proprietary data is the fuel of the flywheel —
without it, the cycle can be copied. Examples: Waze's real-time traffic data from drivers,
Stripe's fraud signals from payment processing, and Netflix's viewing behavior data.
Commodity data (demographics, firmographics) is not proprietary and doesn't create
moats.

The speed at which the data flywheel completes one full cycle from data capture to
product improvement to user impact. Faster velocity means more compounding cycles
per year, accelerating the gap between you and competitors. Velocity depends on data
pipeline latency, model retraining frequency, deployment speed, and how quickly users
experience improvements.

The data volume at which additional data yields diminishing quality improvements,
weakening the flywheel's moat-creating power. Every data flywheel eventually hits
diminishing returns — the question is whether that threshold is reachable by competitors.
If quality plateaus at 1M data points and a competitor can generate that in 6 months, the
moat is thin. If it plateaus at 1B points requiring years to accumulate, the moat is deep.

The architectural and product design choices that ensure data flows seamlessly from
capture through processing to product improvement. Poor integration breaks the flywheel
— data sits in warehouses unused, models retrain quarterly instead of daily, and
improvements take months to reach users. Tight integration means every product
decision is data-informed and every user interaction enriches the data pipeline.

Draw your specific flywheel with concrete metrics at each stage: users (MAU), data (events/day), model
quality (accuracy metric), product improvement (user-facing metric like relevance score), and growth
(acquisition/retention rate). Measure one full cycle's latency — how long from data capture to product
improvement? Shorter cycles spin the flywheel faster. Target sub-24-hour feedback loops for maximum
compounding.

Plot product quality metric (y-axis) vs. data volume (x-axis) on a log scale. Strong data network effects
show a line that keeps rising; weak effects show a curve that flattens. If quality plateaus at a data volume
a well-funded competitor could reach in 18 months, you don't have a data moat. Test by withholding 50%
of training data — if quality barely drops, your data network effect is weak.

Audit every data source: categorize as proprietary (only you have it), semi-proprietary (hard to replicate
but possible), or commodity (available on the market). Focus flywheel design on proprietary sources.
Increase proprietary data generation by instrumenting every unique user interaction. Create data
partnerships that give you exclusive access. The 'data exhaust' test: what unique signals does your
product generate that no other product could?

Measure end-to-end cycle time: data event — pipeline processing — model retrain — deployment —
user-facing impact. Map bottlenecks: batch processing (slow) vs. streaming (fast), weekly model retrains
(slow) vs. online learning (fast), staged rollouts (slow) vs. instant deployment (fast). Target: critical
flywheel data should impact models within 24 hours. A flywheel spinning weekly loses to one spinning
hourly.

Model the learning curve empirically: train models on 10%, 25%, 50%, 75%, 100% of your data and plot
quality. Extrapolate to estimate where gains flatten. Compare the diminishing returns threshold to the
data volume a well-funded competitor could realistically accumulate. If the threshold is >3 years of
competitive effort away, you have a durable data moat. If <12 months, invest in other moat sources.

Audit the data-to-product pipeline for breaks: Where does data accumulate without being used? Where
do models exist that aren't deployed to production? Where are product decisions made without data
input? Build real-time feature stores that serve model predictions at product decision points. Implement
automated model retraining triggers when data drift exceeds thresholds. The goal: zero manual steps
between data capture and product improvement.
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Pricing Strategy

Framework Diagram Framework Purpose

Each layer constrains the next . Pricing Strategy is not a price point — it is a causal architecture of five interdependent layers that must

| Populating all 5 layers = strategy; skipping to L5 = a decision be resolved sequentially from strategic intent down to execution. Most companies skip to Level 5 (setting
prices) without resolving Layers 1-4, which is a pricing decision, not a pricing strategy. The distinction is
fatal: decisions without strategy get overridden by the first competitive move.

) . The framework enforces causal discipline: strategic intent (why you price) constrains value architecture
ISttratQ:glc Penetrate Transition (what value exists), which constrains economics (what the math allows), which constrains market
eh realities (what competitors and channels permit), which finally constrains execution (the actual price

structure and level). Violating this sequence produces incoherent pricing.

. The power of this model is diagnostic. When pricing isn't working, the failure is almost never at Level 5
— it's an unresolved contradiction at Levels 1-4. A company pursuing penetration intent (Layer 1) but

Value Value Created Value Capturable pricing for extraction economics (Layer 3) has an architectural conflict that no amount of tactical price

Architecture optimization will fix.

Volume Profit

Economics Cost to Serve Elasticity Dynamics Threshold

Framework Development Approach

. Start at Layer 1: declare the strategic intent — are you pricing to penetrate a market, extract maximum
Market . 3P Partner 1P Channel value from an established position, transition customers across tiers or product generations, or deter
Constraints Competition Economics Economics competitive entry? This is a strategic choice, not a financial one, and it governs every downstream
decision.
. Resolve Layers 2-3: quantify value architecture (what economic value the customer perceives and what
portion is capturable) and then model the economics (cost to serve, elasticity, volume dynamics, and the
Price Migration Execution minimum profit threshold). These layers define the feasible pricing envelope — the range within which
Execution Path & Ops any price must fall.
. Resolve Layer 4 and execute Layer 5: map the market constraints that further narrow the envelope
(competitive pricing, partner economics, channel economics), then design the price execution —
CAUSAL INTEGRITY TEST COMMON FAILURE MODE structure (per-unit, subscription, usage), level (the actual number), migration path (how customers move
"Why is the price $X?" Answer starts at L1 = Strategy. Populating only Layers 4 & 5 = pricing decision, not strategy. between prices over time), and operational execution (billing, discounting governance, exception
Answer starts at L5 = Decision, not strategy. L1-L3 contradictions silently undermine L5 execution. handling).

Source: Proprietary Framework
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Pricing Strategy

Framework Element

Definition

Analytic Approach

Layer 1: Strategic Intent

Layer 2: Value Architecture

Layer 3: Economics

Layer 4: Market Constraints

Layer 5: Price Execution

Causal Sequence Integrity
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The foundational 'why' behind pricing — the strategic objective the price must serve. Four
archetypes: Penetration (price low to maximize adoption and market share, accepting
near-term margin sacrifice for long-term position), Extraction (price high to capture maximum
surplus from an established position with strong differentiation), Transition (price to migrate
customers across product tiers, usage levels, or generational shifts), and Deter (price to
discourage competitive entry or expansion into your market by compressing margins below
what new entrants can sustain).

The structural analysis of what economic value is created for the customer and what portion
of that value is capturable by the firm. Value created is the total willingness-to-pay envelope.
Value capturable is the subset the firm can realistically price for, constrained by substitutes,
switching costs, buyer power, and perception gaps. The delta between value created and
value capturable is the 'pricing leak' — value that exists but cannot be monetized.

The financial physics of the pricing model — four variables that define the feasible envelope:
(1) Cost to serve at different volume levels (floor price), (2) Price elasticity — how demand
responds to price changes in each segment, (3) Volume dynamics — whether scale changes
the unit economics favorably or unfavorably, and (4) Profit threshold — the minimum margin
required to fund operations, growth investment, and capital returns.

External realities that further narrow the feasible pricing envelope defined by economics: (1)
Competitive pricing — what alternatives cost and how competitors will respond to your
pricing, (2) Third-party partner economics — what margins channel partners, distributors, and
platform intermediaries require to carry and promote your product, and (3) First-party channel
economics — the cost structure of your own direct sales and distribution that must be funded
by the price.

The operational realization of Layers 1-4 across four dimensions: (1) Structure — the pricing
model architecture (per-seat, usage-based, flat-rate, tiered, hybrid), (2) Level — the actual
dollar amount at each tier or unit, (3) Migration path — how customers transition between
prices over time (grandfather, sunset, step-up, immediate), and (4) Execution & ops — billing
systems, discounting governance, approval workflows, exception handling, and sales
enablement materials.

The meta-principle that the five layers must be resolved in order because each constrains the
next. You cannot design price structure (Layer 5) without understanding market constraints
(Layer 4). You cannot assess market constraints without modeling economics (Layer 3). You
cannot model economics without defining value architecture (Layer 2). And none of it is
coherent without declared strategic intent (Layer 1). Populating only Layers 4-5 produces a
pricing decision, not a pricing strategy.

Force a single-word answer: is this product's pricing serving penetration, extraction, transition, or
deterrence? If the team cannot agree or tries to say 'all four,' the strategy is incoherent. Test
alignment: does every pricing decision made in the last 12 months reinforce the declared intent? If
more than 20% of decisions contradict it, the intent is aspirational, not operational.

Quantify value created using customer interviews, conjoint analysis, and revealed preference data.
Then map the constraints that reduce capturable value: available substitutes (cap WTP), low
switching costs (enable defection), buyer concentration (increases negotiation leverage), and
perception gaps (customers don't see value you deliver). If capturable value is less than 40% of
created value, the priority is fixing perception and switching costs before optimizing price.

Model the four variables independently then intersect them: plot the cost curve (where does marginal
cost flatten?), estimate elasticity by segment (run pricing experiments or use Van Westendorp),
project volume scenarios at different price points, and set the profit floor required by the business
model. The intersection of these four curves defines the feasible pricing envelope — the range
where economics work. Any price outside this envelope is unsustainable regardless of strategic
intent.

Map competitor price points and predict response patterns: which competitors will match, undercut,
or ignore your moves? Calculate required partner margins by channel (typically 20-40% for resellers,
15-25% for platforms) and ensure your price supports those margins while maintaining your profit
threshold. Model your own CAC, sales cycle cost, and support cost by channel. Any price that
doesn't fund all three channel types you use is structurally unsound.

Design structure to align with how customers perceive and consume value (usage-based if value
scales with usage, per-seat if value scales with users). Set levels using the feasible envelope from
Layers 2-4. Define migration paths before launching — retroactive pricing changes destroy trust.
Build discount governance: who can approve what percentage, under what conditions, with what
documentation. Track discount leakage monthly — it's typically 15-25% of list price and is the silent
killer of pricing strategy.

Audit your current pricing: for each layer, can you articulate a clear, documented answer? Where
gaps exist, that's where pricing breaks down. Use the 'strategy vs. decision' test: if someone asks
'why is the price $X?' and your answer starts at Layer 5 ('because the market is at $Y'), you have a
decision. If it starts at Layer 1 ('because we're in penetration mode to establish network effects
before competitors scale'), you have a strategy. Require all pricing proposals to address all five
layers before approval.
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Multi-Rail Monetization

Framework Diagram Framework Purpose

» Multi-Rail Monetization maps how businesses can generate revenue across multiple parallel payment and
delivery 'rails' — each with distinct economics, customer segments, and strategic functions. Rather than

MULTI-RAIL MONETIZATION ARCHITECTURE

MARGIN relying on a single revenue stream, sophisticated businesses layer complementary rails that serve different
ACQUISITION use cases while creating cross-rail switching costs and data advantages.
Free / low-cost entry m_»m_» Loss leader 8 W Referral bonuo 0-5% + This framework matters because single-rail businesses are structurally fragile. If your only rail is subscription
fees, you're exposed to churn. If it's transaction fees, you're exposed to volume fluctuations. Multi-rail
L J architectures create revenue resilience through diversification and strategic interdependence — each rail

I I I reinforces the others, and customers who use multiple rails are exponentially harder to displace.

» The practical application is designing a monetization architecture where each rail serves a distinct strategic

function: one for customer acquisition (low/no margin), one for core monetization (primary margin), one for
Subscription —> Txn fees —> —> Usage-baseu 4 . . q, ( 9 ) . . (p y . 9 .)‘ .
expansion revenue (high margin), and one for ecosystem lock-in (strategic). The sequence in which rails are

introduced matters as much as the rails themselves.

CORE REVENUE

Primary margin engine

25-40%

EXPANSION

Upsell & premium value

50-70%

Enterprise tier 2 2 Add-ons e o PremiumAPI L2 =&  White-label 50-70% Framework Development Approach

» Map every current and potential revenue stream as a distinct 'rail' with its own pricing model, cost structure,
I and customer segment. For each rail, define: (1) the value exchange — what does the customer receive, (2)
the pricing mechanism — how is value metered (per-use, subscription, commission, spread), (3) the unit

economics — revenue per unit minus marginal cost, and (4) the strategic function — acquisition, retention,
Analytics - bm o Marketplace G2 & Data licensing 80-90% expansion, or lock-in.

« Analyze rail interdependencies: which rails feed customers to other rails? Which rails generate data that

DATA / PLATFORM

Ecosystem monetization

80-90%

improves other rails? Which rails create switching costs that protect other rails? Map the customer journey

upsell data feed lock-in
across rails — the ideal architecture moves customers from low-friction entry rails to higher-margin rails over
3+ rails Sequence Each rail time. Measure cross-rail adoption rate: what percentage of customers on Rail A also adopt Rail B?
70-90% lower churn Pain — Revenue — LTV Must 1 LTV by >20%

» Design the rail introduction sequence: start with the rail that solves the most acute customer pain (even at

Design for multi-rail adoption, not single-rail optimization — each rail reinforces the others low/no margin), then layer rails that monetize the relationship. For each new rail, test: (1) does it increase

total customer lifetime value by >20%? (2) does it increase switching costs? (3) does it generate data that

Source: Fintech Domain improves the core product? If a new rail doesn't pass at least two of these tests, it's a distraction.
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Framework Element

Definition

Analytic Approach
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Rail Economics

Cross-Rail Synergy

Rail Introduction Sequencing

Defensive Rail Design
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The complete set of parallel revenue channels, each defined by its pricing
mechanism, cost structure, customer segment, and strategic role. A well-designed
architecture typically includes: an acquisition rail (free/low-cost to attract users), a
core monetization rail (primary revenue at healthy margins), an expansion rail
(premium services for power users), and a data/platform rail (monetizing insights or
access). Stripe exemplifies this: payment processing (core) + billing/invoicing
(expansion) + Atlas/incorporation (acquisition) + financial data products (platform).

The distinct unit economics profile of each rail — revenue per unit, marginal cost,
contribution margin, and scale characteristics. Different rails have fundamentally
different economics: transaction-based rails have variable revenue with low fixed
costs; subscription rails have predictable revenue with high fixed costs;
platform/marketplace rails have near-zero marginal cost but require scale for
viability; data rails have high upfront investment but exponential returns at scale.

The incremental value created when a customer uses multiple rails simultaneously
— measured as the increase in retention, revenue per customer, and switching
costs relative to single-rail customers. Cross-rail synergy is the core strategic
advantage of multi-rail architecture: customers using 3+ rails exhibit 70-90% lower
churn than single-rail customers. The synergy can be data-driven (more rails =
better personalization), operational (bundled workflows), or financial (bundled
pricing discounts).

The strategic order in which new rails are launched relative to the core product.
Sequencing determines whether new rails accelerate or distract from growth. The
optimal sequence follows the customer lifecycle: start with the rail that solves the
most painful problem (even unprofitably), establish the core monetization rail, then
layer expansion rails that increase LTV, and finally add platform rails that monetize
the data and ecosystem created by earlier rails.

The deliberate construction of rails whose primary purpose is competitive defense
rather than direct monetization. Defensive rails increase switching costs (making it
painful to leave), create data moats (generating proprietary insights competitors
lack), or occupy strategic positions (preventing competitors from establishing
footholds). A defensive rail may be marginally profitable or even subsidized — its
value is protecting the margin of core rails.

March 2026

Inventory every revenue line and classify by rail type. For each rail, calculate: revenue, growth
rate, contribution margin, customer overlap with other rails, and switching cost contribution.
Identify gaps: most businesses have a strong core rail but underdeveloped expansion and data
rails. Map the ideal customer lifecycle across rails — which sequence maximizes LTV? Benchmark
against best-in-class multi-rail operators in adjacent industries.

Build a per-rail P&L showing revenue, direct costs, contribution margin, and allocated overhead.
Compare contribution margins across rails — typically: data rails (80-90%), subscription rails
(70-85%), transaction rails (15-40%), and marketplace rails (10-25%). Model how each rail's
economics change at 2x and 5x current volume. Identify which rails exhibit operating leverage
(fixed-cost heavy) vs. linear scaling (variable-cost heavy) and invest accordingly.

Segment customers by number of rails adopted and compare: retention rate, revenue per
customer, support cost, and NPS across segments. Calculate the 'multi-rail premium' — the
revenue uplift from each additional rail adopted. Track cross-rail conversion funnels: what
percentage of Rail A users adopt Rail B within 12 months? Identify blockers. Design incentives
(bundled pricing, free trials, integrated workflows) that accelerate multi-rail adoption.

For each potential new rail, evaluate on three criteria: (1) Pain alignment — does it solve a
problem customers already tell you about? (2) Infrastructure leverage — can you build it on
existing technology and data assets? (3) Economic contribution — does it increase total customer
LTV by >20%? Prioritize rails that score high on all three. Sequence so each new rail builds on
capabilities and data from previous rails — never launch a rail that requires entirely new
infrastructure and new customer segments simultaneously.

Identify your most vulnerable competitive flanks: where could a competitor enter and begin
displacing your core rail? Design rails that occupy those positions preemptively. Evaluate each
potential defensive rail on: switching cost contribution (how much harder to leave?), data
contribution (what unique insights does it generate?), and competitive blocking value (which
competitor strategies does it neutralize?). Defensive rails should require minimal incremental
investment and maximum strategic leverage.

Strategy Frameworks - Layer4 /7




Business Designh — Advanced

Platform Economics

Framework Diagram Framework Purpose

Multi-sided markets: asymmetric pricing creates cross-side network effects » Platform Economics analyzes the unique dynamics of multi-sided markets where a platform creates value by
facilitating interactions between two or more distinct participant groups. The core insight is that platform pricing must

be asymmetric — one side is typically subsidized to attract the side that's harder to recruit, and the platform captures
value from the side with higher willingness to pay.

« This framework matters because platform businesses operate under fundamentally different rules than traditional

businesses. Standard pricing logic (cost-plus, value-based) breaks down when the presence of one customer group
PLATFORM
SUBSIDY SIDE MONEY SIDE creates value for another group. Getting the subsidy structure wrong is the #1 reason platform businesses fail — they
M‘ Matching Engine m either charge the wrong side or fail to reach critical mass on either side.
(Supply / Producers) (Demand / Consumers) ) o o o ) ) )
p . . « The practical application is designing the pricing, subsidy, and governance architecture that creates sustainable
Sellers Discovery O cross-side network effects. This means identifying which side to subsidize, how to price the money side, when to shift
L J from growth to monetization, and how to manage the ongoing tension between maximizing platform value and
- N Transaction \ extracting platform revenue.
Drivers Riders
- 7 Trust / Gov.
«— subsidy]| «— revenue :
Creators Viewers
L J Data / Insights Framework Development Approach
s ) » Identify all participant sides on your platform and map the value flow between them. For each side, determine: (1)
Developers Users their willingness to pay for access to the other side, (2) the cost to acquire and retain them, (3) how much value they
L J create for the other side(s), and (4) their outside options. The side with fewer outside options and higher willingness

to pay is the 'money side'; the side whose presence creates the most value for others is the 'subsidy side.'

» Design the cross-side subsidy structure: the subsidy side pays below cost (often free) to reach critical mass, funded

by the money side paying above cost. Calculate the 'subsidy ratio' — for every $1 in subsidy to Side A, how much

incremental revenue does Side B generate? The ratio must exceed 1.0 for the platform to be viable. Track the
'interaction rate' — the frequency and quality of cross-side transactions — as the core health metric.
Subsidize both Subsidi I 1 Tak Data prod . . . . . . -
o e arerate 1@ products * Model the platform lifecycle: (1) Seeding — subsidize both sides to reach minimum viable liquidity, (2) Growth —

subsidize the harder side, monetize the easier side, (3) Maturity — reduce subsidies, increase take rates as switching
costs lock in participants, (4) Optimization — introduce premium tiers, data products, and adjacent services. At each
stage, the pricing architecture must evolve — what works at seeding kills you at maturity.

Getting the subsidy structure wrong is the #1 reason platform businesses fail — charge the right side

Source: Rochet & Tirole
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The phenomenon where increasing participation on one side of a platform increases the
value for participants on the other side(s). More drivers make Uber more valuable for
riders; more riders make it more valuable for drivers. Cross-side network effects are the
primary source of platform defensibility — once established, they create a self-reinforcing
cycle that is extremely expensive for competitors to replicate. The strength of cross-side
effects determines whether a market will support one dominant platform or multiple
competitors.

The deliberate asymmetric pricing structure where one side pays below cost (the subsidy
side) to attract participation, funded by above-cost pricing on the other side (the money
side). The subsidy can be financial (free access, below-cost services), experiential
(superior free tier, priority matching), or transactional (waived fees, guaranteed
minimums). The subsidy side is chosen based on which side is harder to attract, which
side creates more value for the other, and which side has lower price sensitivity.

The minimum level of participation on each side required for the platform to deliver its
core value proposition — the 'chicken-and-egg' threshold. Below critical mass, the
platform fails to generate enough interactions to retain participants. Above it, network
effects kick in and growth becomes self-reinforcing. Liquidity is the quality dimension of
critical mass: not just enough participants, but enough active, engaged participants to
ensure reliable matching, transactions, or interactions.

The specific mechanisms through which the platform captures revenue from the money
side: transaction fees (percentage of each interaction value), access fees (subscription for
platform access), enhanced placement (premium visibility or priority matching), and data
products (insights derived from platform activity). The key tension is that higher take rates
reduce transaction volume — the platform must balance revenue extraction with
maintaining the interaction rate that makes the platform valuable.

The evolution of platform strategy across four stages, each requiring fundamentally
different pricing, subsidy, and governance approaches: (1) Seeding — subsidize
aggressively, acquire both sides below cost, focus on interaction quality over quantity; (2)
Growth — subsidize the supply side, begin monetizing the demand side, invest in
matching/discovery; (3) Maturity — reduce subsidies, increase take rates, add premium
tiers; (4) Optimization — launch adjacent products, monetize data, expand into new
verticals.

March 2026

Measure cross-side elasticity: for a 10% increase in Side A participants, how much does
Side B engagement increase? Strong platforms show 5-15% cross-side elasticity. Map the
direction of value flow — which side's growth drives the most value for the other? This
determines subsidy priority. Test for diminishing returns: at what point does adding more
Side A participants stop meaningfully increasing Side B value? This reveals the platform's
natural scale ceiling.

For each side, calculate the 'subsidy multiplier' — for every $1 subsidized to this side, how
much incremental revenue does the other side generate? If subsidizing Side A by $1
generates $3 in Side B revenue, the multiplier is 3x. Optimal subsidy allocation goes to the
side with the highest multiplier. Monitor the 'subsidy dependency' metric: what percentage of
subsidy-side participants would leave if the subsidy were reduced by 50%? High
dependency signals a fragile platform that hasn't built real switching costs.

Define the minimum viable liquidity for your platform: what is the minimum number of
transactions, matches, or interactions per participant per time period that constitutes a
satisfactory experience? Work backward from this to determine the required participation
levels on each side. Solve the chicken-and-egg problem through: single-player utility (the
platform is useful even without the other side), supply seeding (create initial supply through
partnerships or direct onboarding), or demand concentration (launch in a narrow geographic
or demographic segment to achieve local critical mass).

A/B test take rate sensitivity: for each 1% increase in platform fee, how much does
transaction volume decline? Most platforms have a 'Laffer curve' where revenue peaks at a
specific take rate — typically 10-20% for marketplaces, 2-3% for payment platforms, and
15-30% for app stores. Layer multiple pricing mechanisms to avoid over-reliance on any
single one. Monitor the 'revenue per interaction' metric alongside total interaction volume —
if monetization is killing interactions, the platform is eating its own seed corn.

Identify your platform's current lifecycle stage by measuring: participation growth rate
(declining = maturity), subsidy dependency (high = still in growth), take rate trajectory
(increasing = entering maturity), and competitive intensity (increasing = market maturation).
At each stage, ask: 'What is the binding constraint?' Seeding: chicken-and-egg. Growth: unit
economics sustainability. Maturity: monetization without destroying network effects.
Optimization: adjacent expansion without defocusing the core.
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Token / Incentive Design

Framework Diagram

SYSTEM OBJECTIVE

Desired collective behavior outcome

INCENTIVE
COMPATIBLE

Optimal individual Participation beats Total rewards <
strategy = system goal

non-participation total value created
Does self-interest

Is joining always Can the system
5 5 A 5 8 o
! align with objective? J ¢ better than not? ) ! afford its rewards? )

TOKEN / REWARD LIFECYCLE

INDIVIDUALLY
RATIONAL

BUDGET
BALANCED

ROBUST

Works even under
adversarial play

Does it survive
gaming attempts? )

\

O o

Sybil resistance
Identity verification

EARN UTILITY GOVERN SCARCITY Wash trade detection
Desired behaviors Tokens unlock Holders influence Mechanisms prevent g e f”;’]”"””g
generate tokens access & services system rules value dilution iminishing returns

Marginal reward decay

Progressive verification
Escalating proof levels

Reinforcing cycle: scarcity drives value — value drives participation — participation drives earning

If participants are gaming your system, the system is poorly designed — not the participants

Source: Crypto / Mechanism Design
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Framework Purpose

Token / Incentive Design applies mechanism design principles to align participant behavior with system objectives
through carefully structured rewards, penalties, and governance rights. While originating in cryptocurrency and
blockchain, these principles apply broadly to any system that needs to coordinate decentralized participants —
loyalty programs, marketplace incentives, developer ecosystems, and internal organizational incentives.

This framework matters because traditional incentive structures (salaries, commissions, discounts) are blunt
instruments that often produce unintended behaviors. Mechanism design provides a rigorous mathematical
foundation for designing incentive systems where each participant's individually rational behavior produces
collectively optimal outcomes. The insight: if participants are gaming your system, the system is poorly designed, not
the participants.

The practical application is designing incentive architectures that are self-reinforcing — where early participation is
rewarded, sustained engagement compounds, and the system becomes more valuable as more participants join.
This applies to customer loyalty (earn-and-burn vs. status tiers), marketplace supply management (dynamic pricing,
guaranteed minimums), developer ecosystems (revenue sharing, API credits), and organizational performance
systems.

ANTI-GAMING

Framework Development Approach

Define the system objective function: what specific behavior do you want to incentivize? Map every participant
type and their individual incentives — what does each participant want? Where do individual incentives diverge
from system objectives? Design mechanisms that realign individual and collective incentives: reward
structures, commitment devices, reputation systems, and governance participation.

Apply the four principles of mechanism design: (1) Incentive compatibility — each participant's optimal strategy
should align with the system's objective; (2) Individual rationality — participation must be better than
non-participation for each participant; (3) Budget balance — the total rewards paid out cannot exceed the total
value created; (4) Robustness — the mechanism must work even when participants are strategic and
self-interested.

Design the token/reward lifecycle: (1) Earning — how do participants acquire tokens/points through desired
behaviors? (2) Utility — what can tokens be exchanged for, and does utility increase with system growth? (3)
Governance — do token holders influence system rules? (4) Scarcity — what mechanisms prevent dilution
and maintain token value? Test the design against adversarial scenarios: how would a rational, self-interested
participant exploit this system?
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The mathematical framework for designing rules that produce desired outcomes when
participants act in their own self-interest. Four core principles govern all well-designed
incentive systems: (1) Incentive compatibility — participants maximize their own utility by
also maximizing system utility, (2) Individual rationality — every participant is better off
participating than not, (3) Budget balance — total rewards < total value created, (4)
Robustness — the mechanism works under adversarial conditions where participants
strategically optimize.

The mechanisms through which a token (or point, credit, reward unit) derives and
sustains value. Utility can be: transactional (used to pay for services), access-based
(required for premium features), governance (voting rights on system decisions), or
speculative (expected future value appreciation). The strongest token designs combine
multiple utility types so that demand for the token grows as the system grows — creating
a reflexive loop where token value and system adoption reinforce each other.

The complete structure of rewards, penalties, and commitment mechanisms that guide
participant behavior. A well-designed architecture includes: earning mechanisms (how
participants acquire rewards through desired behaviors), spending mechanisms (how
rewards are redeemed), tiering/status systems (progressive benefits that reward
sustained engagement), penalty mechanisms (costs for undesirable behavior), and
lock-up/vesting mechanisms (time-based constraints that reward commitment over
short-term extraction).

Mechanisms that prevent participants from exploiting the incentive system through
manipulation, fraud, or adversarial behavior. Common attack vectors include: Sybil
attacks (creating multiple identities to multiply rewards), wash trading (artificial
transactions to earn rewards), reward farming (optimizing exclusively for reward
extraction with minimal genuine participation), and governance attacks (accumulating
voting power to change rules in self-interest). Every incentive system faces these threats
— the question is when, not if.

The mechanisms through which system participants influence the rules, parameters, and
evolution of the incentive system itself. Governance determines how reward rates are
adjusted, how new features are prioritized, how disputes are resolved, and how the
system adapts to changing conditions. The key tension: too little governance leads to
ossified systems that can't adapt; too much governance leads to capture by motivated
minorities and decision paralysis.

For each incentive mechanism, formally verify all four principles. Incentive compatibility: model each
participant type's optimal strategy under the proposed rules — does it align with system objectives?
Individual rationality: calculate the expected value of participation vs. non-participation for each
participant type at each engagement level. Budget balance: model total reward payouts vs. total value
created at 1%, 5x, and 10x current scale. Robustness: identify the top 3 adversarial strategies a rational
participant could employ and verify the mechanism still produces acceptable outcomes.

Map every current and planned utility for your token/reward unit. For each utility, estimate: demand
elasticity (how sensitive is usage to token price changes?), competitive alternatives (can participants get
this utility without the token?), and growth correlation (does utility increase as the system grows?). The
ideal token has at least one utility that is exclusive (cannot be obtained without the token) and one that
scales with network size. Monitor the velocity metric: how quickly do tokens change hands? High velocity
suggests tokens are treated as transactional, low velocity suggests store-of-value behavior.

Design the incentive stack in layers: Layer 1 — Immediate rewards for desired actions (points per
transaction, badges for milestones). Layer 2 — Progressive benefits for sustained engagement (tier
upgrades, rate improvements). Layer 3 — Commitment mechanisms that reward long-term participation
(vesting schedules, loyalty multipliers). Layer 4 — Governance participation that gives stakeholders
voice in system evolution. Each layer should amplify the ones below it — Layer 2 rewards should make
Layer 1 rewards more valuable.

For each attack vector, model the expected payoff to the attacker vs. the detection and penalty cost.
Design mechanisms where the cost of gaming exceeds the benefit: proof-of-stake (participants must lock
value as a bond), reputation systems (rewards scale with verified history), diminishing returns (marginal
reward per action decreases), and progressive verification (higher rewards require higher identity/activity
verification). Conduct formal adversarial analysis: hire a red team to attempt system exploitation before
launch. Monitor for anomalous patterns: transaction clustering, reward velocity spikes, and participation
patterns that match known gaming strategies.

Design governance as a layered system: (1) Parameter governance — routine adjustments to reward
rates, fee levels, and thresholds, decided by qualified participants with demonstrated expertise; (2)
Feature governance — decisions about new capabilities or mechanism changes, requiring broader
participation and higher approval thresholds; (3) Constitutional governance — fundamental changes to
system principles, requiring supermajority and long deliberation periods. Protect against governance
capture: implement delegation systems, quadratic voting (where influence scales with square root of
stake), and time-locked proposals that allow exit before implementation.
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Transaction Cost Economics

Framework Diagram
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Match governance to transaction attributes — not ideology, not tradition, not inertia

Source: Coase / Williamson
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Framework Purpose

Explains why firms exist and where their boundaries should be drawn — answering 'make vs buy
with analytical rigor, not instinct

Identifies the transaction cost drivers (asset specificity, uncertainty, frequency) that determine
whether activities should be internalized or contracted

Provides a governance logic: markets for generic transactions, hierarchies for specific ones, and
hybrids for intermediate cases

Exposes how behavioral realities — bounded rationality and opportunism — make governance
design the core strategic choice

Framework Development Approach

Map each critical activity and classify its asset specificity (physical, site, human, dedicated,
temporal, brand)

Assess uncertainty and transaction frequency for each activity to determine governance cost
drivers

Compare governance costs across market, hybrid, and hierarchy structures for each
high-specificity activity

Design the boundary of the firm by internalizing high-specificity, high-uncertainty activities and
outsourcing generic ones

Stress-test decisions against opportunism risk: where are you exposed to hold-up, and does your
governance structure protect you?
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Transaction Cost Economics

Framework Element

Definition

Analytic Approach

Transaction Costs

Asset Specificity

Behavioral Assumptions

Governance Structures

Firm Boundary Decision

StrategyConsulting.xyz - Resources -

The costs of discovering prices, negotiating contracts, and enforcing agreements —
distinct from production costs. Include search/information costs, bargaining costs,
and policing/enforcement costs.

The degree to which an asset is specialized to a particular transaction. Six types:
physical, site, human capital, dedicated, temporal, and brand name capital. The
single most important variable in the framework.

Bounded rationality means actors intend to be rational but can't foresee all
contingencies — contracts are necessarily incomplete. Opportunism means actors
will exploit information asymmetries for self-interest.

Three archetypal modes: Market (price-based, low admin cost), Hierarchy
(authority-based, high admin but low opportunism cost), and Hybrid (relational
contracts, alliances, JVs, franchises). Each has different cost profiles.

The integration decision: which activities sit inside the firm vs outside. Not a binary
choice — firm boundaries are a portfolio of governance decisions across the value
chain. The discriminating alignment hypothesis: match governance to transaction
attributes.

March 2026

Itemize non-production costs for each major activity
Benchmark internal coordination costs vs external contracting costs
Identify where transaction costs exceed production cost savings from outsourcing

Score each critical activity on the six types of asset specificity
High specificity — internalize (hold-up risk too great to outsource)
Low specificity — use market contracts (fungible suppliers, competitive pricing)

Test each contract for completeness gaps — what can't you specify?
Identify opportunism exposure: where does counterparty have leverage?
Design safeguards: credible commitments, hostages, monitoring

Map each activity to its natural governance mode based on asset specificity

Compare total governance costs (admin + opportunism + maladaptation)

Shift mode when transaction characteristics change (e.g., asset becomes commoditized — move
to market)

Construct a make-vs-buy matrix for all critical activities

Align governance mode with asset specificity x uncertainty x frequency

Revisit boundaries as technology reduces transaction costs (e.g., digital platforms lower
search/contracting costs, shifting boundaries outward)
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