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An optimized public price list can boost profits by up to five percent. This potential increase 
in profit remains available to those who align their price setting with changes in market de-
mand. There is currently disconnect between trends in demand and the charged items. While 
demand for services and special product features increases, low inflation rates are putting 
high pressure on traditional product prices. However, companies continue to increase product 
prices. This continued focus on product price is accelerating the demand for lower prices from 
resellers on grey markets and making the task of e-retailers easier. This white paper explores 
key pricing challenges and details a new systematic approach to tackle those challenges and 
continue to raise sales and profits. Olivier Dallemagne is a Director in the Brussels office of 
Monitor Deloitte. He can be reached at odallemagne@deloitte.com. Cindy Coulier is a Man-
ager in the Brussels office of Monitor Deloitte. She can be reached at ccoulier@deloitte.com.

Public List Price Optimisation  
for Sustainable Profits

CONTINUED ON NEXT PAGE �

Figure 1

P
ublic price lists are the bedrock of price setting. They 
inform customers about prices; good lists describe the 
most valued products and services attributes. An opti-
mal price list can boost profits by up to five percent. Yet 

managers have never had as many doubts regarding the setting 
of their next public price list. The additional profit potential from 
this exercise will continue to be available for capture if new am-
biguities on optimal price setting are resolved.

How do you combine the increased price transparency of the 
digital channel and the public price guidance for traditional “brick 
and mortar” activities? How do you handle the visible price gaps 
in the markets generated by new players like parallel traders and 
internet discounters? How do you charge for services that used 
to be implicitly included in the brand premium? Let’s talk about 
pitfalls, tips and tricks, and how analytics can help you to man-

age the increased price transparency and prepare your next 
public price list.

New market dynamics are shaping the playing field. Failing to an-
ticipate these market changes can lead to companies competing 
with themselves across borders, competing with resellers or e-
retailers who sell at dumping prices, and ultimately an increase in 
customer price sensitivity, lower customer value perception and 
severe pressure on pricing. In addition, this creates the risk of be-
ing perceived as unfair or inconsistent in pricing, with a negative 
impact on sales volumes, which can further impact overall profits.

Despite these disruptions shaping the market, companies’ list 
prices are still set according to traditional methodologies. Com-
panies in manufacturing traditionally apply a markup on product 

Public List Price Optimisation for Sustainable Profits 
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Challenges from global 
markets 
Public list prices should be a reliable yardstick for sales and customers. However, this 
yardstick is no longer reliable as recent market developments are creating disconnect 
between the public list price and the observed net price.

When senior managers are asked what the 
main challenges they are facing in setting 
their next prices, it is often the increasing 
challenge of establishing a list price that 
provides reliable guidance on their offering 
across all countries and channels. 

The public price list is in many cases no 
longer a trusted yardstick for sales and 
customers as several aspects of the 
markets are insufficiently reflected in the 
list price to reflect reality. The traditional 
process for setting list prices has become 
severely inadequate in recent years.

Some of the key market aspects that challenge the traditional process for setting list prices are: 

Increasing globalisation with 
more free trade and cross border 
movements: With the emergence of 
digital trade, boundaries fade. This shift 
goes hand in hand with eased regulation 
on cross-border trade. Added to this, 
customers more frequently organise their 
procurement on a global or regional level 
changes the playing field for multinational 
corporations

 • Decreasing prices of products versus 
increasing prices in services:  
There has been negative inflation on  
the product price index over the past  
few years versus positive inflation on  
the service price index, both within B2B 
and B2C1.

 • Increasing price transparency in 
omni-channel markets: Although the 
internet still doesn’t offer perfect price 
transparency, customers increasingly 
use multiple channels (mobile, online, 
telephone, etc.) to research products 
and attributes, compare prices and 
make their purchases. This primarily 
impacts the B2C and B2B2C markets, but 
increasingly also B2B. The perception 
exists, often wrongly, that better 
deals can be found online and it is in 
companies’ best interests to take optimal 
advantage of the opportunities offered 
via digital sales.

Public List Price Optimization for sustainable profits © 2016 Deloitte Belgium 1 

List prices are too distant from net prices and need to become 
plausible yardsticks for sales to guide the customer in making 
choices 

Implication for Public List Prices 

List Price Discount NET List Price Discount NET List Price Discount NET List Price Discount NET 

Year 1 +3% increase +4% increase +2,5% increase 
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Illustration: List Prices losing relevance as a trusted yardstick for sales

Public List Price Optimisation for Sustainable Profits
How Product and Pricing Managers can boost profits in 
omni-channel and why the CEO should be aware
Olivier Dallemagne 
Cindy Coulier
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Figure 2: How do you set Public List Prices? 

costs, typically on a country level for “brick & mortar” distributors, 
which in turn pass the list to their own customers or re-shuffle 
them with their own grid of markups.

However, companies can adapt their methodology and continue 
to benefit from Public List Price Optimisation (PLPO) if they are 
able to align their price setting with changes in market demand, 
clearly stating their product value and service attributes and 
harmonising their public list prices in this new international and 
increasingly transparent environment.

Fortunately, it is possible to resolve the new market ambiguities 
through advanced price analytics, allowing companies to con-
tinue optimising product pricing and capture the associated un-
tapped profit potential.

This white paper will explore the key challenges and a new sys-
tematic approach that can be implemented by companies in order 
to capture this untapped profit potential.

Challenges from global markets
Public list prices should be a reliable yardstick for sales and cus-
tomers. However, this yardstick is no longer reliable as recent 
market developments are creating disconnect between the public 
list price and the observed net price.

When senior managers are asked what the main challenges they 
are facing in setting their next prices, it is often the increasing 
challenge of establishing a list price that provides reliable guid-
ance on their offering across all countries and channels.

The public price list is in many cases no longer a trusted yard-
stick for sales and customers as several aspects of the markets 
are insufficiently reflected in the list price to reflect reality. The 
traditional process for setting list prices has become severely 
inadequate in recent years.

Some of the key market aspects that challenge the traditional 
process for setting list prices are:

Increasing globalisa-
tion with more free 
trade and cross border 
movements: With the 
emergence of digital trade, 
boundaries fade. This shift 
goes hand in hand with 
eased regulation on cross-
border trade. Added to 
this, customers more fre-
quently organise their pro-
curement on a global or 
regional level changing 
the playing field for multi-
national corporations

• Decreasing prices 
of products versus 
increasing prices in 
services: There has 
been negative infla-

tion on the product price index over the past few years ver-
sus positive inflation on the service price index, both within 
B2B and B2C1.

• Increasing price transparency in omni-channel mar-
kets: Although the internet still doesn’t offer perfect price 
transparency, customers increasingly use multiple chan-
nels (mobile, online, telephone, etc.) to research products 
and attributes, compare prices and make their purchases. 
This primarily impacts the B2C and B2B2C markets, but in-
creasingly also B2B. The perception exists, often wrongly, 
that better deals can be found online and it is in companies’ 
best interests to take optimal advantage of the opportunities 
offered via digital sales.

In over 70 recent list price projects, we observed similar limita-
tions in the price setting methodologies. This is also confirmed in 
a recent review on a sample of B2B2C and B2B public list prices.
Companies in manufacturing mainly continue to apply markups 
and price increases on product prices at national level with lim-
ited coordination between countries and channels.

As few as 15% of companies add occasional Value Added Ser-
vices (VAS) to their offers and it is rare to see players who use 
VAS as a true means to differentiate and capture strategic ad-
vantages in comparison to their competition. The potential on 
service pricing is huge and if done correctly, this can really help 
to capture the untapped profit potential. Less than 10% truly in-
tegrate their product prices across channels and only 15% man-
age to optimise product prices internationally.

The observed gap between the traditional public price list and 
market reality creates ambiguities about the value perception of 
a company’s offerings. Yet the majority of companies observed 
still focus mainly on standard product pricing on a country by 
country level.

Companies will need to increase their competency level on ser-
vice pricing, international harmonisation and channel manage-

Public List Price Optimisation for Sustainable Profits
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In over 70 recent list price projects, 
we observed similar limitations in the 
price setting methodologies. This is also 
confirmed in a recent review on a sample 
of B2B2C and B2B public list prices. 
Companies in manufacturing mainly 
continue to apply markups and price 
increases on product prices at national 
level with limited coordination between 
countries and channels.

As few as 15% of companies add occasional 
Value Added Services (VAS) to their offers 
and it is rare to see players who use VAS as 
a true means to differentiate and capture 
strategic advantages in comparison to 
their competition. The potential on service 
pricing is huge and if done correctly, this 
can really help to capture the untapped 
profit potential. Less than 10% truly 
integrate their product prices across 
channels and only 15% manage to optimise 
product prices internationally.

The observed gap between the traditional 
public price list and market reality creates 
ambiguities about the value perception of 
a company’s offerings. Yet the majority of 
companies observed still focus mainly on 
standard product pricing on a country by 
country level.

Companies will need to increase their 
competency level on service pricing, 
international harmonisation and channel 
management if they want to continue to 
successfully capture profit opportunities.

Public List Price Optimization for sustainable profits© 2016 Deloitte Belgium 1

Product pricing at national level is still the main focus, with few 
service pricing or international & channel price harmonization

Current usage of Public List Prices

Source: Deloitte analysis of B2B prominent companies’ public list prices

Current characteristic of 
Public List Price

Public List Price characteristic 
that can be optimised

0% 20% 40% 60% 100%80%

National InternationalGeographical	scope	of	Public	List	
Prices

No YesPrice	differentiated	per	Sales	
Channel

No YesPrices	expressed	in	terms	of	
product’s	total	cost	of	ownership

NoPrice	includes	an	‘environment	
surcharge’

No YesPossibility	to	customise	products

No YesPublic	List	Price	includes	services

How do companies set their Public List Prices? Insights from an analysis of major B2BC firms (n=15) in materials & chemicals: 
• 64% of sampled companies express their PLPs in function of their product’s total cost of ownership
• Only a moderate share of firms offer services relating to their products
• Price differentiation per Sales Channel remain low. 86% of List Prices are valid across-channel. 
• Firms still lag behind in terms of customization possibilities, with only a few companies allowing willing-to-pay customers to 

order tailor-made products

• How do you set Public List Prices?

Illustration: Deloitte Analysis of prominent public list prices in B2B2C
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Figure 3ment if they want to contin-
ue to successfully capture 
profit opportunities.

The way forward 
on Public List Price 
Optimisation
While list prices today are 
usually set at product and 
country level, other di-
mensions will be reviewed 
throughout this paper: ser-
vice list pricing, cross-
border international price 
management and channel 
price management, includ-
ing the specifics of omni-
channel strategies.

Helping an organisation 
to set a new price list is a 
multi-step process that be-
gins with a joint effort from 
sales and marketers to design the new product public list price 
structure according to price sensitivity categories. A good struc-
ture guides customers smoothly across product groups and vari-
ous service levels in an omni-channel and international context.

Once the price structure is set, the sales and marketing teams will 
select an anchor product that best represents each product price 
group and set a price that optimises margin and volume levels 
for a reference country. An international perspective will already 
have been taken into account. The next step is to set a price for 
each visible product attribute from the price list so that hundreds 
or thousands of products can have their price tag set relative to 

the anchor products. Attributes are an important cornerstone for 
successful price differentiation among countries, channels and 
competitors. Service is an increasingly important attribute and 
optimising service list prices is a key next step. Finally, product 
and service prices are adapted by country and channel.

Optimising product list prices
In this new world, value pricing is applied and new sensible price 
attributes and categories are created to adapt to changing cus-
tomer demand, making full use of anchor products, adjacent 
products and attribute volume simulations.

Setting product list prices in a smart way can help combat price 
pressure. In addition to the techniques described above, new 
developments allow us to go even further in Public List Price 
Optimisation.

Grouping products by price sensitivity 
In order to establish a good understanding of the flexibility in price 
setting across the full offer, products will need to be categorised 
according to the impact they have on the price perception in 
the market. A climate-control device producer recently experi-
enced the lost profit opportunities from sub-optimal list pricing: 
Ventilation customers were more price-sensitive when purchas-
ing commodity pipes than specialty products. By adjusting the 
price structure to reflect the differences between commodity 
and specialty products the procedure achieved a net sales in-
crease of 1.5%.

Attributes that matter
Four recent criteria are driving the need for additional price dif-
ferentiation and new categories to be added for establishing 
public list price according to Deloitte research:

1. Purchasing place: internet or in-store

2. Value of the product in a solution price

Public List Price Optimisation for Sustainable Profits 
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The way forward on PLPO 

While list prices today are usually set at product and country level, other dimensions 
will be reviewed throughout this paper: service list pricing, cross-border international 
price management and channel price management, including the specifics of 
omni-channel strategies.

Helping an organisation to set a new price 
list is a multi-step process that begins with 
a joint effort from sales and marketers to 
design the new product public list price 
structure according to price sensitivity 
categories. A good structure guides 
customers smoothly across product 
groups and various service levels in an 
omni-channel and international context.

Once the price structure is set, the sales 
and marketing teams will select an anchor 
product that best represents each product 
price group and set a price that optimises 
margin and volume levels for a reference 
country. An international perspective will 
already have been taken into account. The 
next step is to set a price for each visible 
product attribute from the price list so 

that hundreds or thousands of products 
can have their price tag set relative to 
the anchor products. Attributes are an 
important cornerstone for successful price 
differentiation among countries, channels 
and competitors. Service is an increasingly 
important attribute and optimising service 
list prices is a key next step. Finally, product 
and service prices are adapted by country 
and channel.

Four-step approach

1 Optimising product list prices 

• Group products by price sensitivity
• Use anchor product pricing
• Use adjacent product pricing
• Attribute volume simulations

Optimising service list prices
• Segment customers’ priorities
• Identify Value Added Services (VAS)
• Define pricing schemes

International price adjustments
• Track the markets at risk 
• Differentiate pricing across trade partners
• Adapt pricing to pull end-customers

Channel price adjustments

• Identify products by channel
• Adapt price strategy by channel
• or re-enforce off-line value and consistent base offer  
   pricing across channels

1

2

3

4
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Optimising product list prices

In this new world, value pricing is applied and new sensible price attributes and 
categories are created to adapt to changing customer demand, making full use of 
anchor products, adjacent products and attribute volume simulations.

Setting product list prices in a smart way 
can help combat price pressure. In addition 
to the techniques described above,  
new developments allow us to go even 
further in PLPO. 

Grouping products by price sensitivity
In order to establish a good understanding 
of the flexibility in price setting across 
the full offer, products will need to be 
categorised according to the impact they 
have on the price perception in the market. 
A climate-control device producer recently 
experienced the lost profit opportunities 
from sub-optimal list pricing: Ventilation 
customers were more price-sensitive when 
purchasing commodity pipes than specialty 
products. By adjusting the price structure 
to reflect the differences between 
commodity and specialty products the 
procedure achieved a net sales increase  
of 1.5%.

Attributes that matter
Four recent criteria are driving the need 
for additional price differentiation and new 
categories to be added for establishing 
public list price according to Deloitte 
research:

1. Purchasing place: internet or in-store
2. Value of the product in a solution price
3. Environmental friendliness
4. Level of customisation

Each of these aspects can drive important 
price differences and give the opportunity 
to differentiate from the competition.

When going online, different public list 
prices may be published simultaneously, 
as internet retailers have different price 
policies, some focusing on discounting 
while others play more on convenience. 
Later in this paper we explain how to deal 
with these differences in more detail. 

Offering a complete end-to-end solution 
can decrease the price sensitivity on the 
individual product price. A manufacturer 
of gas regulators was facing important 
pressure from China on fittings and 
security accessories. After having packaged 
all the materials needed for successful 
installation, thereby offering convenience 
to plumbers, the key distributors decided 
to offer only the complete solutions at 
higher prices 

Positioning more environmentally friendly 
products may be a great opportunity 
or threat to the traditional offer. A few 
years ago, major cement players decided 
to reposition the most commonly used 
cement in the key North American market. 
The new price included a pollution 
surcharge for higher CO2 emissions and 
the less polluting limestone cement, with 
cheaper production costs, was priced 
at the level of the most commonly used 
cement. This turned out to be a great 
success for overall profitability.

 “Algorithmic unified price 
optimisation remains an 
opportunity for CIOs as 
they prepare for digital 
business.“

Cfr. Industry analyst Robert Hetu of 
Gartner Inc.

“Algorithmic unified price optimisation 
remains an opportunity for CIOs as they 
prepare for digital business.”

— Cfr. Industry analyst  
Robert Hetu of Gartner Inc. 
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3. Environmental friendliness

4. Level of customisation

Each of these aspects can drive important price differences and 
give the opportunity to differentiate from the competition.

When going online, different public list prices may be published 
simultaneously, as internet retailers have different price policies, 
some focusing on discounting while others play more on con-
venience. Later in this paper we explain how to deal with these 
differences in more detail.

Offering a complete end-to-end solution can decrease the price 
sensitivity on the individual product price. A manufacturer of gas 
regulators was facing important pressure from China on fittings 
and security accessories. After having packaged all the materials 
needed for successful installation, thereby offering convenience 
to plumbers, the key distributors decided to offer only the com-
plete solutions at higher prices.

Positioning more environmentally friendly products may be a great 
opportunity or threat to the traditional offer. A few years ago, 
major cement players decided to reposition the most commonly 
used cement in the key North American market. The new price 
included a pollution surcharge for higher CO2 emissions and the 
less polluting limestone cement, with cheaper production costs, 
was priced at the level of the most commonly used cement. This 
turned out to be a great success for overall profitability.

Last but not least, developments in additive manufacturing could 
dramatically increase the share of customised products and solu-
tions. Fortunately, product market analytics allow a manufacturer 
to accurately identify how customers will value certain products 
or product attributes and their likely impact on sales.

Anchor product pricing
Anchor products are those products that can work as a refer-
ence point for a large number of other products, often contain-
ing similar characteristics or attributes that help to determine 
the price rationale.

The prices are initially set for the anchor products using various 
methods of value assessment, ranging from direct and indirect 
questioning to expert estimates or even conjoint analysis. In a 
second step, the relative value of the other products is assessed.

Adjacent product pricing
The price sensitivity of adjacent products is often lower than that 
of core products. Think about renovating your bathroom or your 
kitchen: you will scrutinise the price of your key elements, such 
as the shower or the sink, but you have no clue how much the 
piping costs to get everything installed. However, increasing the 
pricing on adjacent products in the offer can make a big differ-
ence in overall profitability.

Measuring the impact of  
certain attributes on 
volumes
Based on the utility points obtained 
for each of the attributes for a prod-
uct, willingness-to-pay can be calcu-
lated and estimates of volume impact 
when adding or removing certain at-
tributes can be analysed. Advanced 
analytics allow us to model these 
simulations more fully than ever 
before and determine your optimal 
product attribute mix before going 
to market.

Optimising service  
list prices
Manufacturers are increasingly chal-

“Mass customisation and personalisa-
tion of goods becomes a reality with 3D 
printed toys, shoes, cosmetics and even 
food products by 2020.”

— Deloitte University Press  
on Additative Manufacturing2
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Last but not least, developments in 
additive manufacturing could dramatically 
increase the share of customised products 
and solutions. Fortunately, product 
market analytics allow a manufacturer 
to accurately identify how customers 
will value certain products or product 
attributes and their likely impact on sales. 

Anchor product pricing
Anchor products are those products that 
can work as a reference point for a large 
number of other products, often containing 
similar characteristics or attributes that 
help to determine the price rationale. 
The prices are initially set for the anchor 
products using various methods of value 
assessment, ranging from direct and 
indirect questioning to expert estimates 
or even conjoint analysis. In a second step, 
the relative value of the other products is 
assessed.

Adjacent product pricing
The price sensitivity of adjacent products 
is often lower than that of core products. 
Think about renovating your bathroom or 
your kitchen: you will scrutinise the price of 
your key elements, such as the shower or 
the sink, but you have no clue how much 
the piping costs to get everything installed. 
However, increasing the pricing on adjacent 
products in the offer can make a big 
difference in overall profitability.

Measuring the impact of certain 
attributes on volumes
Based on the utility points obtained for 
each of the attributes for a product, 
willingness-to-pay can be calculated and 
estimates of volume impact when adding 
or removing certain attributes can be 
analysed. Advanced analytics allow us to 
model these simulations more fully than 
ever before and determine your optimal 
product attribute mix before going to 
market.

 “Mass customisation and 
personalisation of goods 
becomes a reality with 
3D printed toys, shoes, 
cosmetics and even food 
products by 2020.” 

Deloitte University Press on Additative 
Manufacturing2
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Optimising service list prices

Manufacturers are increasingly challenged on product price premiums. Products are 
often seen as equivalent and service levels become an important means of price 
differentiation.

While it is already a challenge for most 
companies to go beyond mere product 
pricing and add services to their offering, 
manufacturing companies need to go 
beyond the traditional ancillary services like 
small order surcharge or express delivery if 
they want to differentiate. 

Technology breakthroughs in supply chain 
management allow for solutions that truly 
create value added for industrial clients. 
Recently, a prominent glass manufacturer 

understood the value of mixing orders for 
small and medium-sized manufacturers. 
Fine mixing means that several types 
of glass, including speciality glass, can 
be combined on a single frame on the 
same delivery vehicle. The manufacturer 
measured a high willingness-to-pay due to 
the underlying rationale that smaller glass 
producers cannot stock glass and need 
just-in-time deliveries for the products 
they need. For these producers, combining 
different types involves an extra cost, as 

float glass is produced in continuous flows 
of the same products and are cheaper to 
ship by full vehicle. The solution was to 
differentiate the product price between a 
truck load of the same products and mixed 
product frames.

The products and services were further 
differentiated by country, similar to 
applying different delivery fees when 
crossing the Alps to deliver in Italy versus 
shipping from Belgium to the Netherlands.

Public List Price Optimization for sustainable profits© 2016 Deloitte Belgium 2

Additional price differentiation variables allow to capture the full 
profit potential beyond the typical list price per standard product 
or per country

Application Example

Add new product categories 
with lower price 
sensitivities e.g. Special sizes 
with non-linear coefficients 
(customers won’t do the math)

Add valuable service 
categories for a standard 
product e.g. “Mixed Product 
Frames” to fit available space

Harmonize the tariff for 
several countries to 
mitigate the risk of cross-
border movements & 
generalize best practices

Give choice to select a 
preferred channel & 
harmonize product & price 
policy 
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lenged on product price premiums. Products are often seen as 
equivalent and service levels become an important means of 
price differentiation.

While it is already a challenge for most companies to go beyond 
mere product pricing and add services to their offering, manu-
facturing companies need to go beyond the traditional ancillary 
services like small order surcharge or express delivery if they 
want to differentiate.

Technology breakthroughs in supply chain management allow 
for solutions that truly create value added for industrial clients. 
Recently, a prominent glass manufacturer understood the value 
of mixing orders for small and medium-sized manufacturers. Fine 
mixing means that several types of glass, including speciality 
glass, can be combined on a single frame on the same delivery ve-
hicle. The manufacturer measured a high willingness-to-pay due 
to the underlying rationale that smaller glass producers cannot 
stock glass and need just-in-time deliveries for the products they 
need. For these producers, combining different types involves 
an extra cost, as float glass is produced in continuous flows of 
the same products and are cheaper to ship by full vehicle. The 
solution was to differentiate the product price between a truck 
load of the same products and mixed product frames.

The products and services were further differentiated by country, 
similar to applying different delivery fees when crossing the Alps 
to deliver in Italy versus shipping from Belgium to the Netherlands.

International price adjustments
The public list price cannot be addressed in a vacuum, sales 
region by sales region. Instead, it should be developed in a way 
that optimises total sales at international level.

Increasingly, customers adopt centralised procurement to ensure 
they get the best deal on the international market. Uncoordinated 
price levels across borders can lead to parallel trade, either di-
rectly via their own distribution channels or indirectly via resellers.

Without international coordination of list prices, the risk is that a 
number of distributors can buy in a low price country and resell 
in a higher price country at a lower price than the official trade 
channels operating under the local trade terms and conditions. 
Consequently, the local trade partners 
start doubting the fairness of the price 
conditions and want to re-negotiate 
conditions or resign the contract.

The market share of ‘grey markets’, or 
legal parallel imports, is already close 
to 20% and still increasing. Parallel 
imports significantly reduced manu-
facturing prices, by 12 to 19 percent3.

Illegal parallel imports are mostly due 
to price volatility, the presence of 
supply bottlenecks and geographic 
concentration. The industries most 
impacted are  therefore Automobile, 
Materials/Metallurgy, Consumer elec-
tronics/ICT, Healthcare, Aerospace/

Military and Environment4.

How do you handle the visible price gaps in the markets gener-
ated by new players like parallel traders or internet discounters?

You can minimise arbitrage and optimise sales prices across 
countries by anticipating and predicting parallel trade and an-
choring at the right level. This is generally referred to as interna-
tional price harmonisation.

Harmonising prices does not mean setting a fixed price across all 
countries, but rather setting upper and lower limits, paying atten-
tion to price levels across countries, but allowing sufficient wiggle 
room to still optimally benefit from local market opportunities.

Channel price adjustments
As online becomes an increasingly important sales channel, price 
transparency increases. Price pressure can be reduced by either 
ensuring cross-channel consistency or differentiating.

Digital retailing is quickly morphing into something so different 
that it requires a new name: omni-channel retailing. The name 
reflects the fact that retailers interact with customers through 
countless channels—websites, stores, direct mail and cata-
logues, call centres, social media, mobile devices, gaming con-
soles, televisions and more.

From Deloitte’s ‘The Connected Consumer’ study, we know that 
86% of consumers go online to research, check inventories, 
search for discounts or buy. We also know that if online is done 
properly, 95% of online sales are incremental to offline sales; so 
embracing omni-channel offers a world of opportunity.

Two possible tactics have been identified that can support the 
successful adjusting of list prices to this new omni-channel en-
vironment:

Use online to reinforce offline value of products and ser-
vices by remaining consistent in list prices

Online can be used to boost awareness, ensuring that the brand 
is at the top of their minds when customers Google relevant 
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International price 
adjustments
The public list price cannot be addressed in a vacuum, sales region by sales region. 
Instead, it should be developed in a way that optimises total sales at international level.

Increasingly, customers adopt centralised 
procurement to ensure they get the 
best deal on the international market. 
Uncoordinated price levels across borders 
can lead to parallel trade, either directly 
via their own distribution channels or 
indirectly via resellers.

Without international coordination of 
list prices, the risk is that a number of 
distributors can buy in a low price country 
and resell in a higher price country at a 
lower price than the official trade channels 
operating under the local trade terms and 
conditions. Consequently, the local trade 
partners start doubting the fairness of the 
price conditions and want to re-negotiate 
conditions or resign the contract. 

The market share of ‘grey markets’, or 
legal parallel imports, is already close to 
20% and still increasing. Parallel imports 
significantly reduced manufacturing prices, 
by 12 to 19 percent3.

Illegal parallel imports are mostly due 
to price volatility, the presence of supply 
bottlenecks and geographic concentration. 
The industries most impacted are 
therefore Automobile, Materials/Metallurgy, 
Consumer electronics/ICT, Healthcare, 
Aerospace/Military and Environment4.

How do you handle the visible price gaps in 
the markets generated by new players like 
parallel traders or internet discounters?

You can minimise arbitrage and optimise 
sales prices across countries by 
anticipating and predicting parallel trade 
and anchoring at the right level. This is 
generally referred to as international price 
harmonisation. 

Harmonising prices does not mean setting 
a fixed price across all countries, but rather 
setting upper and lower limits, paying 
attention to price levels across countries, 
but allowing sufficient wiggle room to 
still optimally benefit from local market 
opportunities.

Illustration: Product List Price & Distributor Prices of sanitary products

Figure 5: Product List Price & Distributor Prices of sanitary products
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products. With similar prices online and offline, customers who 
are seeking advice and services are then directed towards the 
offline channel.

Online can offer added value, even in a B2B environment. An 
equipment rental company successfully implemented a central-
ised dashboard online enabling their customers to look at previ-
ous hires, check safety information and consult the inventory to 
reserve items online. This allowed the company to have a more 
complete view on customers’ purchasing patterns, increase re-
tention and achieve more cross- and upselling.

When using online as an extension of the offline channel, custom-
ers should never feel that the price they paid was not fair. This 
might be challenging when resellers discount on the list price, 
creating significant distortions to the price guidance set in the 
market via recommended retail prices. In this case, different tac-
tics can be advisable.

Differentiate strongly to play online 
The online world operates in a different way from offline, with 
more flexible discount strategies and new business models. 
Cross-subsidising products, add-supported business models, 
freemium or exchanging gifts for ‘likes’ and ‘sharing’ are just some 

of the options that are used online.

This also offers the opportunity to apply a different business mod-
el online to offline. In addition, the offer itself can also be strongly 
differentiated. This way, online is not in direct competition to of-
fline and retailers can make full use of the different techniques 
applied online, such as more behavioural pricing and more flexible 
discounts, to capture the full omni-channel potential.

References

1. Measured according to the percentage change in consumer and business prices 
from the same period of the previous year, as measured by the Harmonised Index 
of Consumer Prices (HICP): goods vs. services and the PPI (Producer Price Index) 
for B2B services and goods – Based on data from Bureau of Labour statistics, Eu-
rostat, ECB, The Economist, The Wall Street Journal

2. http://government-2020.dupress.com/driver/additive-manufacturing/

3. Source: Parallel Imports and the Pricing of Pharmaceutical Products: Evidence 
from the European Union – M. Ganslandt and K. Maskus

4. Source: Trade in commodities, obstacles to trade and illegal trade – Policy de-
partment European Parliament

http://government-2020.dupress.com/driver/additive-manufacturing/


From pricing 
strategy to margin 
realisation 

www.pwc.be/profitability

We help you  
realise your full  
value potential 

Most executives name pricing as their major challenge and major weakness. 
Have you fully tapped your pricing potential? 

Whether you want to develop a value based pricing approach, establish better 
pricing controls, or embed a “best in class” pricing strategy, we can help you 
realise your full value potential. 

PwC is the world’s largest professional services firm, with 180,000 people in 
158 countries, active in audit, tax and consulting. 





Fourth Quarter 2016 The Journal of Professional Pricing18

Year Number  
of days

2009 35
2010 18
2011 16
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2013 30
2014 28
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Negative prices are a fundamentally new phenomenon. The buyer of a product, not the 
seller, is the one who gets paid. The most striking examples come from electric utilities and 
from banking. The two most common conditions which cause negative prices are negligible 
margin costs and an imbalance between supply and demand. These in turn are influenced 
by new modes of manufacturing and the ability to conduct business online. In other cases, 
extenuating circumstances unrelated to production or purchase cycles can make nega-
tive prices not only possible, but optimal. Finally, the optimal combination of marketing 
instruments depends on the relative effects of promotions and negative prices. In some 
cases, it can be optimal to devote more marketing budget to negative prices than to pro-
motions. Hermann Simon is founder and chairman of the global management consulting 
firm Simon–Kucher & Partners Strategy & Marketing Consultants. He can be reached at 
Hermann.Simon@Simon-Kucher.com.

Negative Prices – A New Phenomenon

Table 1: Number of days with 
negative electricity prices

I
n normal business transactions, a customer pays a seller a 
positive price and receives a product or service in return. The 
customer is prepared to pay something as long as the positive 
utility from the acquired goods or services outweighs the nega-

tive utility of making the payment. From the sellers’ perspective, 
the short-term price floor is defined by marginal cost. In other 
words, they will sell when they can achieve a positive contribu-
tion to profit. In the traditional business world, marginal costs 
are usually greater than zero, so that a price of zero is rare and 
a price below zero practically never occurs. 

The Internet, along with other new technologies, has ushered 
in a fundamental change in this paradigm. As Jeremy Rifkin de-
scribed bluntly and in great detail in his bestseller The Zero Mar-
ginal Cost Society, the marginal cost of making an incremental 
unit of a product or a service is falling to zero – or near zero – in 
more and more industries (Rifkin 2014). This development has 
far-reaching consequences. For solar energy, the marginal cost 
of electricity generation is not only zero; the generated electricity 
must be consumed. In an increasing number of cases, the power 
company can only achieve that by incentivizing the consumer/
buyer with a supplemental payment in addition to the provision of 
electricity. Such negative prices 
mean that the sellers pay the buy-
ers to take the product off their 
hands, rather than vice versa. 

Negative electricity prices
An article with the headline “Neg-
ative Prices are not a theoreti-
cal concept. Buyers really are 
receiving electricity and money 
from sellers” has appeared on 
the homepage of the European 
Energy Exchange (EEX 2016). 
Negative prices seem to be a new 
and growing phenomenon, judg-

ing from the frequency with which they are happening. Starting in 
2008, negative prices have occurred occasionally on the Leipzig 
Electricity Exchange and later on the European Power Exchange 
(EPEX), sometimes with considerable frequency. Table 1 shows 
the number of days in each year from 2009 to 2015 on which 
negative prices occurred. 

On these days, power customers paid electricity producers a 
negative price per megawatt hour. The buyer received electricity 
and also money. How can we explain this? Apparently one pre-
requisite is that at a price of zero, supply still outstrips demand. In 
other words, even a price of zero does not create an equilibrium 
between supply and demand. There is still an oversupply. Under 
such circumstances, the power companies would normally shut 
down generation. That is not possible, however, for some forms 
of electricity generation, such as solar panels. Even traditional 
power plants have only limited flexibility to shut down and restart 
in response to imbalances in supply and demand. The electri-
cal power they produce must get taken up by someone. And on 
some days that happens only when the producer pays the buyer 
a negative price. One could speak of a “time-based byproduct” 
in this case. In order to produce and earn a profit on days with 
positive prices, the producers need to subsidize production and 
consumption on days with negative prices. As Table 1 shows, 
negative electricity prices are not a temporary phenomenon. The 
opposite appears to be the case. It is no wonder that Germany’s 
Wind Energy Association (Bundesverband Windenergie) warned 
in 2014 that “the current market structure means we have the 
threat of negative prices becoming more frequent.” Even though 
the number of days with negative prices was slightly lower in 
2015 than in 2014, the number of hours with negative prices in 
2015 actually doubled from the previous year. 

Negative prices also occur in other markets and other places. 
The Financial Times reported on July 19, 2015 that “propane in 
Edmonton, Canada is trading at a negative price.” The cause is 
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Figure 1: Revenue and profit at positive and negative prices. 
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similar to the situation with solar energy, name-
ly, that a price of zero failed to clear the market. 
There was still an oversupply, and when the 
tanks are full, the producers need to get rid of 
the excess propane. 

Negative interest rates
An unusual example for negative prices, his-
torically speaking, resulted from how interest 
rates were managed during the financial crisis 
in 2008-2009. Interest rates are nothing more 
than the price banks or other parties charge for 
lending money. One author describes the tra-
ditional point of view as follows: “The concept 
of negative interest rates was so outlandish it 
wasn’t even mentioned in economics courses.” 
Negative interest rates were first observed in 
Denmark in 2012. Four years later they have 
become a widespread and frequently debated 
phenomenon. The arguments sometimes take 
on philosophical tones. Thomas Jordan, the 
president of Switzerland’s central bank, said 
that “negative interest goes against human 
nature.” Countries such as Denmark, Swit-
zerland, Germany, Finland, and Austria raised 
money in 2015 by offering negative interest 
rates. Germany’s government-backed devel-
opment bank KfW also enjoyed negative in-
terest rates in financing. On April 21, 2015 “the money market 
interest rate Euribor was calculated with a negative yield for the 
first time.” At that time, the European Central Bank charged bank 
customers who held deposits there a negative interest rate of 0.2 
percent. In August 2015 the German federal government sold 
a two-year bond at an interest rate of -0.25 percent. The Swiss 
central bank charged an interest rate of -0.75 percent from its 
depositor banks. As of the end of January 2016, there were more 
than €6 trillion worth of sovereign debt outstanding which had a 
negative interest rate. On a two-year bond, Switzerland “pays” 
interest of -1.14 percent, in Denmark the rate is -0.71 percent 
and in -0.29 percent in Germany. But not only states with good 
ratings can borrow money at negative rates, even companies 
achieve this unlikely result. In September 2016 Henkel of Ger-
many, a large manufacturer of fast moving consumer goods, and 
Sanofi of France, a leading pharmaceutical company, were the 
first corporates to be paid to borrow money. For 2- and 3.5-year 
notes respectively they get -0.05 percent. You borrow money 
and get paid for it. That’s a totally new world. 

The German health fund, which invests health insurance contri-
butions for the short term, needed to pay €1.8 million in negative 
interest in 2015. In March 2016, the first ever mortgage-backed 
bond with an AAA rating and a negative interest rate (-0.162 per-
cent) hit the market. That €500-million bond issue from Berlin 
Hyp was three-times oversubscribed, meaning that buyers will 
pay an additional €2.43 million annually for the €1.5 billion Euros 
in bonds they bought.

Even private customers have not escaped the spread of negative 
interest rates. In October 2015 the “Alternative Bank Schweiz” 
(Alternative Bank of Switzerland, or ABS) became the first bank 
to introduce negative interest rates for private customers. For a 

deposit of 100,000 Swiss francs, the depositor was charged 
-0.125 percent as interest, and -0.75 percent for larger depos-
its. Larger deposits had already seen negative interest rates, 
sometimes under the guise of an asset surcharge. At the end of 
January 2016, the Japanese central bank also introduced nega-
tive interest rates. In November 2016 a German cooperative bank 
introduced negative interest rates even for smaller. For savings 
of 10,000 Euros interest of -0.59 per year is due.

As with electricity, these developments appear to be trends, not 
aberrations. Germany’s Frankfurter Allgemeine Zeitung (FAZ) ran 
a story under the headline “The negative interest rate as some-
thing permanent.” The economist Carl-Christian von Weizsäcker 
speaks of “natural negative interest” as in no way temporary, but 
rather as a lasting phenomenon. He sees the cause in the “struc-
tural oversupply of the private willingness to save vs. the private 
willingness to invest.” With negative interest rates, the borrower 
not only pays no interest, but receives interest from the lender, 
which is unthinkable under traditional banking circumstances. In 
Denmark, Sweden, and Spain, customers have received loans 
for home building with negative interest rates. 

There was apparently an oversupply of money in the market which 
could not be invested, even with an interest rate of zero. For a 
bank, it can make more sense to lend the surplus money at an 
interest rate of -0.1 percent than to deposit it at the central bank 
at a negative interest rate of -0.2 percent, or even -0.75 percent 
in Switzerland. And when depositors are willing to make money 
available to banks at a negative interest rate, it can then lend this 
money at a negative interest rate and still earn a positive profit 
contribution. 
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There are special situations – across time, 
product, and personal circumstances – in 
which negative prices come into ques-
tion. When a company introduces a new 
product (for instance, for a pharmaceuti-
cal product or a consumer product), free 
samples are very common.

When interest rates are negative, consumers and banks could 
of course simply keep their money in cash. But this alternative 
also imposes costs. It is logistically complicated and risky. Fur-
thermore, it is almost a practical impossibility to hold very large 
amounts of money as actual cash. 

Negative prices and profits
What happens to revenue and profit when prices are negative? 
Figure 1 illustrates what happens. We assume that the price-
response function is q = 100 – 10p, where q is the unit volume 
and p is the price. 

At negative prices, revenue must be negative, because we are 
multiplying a positive number (volume) with a negative one (price). 
As we enter the realm of negative prices, the revenue curve falls 
off at an increasingly steeper rate. Because volume rises as the 
price declines, both factors in the equation are increasing in ab-
solute terms. This means that the absolute value of the product 
of those terms rises very rapidly. This is what happened when 
electricity prices went negative. 

And what happens with profits? First we will look at a situation 
in which we have positive variable unit costs (c = 2). For sim-
plicity’s sake we will assume 
that there are no fixed costs. 
Profit is zero when the unit 
price is 2, and the profit 
curve falls off in a similarly 
sharp fashion as the rev-
enue curve did when prices 
are negative. A price of zero 
yields a loss of €200, and a 
price of -2 results in a loss 
of €480. The second, higher 
dotted profit curve shows 
how profit changes when 
we have variable unit costs 
of -2 instead of 2. That cor-
responds to the situation 
when banks receive money 
from depositors at a negative interest rate of -2 percent or when 
electricity resellers buy their power at negative prices. In such 
cases, the profit is greater than the revenue.

The profit maximum is still in the area with positive prices, in this 
case at a price of 4. Volume at that price is 60 units. This results 
in a unit contribution of €6, with €4 coming from the customer 
and €2 from depositors who pay negative prices. This is a two-
sided price model, i.e. the returns come from two sources. The 
profit is €360. The firm can still earn a profit with prices between 
0 and -2. The rate of decline of the profit curve is similar to those 
of the other profit curves when prices are negative; only the level 
of the curve is higher. It is theoretically possible for the profit-
maximizing price to be negative. If variable unit costs were –12 
in our example, the profit-optimal price would be -1 and the profit 
would be €1,210. 

But fundamentally speaking, if someone buys at a negative price 
and the marginal costs are also negative, then the short-term price 
floor is also below zero. In such situations, it can be optimal for 
a firm to sell at negative prices. This actually happened in April 

2016, when negative prices appeared for the first time in sales 
financing. The furniture dealer Who’s Perfect offered “negative 
interest financing” for 24 months. The loan had an interest rate 
of zero percent (not uncommon in durable goods financing), but 
the buyer received 1 percent of the financed amount back. The 
financing had a negative price, albeit a slight one. That is also 
how Mercedes is marketing its A-Class 160 model with an ef-
fective annual interest rate of -1.26 percent. 

Negative prices due to transfer effects
There are special situations – across time, product, and personal 
circumstances – in which negative prices come into question. 
When a company introduces a new product (for instance, for a 
pharmaceutical product or a consumer product), free samples 
are very common. These, of course, have a price of zero. This be-
havior in the introductory phrase breaks the rule that the price of 
a product should not be lower than its marginal costs. This tactic 
can make sense if the price of zero stimulates unit sales in subse-
quent periods when the price is no longer zero, meaning that the 
customers who were won over with the free samples continue to 
buy in the future. But this raises an interesting question: why does 
zero need to be the price floor in this situation? If you step back 
and think about it for a moment, zero appears to be a completely 

arbitrary floor. Perhaps 
the acceptance of a new, 
previously unknown or un-
familiar product could be 
accelerated if the seller 
pays the initial buyers (i.e. 
charge a negative price) 
instead if distributing the 
product at a price of “only” 
zero. If marginal costs are 
zero, as is often the case 
on the internet, this op-
tion becomes much more 
relevant than it would be 
for products with high 
marginal costs, which are 
more typical under clas-

sical economics. 

We actually observe such negative prices in the real world. Ger-
many’s Commerzbank is giving new customers €50, which means 
it is paying a negative price. This is similar to the coupon of the 
same amount which the club retailer METRO Cash & Carry gives 
to new customers. In its start-up phase, PayPal offered negative 
prices. Every new customer received $20.

We can use an analogous line of argument for other effects. If 
Product A promotes unit sales of highly profitable Product B, it 
can make sense to offer Product A at a negative price. This chain 
of effects lends itself to a freemium structure, for example. The 
typical freemium model has a basic version with a price of zero. 
Once again, we ask the question why the price floor needs to 
be at this arbitrary level of zero. If the experience with the basic 
version really does drive conversion to the premium model, it 
can make sense to pay initial users or early adopters for a limited 
time to use the product, i.e. to offer a negative price rather than 
a price of zero. Many telecom companies offer customers a free 
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phone, or charge a symbolic price of €1, when those customers 
agree to a fixed-term service contract. Here we ask the same 
question: why couldn’t they pay the customers to take the phone 
rather than stop artificially at a price of zero? 

The answer depends on the price effects or more precisely on 
the price response. Prospect theory and mental accounting 
lead one to suspect that a negative price could be a more effec-
tive customer acquisition tool than a rebate, a price of zero, or a 
symbolically low price. A seller of telecommunications services, 
which declines to be named, told me that they have had good 
results from offering negative prices for cell phones. The negative 
price was paid out in cash, which probably enhanced the effect. 

The widespread practice of offering “cash back” in the United 
States can be understood in this context. With this method, a 
consumer buys a car for $30,000 and gets $2,000 in cash back. 
One could interpret this $2,000 as a negative price. Why does 
that make sense? Why not simply charge $28,000 instead? Pros-
pect theory provides the answer. The payment of $30,000 cre-
ates a so-called negative utility, because the consumer needs to 
sacrifice that amount. The positive utility of the automobile offsets 
the negative utility of payment. Then we introduce a third utility 
component, namely the positive one resulting from the negative 
price of $2,000, which usually gets applied to the down pay-
ment on the car. Apparently many car buyers feel they derive a 
higher net utility from this price structure than when they simply 
pay $28,000 for the car with no additional negative-price com-
ponent from the cash back. 

Finally there is the question of the role negative prices play in de-
cisions about marketing and promotions. When is one approach 
superior to the others? Product introductions are usually accom-
panied by large promotional budgets. The money flows into in-
struments such as advertising, displays, promotional actions, and 
rebates. Until now, negative prices have been a rare exception 
to this standard list. But depending on the relative magnitude of 
the price and the promotional elasticities, a negative price can 
be more effective than advertising or similar measures, without 
needing to set aside larger budgets. With marginal costs at or 
near zero, conditions under which negative price make sense will 
become more common. 

Marginal costs of zero and negative prices
Rifkin has forecast the increasing spread of valid zero-marginal-
cost paradigms for many economic sectors. One is education 
through so-called MOOCs, or Massive Open Online Courses. 
Others are the energy sector (wind, solar) and the sharing econ-
omy. In the sharing economy, available capacity such as private 
rooms or cars are marketed and put to good economic use in-
stead of sitting empty or idle. There is no doubt that these phe-
nomena – which aren’t necessarily new but which have spread 
like wildfire thanks to the Internet – will have significant effects 
on business models and price models. Some of these effects 
have already become reality, but the majority of them remain in 
the future. 

Marginal costs of zero mean that the short-term price floor also 
sinks to zero. This may cause a massive intensification of price 
competition. It is to be expected that some suppliers will break 
the price threshold of zero and offer negative prices for their 
products and services. Today it is not uncommon for products 
to be sold below their marginal costs, in line with the classic idea 
of a “loss leader.” So it should be no surprise when we start to 
see an increase in the usage of extremely low or even negative 
prices, on a spot basis or selective basis. 

Conclusion
In theory, the short-term price floor is equal to marginal cost. 
When marginal costs are zero, it means that the price floor is 
also zero. But more and more, we are observing negative prices, 
which means the seller pays the buyer. Production and cost fac-
tors can create situations in which the price floor of zero is no 
longer the absolute bottom. Sometimes the cause of negative 
prices is an oversupply amid ongoing production (such as with 
electricity), even when the market cannot absorb all that supply 
at a positive price or even at a price of zero. The cause could 
also be factors or circumstances across time and product line. 
Finally, the growing prevalence of low or zero marginal costs will 
render negative prices more frequent. To find the optimal solu-
tion, a company needs to quantify the effects of promotions and 
negative prices. In the Internet age, we can expect that invest-
ments into negative prices will pay off more frequently. 
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In this article, the author examines how newspapers can improve profitability by implementing 
modular pricing with their advertisers rather than traditional line-rate ad purchasing strategies. 
This industry specific example provides a strong case study for how innovative pricing strategies 
can be used to overcome common pricing challenges, such as reduced demand, a slowing market 
or increased competition. The strategies and approaches presented by the author can be used by 
pricers in multiple industries. Author Paul Hunt is the president of Pricing Solutions and a frequent 
PPS presenter, instructor, and contributor. He can be reached at phunt@pricingsolutions.com.

Modular Advertising to Improve 
Newspaper Profitability

“W
here can we improve?” This is a question that 
is leading the charge for change within the 
newspaper industry. Modular advertising is 
often a topic of such discussions, despite dif-

ferences in opinions about the benefits and risks associated with 
this pricing practice. The term “modular” itself indicates that ad 
space is offered based on fixed unit sizes (modules), as opposed 
to providing endless flexibility for advertisers to choose any ad 
size using line-rate pricing strategies. So why would a newspaper 
want to limit an advertiser’s options for ad sizes, you might ask?

Benefits of Modular Pricing:

• Provides an Alternative Pricing Strategy to Line Rates: 
Line-rate pricing strategies often fall into a yearly increase 
(e.g. 4-5%). This contributes to the longer-term “catch-22” 
as advertisers buy smaller, less effective ad sizes over time. 
Modular pricing, on the other hand, allows each module unit 
to be priced as a separate product offering. Not all modules 
need to receive the same net line price point; in this case, a 
new pricing strategy is being used, since different modules 
can be priced to drive different purchasing behaviors

• Encourages Desired Ad Sizes and Discourages Un-
wanted Ad Sizes: “Page busters” can often take premium 
ad locations, especially within Section “A.” That means a 
lost revenue opportunity if that particular location could have 
housed a full-page advertisement instead. Modular layouts 
offer an opportunity to charge a premium for or omit such 
unwanted sizes.

• Lowers Cost Structure and/or Improves Efficiency: 
Modular layouts can help simplify both the layout and sell-
ing process, reducing costs and making more efficient use 
of internal resources.

• Potential to Reduce Pre-Priced Tickets / Non-Stan-
dard Rates (NSR): Sales reps can often override invoice 
amounts by rounding down net totals resulting from line-
rate calculations (e.g., NSR an ad to $4,000, as opposed to 
$4,244.26 calculated using line rates). NSR ads can under-

mine business analytics because they often hide the impact 
of value-added offerings that include color, page guarantees, 
Section A premiums, etc. Because modular units can be 
priced at specific psychological price points, sales reps are 
less inclined to override the module pricing, which reduces 
the number of NSR ads.

• Addresses the Issue That All Ads Are Not Created 
Equal: Advertisers realize different benefits for ads of dif-
ferent sizes. Line rates infer that value is a linear function of 
space. Research has shown that this is not the case.

• Simplifies and Improves the Layout / Appearance: 
Readership surveys have indicated that readers prefer a 
cleaner, clutter-free layout. Modular advertising can enhance 
the overall appearance of the newspaper, thus improving the 
experience for the reader.

• Enhances Effectiveness of Advertisments: Modular 
units provide a simplified stacking approach for advertise-
ments. Non-modular ad stacking, by contrast, often results 
in a cluttered appearance that potentially devalues an ad-
vertiser’s content.

• Modules Can be Priced to Encourage Size Upgrades: 
Using a non-linear relationship between the size of the ad 
and the price, newspapers can create financial incentives 
for advertisers to behave in ways that will make their ads 
more effective and at the same time make the paper easier 
to read. For example, charging a premium for page or half 
page dominant ads will discourage their usage.

• Using Modules Can Provide an Opportunity to More 
Fully Capture Color Premiums: Many newspapers have 
made significant investments in their color facilities as they 
continually strive to improve their value-add with advertisers. 
Unfortunately, in many cases, color is used as a negotiation 
tool, and premiums can be discounted or over-ridden en-
tirely. Using color modules that are priced separately from 
their B&W module counterparts can improve profitability by 
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Figure 1: Modular Pricing Roadmap
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more fully capturing the benefits of this value-add.

Many newspapers are already using modular advertising, par-
ticularly within the European market, which is gradually becom-
ing standardized with smaller-size formats (i.e., Berliner, tabloid/
compact formats). However, even though the concept of modu-
lar pricing has been around for a while, many newspapers still 
have a lukewarm response to it. Can modular advertising truly 
increase revenue? Would advertisers scoff at the lack of flexibility 
to determine their own ad sizes? There are definitely conflicting 
viewpoints about the benefits of this practice.

When is Switching to Modular  
Advertising Most Effective

1. When there is a major change to the format of the paper

Many European papers have downsized the page size to reduce 
print costs and satisfy readership preferences; a few North Ameri-
can newspapers have followed suit. But with a reduction in paper 
size comes a reduction in total lineage per page—a recipe for 
lost revenue unless line rates are increased accordingly. Line-
rate increases can be a difficult conversation with advertisers and 
agencies. As many European papers have discovered, modular 
advertising can help avoid these obstacles by simplifying the of-
fering. Regardless of physical page dimensions, modules that are 
sold as a percentage of page coverage (e.g., 1/8 page, ¼ page) 
will show no change in pricing if newspaper format changes.

2. When re-aligning line rates with changes to column 
widths and heights

With an aging readership, many newspapers are considering 
moving to fewer columns, as well as the possibility of increasing 
font sizes. Similar to downsizing page dimensions, column reduc-
tions and fewer lines per column also result in an overall drop in 
lineage per page. Line rates would need to be increased to sal-
vage revenue, which, again, can be a difficult conversation with 
advertisers. While in this case, the physical ad dimensions and 
net price for advertisers might remain the same, there is still the 
perception that line rates are increasing. Modular pricing helps 
remove the negative impression that might otherwise have been 
associated with increases to these line rates.

3. When there are several competitors adopting modular 
advertising

If more newspapers transition to standard modular sizes, ad-
vertisers will produce ad materials to match standard modules. 
Differing web widths is one impediment. Selling ads based on 
value not size is the other. Modular advertising is common in the 
European market. If, however, your paper is the lone wolf, modular 
pricing can present some additional challenges. Advertisers will 
require an introduction to the new approach, and may initially see 
it as more complex compared with today’s line-rate structures.

The biggest challenge we see is that given different press sizes, 
even industry standard modules will not mean industry standard 
sizes. Advertisers complain that they still need to adjust ad copy 
to fit the modules of different papers. We believe this is an area 
where The Industry Association could help.

Whether or not your organization should transition to modular 
advertising will ultimately depend on your corporate strategy, 
long-term objectives, and an assessment of the risks and ben-
efits (i.e., investment considerations for billing and accounting 
systems changes). Modular advertising might not be for everyone, 
but those who do decide to implement it should take a rigorous 
analytical approach to ensure that module sizes are carefully se-
lected and well-priced, and that they provide an opportunity for 
growth while minimizing financial risks.

Building the Modular Pricing Roadmap
Building a roadmap is an excellent starting point to ensure the 
path to implementation is free of both roadblocks and bottlenecks. 
The process begins with a vision, defining goals and objectives, 
and building short- and long-term timelines. It is critical at this 
point to fully engage management and category manager teams, 
for two reasons: they can help bring an understanding to the mod-
eling and analysis; and they need to buy into the overall process, 
since they will ultimately be selling the modular rate cards. The 
higher the participation of the advertising managers, the greater 
the likelihood of a successful implementation.

The Initiation phase is crucial, as it helps determine the feasibil-
ity of implementing modular design, based on estimated finan-
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cial payback and strategic analysis. In 
addition to the strategic considerations 
posed above it is important to under-
stand: How much will it cost to alter 
the billing, accounting, and quoting 
systems? Will cost savings and poten-
tial revenue growth using modular pric-
ing provide ample return on investment 
(ROI)? The Planning and Design phase 
integrates managerial feedback, as well 
as modular modeling, to optimize profit-
ability, estimate and minimize risk, and 
develop the desired modular rate card. 

The Implementation phase involves 
changes to various systems (billing, ac-
counting, and sales quoting), as well as 
updates of marketing materials, commu-
nications (sales message and plan for 
overcoming objections), and sales train-
ing. This is also a key stage to communi-
cate both internally and externally about 
the transition to modular rate cards. The 
final phase is Control, Monitor and Im-
prove. There are always hiccups, and, 
as many modular-based newspapers 
discovered, it was necessary to make 
changes to some segments in order to strive for improvement 
and maintain healthy advertiser relationships.

What Happens to Revenue and Profitability
Throughout the Planning and Design phase, it is important to 
understand the current and historical purchasing behaviors of 
advertisers in order to develop a sound forecast model that will 
analyze possible behavior changes with modular pricing (Figure 
2). During this process, newspapers will need to address key 
questions within the model, including:

• How are customers expected to migrate from endlessly flex-
ible ad sizes to fixed module sizes?

• How will module price points influence purchasing decisions 
from one module to the next?

• What is the impact of limiting the number of available mod-
ules?

• What if the number of available modules varies by section 
or by page locations (e.g., only a half or full page is available 
for Page A3)?

• How do module sizes impact categories (e.g., automotive, 

movie distributors, small retailers)?

• How will modular pricing impact your anchor tenants (i.e., 
large contract accounts)?

• What is the best approach to assessing best, expected, and 
worst-case scenarios?

• Which accounts will incur price increases, and which will 
benefit from price decreases (Winner and Loser Analysis)?

It is essential to involve the management team as well as the 
category managers in the Planning and Design phase. Besides 
helping to answer the above key questions, category managers 
will provide much needed feedback and voice additional concerns 
that might otherwise have been overlooked during the module 
rate development.

From our modeling experience, we have found it highly useful to 
model best, expected, and worst-case scenarios. As well, top-
line considerations identified during the Initiation phase can help 
steer your modeling scenarios. For example: Are you looking to 
break even with modular pricing? Drive additional profit growth? 
Increase ad frequency? In these cases, a pricing strategy is di-
rectly related to your business and category strategies.

Figure 2: How do Modules Impact Ad Size Decisions?


