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To thrive, even survive, MedTech companies should expand their innovation ambit to include 
pricing innovation. Because the challenge may seem daunting and risky, this article details 
pricing strategies that blend established techniques with new approaches. The blend helps 
MedTech companies change at a pace they can manage while bolstering their ability to 
compete, as the authors explain. This industry specific examination provides insights and 
strategies that can be leveraged by pricers in multiple industries. Julie Meehan is Principal 
(jmeehan@deloitte.com), Marc Abels is Partner (maabels@deloitte.com), Omer Saka is Part-
ner (rsaka@deloitte.com) and Anard Sairam is Senior Manager (asairam@deloitte.com) at 
Deloitte Consulting LLP.

Capturing the Value of MedTech Ingenuity: 
The Case for Pricing Innovation
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The pressure to create more innovative pricing strategies 
stems from the industry’s shift from a market share to a profit 
margin focus. As MedTech companies continue to seg-
ment and rationalize their portfolios, new product bundles 
and pricing options can add new complexity. Nonetheless, 
tailoring offerings based on customer insights can create 
more value in the end.

— Glenn Snyder, principal and U.S.  
MedTech Practice leader, Deloitte US

F
or some time, product innovation has been a ticket to 
achieving results for Medical Technology (MedTech) 
companies. Building better mouse traps was the order 
of the day and MedTech companies could confidently 

capture the value of their innovations with basic pricing strate-
gies such as cost-plus or benchmarking against competitors.  
 
But these days are coming to an end. If MedTech companies 
don’t adapt to the dramatic market changes beginning to sweep 
across the industry globally, they will likely further diminish the 
ability to capture the value of their offerings.

Significant market changes are underway and can only intensify 
with time. Healthcare providers are under significant pressure to 
justify the clinical and economic value of their spending. At the 
same time, non-traditional players are bursting onto the scene 

with innovative products fortified by new business models. M&A 
activity in the sector is accelerating, creating the need to wring 
value from large product portfolios and justify high valuations

to investors. Patients act like con-
sumers, often avoiding products 
and services whose value is unclear 
or perceived as too costly.

In addition, most MedTech compa-
nies still see health economics—the 
integration of clinical and economic 
rationale—as a very technical pur-
suit and, as a result, don’t use it 
as a source of effective pricing 
strategies. The shortfall comes at 
the same time that the industry is 
shifting its focus from market share 
to profit margins—a challenge that 
can be addressed by innovation in 
pricing. 

Despite these changes and chal-
lenges, a recent Deloitte sur-
vey found that only 8 percent of 
MedTech pricing executives plan 
to move beyond traditional pricing 

Capturing the Value of 
MedTech Ingenuity
The Case for Pricing Innovation
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In addition, low-cost competitors with comparable technology and lower labor cost threaten
margins in certain commoditized product categories.

FDA Product Clearance1
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Figure 1: Medical devices from emerging markets cleared by the FDA 

A Vastly Different Business Climate  
The race for market share during the last decade is 
increasingly becoming a race to protect net revenue and 
margin. When product innovation was the primary driver 
of success, MedTech companies could increase market 
share without experiencing downward price pressure. 

However, four significant global macro trends in healthcare 
are putting pressure on prices that can increasingly erode 
net profit and margins if MedTech companies aren’t 
prepared. The following four megatrends will likely 
continue unabated into the foreseeable future. 

A Relentless Drive to Contain Costs 
Worldwide, governments, payers, and providers and even 
patients are upping demands that MedTech products 
deliver demonstrable value and are priced accordingly. 
In the US, the Obama administration is requiring that, by 
2018, 50 percent of Medicare payments must be based on 
the value that the product or treatment delivers. In France, 
MedTech companies with annual revenues in excess of 
€20 million must provide health authorities with a medico-
economic evaluation of products to justify reimbursement. 

In Asia, Chinese authorities are trying to reduce costs by 
pushing top hospitals to purchase domestically produced 
MedTech devices.4 Japanese healthcare officials are revising 
reimbursement rates every two years to tame the country’s 
escalating healthcare expenses.5 

Centralized purchasing, which has been common in the 
US for many years and is expanding across Europe, is also 
adding to downward pricing pressure. In Germany, more 
than 60 percent of hospital demand comes from group 
purchasing organizations.6 In France, 60 percent of medical 
products are purchased by state-run hospitals.7

New Players are Changing the Competitive 
Landscape 
The MedTech industry’s solid growth is attracting major 
investments from non-traditional players and spurring 
low-cost competitors to expand globally. Increased 
competition will create ever-increasing downward pressure 
on prices.

Google, for example, has established a research lab, 
Google X, devoted to innovative products such as an 
armband that will detect cancer. It has also partnered with 
Johnson & Johnson to develop surgical robotics. Low-cost 
producers from China and India are making inroads into 
global markets (figure 1).8 More than half of 2013 revenue 
of China’s Mindray, for instance, came from outside 
of China.9

M&A is Accelerating  
MedTech M&A activity in 2015 has maintained momentum 
and is increasing as companies seek to fortify their margins 
with broader portfolios, greater scale and favorable tax 
jurisdictions. Because of the high valuations of many of 
the mergers over the past few years, the new entities will 
likely have to capture the full value of combined portfolios, 
including the latent value of products whose full value 
hadn’t been captured prior to the merger. 

Baxter’s acquisition of Gambro in 2012, for example, has 
created a global powerhouse of renal products. The 2015 
Biomet-Zimmer merger gave the two companies significant 
scale in the orthopedics market. The merger of Medtronic 
and Covidien this year is expected to cut annual expenses 
by $850 million.10 The 2015 acquisition of Johnson & 
Johnson’s Dublin-based Cordis by Cardinal Health is further 
evidence of companies creating greater focus on specific 
therapeutic areas. 

The Chinese government has given local companies the 
directive to expand globally and become multinational 
companies. Companies such as Mindray are entering 
the premium segment of the Chinese, US and EU 
markets and are becoming formidable competitors 
offering affordable products with competitive quality. 
 

Sheryl Jacobson, principal and Life Science Health Care Practice leader, Deloitte China

Figure 1: Medical devices from emerging markets cleared by the FDA
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approaches. Only 23 percent intend to make the case for the 
economic value of their company’s products.

To thrive, even survive, MedTech companies should expand 
their innovation ambit to include pricing innovation. Because 
the challenge may seem daunting and risky, this article details 
pricing strategies that blend established techniques with new 
approaches. The blend helps MedTech companies change at a 
pace they can manage while bolstering their ability to compete.

A Vastly Different Business Climate

The race for market share during the last decade is increas-
ingly becoming a race to protect net revenue and margin. When 
product innovation was the primary driver of success, MedTech 
companies could increase market share without experiencing 
downward price pressure. 

However, four significant global macro trends in healthcare are 
putting pressure on prices that can increasingly erode net profit 
and margins if MedTech companies aren’t prepared. The fol-
lowing four megatrends will likely continue unabated into the 
foreseeable future. 

A Relentless Drive to Contain Costs
Worldwide, governments, payers, and providers and even patients 
are upping demands that MedTech products deliver demonstrable 
value and are priced accordingly. In the US, the Obama adminis-
tration is requiring that, by 2018, 50 percent of Medicare payments 

must be based on the value that the product or treatment delivers.  
 
In France, MedTech companies with annual revenues in excess 
of €20 million must provide health authorities with a medico-
economic evaluation of products to justify reimbursement.

In Asia, Chinese authorities are trying to reduce costs by push-
ing top hospitals to purchase domestically produced MedTech 
devices.4 Japanese healthcare officials are revising reimburse-
ment rates every two years to tame the country’s escalating 
healthcare expenses.5 

Centralized purchasing, which has been common in the US for 
many years and is expanding across Europe, is also adding to 
downward pricing pressure. In Germany, more than 60 percent 

The Chinese government has given local companies the 
directive to expand globally and become multinational 
companies. Companies such as Mindray are entering the 
premium segment of the Chinese, US and EU markets and 
are becoming formidable competitors offering affordable 
products with competitive quality.

— Sheryl Jacobson, principal and Life Science  
Health Care Practice leader, Deloitte China
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To bolster the competitive success of their products, 
MedTech companies need to create innovative pricing 
strategies that beat competitors by demonstrating 
the product’s unique value and providing incentives 
for customers to continue buying. In our experience, 
businesses have three levers they can pull to create 
powerful pricing strategies. As figure 2 shows, these 
strategies don’t require wholesale change in each of 
the three levers. Although pricing strategies can be 
complicated, they don’t have to be. Instead, companies 
can blend innovative techniques with traditional 
approaches: 

• Pricing structure; How to set the price. These 
techniques can range from benchmarking against 
competitors to basing prices on the clinical outcomes 
that the product offers. 

• Payment model; How to charge customers. Options 
span from line item and bulk pricing to risk sharing 
arrangements based on results. 

• Incentives; How to spur growth. These techniques 
include discounts based on volume, and incentives to 
purchase across multiple product lines. 

For example, a MedTech company could offer a new 
product that can reduce hospital readmission rates for 
a certain condition. The price can be based on what 
competitors charge and the company can use traditional 
line-item pricing for the payment model. The pricing 
innovation could take the form of rebates offered if the 
product doesn’t achieve the promised outcome of reducing 
hospital readmissions. Similarly, an effective pricing strategy 
for a portfolio of products could use existing list prices 
and offer bulk pricing on sets of products. The innovation 
could come into play with incentives to increase sales. 
For example, the company could offer discounts when 
customers reach certain spending levels. 

The ability to pull different levers of a pricing strategy 
offers several innovative options. Three particularly 
powerful strategies that MedTech companies could 
consider are: outcomes-based pricing, portfolio pricing and 
solutions pricing. 
 
 

Figure 2: Strategies and tactics for MedTech pricing innovation
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Patients as Value-Conscious Consumers  
Patients are taking charge of their healthcare and 
increasingly aware of the costs and value of treatment 
options. In the US, patients are investigating prices and 
skipping treatments and preventative care tests when their 
insurance plans have high deductibles.11

On the other hand, consumers are willing to pay out of 
pocket when the treatment justifies the expense. For 
example, many active Baby Boomer cataract surgery 
patients are paying for premium intraocular lenses 
(an additional $1,000 per eye) to achieve spectacle 
independence (post-surgery in case of astigmatism) and 
maintain a healthy lifestyle.12 Pregnant woman often 
pay $200 out of their own pockets for 3-D and 4-D 
ultrasound tests.13

The MedTech industry’s traditional pricing approaches 
will provide little or no defense against these megatrends. 
Industry players need to adopt more innovative pricing 
strategies to protect net revenue and margins and 
outmaneuver their competitors. 

From Setting Price to Creating Pricing Strategies 
For years, product and customer profitability have not been 
a major concern for many MedTech companies. In times of 
prosperity, customers were king and products and services 
were often offered below the total cost of bringing them 
to market. However, as profit margins become the focus, 
getting pricing basics right should be the first priority of 
MedTech companies. 

When businesses in this sector put a price on a new 
product, they often look at competitor prices and set theirs 
at a reasonable point above them. They may also examine 
their own costs to assure that prices provide acceptable 
margins. But competition is mounting and buyers are 
becoming more aggressive in their propositions, by, for 
example, issuing RFPs more frequently and reducing the 
effective timeframe for prices established in the process. 
As competition heats up, setting prices against those of 
competitors can easily knock the company and its products 
out of the running.

Figure 2: Strategies and tactics for MedTech pricing innovation
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of hospital demand comes from group purchasing organizations.6 
In France, 60 percent of medical products are purchased by 
state-run hospitals.7

New Players are Changing  
the Competitive Landscape
The MedTech industry’s solid growth is attracting major invest-
ments from non-traditional players and spurring low-cost com-
petitors to expand globally. Increased competition will create ever-
increasing downward pressure on prices. Google, for example, 
has established a research lab, Google X, devoted to innovative 
products such as an armband that will detect cancer. It has also 
partnered with Johnson & Johnson to develop surgical robotics. 

Low-cost producers from China and India are making inroads 
into global markets (figure 1).8 More than half of 2013 revenue 
of China’s Mindray, for instance, came from outside of China.9

M&A is Accelerating
MedTech M&A activity in 2015 maintained momentum and is in-
creasing as companies seek to fortify their margins with broader 
portfolios, greater scale and favorable tax jurisdictions. Because 
of the high valuations of many of the mergers over the past few 
years, the new entities will likely have to capture the full value of 
combined portfolios, including the latent value of products whose 
full value hadn’t been captured prior to the merger.

Capturing the Value of Medtech Ingenuity: The Case for Pricing Innovation    98

Portfolio-Based Pricing 
MedTech companies often have one or two product 
categories that outperform others. The challenge for these 
companies, then, is to bring up the tail (i.e., products 
that have a low revenue or margin contribution). The 
issue is particularly acute in mergers and acquisitions 
where valuations are often high and companies have to 
sell a large portfolio of products to justify the valuations 
to investors. 

Portfolio-based pricing increases sales by offering incentives 
to customers when they reach different levels of cross-
portfolio spend during a specific time period. As is the 
case with outcomes-based pricing, a successful portfolio 
strategy can combine new with traditional techniques.

Consider a MedTech company that offers catheters 
and balloons. Using traditional pricing approaches, the 
company would market each separately. Using a portfolio-
based pricing structure, however, the company could 
charge less for the catheters than they currently do and 
use that strategy to increase sales of balloons to customers 
who buy the products together. Under this scenario, the 
company captures more revenue and profit from balloons 
even though it is garnering less from catheters. Lowering 
the price of catheters also reduces customer acquisition 
costs. The company can then leverage any traditional form 
of incentives, such as volume discounts, that would spur 
sales (figure 4). 

Figure 4: Example of portfolio-based pricing
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Figure 3: Example of outcomes-based pricing
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Outcomes-Based Pricing 
In response to soaring healthcare costs, payers are making 
bold moves—changing the basis of reimbursements from 
product and service volume to the outcomes that products 
deliver. MedTech companies should match the bold moves 
by mastering outcomes-based pricing. 

Outcomes-based pricing links a product’s price to its ability 
to achieve specific outcomes such as reduced hospital 
readmissions, shorter hospital stays, improved surgical 
results, and/or increased safety. Although a complex 
endeavor, an effective foray into outcomes-based pricing 
can be achieved with a blend of innovative and traditional 
pricing techniques (figure 3). To illustrate, imagine a 
MedTech company that has developed a new scanning 

device that can replace manual inspections in hospital 
wards over time. The cost to manufacture the device 
is $2,000. 

Using traditional cost-plus pricing, the company might add 
50 percent to its costs and set the price at $3,000. But 
what if the organization looked at the impact of its product 
on a hospital’s costs? For example, the device can reduce 
length of stay while improving the quality of treatment. 
Let’s assume that the device saves a hospital $20,000 
annually. Using an outcomes-based pricing structure, the 
company could set a contracted price of $22,000. It could 
then support that price with traditional line item pricing 
and incentives including rewards for prompt payment. 

Case from the Field 
Consider St. Jude Medical. The company produces a 
cardiac rhythm management device that has four leads 
instead of three. The use of four leads minimizes the 
chances that a lead will become dislodged once the device 
is implanted in the patient. Reduced risk of dislodged leads 
improves outcomes of quadripolar CRT in chronic and 
acute cases of heart failure. 

The company combined an innovative use of rebates as 
an incentive with traditional market-based pricing for the 
device and line-item pricing for the payment model. In a 
program it calls, “Do More. Re-Do Less.” the company will 
credit 45 percent of the net price if lead revision is required 
within one year.14 

Needed Capabilities  
To support outcomes-based pricing, organizations will 
need advanced analytics capabilities to measure outcomes 
and adjust for non-controllable factors. Companies will 
have to develop good relationships with customers in order 
to agree on how to adjust for non-controllable factors. 
Businesses must also have the data and tools at the ready 
to assess outcomes and track customer payments and 
rebates. In addition, organizations may have to boost 
administrative support, accept longer sales processes, and 
modify sales force incentives to encourage outcomes-
based selling and mitigate downsides for the salesforce. 
Companies must also be able to monitor product selection 
and assure maximum profits. 

Case from the Field 
A niche MedTech company based in the US had nearly 20 
product categories. A disproportionate amount of revenue 
came from a few of the products and the company wanted 
to gain deeper penetration with its customers across its 
entire product portfolio. 

The MedTech company turned to portfolio-based pricing. 
It was able to use traditional market-based prices with 
line-item pricing. As an innovative incentive, the company 
offered steadily larger discounts as customers increased 
overall purchases and bought from larger number of 
product categories.

Needed Capabilities 
Portfolio-based pricing requires advanced analytics to 
track customer performance and support sales forecasting 
processes to account for non-controllable factors. 
Businesses may need new tools that track customer 
purchase commitments, rebates and provide data for 
compliance reporting. Government Price Reporting (GPR) 
is also a key consideration in structuring portfolio-based 
structures in the US. MedTech companies may also have 
to revamp sales compensation plans to encourage cross-
selling and eliminate internal organizational barriers. 

Figure 3: Example of outcomes-based pricing
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Portfolio-Based Pricing 
MedTech companies often have one or two product 
categories that outperform others. The challenge for these 
companies, then, is to bring up the tail (i.e., products 
that have a low revenue or margin contribution). The 
issue is particularly acute in mergers and acquisitions 
where valuations are often high and companies have to 
sell a large portfolio of products to justify the valuations 
to investors. 

Portfolio-based pricing increases sales by offering incentives 
to customers when they reach different levels of cross-
portfolio spend during a specific time period. As is the 
case with outcomes-based pricing, a successful portfolio 
strategy can combine new with traditional techniques.

Consider a MedTech company that offers catheters 
and balloons. Using traditional pricing approaches, the 
company would market each separately. Using a portfolio-
based pricing structure, however, the company could 
charge less for the catheters than they currently do and 
use that strategy to increase sales of balloons to customers 
who buy the products together. Under this scenario, the 
company captures more revenue and profit from balloons 
even though it is garnering less from catheters. Lowering 
the price of catheters also reduces customer acquisition 
costs. The company can then leverage any traditional form 
of incentives, such as volume discounts, that would spur 
sales (figure 4). 

Figure 4: Example of portfolio-based pricing
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Outcomes-Based Pricing 
In response to soaring healthcare costs, payers are making 
bold moves—changing the basis of reimbursements from 
product and service volume to the outcomes that products 
deliver. MedTech companies should match the bold moves 
by mastering outcomes-based pricing. 

Outcomes-based pricing links a product’s price to its ability 
to achieve specific outcomes such as reduced hospital 
readmissions, shorter hospital stays, improved surgical 
results, and/or increased safety. Although a complex 
endeavor, an effective foray into outcomes-based pricing 
can be achieved with a blend of innovative and traditional 
pricing techniques (figure 3). To illustrate, imagine a 
MedTech company that has developed a new scanning 

device that can replace manual inspections in hospital 
wards over time. The cost to manufacture the device 
is $2,000. 

Using traditional cost-plus pricing, the company might add 
50 percent to its costs and set the price at $3,000. But 
what if the organization looked at the impact of its product 
on a hospital’s costs? For example, the device can reduce 
length of stay while improving the quality of treatment. 
Let’s assume that the device saves a hospital $20,000 
annually. Using an outcomes-based pricing structure, the 
company could set a contracted price of $22,000. It could 
then support that price with traditional line item pricing 
and incentives including rewards for prompt payment. 

Case from the Field 
Consider St. Jude Medical. The company produces a 
cardiac rhythm management device that has four leads 
instead of three. The use of four leads minimizes the 
chances that a lead will become dislodged once the device 
is implanted in the patient. Reduced risk of dislodged leads 
improves outcomes of quadripolar CRT in chronic and 
acute cases of heart failure. 

The company combined an innovative use of rebates as 
an incentive with traditional market-based pricing for the 
device and line-item pricing for the payment model. In a 
program it calls, “Do More. Re-Do Less.” the company will 
credit 45 percent of the net price if lead revision is required 
within one year.14 

Needed Capabilities  
To support outcomes-based pricing, organizations will 
need advanced analytics capabilities to measure outcomes 
and adjust for non-controllable factors. Companies will 
have to develop good relationships with customers in order 
to agree on how to adjust for non-controllable factors. 
Businesses must also have the data and tools at the ready 
to assess outcomes and track customer payments and 
rebates. In addition, organizations may have to boost 
administrative support, accept longer sales processes, and 
modify sales force incentives to encourage outcomes-
based selling and mitigate downsides for the salesforce. 
Companies must also be able to monitor product selection 
and assure maximum profits. 

Case from the Field 
A niche MedTech company based in the US had nearly 20 
product categories. A disproportionate amount of revenue 
came from a few of the products and the company wanted 
to gain deeper penetration with its customers across its 
entire product portfolio. 

The MedTech company turned to portfolio-based pricing. 
It was able to use traditional market-based prices with 
line-item pricing. As an innovative incentive, the company 
offered steadily larger discounts as customers increased 
overall purchases and bought from larger number of 
product categories.

Needed Capabilities 
Portfolio-based pricing requires advanced analytics to 
track customer performance and support sales forecasting 
processes to account for non-controllable factors. 
Businesses may need new tools that track customer 
purchase commitments, rebates and provide data for 
compliance reporting. Government Price Reporting (GPR) 
is also a key consideration in structuring portfolio-based 
structures in the US. MedTech companies may also have 
to revamp sales compensation plans to encourage cross-
selling and eliminate internal organizational barriers. 
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Baxter’s acquisition of Gambro in 2012, for example, has cre-
ated a global powerhouse of renal products. The 2015 Biomet-
Zimmer merger gave the two companies significant scale in the 
orthopedics market. The merger of Medtronic and Covidien this 
year is expected to cut annual expenses by $850 million.10 The 
2015 acquisition of Johnson & Johnson’s Dublin-based Cordis 
by Cardinal Health is further evidence of companies creating 
greater focus on specific therapeutic areas.

Patients as Value-Conscious Consumers
Patients are taking charge of their healthcare and increasingly 
aware of the costs and value of treatment options. In the US, 
patients are investigating prices and skipping treatments and 
preventative care tests when their insurance plans have high 
deductibles.11

On the other hand, consumers are willing to pay out of pocket 
when the treatment justifies the expense. For example, many ac-
tive Baby Boomer cataract surgery patients are paying for pre-
mium intraocular lenses (an additional $1,000 per eye) to achieve 
spectacle independence (post-surgery in case of astigmatism) 
and maintain a healthy lifestyle.12 Pregnant woman often pay 
$200 out of their own pockets for 3-D and 4-D ultrasound tests.13

The MedTech industry’s traditional pricing approaches will pro-
vide little or no defense against these megatrends. Industry play-
ers need to adopt more innovative pricing strategies to protect 
net revenue and margins and outmaneuver their competitors.
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Portfolio-Based Pricing 
MedTech companies often have one or two product 
categories that outperform others. The challenge for these 
companies, then, is to bring up the tail (i.e., products 
that have a low revenue or margin contribution). The 
issue is particularly acute in mergers and acquisitions 
where valuations are often high and companies have to 
sell a large portfolio of products to justify the valuations 
to investors. 

Portfolio-based pricing increases sales by offering incentives 
to customers when they reach different levels of cross-
portfolio spend during a specific time period. As is the 
case with outcomes-based pricing, a successful portfolio 
strategy can combine new with traditional techniques.

Consider a MedTech company that offers catheters 
and balloons. Using traditional pricing approaches, the 
company would market each separately. Using a portfolio-
based pricing structure, however, the company could 
charge less for the catheters than they currently do and 
use that strategy to increase sales of balloons to customers 
who buy the products together. Under this scenario, the 
company captures more revenue and profit from balloons 
even though it is garnering less from catheters. Lowering 
the price of catheters also reduces customer acquisition 
costs. The company can then leverage any traditional form 
of incentives, such as volume discounts, that would spur 
sales (figure 4). 

Figure 4: Example of portfolio-based pricing
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Outcomes-Based Pricing 
In response to soaring healthcare costs, payers are making 
bold moves—changing the basis of reimbursements from 
product and service volume to the outcomes that products 
deliver. MedTech companies should match the bold moves 
by mastering outcomes-based pricing. 

Outcomes-based pricing links a product’s price to its ability 
to achieve specific outcomes such as reduced hospital 
readmissions, shorter hospital stays, improved surgical 
results, and/or increased safety. Although a complex 
endeavor, an effective foray into outcomes-based pricing 
can be achieved with a blend of innovative and traditional 
pricing techniques (figure 3). To illustrate, imagine a 
MedTech company that has developed a new scanning 

device that can replace manual inspections in hospital 
wards over time. The cost to manufacture the device 
is $2,000. 

Using traditional cost-plus pricing, the company might add 
50 percent to its costs and set the price at $3,000. But 
what if the organization looked at the impact of its product 
on a hospital’s costs? For example, the device can reduce 
length of stay while improving the quality of treatment. 
Let’s assume that the device saves a hospital $20,000 
annually. Using an outcomes-based pricing structure, the 
company could set a contracted price of $22,000. It could 
then support that price with traditional line item pricing 
and incentives including rewards for prompt payment. 

Case from the Field 
Consider St. Jude Medical. The company produces a 
cardiac rhythm management device that has four leads 
instead of three. The use of four leads minimizes the 
chances that a lead will become dislodged once the device 
is implanted in the patient. Reduced risk of dislodged leads 
improves outcomes of quadripolar CRT in chronic and 
acute cases of heart failure. 

The company combined an innovative use of rebates as 
an incentive with traditional market-based pricing for the 
device and line-item pricing for the payment model. In a 
program it calls, “Do More. Re-Do Less.” the company will 
credit 45 percent of the net price if lead revision is required 
within one year.14 

Needed Capabilities  
To support outcomes-based pricing, organizations will 
need advanced analytics capabilities to measure outcomes 
and adjust for non-controllable factors. Companies will 
have to develop good relationships with customers in order 
to agree on how to adjust for non-controllable factors. 
Businesses must also have the data and tools at the ready 
to assess outcomes and track customer payments and 
rebates. In addition, organizations may have to boost 
administrative support, accept longer sales processes, and 
modify sales force incentives to encourage outcomes-
based selling and mitigate downsides for the salesforce. 
Companies must also be able to monitor product selection 
and assure maximum profits. 

Case from the Field 
A niche MedTech company based in the US had nearly 20 
product categories. A disproportionate amount of revenue 
came from a few of the products and the company wanted 
to gain deeper penetration with its customers across its 
entire product portfolio. 

The MedTech company turned to portfolio-based pricing. 
It was able to use traditional market-based prices with 
line-item pricing. As an innovative incentive, the company 
offered steadily larger discounts as customers increased 
overall purchases and bought from larger number of 
product categories.

Needed Capabilities 
Portfolio-based pricing requires advanced analytics to 
track customer performance and support sales forecasting 
processes to account for non-controllable factors. 
Businesses may need new tools that track customer 
purchase commitments, rebates and provide data for 
compliance reporting. Government Price Reporting (GPR) 
is also a key consideration in structuring portfolio-based 
structures in the US. MedTech companies may also have 
to revamp sales compensation plans to encourage cross-
selling and eliminate internal organizational barriers. 

Figure 4: Example of portfolio-based pricing
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by mastering outcomes-based pricing. 
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pricing techniques (figure 3). To illustrate, imagine a 
MedTech company that has developed a new scanning 
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wards over time. The cost to manufacture the device 
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Using traditional cost-plus pricing, the company might add 
50 percent to its costs and set the price at $3,000. But 
what if the organization looked at the impact of its product 
on a hospital’s costs? For example, the device can reduce 
length of stay while improving the quality of treatment. 
Let’s assume that the device saves a hospital $20,000 
annually. Using an outcomes-based pricing structure, the 
company could set a contracted price of $22,000. It could 
then support that price with traditional line item pricing 
and incentives including rewards for prompt payment. 

Portfolio-Based Pricing 
MedTech companies often have one or two product 
categories that outperform others. The challenge for these 
companies, then, is to bring up the tail (i.e., products 
that have a low revenue or margin contribution). The 
issue is particularly acute in mergers and acquisitions 
where valuations are often high and companies have to 
sell a large portfolio of products to justify the valuations 
to investors. 
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to customers when they reach different levels of cross- 
portfolio spend during a specific time period. As is the 
case with outcomes-based pricing, a successful portfolio 
strategy can combine new with traditional techniques. 

Consider a MedTech company that offers catheters 
and balloons. Using traditional pricing approaches, the 
company would market each separately. Using a portfolio- 
based pricing structure, however, the company could 
charge less for the catheters than they currently do and use 
that strategy to increase sales of balloons to customers 
who buy the products together. Under this scenario, the 
company captures more revenue and profit from balloons 
even though it is garnering less from catheters. Lowering 
the price of catheters also reduces customer acquisition 
costs. The company can then leverage any traditional form 
of incentives, such as volume discounts, that would spur 
sales (figure 4). 
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From Setting Price to  
Creating Pricing Strategies

For years, product and customer profitability have not been a ma-
jor concern for many MedTech companies. In times of prosperity, 
customers were king and products and services were often of-
fered below the total cost of bringing them to market. However, 
as profit margins become the focus, getting pricing basics right 
should be the first priority of MedTech companies.

When businesses in this sector put a price on a new product, 
they often look at competitor prices and set theirs at a reason-
able point above them. They may also examine their own costs to 
assure that prices provide acceptable margins. But competition 
is mounting and buyers are becoming more aggressive in their 

propositions, by, for example, issuing RFPs more frequently and 
reducing the effective timeframe for prices established in the 
process. As competition heats up, setting prices against those 
of competitors can easily knock the company and its products 
out of the running. To bolster the competitive success of their 
products, MedTech companies need to create innovative pricing 
strategies that beat competitors by demonstrating the product’s 
unique value and providing incentives for customers to continue 
buying. In our experience, businesses have three levers they can 
pull to create powerful pricing strategies. As figure 2 shows, 
these strategies don’t require wholesale change in each of the 
three levers. Although pricing strategies can be complicated, 
they don’t have to be. Instead, companies can blend innovative 
techniques with traditional approaches:

Figure 5: Example of solutions pricing
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Advancing Through Measured Steps 
Each of the pricing strategies we have discussed is a complex endeavor 
with its own pros and cons. Outcomes-based pricing, for example, 
provides competitive advantage by differentiating products based on the 
results they deliver. However, outcomes can be difficult to quantify in 
certain medical conditions and businesses will have to control for factors 
such as surgeon skill and patient co-morbidities. 

Portfolio pricing offers the potent advantage of increasing profits with 
existing customers without discounting highly profitable products. It can 
also promote cross-selling and unlock latent value in combined portfolios 
created through an M&A. Nonetheless, GPR in the US will require 
additional resources to meet compliance requirements. In addition, bulk 
pricing may not be an incentive for smaller customers who won’t reach 
purchasing thresholds. 

Solution pricing is also subject to GPR reporting in the US and can 
also have a major impact on go-to-market efforts. For example, the 
effectiveness of the strategy rests on the ability of the sales force to forge 
close relationships with customers. As a result, sales models may have to 
change from selling products to managing accounts and partnerships. 

Although the challenges are complex, MedTech companies can follow 
a straightforward, step-by-step process to determine the best pricing 
strategies for their products (figure 6). The effort culminates in a pilot to 
test assumptions, tradeoffs, and build organizational knowledge.

  
Step 1—Collaborate with Customers: Pricing strategies shouldn’t be 
developed in conference rooms alone. Customers must be part of the 
process of creating a joint vision of how to share value. 

Step 2—Evaluate Product Portfolio: Businesses should examine the 
products and customer needs to develop hypotheses about the best place 
to start. 

Step 3—Assess Market and Competitor Dynamics: Assumptions about 
the best places to start should be weighed against what competitors are 
likely doing or will do. 

Step 4—Develop Product Specific Pricing Strategies: Having zeroed in 
on the best places to start and understanding competitor moves, MedTech 
companies can begin applying specific pricing strategies to their products 
as a pilot.

Step 5—Know Your Capabilities: Once the strategies are crafted, the 
business needs to assess what new capabilities it must develop. 

Step 6—Design and Launch a Pilot: Finally, organizations should create 
a playbook for the pilot including team structure and governance. The 
company can then launch the pilot and document lessons learned. 

Steps for Implementing Innovative Pricing Strategies
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Figure 6: Steps for implementing innovative pricing strategies

Solutions Pricing 
MedTech companies increasingly see the value of shifting 
from selling products and absorbing service as a cost to 
offering solutions for both products and services that 
the customer values together. MedTech businesses are 
following two paths to create value through solutions: 

• Boosting disease area footprints: For example, 
MedTech companies can offer procedure packs or move 
from diagnosis and treatment to supporting chronic 
conditions such as diabetes and heart disease. Prices 
are set at the level of disease area and encompass the 
entire package of products and services. 

• Offering non-clinical services: For example, MedTech 
organizations can provide hospital management and 
operational support and/or financial services. Pricing is 
based on the value to the customer. 

 
 

To illustrate, imagine a MedTech company that markets 
both consumables and more high-end products such 
as stents and active devices. The company is facing a 
decreasing share of wallet and to boost its revenue, it 
decides to help its hospital customers to reduce costs 
by offering integrated solution kits. Through market 
research, the MedTech company found that potential 
hospital customers valued time gain, inclusive maintenance 
services and faster patient turnarounds as the solution’s 
main benefits. Moreover, Voice of the Customer research 
indicated that hospitals are willing to pay a higher price for 
the kit than the individual component parts. A traditional 
company would opt for cost-plus pricing in combination 
with bulk pricing and a share-of-wallet based incentive 
structure. By opting for integrated solutions, however, the 
company can combine the innovation of solution-based 
pricing structures with pay-per-therapy payment model, 
whilst applying a share-of-wallet based incentive structure. 

Case from the Field 
Consider the medical device company Medtronic. With its 
strong footprint in cardio and endovascular procedures 
and subsequent insights into the operations of a hospital’s 
catheterization laboratory (cath lab), the company 
observed many hospitals facing issues to contain costs. 
To counter this issue, the company recently launched 
Hospital Solutions, a new business focused on providing 
services directly related to hospital operational efficiency, 
to manage and modernize cath labs. By doing so, the 
company was able to monetize its cath lab knowledge into 
new revenue streams whilst providing integrated solutions 
to answer customer needs.15

Needed Capabilities 
To make solution selling a success, MedTech companies 
need to have these capabilities in place: 

• Analytics capabilities to understand customer behavior 
including clinical and economic data

• Technology capabilities to monitor price and bundle and 
unbundle solution components according to customer 
needs

• Ability to closely monitor how well the solution is 
performing and managing the impact of regulatory 
requirements such as GPR, FDA and CE (European 
Conformity) approvals 

Figure 5: Example of solutions pricing
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Advancing Through Measured Steps 
Each of the pricing strategies we have discussed is a complex endeavor 
with its own pros and cons. Outcomes-based pricing, for example, 
provides competitive advantage by differentiating products based on the 
results they deliver. However, outcomes can be difficult to quantify in 
certain medical conditions and businesses will have to control for factors 
such as surgeon skill and patient co-morbidities. 

Portfolio pricing offers the potent advantage of increasing profits with 
existing customers without discounting highly profitable products. It can 
also promote cross-selling and unlock latent value in combined portfolios 
created through an M&A. Nonetheless, GPR in the US will require 
additional resources to meet compliance requirements. In addition, bulk 
pricing may not be an incentive for smaller customers who won’t reach 
purchasing thresholds. 

Solution pricing is also subject to GPR reporting in the US and can 
also have a major impact on go-to-market efforts. For example, the 
effectiveness of the strategy rests on the ability of the sales force to forge 
close relationships with customers. As a result, sales models may have to 
change from selling products to managing accounts and partnerships. 

Although the challenges are complex, MedTech companies can follow 
a straightforward, step-by-step process to determine the best pricing 
strategies for their products (figure 6). The effort culminates in a pilot to 
test assumptions, tradeoffs, and build organizational knowledge.

  
Step 1—Collaborate with Customers: Pricing strategies shouldn’t be 
developed in conference rooms alone. Customers must be part of the 
process of creating a joint vision of how to share value. 

Step 2—Evaluate Product Portfolio: Businesses should examine the 
products and customer needs to develop hypotheses about the best place 
to start. 

Step 3—Assess Market and Competitor Dynamics: Assumptions about 
the best places to start should be weighed against what competitors are 
likely doing or will do. 

Step 4—Develop Product Specific Pricing Strategies: Having zeroed in 
on the best places to start and understanding competitor moves, MedTech 
companies can begin applying specific pricing strategies to their products 
as a pilot.

Step 5—Know Your Capabilities: Once the strategies are crafted, the 
business needs to assess what new capabilities it must develop. 

Step 6—Design and Launch a Pilot: Finally, organizations should create 
a playbook for the pilot including team structure and governance. The 
company can then launch the pilot and document lessons learned. 

Steps for Implementing Innovative Pricing Strategies
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Figure 6: Steps for implementing innovative pricing strategies

Solutions Pricing 
MedTech companies increasingly see the value of shifting 
from selling products and absorbing service as a cost to 
offering solutions for both products and services that 
the customer values together. MedTech businesses are 
following two paths to create value through solutions: 

• Boosting disease area footprints: For example, 
MedTech companies can offer procedure packs or move 
from diagnosis and treatment to supporting chronic 
conditions such as diabetes and heart disease. Prices 
are set at the level of disease area and encompass the 
entire package of products and services. 

• Offering non-clinical services: For example, MedTech 
organizations can provide hospital management and 
operational support and/or financial services. Pricing is 
based on the value to the customer. 

 
 

To illustrate, imagine a MedTech company that markets 
both consumables and more high-end products such 
as stents and active devices. The company is facing a 
decreasing share of wallet and to boost its revenue, it 
decides to help its hospital customers to reduce costs 
by offering integrated solution kits. Through market 
research, the MedTech company found that potential 
hospital customers valued time gain, inclusive maintenance 
services and faster patient turnarounds as the solution’s 
main benefits. Moreover, Voice of the Customer research 
indicated that hospitals are willing to pay a higher price for 
the kit than the individual component parts. A traditional 
company would opt for cost-plus pricing in combination 
with bulk pricing and a share-of-wallet based incentive 
structure. By opting for integrated solutions, however, the 
company can combine the innovation of solution-based 
pricing structures with pay-per-therapy payment model, 
whilst applying a share-of-wallet based incentive structure. 

Case from the Field 
Consider the medical device company Medtronic. With its 
strong footprint in cardio and endovascular procedures 
and subsequent insights into the operations of a hospital’s 
catheterization laboratory (cath lab), the company 
observed many hospitals facing issues to contain costs. 
To counter this issue, the company recently launched 
Hospital Solutions, a new business focused on providing 
services directly related to hospital operational efficiency, 
to manage and modernize cath labs. By doing so, the 
company was able to monetize its cath lab knowledge into 
new revenue streams whilst providing integrated solutions 
to answer customer needs.15

Needed Capabilities 
To make solution selling a success, MedTech companies 
need to have these capabilities in place: 

• Analytics capabilities to understand customer behavior 
including clinical and economic data

• Technology capabilities to monitor price and bundle and 
unbundle solution components according to customer 
needs

• Ability to closely monitor how well the solution is 
performing and managing the impact of regulatory 
requirements such as GPR, FDA and CE (European 
Conformity) approvals 

Figure 5: Example of solutions pricing
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• Pricing structure; How to set the price. These techniques 
can range from benchmarking against competitors to bas-
ing prices on the clinical outcomes that the product offers.

• Payment model; How to charge customers. Options span 
from line item and bulk pricing to risk sharing arrangements 
based on results.

• Incentives; How to spur growth. These techniques include 
discounts based on volume, and incentives to purchase 
across multiple product lines.

For example, a MedTech company could offer a new product that 
can reduce hospital readmission rates for a certain condition. The 
price can be based on what competitors charge and the com-
pany can use traditional line-item pricing for the payment model. 

The pricing innovation could take the form of rebates offered if 
the product doesn’t achieve the promised outcome of reducing 
hospital readmissions. Similarly, an effective pricing strategy for a 
portfolio of products could use existing list prices and offer bulk 
pricing on sets of products. The innovation could come into play 
with incentives to increase sales. For example, the company could 
offer discounts when customers reach certain spending levels.

The ability to pull different levers of a pricing strategy offers sev-
eral innovative options. Three particularly powerful strategies 
that MedTech companies could consider are: outcomes-based 
pricing, portfolio pricing and solutions pricing. 

Outcomes-Based Pricing
In response to soaring healthcare costs, payers are making bold 
moves—changing the basis of reimbursements from product and 
service volume to the outcomes that products deliver. MedTech 
companies should match the bold moves by mastering outcomes-
based pricing.

Outcomes-based pricing links a product’s price to its ability to 
achieve specific outcomes such as reduced hospital readmis-
sions, shorter hospital stays, improved surgical results, and/or 
increased safety. Although a complex endeavor, an effective foray 
into outcomes-based pricing can be achieved with a blend of 
innovative and traditional pricing techniques (figure 3). To illus-
trate, imagine a MedTech company that has developed a new 

In Japan, reimbursement for major devices has dropped by 
approximately 25 percent in the last decade, according to 
Japan’s Medical Device Institute. Medical materials have 
been the first line of attack for healthcare providers seek-
ing to save money, and many are increasing their purchas-
ing power through joint procurement efforts and increasing 
visibility into pricing data.

— Jun Matsuo, partner and Life Science sector leader,  
Deloitte Japan Tetsuyuki Tatsuoka,  

senior manager, Deloitte Japan

Each of the pricing strategies we have discussed is a com-
plex endeavor with its own pros and cons. Outcomes-based 
pricing, for example, provides competitive advantage by dif-
ferentiating products based on the results they deliver. How-
ever, outcomes can be difficult to quantify in certain medical 
conditions and businesses will have to control for factors such 
as surgeon skill and patient co-morbidities.

Portfolio pricing offers the potent advantage of increasing prof-
its with existing customers without discounting highly profit-
able products. It can also promote cross-selling and unlock 
latent value in combined portfolios created through an M&A. 
Nonetheless, GPR in the US will require additional resources 
to meet compliance requirements. In addition, bulk pricing may 
not be an incentive for smaller customers who won’t reach 
purchasing thresholds.

Solution pricing is also subject to GPR reporting in the US 
and can also have a major impact on go-to-market efforts. For 
example, the effectiveness of the strategy rests on the ability 
of the sales force to forge close relationships with custom-
ers. As a result, sales models may have to change from selling 
products to managing accounts and partnerships. 

Although the challenges are complex, MedTech companies 
can follow a straightforward, step-by-step process to deter-
mine the best pricing strategies for their products (figure 6). 
The effort culminates in a pilot to test assumptions, tradeoffs, 

and build organizational knowledge.

Step 1—Collaborate with Customers: Pricing strategies 
shouldn’t be developed in conference rooms alone. Custom-
ers must be part of the process of creating a joint vision of 
how to share value.

Step 2—Evaluate Product Portfolio: Businesses should 
examine the products and customer needs to develop hypoth-
eses about the best place to start.

Step 3—Assess Market and Competitor Dynamics: As-
sumptions about the best places to start should be weighed 
against what competitors are likely doing or will do.

Step 4—Develop Product Specific Pricing Strategies: 
Having zeroed in on the best places to start and understand-
ing competitor moves, MedTech companies can begin ap-
plying specific pricing strategies to their products as a pilot.

Step 5—Know Your Capabilities: Once the strategies are 
crafted, the business needs to assess what new capabilities 
it must develop.

Step 6—Design and Launch a Pilot: Finally, organizations 
should create a playbook for the pilot including team structure 
and governance. The company can then launch the pilot and 
document lessons learned.

Advancing Through Measured Steps
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scanning device that can replace manual inspections in hospital 
wards over time. The cost to manufacture the device is $2,000. 

Using traditional cost-plus pricing, the company might add 50 
percent to its costs and set the price at $3,000. But what if the or-
ganization looked at the impact of its product on hospital’s costs? 
For example, the device can reduce length of stay while improv-
ing the quality of treatment. Let’s assume that the device saves 
a hospital $20,000 annually. Using an outcomes-based pricing 
structure, the company could set a contracted price of $22,000. 
It could then support that price with traditional line item pricing 
and incentives including rewards for prompt payment.

Portfolio-Based Pricing
MedTech companies often have one or two product categories 
that outperform others. The challenge for these companies, then, 
is to bring up the tail (i.e., products that have a low revenue or 
margin contribution). The issue is particularly acute in mergers 
and acquisitions where valuations are often high and companies 
have to sell a large portfolio of products to justify the valuations 
to investors. Portfolio-based pricing increases sales by offering 
incentives to customers when they reach different levels of cross-
portfolio spend during a specific time period. As is the case with 
outcomes-based pricing, a successful portfolio strategy can 
combine new with traditional techniques.

Consider a MedTech company that offers catheters and balloons. 
Using traditional pricing approaches, the company would mar-
ket each separately. Using a portfolio-based pricing structure, 
however, the company could charge less for the catheters than 
they currently do and use that strategy to increase sales of bal-
loons to customers who buy the products together. Under this 
scenario, the company captures more revenue and profit from 
balloons even though it is garnering less from catheters. Lowering 
the price of catheters also reduces customer acquisition costs. 
The company can then leverage any traditional form of incen-
tives, such as volume discounts, that would spur sales (figure 4).

Solutions Pricing
MedTech companies increasingly see the value of shifting from 
selling products and absorbing service as a cost to offering so-

lutions for both products and services that the customer values 
together. MedTech businesses are following two paths to create 
value through solutions:

• Boosting disease area footprints: For example, MedTech 
companies can offer procedure packs or move from diag-
nosis and treatment to supporting chronic conditions such 
as diabetes and heart disease. Prices are set at the level of 
disease area and encompass the entire package of prod-
ucts and services.

• Offering non-clinical services: For example, MedTech 
organizations can provide hospital management and opera-
tional support and/or financial services. Pricing is based on 
the value to the customer.

To illustrate, imagine a MedTech company that markets both con-
sumables and more high-end products such as stents and active 
devices. The company is facing a decreasing share of wallet and 
to boost its revenue, it decides to help its hospital customers to 
reduce costs by offering integrated solution kits. 

Through market research, the MedTech company found that po-
tential hospital customers valued time gain, inclusive maintenance 
services and faster patient turnarounds as the solution’s main 
benefits. Moreover, Voice of the Customer research indicated 
that hospitals are willing to pay a higher price for the kit than the 
individual component parts. 

A traditional company would opt for cost-plus pricing in com-
bination with bulk pricing and a share-of-wallet based incen-
tive structure. By opting for integrated solutions, however, the 
company can combine the innovation of solution-based pricing 
structures with pay-per-therapy payment model, whilst applying 
a share-of-wallet based incentive structure.

Conclusion: Move Ahead of the Pack

The MedTech market is changing significantly, and those changes 
are underway now. Payers, providers and patients are increas-

Figure 6: Steps for implementing innovative pricing strategies
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with its own pros and cons. Outcomes-based pricing, for example, 
provides competitive advantage by differentiating products based on the 
results they deliver. However, outcomes can be difficult to quantify in 
certain medical conditions and businesses will have to control for factors 
such as surgeon skill and patient co-morbidities. 

Portfolio pricing offers the potent advantage of increasing profits with 
existing customers without discounting highly profitable products. It can 
also promote cross-selling and unlock latent value in combined portfolios 
created through an M&A. Nonetheless, GPR in the US will require 
additional resources to meet compliance requirements. In addition, bulk 
pricing may not be an incentive for smaller customers who won’t reach 
purchasing thresholds. 

Solution pricing is also subject to GPR reporting in the US and can 
also have a major impact on go-to-market efforts. For example, the 
effectiveness of the strategy rests on the ability of the sales force to forge 
close relationships with customers. As a result, sales models may have to 
change from selling products to managing accounts and partnerships. 

Although the challenges are complex, MedTech companies can follow 
a straightforward, step-by-step process to determine the best pricing 
strategies for their products (figure 6). The effort culminates in a pilot to 
test assumptions, tradeoffs, and build organizational knowledge.

  
Step 1—Collaborate with Customers: Pricing strategies shouldn’t be 
developed in conference rooms alone. Customers must be part of the 
process of creating a joint vision of how to share value. 

Step 2—Evaluate Product Portfolio: Businesses should examine the 
products and customer needs to develop hypotheses about the best place 
to start. 

Step 3—Assess Market and Competitor Dynamics: Assumptions about 
the best places to start should be weighed against what competitors are 
likely doing or will do. 

Step 4—Develop Product Specific Pricing Strategies: Having zeroed in 
on the best places to start and understanding competitor moves, MedTech 
companies can begin applying specific pricing strategies to their products 
as a pilot.

Step 5—Know Your Capabilities: Once the strategies are crafted, the 
business needs to assess what new capabilities it must develop. 

Step 6—Design and Launch a Pilot: Finally, organizations should create 
a playbook for the pilot including team structure and governance. The 
company can then launch the pilot and document lessons learned. 
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Solutions Pricing 
MedTech companies increasingly see the value of shifting 
from selling products and absorbing service as a cost to 
offering solutions for both products and services that 
the customer values together. MedTech businesses are 
following two paths to create value through solutions: 

• Boosting disease area footprints: For example, 
MedTech companies can offer procedure packs or move 
from diagnosis and treatment to supporting chronic 
conditions such as diabetes and heart disease. Prices 
are set at the level of disease area and encompass the 
entire package of products and services. 

• Offering non-clinical services: For example, MedTech 
organizations can provide hospital management and 
operational support and/or financial services. Pricing is 
based on the value to the customer. 

 
 

To illustrate, imagine a MedTech company that markets 
both consumables and more high-end products such 
as stents and active devices. The company is facing a 
decreasing share of wallet and to boost its revenue, it 
decides to help its hospital customers to reduce costs 
by offering integrated solution kits. Through market 
research, the MedTech company found that potential 
hospital customers valued time gain, inclusive maintenance 
services and faster patient turnarounds as the solution’s 
main benefits. Moreover, Voice of the Customer research 
indicated that hospitals are willing to pay a higher price for 
the kit than the individual component parts. A traditional 
company would opt for cost-plus pricing in combination 
with bulk pricing and a share-of-wallet based incentive 
structure. By opting for integrated solutions, however, the 
company can combine the innovation of solution-based 
pricing structures with pay-per-therapy payment model, 
whilst applying a share-of-wallet based incentive structure. 

Case from the Field 
Consider the medical device company Medtronic. With its 
strong footprint in cardio and endovascular procedures 
and subsequent insights into the operations of a hospital’s 
catheterization laboratory (cath lab), the company 
observed many hospitals facing issues to contain costs. 
To counter this issue, the company recently launched 
Hospital Solutions, a new business focused on providing 
services directly related to hospital operational efficiency, 
to manage and modernize cath labs. By doing so, the 
company was able to monetize its cath lab knowledge into 
new revenue streams whilst providing integrated solutions 
to answer customer needs.15

Needed Capabilities 
To make solution selling a success, MedTech companies 
need to have these capabilities in place: 

• Analytics capabilities to understand customer behavior 
including clinical and economic data

• Technology capabilities to monitor price and bundle and 
unbundle solution components according to customer 
needs

• Ability to closely monitor how well the solution is 
performing and managing the impact of regulatory 
requirements such as GPR, FDA and CE (European 
Conformity) approvals 

Figure 5: Example of solutions pricing
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Payers, providers and patients are in-
creasingly demanding that the price 
of MedTech products have a direct 
relationship to the value that the prod-
uct provides.

ingly demanding that the price 
of MedTech products have a 
direct relationship to the value 
that the product provides. Non-
traditional players are making 
hefty investments and low-cost 
providers are rapidly expand-
ing their global footprints—all 
of which will add more down-
ward pressure to prices. M&A 
activity in the MedTech industry 
is on the rise and the new enti-
ties will have to capture the full 
value of combined portfolios to 
justify the valuations to respec-
tive investors.

These trends will likely con-
tinue to put pressure on prices 
which can cut into the net profit 
and margins of MedTech com-
panies that don’t pick up the 
mantel of pricing innovation. 
MedTech companies stand at 
a crossroads: They can wait 
and let the market define their 
fortunes, or they can take a 
leadership role by shaping the 
market and charting their own 
destinies.
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Who is in Charge of Customer Value in your 
Organization? The Emerging Role of Chief Value Officer

T
he world of business and economics changes fast and is 
becoming more complex every decade. Firms are faced 
with the choice to adapt, reinvent, and differentiate them-
selves or die. Over the past few years, the nature and 

intensity of these changes in the business landscape have cre-
ated organizational disruption and a realistic need to redesign 
organizational structure and leadership approaches. As a result, 
the nature and structure of the C-suite has also been changing to 
respond to these exogenous trends. Whereas traditionally C-level 
positions were focused on operations (Chief Operations Officer), 
on finance (Chief Financial Officer), on information systems (Chief 
Information Officer), and on innovation (Chief Innovation Officer), 
we have witnessed the emergence of a flurry of new C-level titles 
emanating from new management theory (Chief Learning Offi-
cer, Chief Digital Officer), from increased business regulations 
(Chief Compliance Officer, Chief Ethics Officer, Chief Sustain-
ability Officer, Chief Risk Officer) and from increased focused 
on markets and customers (Chief Customer Officer, Customer 
Experience Officer, Chief Growth Officer, Chief Commercial Of-
ficer, and Chief Marketing Officer).

Today more and more firms realize that they cannot cut their way 
to prosperity and that their growth potential has been severely 
reduced due to the continued recessionary trends. More and 
more business are looking at their business models and rein-
venting their value propositions in order to generate customer 
excitement, boost value-creation programs, and capture value 
through value-based pricing. This trend towards value begs the 
question of who is in charge of value-management processes 
and programs in firms and how they design and implement com-
prehensive, systematic long-term value initiatives. 

For the past decade, value experts have promoted the role of 
Chief Value Officer in professional firms to lead such programs 
and initiatives (Baker 2006). In this paper, we explore the need 
for the creation of a Chief Value Officer role for both service 
and manufacturing firms. We offer a practical comparison of the 
customer- and market-related CXO positions and propose two 
potential approaches for the role of Chief Value Officer (CVO). 

Our goal is to recommend the creation and adoption of the CVO 
role and to elevate the value discussion to the C-suite. There has 
never been a better time to focus on the topic of business and 
customer value. Who is in charge of value in your organization?

Value at the Organizational Level
“Value” is probably one of the most frequently used words in busi-
ness. There is confusion between the terms of business value, 
shareholder value, financial value, and customer value. Value also 
might mean “cheap” for lots of people. In addition, customer value 
is difficult to define, to assess, and to fully capture through pric-
ing. Given that most companies create their own definition and 
conceptualization of customer value, we propose to explore what 
it might mean and introduce some practical steps to increase 
your understanding of it.

Why is it that few suppliers in business markets are able to define 
and measure value? Ask 100 people what customer value means 
to them and you will get 100 different definitions. So we must 
start with a proper definition before we can even begin thinking 
about quantifying and capturing value. We adopt the definition 
of customer value proposed by Anderson and Narus in a 1998 
Harvard Business Review issue:

“Value is the worth, in monetary terms, of the technical, economic, 
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Figure 1: Sustainable Value-Assessment Circleservice and social benefits a customer receives in exchange for 
the price it pays for a market offering, taking into consideration 
competing suppliers’ offerings and prices.”

That notion of value and price exchange is essential to be able 
to assimilate the concepts of value quantification and capture. 
Value and benefits are exchanged with utility and price. There 
are more difficulties than the issue of definition. In a 2008 survey 
of business executives, 79% attributed this difficulty to a lack of 
capabilities and skills needed to assess value, apply the appropri-
ate methods, and extract the exact value differential between two 
products (Hinterhuber 2008). Second to the value-assessment 
issue, communicating value to the market was associated by 
65% of the executives with difficulty in elevating the value mes-
sage above the advertising noise in the market. A more recent 
survey conducted in 2014 with 144 value-based pricing experts 
revealed three top difficulties: 1) selecting the right value drivers 
to be included in the quantification process, 2) gathering com-
petitive pricing information, 3) and conducting user-need seg-
mentation. Interestingly enough, these experts did not find the 
quantification process difficult once the context of the customer 
value exercise was well understood. 

Bottom line: there is a need for more research related not only 
to theory on value (Ulaga 2001) but also to marketing tools for 
understanding, assessing, and delivering value in business mar-
kets (Cressman Jr 2010). Scholars agree that there are six char-
acteristics of value that make value difficult to measure: value 
is 1) a subjective concept, 2) a trade-off between benefits and 
sacrifices, 3) multidimensional, 4) defined relative to competitors, 
5) segment-specific, and 6) future-oriented (Hinterhuber 2008). 
These challenges are real in the day-to-day life of pricing and 
marketing professionals who are attempting to master customer 
value and pricing (Liozu 2016). 

The business world is changing very quickly right now and value 
propositions are being challenged faster than ever before. Value-
based pricing models need to be very dynamic and reflect this 
changing environment. The enemy of customer value is manual 
and static processes. That is why the management of change is 
essential during pricing and value transformations (Liozu 2015).

We conjecture that customer value must be elevated to the orga-
nizational level. Managing customer value projects at the product 
or divisional level might be useful but they do not fit in an overall 
value-based organizational strategy that is required to create 
a vision, to free up resources, and to align functional areas to 
wards customer value. 

Firms must put customer value at the centre of their existence 
(Forbis and Mehta 1981, Slater 1997), make it part of their DNA 
(Liozu, Boland et al. 2011), and focus on creating sustainable 
value for all stakeholders including customers, end-users, and 
trade partners. Figure 1 depicts a framework for the creation and 
capture of business value. This framework highlights the fact that 
customer value exists at various stages of the commercial cycle 
and resides in multiple functions of the firm: innovation, strategy, 
marketing, pricing, and financial management.

By continuously creating, assessing, and capturing customer 
value, firms can reap the fruits of their holistic value-management 

programs and can reinvest significant portions of their incremen-
tal profitability into innovation. Simply put, enterprises need to 
innovate for growth and price for profit. Profit is the price an en-
terprise invests in to create the future; both innovation and profit 
depend on systematic and formal customer value management. 
With this context in mind then, how do you manage customer val-
ue holistically? And who should be in charge of customer value?

Who is in Charge of Customer Value?
The final question needed in order to come to grips with busi-
ness purpose and business mission is: “What is value to the cus-
tomer?” It may be the most important question. Yet it is the one 
least often asked. One reason is that managers are quite sure 
that they know the answer. Value is what they, in their business, 
define as quality. But this is almost always the wrong definition. 
The customer never buys a product. By definition the customer 
buys the satisfaction of a want. He buys value.

—Peter Drucker, Management: Tasks,  
Responsibilities, Practices, 1993

Whenever this question is posed to a group of businesspeople 
— “Who’s in charge of value in your company?” — someone will 
inevitably shout out, “Everyone!” Really? If everyone owns some-
thing, no one does. Adam Smith demonstrated that the division 
and specialization of labour were a central cause of the wealth 
of nations; they are also the central cause of the success of a 
business. Not everyone can be good at everything.

In a company, someone needs to own the value and pricing func-
tions, someone who can be held accountable for creating and 
capturing value across the entire range of customers. When you 
consider how much executive attention the purchasing function 
receives in most organizations — with the elevation of a new title, 
chief purchasing officer (CPO) — shouldn’t the pricing function 

  5

FIGURE 1 
Sustainable Value‐Assessment Circle 

 

 
  By continuously creating, assessing, and capturing customer value, firms can reap the 

fruits of their holistic value‐management programs and can reinvest significant portions of their 

incremental profitability into innovation.  Simply put, enterprises need to innovate for growth 

and price for profit. Profit is the price an enterprise invests in to create the future; both 

innovation and profit depend on systematic and formal customer value management. With this 

context in mind then, how do you manage customer value holistically? And who should be in 

charge of customer value? 

WHO IS IN CHARGE OF CUSTOMER VALUE? 

The final question needed in order to come to grips with business purpose and 

business mission is: “What is value to the customer?” It may be the most 

important question. Yet it is the one least often asked. One reason is that 



Third Quarter 2016 The Journal of Professional Pricing22

CONTINUED ON NEXT PAGE �

receive the same level of executive commitment, attention, and 
resources as a function designed to control costs? 

A report by the London Business School and Ariba, a software 
company, claims that the new CPOs at 70 percent of European 
firms report directly to the board of directors, an increase of 20 
percent over the prior year (The Economist, “A Rise in the C-
Level,” February 26, 2005, 60). Many Fortune 500 companies 
have a chief revenue officer, or chief pricing officer; and while 
these appointments are a step in the right direction toward mak-
ing pricing a core competency within a company, we posit that 
there still exists a lacuna in most companies: understanding, 
measuring, and communicating customer value.

Since price, ultimately, is determined by value—and now that we 
have explored in detail the subjective theory of value, we have a 
better understanding of this concept—shouldn’t someone within 
the company be in charge of comprehending, communicating, 
and capturing value? 

All businesses talk about value, 
and all agree it is essential to cre-
ate, and constantly add to, but 
who is in charge of it? Until it is 
elevated to the executive suite, it 
is not going to receive the atten-
tion, resources, and alignment with 
overall corporate strategy that it 
merits. After all, a business exists 
to create wealth — value — out-
side of itself, and until someone is 
held responsible and accountable 
for understanding the impact on 
customers, companies will continue to operate below potential 
in the value-creating function. Let us appoint a CVO in order to 
take a stand for customer value within the organization.

Unlike a biological organism, the true test of a company’s success 
lies outside of its four walls. As Peter Drucker wrote, “All results 
are external, there is no such thing as a profit centre”; there are 
only cost, activity, and effort centers. The only profit centre in your 
company is a customer’s check that doesn’t bounce.

Yet in many companies, according to McKinsey & Company, 
marketing is poorly linked to corporate strategy. According to a 
McKinsey survey of 30 large U.S. companies, more than a third 
reported that their boards spent less than 10 percent of their time 
on marketing- and customer-related issues. How can a company 
continually create value, let alone capture it with more effective 
pricing strategies, if it does not have someone overseeing this 
responsibility?

Any company that does not understand the value of its own of-
ferings will, by default, perform a suboptimal job communicating 
it to its customers. Yet your customers purchase relatively infre-
quently, while your company sells many more times. Is it not worth 
gaining a deeper understanding of value so you can leverage that 
knowledge across your entire customer base, rather than just a 
few sales? This is precisely why the role of CVO was created. The 
CVO role grew out an experiment conducted with professional 
knowledge firms around the world. Initially, a pricing council was 

established, composed of a group of people who would have ul-
timate responsibility for pricing across the entire firm.

In any company, pricing exists at the crossroads of almost every 
other discipline, such as marketing, sales, finance, project man-
agement, and even research and development. Yet these various 
functions sometimes have conflicting objectives and priorities. 

Marketing tends to focus on brand awareness and market share, 
while finance may insist on maintaining certain margins, and sales 
is interested in making the next sale. Pricing tends to become 
an afterthought, taking a backseat to these other functions that 
normally secure executive attention and clout.

CVOs understand that the hardest part of this value management 
is determining value. After all, cost is relatively easy to determine, 
since most companies employ cost accountants capable of allo-
cating fixed and variable costs to each widget. Setting price above 

cost is also not difficult — even 
the most inept businessperson 
should be able to accomplish 
this. In determining value, cost 
accounting provides little help, 
since customers purchase val-
ue, not a bundle of allocated 
costs.

Since the CVO position is 
relatively new, more is being 
learned every day about this 
responsibility within firms. It 
is an unusual position, to say 
the least. The firms that have 

implemented it so far have reported favorable results, so much 
so that the idea warrants further testing. One question that con-
tinually arises is, what is the function of the CVO?

The Framework for the Chief Value Officer
CVO versus Other Commercial-Oriented C-Level Positions
Our intention in this paper is not to propose a detailed and final 
description of various C-level positions. We intend to launch a 
conversation about the role of the CVO compared with other C-
level positions that are related to market and customer activities. 
The Chief Marketing Officer (CMO) and Chief Commercial Of-
ficer (CCO) positions have been more widely accepted over the 
past decade. While the role of CCO is relatively new, about 200 
CCOs have been appointed worldwide since the role emerged 
(Abele and Stevenson 2009). Similarly, the number and presence 
of CVOs is accelerating around the world. In 2006, Spencer Stu-
art identified more than 30 CMOs in FTSE top 50 companies. In 
the USA, among Fortune 100 firms, 23 had a CMO as the head 
of marketing in 2008 (Grewal and Wang 2009). 

The acceptance of the roles of Chief Pricing Officer (CPO) and 
Chief Value Officer (CVO) has a long way to go. First of all, in most 
companies, the pricing and value-management function receives 
limited attention. Data from the Professional Pricing Society, the 
world’s largest organization dedicated to pricing, reveal that fewer 
than 5% of Fortune 500 companies have a full-time function ex-
clusively dedicated to pricing (Mitchell 2011). After an in-depth 

According to a McKinsey survey 
of 30 large U.S. companies, more 
than a third reported that their 
boards spent less than 10 percent 
of their time on marketing- and 
customer-related issues.
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review in Google, only two or 
three firms have a clearly iden-
tified CVO function.

Reviews of the published roles 
of CVO, CPO, CMO, and 
CCO allowed us to prepare 
the summary data shown in 
Table 1.

We propose that all four roles 
are different but present some 
overlapping characteristics or 
critical functions. While job 
descriptions might differ from 
firm to firm, we find that the 
CVO function best captures 
the systematic and holistic 
creation, assessment, and 
capture of value. This level of dedication and specialization is 
required to put customer value at the heart of strategy or at least 
at the same level as cost and competition. 

The key question that is necessary to answer is the following: 
do you want to reach pricing excellence or do you to have reach 
customer value excellence? Some companies might include cus-
tomer value into their marketing function and leave pricing with the 
Chief Pricing Office. Others might prefer to have value and pric-
ing into a CVO role. What is better? We have no scientific data 
demonstrating that one approach is better than the other. What 
matters is the need for skill specialization on value and/or pricing.

Chief Value Officer Job Description
CVOs are focused on systematically creating, assessing, and 
capturing value across all processes and functions of the firm. 
SAP’s CVO supports our view: “Value is created in three stages 
— value discovery, value realization, and value optimization. We 
believe partners can look at these three areas and offer services 
around them, such as change and program management to help 
customers unleash the potential of what is being offered.” CVOs 
make sure that all programs, actions, initiatives, new products, 
services, and investments create and capture customer value. 
They challenge the decision-making process to bring forward 
customer needs, value propositions, and value models as well 

as how value is captured in 
the process. CVOs live and 
breathe value management, 
as the eyes, ears, and voices 
within the organization advo-
cating value creation for the 
customer. They focus on cul-
ture, mindset, and languages 
of value.

There are two options for de-
signing the role of the CVO, 
as shown in Figure 2. A first 
way is to establish a Project 
Management Office (PMO) 
dedicated to the management 
of value and driving all strate-
gies, processes, and organi-
zational dimensions (culture 

and mindset) associated with value management. We call this 
approach a process-focused CVO.

The second approach proposes to design this role by grouping 
all functions associated with value management (marketing, inno-
vation, pricing, value, selling) and to fold them under one function 
reporting to the CEO. This approach resembles a more traditional 
one, closer to the role of Chief Marketing Officer with innovation 
and strategic responsibilities. We call this approach a function-
ally focused CVO with direct responsibility and accountability. 
The selection of one versus the other approach depends on the 
firm’s process orientation and its capacity to change at the orga-
nizational level. Our opinion is that both approaches offer great 
potential to put value management where it belongs, that is, in 
the C-Suite. So there is not right or wrong. Different organiza-
tion designs, market dynamics, and company cultures will dictate 
what CVO configuration to use: process, functional, or hybrid.

In this paper, we also propose to go further and to offer readers 
a potential job description for a process-focused CVO. For this 
we build on the work of Deloitte (Dalton and Wortman 2004) and 
add additional dimensions to the position, as shown in Figure 3.

While the initial job description was well designed and captured 
more important elements of the role, we added the dimensions of 
learning and knowledge management as well as added required 
skills in change management. Putting value at the centre of the 
firm’s DNA requires an organizational transformation (Liozu, Bo-
land et al. 2011). The CVO will be required to drive this difficult 
transformation with passion. He or she will act as a champion 
of value in the firm and will reinforce collective efficacy by ex-
pressing positive evaluations (Tasa, Taggar et al. 2007), show-
ing confidence in people to perform effectively and to meet value 
challenges (Nadler and Tushman 1990), awakening spirits to rally 
the troops (Hacker and Roberts 2003), and energizing members 
across the organization (Nadler and Tushman 1990, Thompson 
2009:100). Finally, the CVO is also the protector of the value 
culture. He or she will nurture and grow that culture to be able 
to create irreversible change in the mindset of people in the or-
ganization. Culture matters. Mindset does also. 
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what CVO configuration to use: process, functional, or hybrid. 

  In this paper, we also propose to go further and to offer readers a potential job 

Chief Marketing Officer Chief Pricing Officer

Product Management Firm Pricing Orientation

Market Management Pricing Strategies & Tactics

Strategic Marketing Excellence Pricing Realization Excellence

Strategic Pricing Management Value Management Process

Marketing Communications Systems, Tools & Infrastructure

Chief Commercial Officer Chief Value Officer 

Commercial Strategies & Tactics Value Management Process

Commercial Excellence Strategic Pricing Management

Product Management Value Communication Management

Market & Customer Insights Market & Customer Insights

Customer Experience Management Value Culture & Mindset

Table 1: Critical Function of Commercially Related C-Level Positions
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Conclusions
In this paper we have attempted to bring forth arguments for why 
firms should comprehensively and systematically manage cus-
tomer value at the organizational level. We have also highlighted 
the need to have customer value managed centrally through the 
creation of the position of Chief Value Officer. We make several 
strong points related to marketing, value, and pricing manage-
ment. 

First, we propose a clear definition of customer value and also 
support the need to elevate the value discussion to the C-suite. 
Many CEOs believe that it is their role to manage value day in 
and day out. We take a different position and argue that CEOs 
cannot improvise and focus fully on comprehensive value man-
agement. They need a full-time pool of resources that will make 
value leadership a priority project with the intent to create, assess, 
and capture value. CEOs need to put business at the centre of 
the firm’s existence and delegate that mission to value experts. 
CMOs, CPOs, and CCOs may be able to assist in the manage-
ment of value but they will also suffer from the same issues of 
multitasking, attention misallocation, and lack of dedicated ex-
pertise that CEOs contend with.

Second, we propose a couple of different design options for 
CVOs as well as a potential job description based on Deloitte’s 
2004 work (Dalton and Wortman 2004:31). We hope that fur-
ther research will be conducted on the role and function of the 
CVO and that practitioners will draw from our work to advance 
the cause of value management in the C-suite.

Third, we clearly establish a separation between pricing man-
agement and value management in the firm. While they are not 
separated in the overall process, they must be managed differ-
ently and cannot be integrated with each another. Pricing strat-
egies and tactics are used to capture value in the marketplace 
with customers. Prior to being captured, however, value must be 
created and assessed. Reciprocally, value cannot be captured 
without sound pricing strategies. Therefore, we posit that pricing 
belongs in the value-management process led by a CVO, and not 
simply a CPO reporting to the CEO or working in the C-suite.

If you are competing against a company with a CVO — either 
for customers or talent — you may be at a severe competitive 
disadvantage. The Roman God Janus had two sets of eyes, one 
set to see what lay behind and the other to see what lay ahead. 
A CVO is an outward-looking position, with duties carried out 
in a world of risk, uncertainty, innovation, and faith in the future, 
where value is solely determined by the customers your company 
is privileged to serve. If the only set of eyes you possess look 
behind you — at historical costs and efforts — you are destined 
for a perilous future.

So, who is in charge of value in your company?
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How do we support our salespeople, through compensation plans, tools, and mes-
saging, to become the champions of the organization’s pricing strategy? How do 
we get their buy-in to do so? These are the crucial questions that every company 
must address, as the author explains. Author Dr. Reed K. Holden, Founder of Hold-
en Advisors, is a world-class pricing expert who helps clients build go-to-market 
strategies to drive price leadership, selling backbone, and profitable growth. In 
2015, he published the 2nd edition of Negotiating with Backbone: Eight Strate-
gies to Defend your Price and Value and in 2008, he co-published Pricing with 
Confidence: Ten Ways to Stop Leaving Money on the Table, a top selling pricing 
book for the executives. He can be reached at RHolden@Holdenadvisors.com.

Making Salespeople Champions  
of Price Strategy

Can Sales Execute Pricing Strategy?
Within the first ten minutes of a pricing training session, a se-
nior salesperson stood up and asked, “We are compensated on 
revenue. How is anything you teach us going to make us more 
money?” It was a great question. “It isn’t,” I replied. Revenue 
plans conflict with pricing for profit objectives. After the training, 
we suggested better aligning sales compensation with profit to 
the company leaders. Though they felt strongly about improving 
margin, they did not act on our advice. Within six months, this 
large national bank had failed. If salespeople are compensated 
to achieve sales volume, they will drop price and even go to dis-
count floors to close a deal.

This story is too often repeated in small and large companies 
around the world.

Yet, they all really have the same goal — to grow both revenue 
and profits. Initially, problems start because functional groups talk 
about growth differently. Marketing has a goal to grow market 
share, product managers must deliver innovative products, and 
the pricing team is goaled on improving margins. For salespeo-
ple, credibility and personal service are key and getting the best 
discounts for customers keeps the business coming in. Execu-
tives wrestle with showing Wall Street both revenue and profit 
growth. Yet, it’s the salesperson that brings in the business and 
sets the pace for how well the company fares in growing revenue.

How do we support our salespeople, through compensation 
plans, tools, and messaging, to become the champions of the 
organization’s pricing strategy? How do we get their buy-in to 
do so? These are the crucial questions that every company must 
address.

Snakes in the Woodpile
In the past, companies that were successful in growing both top 
line and profit took control of pricing away from salespeople. 
Apple and Intel have historically been good examples. Today, 
selling approaches are in transformation. Insights into customer 
operations, determining where the selling company can make 

an impact, and showing real financial value are crucial. So why 
do so many companies still struggle, even after receiving ad-
vice, software tools, or sales force effectiveness programs to 
solve the root causes? Years ago, there were reports of Ross 
Perot in a discussion with a manager at General Motors. Perot 
had just sold EDS to GM, and after getting a seat on the board, 
Perot decided to walk the factories to uncover opportunities for 
improvement. While in one factory, he spoke to a line manager 
about solving company problems, advising: “When you see a 
snake in the woodpile, just kill it. Don’t appoint a committee on 
snakes.” The manager responded, “Mr. Perot that will never work 
at GM.” Decades later, GM is still appointing committees to dis-
cuss snakes - and ignition switches.

Many companies don’t see the snakes hiding in the woodpile 
that cause the obstacles to creating sales champions that drive 
growth in both revenue and profits. There are four common rea-
sons that cause salespeople to advocate for more discounts for 
customers, rather than profit for the company:

• Sales incentives are misaligned with the company’s finan-
cial goals

• Limited understanding of value compared to competitors

• Lack of visibility into how and why prices are set

• Lack of insights into the negotiation games that customers 
play

These are not the salesperson’s fault. They are victims of inter-
nal processes that no longer work and buyers that are savvier 
than ever. Companies must kill the snakes, as Perot says, by 
empowering sales to be champions of price and deliver on their 
company’s potential. The objective is to close sales at profitable 
prices without leaving money on the table. How does the com-
pany leadership team change behavior to enable salespeople 
to be champions?

mailto:RHolden%40Holdenadvisors.com?subject=
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When a salesperson has any level 
of control over price, is compensat-
ed (even partially) on volume, or is 
pushed to close an important sale too 
soon, they are incented to squander 
valuable profits to accomplish their 
mission.

Building the Sales Champion
Let’s start by considering the teams that support salespeople 
– marketing, sales managers, pricing, legal, solution architects, 
delivery people, etc. Is there alignment across these teams to 
provide value to customers? Are prices aligned with value? Is 
compensation aligned with pricing? Complex projects to cut or 
streamline operations, big data analytics, pricing software re-
ports, and segmentation studies provide no explanation or sup-
porting tools that reach salespeople.

Let’s consider these four steps to arm salespeople to realize 
value and better prices:

• Rationalize individual performance goals

• Build sales confidence in the company and the financial value 
created for customers

• Make price easy to understand and support

• Help salespeople identify negotiation tactics and plan re-
sponses

1. Rational Individual Performance Goals

When a salesperson has any level of control over price, is com-
pensated (even partially) on volume, or is pushed to close an 
important sale too soon, they are incented to squander valuable 
profits to accomplish their mission. The incentive mismatch prob-
lem goes beyond salespeople. Product and factory managers, 
who are compensated to keep the factory full or to achieve rev-
enue or market share goals, can put pressure on salespeople to 
close last minute deals by dropping price.

Senior executives are often the worst offenders--especially those 
executives who are only incented to meet quarterly revenue ob-
jectives purely for the sake of Wall Street. Customers delight in 
leveraging this end-of-quarter desperation.

When W. Edward Deming, the father of the Total Quality move-
ment, delivered one of his final public presentations, he left us 
with this message: “Any time you measure someone at the indi-
vidual level, they probably won’t work to achieve goals that are 
best for the firm.” That message still resonates today. Individual 
performance goals conflict with revenue and profit budgeted for 
the firm or fail to address both. Half measures that mix revenue, 
individual objectives, and profits are often shrugged off by sales-
people, especially if revenue is the major metric. They will default 
to what is most effective for them to keep customers happy.

Before changing compensation, consider this research from Eric 
Maurer at The Alexander Group, a sales effectiveness consult-
ing firm, that explains that “by adjusting the sales compensation 
plan to include margin as the main measure (of performance), 
a company achieved a 5% increase in contribution margin” and 
that “the sales reps were spending up to 60% of their available 
selling time on products with the highest margin.”

If you can’t change the compensation system, or if such change 
will take some time, give more control to pricing managers work-
ing with salespeople to oversee company profits. Again, be sure 

incentives are aligned, so that everyone is collaborating to win 
profitable business. We worked with a company whose forward 
thinking president gave his pricing department complete con-
trol over pricing with compensation incentives — the PRICING 
PEOPLE — on profits they generated for the firm. Everyone won 
— and after a few years, their stock price rose 600%.

The process of rationalizing compensation structures reveals con-
flicting objectives and can begin moving functional teams away 
from infighting to unifying them to positively impact customers. 
Salespeople need to be compensated to achieve pricing objec-
tives, as well as sales objectives. In most cases, that equates to 
sales and profits. That can be accomplished by using a measure 
of sales dollars that is heavily weighted by contribution margin. 
With this plan, as contribution margin declines to zero, sales com-
pensation should decline or be zero. Any mixed packages that 
weight sales revenue equal to or higher than contribution margin 
rarely work, because salespeople still focus on the sales dollars.

2. Build Sales Confidence in the Company and the Finan-
cial Value Created for Customers

Ask salespeople how they feel about the products and services 
they sell. Don’t do research or set up a committee (remember 
Perot’s advice about snakes). Go to lunch, and ask for their views. 
Often what we hear from salespeople is: our products and ser-
vices are commodities. This may be because customers, whose 
sole agenda is to set the stage for getting lower prices, reinforce 
or “pound” this message into salespeople at every chance. They 
want sellers to know there are plenty of “good enough” alterna-
tives. While savvy companies understand and correctly dismiss 
these claims as negotiation ploys, too many other companies 
don’t help salespeople defend their value to the customer. In-
stead, they allow the customer to set the price and then react 
to the fallout.

For many sellers, gaining confidence comes from knowing that 
they are selling better products and services that deliver more 
value than competitors. This is not about the word value and cool 
rhetorical value propositions; it is about understanding why cus-
tomers choose certain companies over others. What does the 
firm do better than competitors and why do customers care? How 
does it help them sell their products or improve their operations? 
Customers choose vendors for very specific reasons. Go on a 
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Salespeople, perhaps with support 
of their product specialists, work 
with customers to build a solution 
that makes the difference to their 
customers.

value hunt to find out why. During 
these customer conversations, 
work to uncover ways to have bet-
ter interactions with them, further 
improving quality and strengthen-
ing the relationship.

Why is understanding and le-
veraging value important? It is 
because it changes the conver-
sation with customers from price 
to performance, innovation, or 
better solutions for customers. 
Salespeople become partners to 
customers, instead of customer 
service specialists. They report 
insights back to their company 
and continually drive better of-
ferings. Value gives them confi-
dence that the price set is right, 
and EVERYONE in the firm stands 
behind it.

What happens if you believe your company doesn’t do anything 
special for customers? The customer value hunt will confirm it. 
Then the question is whether the firm should focus on being the 
low-cost producer in their market or if innovation is required to 
bring a more valuable solution to customers.

Value can often be in the services wrapped around a product, 
even if that product is a true commodity. Understanding what 
services are valuable and the associated cost to deliver them 
can drive more profitable pricing than the product itself. When 
salespeople know their company has greater value in their prod-
ucts or services compared to a competitor, they are confident 
throughout the selling cycle.

However, trying to package undifferentiated products or services 
with a value story will fail with the sales team. This can put their 
credibility with customers on the line. If they sense they are being 
given a weak hand, their first thought will be around preserving 
credibility, and they will ignore “value” and take the safe route of 
using price discounts to close sales.

If unique value is understood and the seller knows which custom-
ers care about it, don’t stop there. Train salespeople to qualify 
customer’s value needs and then have value conversations with 
them. Once they buy into a value-based approach, tools will be 
needed to explain that value and support the offered price. Those 
tools can be software or even simple spread sheets where the 
salesperson fills in information from the customer and determines 
the value in use. Or they can be discovery tools which encour-
age the salesperson to have value conversations with customers 
about how their solution can do a better job meeting their needs.

This begins the sales transformation to explain how a firm’s prod-
uct or service will impact the customer’s operation in a positive 
and more profitable way. It can be via a new innovation, involve 
special technical skill, or providing services that guarantee re-
duced supply chain risk. That value conversation changes the 
game from customer service to partnering for success. Sales-

people, perhaps with support of 
their product specialists, work 
with customers to build a solution 
that makes the difference to their 
customers. Part of the value con-
versation includes understanding 
the financial impact the solution 
will make. This can be done col-
laboratively, if the customer be-

lieves value is there.

3. Make Price Easy to Under-
stand and Support

To most salespeople, pricing is 
a black box. They are not clear 
on why the price is what it is 
and how it compares to a com-
petitor. Internally, sales, market-
ing, and pricing teams may be in 
disagreement over the value of 
their products/services and in-

fighting on price becomes a time-consuming step in every deal. 
Salespeople lobby for lower prices, pricing people plan for higher 
prices, and marketing expects their value rhetoric will close the 
deal. Each group pulls a report to make their point. The pricing 
team’s analysis shows how bad discounts are getting, based on 
past deals. Marketing colleagues have research that shows their 
messages are spot on.

Salespeople – the voice of the customer – say that the solution 
is no different than every other offer out there. This compromises 
time that should be spent on getting the best solution specified 
and the value quantified for the customer on how the solution is 
a better fit than the competitive alternative. Strategic planning or 
positioning value is lost in the shuffle. Without this understand-
ing, sales will think any price for their good customer is too high.

Here is an important question: Why are prices set as they are? 
The right answer should be based on the company’s price strat-
egy: one that is developed considering the firm’s objectives, the 
product’s costs, value to customers, and how that value com-
pares to competitors. To get salespeople to become supporters 
and eventually champions of price strategy, start by explaining 
prices in the context of the company’s strategy and the current 
market environment.

Strive for simple, easy to understand pricing that documents 
the factors that determine current prices and levels. Importantly, 
highlight the differences from competitors’ products, if prices are 
higher. Prices and pricing strategy must be summarized simply 
and transparently. The better a salesperson understands why the 
particular price is set, the better they can explain and defend the 
price during customer conversations. One successful company 
put their pricing organization on the road with salespeople. Their 
job was to present the basis for the price strategy and actively 
collaborate with sellers to determine how best to make it suc-
cessful in winning deals. It worked and both teams were much 
happier with the process and the outcome.

CONTINUED ON NEXT PAGE �
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The ultimate job for the pricing pro-
fessional is to drive buy-in with the 
people who execute price strategy. 
This is more than a technical presen-
tation. Pricing leaders must show why 
the prices are fair, consider value to 
the customer, understand the com-
petitor value, and demonstrate how 
to have value conversations with all 
members of the customer buying cen-
ter. When salespeople face procure-
ment in tough negotiations, they have 
the proof points on how they deliver 
value and the confidence to hold firm 
on price. This is the path to building 
pricing champions in the sales force.

4. Help Salespeople Identify Ne-
gotiations Tactics and Prepare 
Correct Responses

Price negotiations are often a shot in 
the dark, and after some back and forth, the final price comes in 
at a distance from the initial target. Because salespeople con-
sider their real job as taking care of their best customers, giv-
ing great discounts often is part of that customer service. They 
have not had the deep value and financial impact conversations 
along the way. When the sales person arrives at procurement’s 
office, they are blindsided by sophisticated negotiation tactics 
buyers have spent years developing. The sales person may think 
the customer will be so upset with the offered price that they fold 
quickly and think they have saved the relationship. In these cases, 
salespeople may completely miss the cues in negotiating games 
that customer play and end up discounting too much.

For salespeople to be effective at communicating value and 
price, give them the backbone and tactics to stand up to pro-
curement games. For example, the most common procurement 
ploy is to dismiss products and services as “commodities” and 
to claim that all competitors are the same. They may even pro-
duce scorecards or claim to have Excel models that “prove” that 
the price is too high. These are all well-practiced tactics to get 
lower prices. Despite what procurement claims, there is almost 
always a difference among suppliers that provides financial value 
to the customer. Successful salespeople can articulate that value 
and stand firm on price.

To prepare for a negotiation, start by decoding specific customer 
buying behaviors, qualify the role of procurement, and learn to 
identify the tactics that are used solely to get discounts. These 
procurement tactics can include delays, approving other sup-

pliers, threatening to or actually going 
out to bid. In most cases, their pur-
pose is to get lower prices from an al-
ready selected and preferred supplier.

Proactive planning keeps salespeople 
from being blindsided and from get-
ting angry and frustrated at the situa-
tion. Recently, a sales person working 
with banking customers was in a ne-
gotiation for a large contract. He was 
getting delayed and thought the cus-
tomer was truly disorganized in bring-
ing the deal to a close. He had planned 
to go in with another discount until his 
eyes were opened to the tactics they 
were using. Instead he held his price, 
called their bluff, and closed the deal 
at a profitable price for his company.

An important tool to help during this 
stage of customer interaction is a set 

of “give-gets,” small adjustments in value. For example, switch-
ing to a call center or an automated chat service rather than pro-
viding a dedicated customer service rep can better match value 
delivered to the price the customer is willing to pay. If a customer 
wants a lower price — no problem — but take away something 
of value. This tactic can expose procurement people and cause 
them to be frustrated, because salespeople aren’t falling victim 
to their price objection.

Without good processes, salespeople may react in ways that 
compromise profits, revenue, or both. With good analysis, plan-
ning and tactics, they are guaranteed to leverage their position 
and protect both. Importantly, if you want the salespeople to 
hold on price, executives must have confidence in the price and 
stand behind them.

Get Started Now
It’s time for leaders to foster alignment with sales and pricing 
people to win profitable business. These functions must team to 
execute pricing and “value” initiatives to yield promised results 
of increased revenue and profit. World-class companies recog-
nize that while the process of building salespeople to be price 
champions can be quite transformational, the rules that drive the 
process are simple: know your value, communicate it to your cus-
tomer, and defend your price. The elbow grease is in driving the 
behavior changes needed for value selling and getting alignment 
with all functional constituents that impact the customer. The win 
is to make salespeople the champions of the company, products, 
and prices in the often difficult world of customer negotiations.
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final price comes in at a distance from the 
initial target. Because salespeople 
consider their real job as taking care of 
their best customers, giving great 
discounts often is part of that customer 
service. They have not had the deep 
value and financial impact conversations 
along the way. When the sales person 
arrives at procurement’s office, they are 
blindsided by sophisticated negotiation 
tactics buyers have spent years 
developing. The sales person may think 
the customer will be so upset with the 
offered price that they fold quickly and 
think they have saved the relationship. In 
these cases, salespeople may completely 
miss the cues in negotiating games that 
customer play and end up discounting too 
much. 

Customer Spotlight 

A global Information Services Company 
was seeing a significant trend in shrinking 
margins, due to widespread discounting 
and inability to demonstrate value for the 
customer. With tools and training to 
decode buyer behaviors, they introduced 
value conversation and exposed 
customer’s tricks during negotiations, and 
salespeople began to stand up for the 
value of their services. By recognizing 
buyers’ tactics and with new found 
confidence in their ability to hold their 
ground, salespeople were able to counter 
requests for price concessions and 
negotiate win-win deals. For one 
particular salesperson, after being shown 
a competitor’s bid for $1MM less, the 
salesperson reviewed the value add by 
their company and won the bid based on 
their value proposition. 
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In this article, the author examines the delayed revolution of the adoption of internet 
alternatives to traditional experiences – such as shopping and consuming traditional 
media and newspapers. The author posits that only five or ten percent of the internet’s 
potential has been tapped so far and predicts future trends of how increased adop-
tion of internet offerings will affect several industries in the coming years. Hermann 
Simon is Founder and Chairman of Simon, Kucher & Partners Strategy & Market-
ing Consultants. He can be reached at hermann.simon@simon-kucher.com. His lat-
est book, Confessions of the Pricing Man, tells his story from student to professor to 
global pricing guru.

The Delayed Revolution

CONTINUED ON NEXT PAGE �

I
n 2006, the late Steve Jobs predicted that newspapers 
would cease to exist in five years. We know now that Jobs 
was wrong. After all, there was no shortage of newspapers 
in 2011 nor in 2016, even though several have disappeared 

or switched over to digital editions. Why was Jobs so far off 
base? The reason is clear. He underestimated how long it takes 
for users to get devices that allow them to read digital editions.  
 
At the IT and telecommunications fair CeBIT in spring 2001, the 
so-called “wireless web pad” was introduced – bearing a striking 
resemblance to the Apple iPad. Still, it took another nine years 
until Apple was able to bring the iPad, the first tablet computer, 
to the market in April 2010. Finally, a product with the potential 
to reach the mass market.

Back to the internet: What are its true capabilities? The internet 
has two (and only two) unique skills: 

• The ability to offer to a high number of customers digital 
products at zero marginal costs 

• The ability to network

Where do we stand in terms of the commercial use of these revo-
lutionary capabilities? At the beginning! Only five or ten percent 
of the internet’s potential has been tapped so far, that much is 
for sure. The commercialization of the networking capability is 
more advanced than the distribution of digital goods. In this re-
spect, internet usage is much greater than the amount of digital 
products distributed so far. But even in this field, there is only 
one truly major commercial success: Google. In 2014, it achieved 
revenues of $66 billion and profits of $14.1 billion. Its enterprise 
value per December 2015 was around $446 billion. Facebook 
is only a distant second with an enterprise value of $280 billion 
per December 2015. Regarding the distribution of digital content, 
there has been only one major success so far: iTunes. 

In the US, iTunes offers approximately 20 million songs. So far, 
Apple has sold in total more than 20 billion songs. If you assume 
an average price of about one US dollar, Apple is doing pretty 

good business. But this is still lower than what Google is earn-
ing from the internet. And it’s definitely lower than what can be 
earned in content.

Why do these two internet capabilities generate such different 
revenues and profits? The answer is the same as the one re-
garding the wrong forecast of Steve Jobs. Until now, the usage 
of digital networks has primarily taken place on computers that 
everyone owns. To comfortably use digital content, however, you 
need special devices that have yet to become widespread. This 
is precisely why the music of iTunes has generated such high 
cumulated revenues: The iPod was released as early as in Oc-
tober 2001 – hundreds of millions of users, i.e. potential iTunes 
customers, own one already.

What has changed? The number of devices necessary for using 
digital content has exploded in recent past. In Q32015 alone, 
Apple sold 48 million iPhones and 10 million iPads: Apple’s rev-
enue grew by 22 percent. At the same time, Samsung sold 84 
million smartphones to customers worldwide. And Amazon, typi-
cally reserved about their results, recently announced in Decem-
ber that they are selling one million Kindles per week, totaling 30 
million cumulated units sold. 

Experts estimate that the number of devices for digital content 
is growing by two million per day. Simultaneously, the prices are 
dropping. As a result, in about five years there will be about as 
many of these devices in the hands of users as there are of mo-
bile phones today. The revolution will be in full swing by then and 
the consequences will be dramatic. 

Today you already find on Amazon a selection of over 30,000 
electronic books for free; mostly they are classics for which the 
copyrights have expired. Gutenberg.org even tops this by of-
fering 50,000 plus titles free of charge. That is how we started 
our personal Kindle library of classics covering everything from 
Homer’s Odyssey to Shakespeare’s Hamlet to the poetry of 
Rainer Maria Rilke. The cost? Nothing! Who is going to keep 
buying these books when you can get them for free? Who still 

mailto:hermann.simon%40simon-kucher.com?subject=
http://Gutenberg.org
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Newspapers will not disappear, but 
their print editions will and so will the 
entire logistics operations of distribut-
ing them.

needs an encyclopedia or a dictionary? No one – not anymore! 
Publishers and bookstores will not survive this trend. The good 
times for printed newspapers are over. A Harvard graduate re-
cently laughed out loud at us when we asked him if he read the 
print edition of the Wall Street Journal. Newspapers will not dis-
appear, but their print editions will and so will the entire logistics 
operations of distributing them. Weekly and monthly magazines 
will not be hit as hard. For one, their distribution costs less than 
that of daily newspapers. And two, presentation, print quality 
and other factors play an important role. By the way, we have no 
intention of reading our newspaper on a Kindle. We are waiting 
for electronic paper, which is essentially a flexible electronic dis-
play. We recently saw electronic paper at Samsung Electronics 
in Seoul. It is still being fine-tuned and costs too much, but it is 
only a question of time until it is ready for the mass market. In this 
respect, devices such as Kindle, iPad and consoles are likely to 
be temporary solutions.

Publishers are not the only ones who will suffer from these trends; 
traditional retail stores will struggle as well. They simply do not 
offer exactly what customers need. They have inconvenient open-
ing hours. You have to find a parking spot. And so on. Ordering 
online saves us from all of this. We would estimate that our fami-
lies purchased easily 80 percent of our Christmas gifts online 
last year. We hear the same from other people. This will have a 
dramatic impact on the demise of inner city stores. We estimate 
that one-third to one-half of the current floor space capacities 
become superfluous due to online retail. Which retailers will suffer 
the most? Those with large assortments, little customer service, 

standardized products, and an internet affinity. Express delivery 
service providers such as DHL and UPS are already profiting 
immensely from this trend. Every internet order passes through 
their hands. That is life – as unfair as it may seem. The revolution 
is happening right now. Now let us see what comes next. 


