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Assessing the 
Value of Intangibles

Value modeling is a complex but im-

portant process that helps pricing pro-

fessionals quantify the value of their 

products and services versus competi-

tor offerings. But how is this process 

used when measuring the value of 

intangible benefits and communicat-

ing intangibles to consumers? Stephan 

Liozu, CPP (www.stephanliozu.com) 

is a member of the PPS Board of Ad-

visors, the Founder of Value Innorup-

tion Advisors and specializes in disrup-

tive approaches in innovation, pricing 

and value management. He earned 

his PhD in Management from Case 

Western Reserve University and can be 

reached at sliozu@case.edu.

V alue	modeling	is	a	complex	
but	rewarding	exercise.	It	is	
one	of	the	most	important	
steps	of	value-based	pricing	

during	which	professionals	quantify	the	
differential	value	of	their	products	and	
services	versus	that	of	competitors.	Iden-
tifying	and	measuring	value	drivers	re-
lated	to	product	performance	is	more	
straight	forward	because	it	uses	the	sci-
entific	and	quantitative	product	perfor-
mance	data.	Measuring	the	value	of	in-
tangible	benefits	gets	more	complicated.

What are Intangible  
Value Drivers?
Intangible value drivers typically refer 
to elements of the offering that are not 
physical in nature. They	are	part	of	the	
overall	value	propositions	but	cannot	be	
physically	touched	by	customers.	They	
are	therefore	called	intangible.	They	in-
clude	services	around	the	products,	cor-
porate	services,	as	well	as	more	emotion-

al	dimensions	of	the	value	proposition	
such	as	brand,	country	of	origin,	etc.	

Value of Services
Services	are	an	integral	part	of	a	value	
proposition.	When	the	level	of	product	
advantage	is	high,	the	value	of	services	
tends	to	be	bundled	with	the	product	
offering,	under-represented	or	not	mea-
sured	and	communicated	at	all.	Services	
can	create	high	level	of	differentiation	
whether	they	are	associated	with	the	
products	or	not.	That	differential	value	
also	needs	to	be	identified,	measured	and	
communicated	in	value	models.

The	process	requires	the	formation	of	a	
multifunctional	team	that	includes	sup-
ply	chain,	operations,	finance,	customer	
service,	sales	and	marketing.	A	value	
workshop	is	the	best	format	for	identify-
ing	each	service	condition	and	measur-
ing	the	customer	value	in	dollars	and	
cents.	Of	course,	cost	to	serve	will	be	in-
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Figure 2: Intangibles

Figure 1: Monetizing the Value of Servicescluded	in	the	equation	but	most	parame-
ters	of	service	offerings	have	to	translate	
into	customer	benefits:	cost	savings	or	
incremental	revenues.	Remember	that	
value	is	a	number	and	needs	to	be	com-
municated	crisply	as	a	number	whether	
it	is	product	or	service	related.

Value of Emotional Intangibles
Emotional	intangibles	refer	to	elements	
of	the	business	model	and	value	propo-
sition	that	create	a	different	type	of	
connection	with	the	customers.	They	
trigger	potential	positive	or	negative	re-
actions	with	customers	that	either	sup-
port	the	value	communication	process	
or	create	a	barrier	to	value	selling.	Typi-
cal	emotional	intangible	drivers	include	
brand,	country	of	origin,	risk	of	failure,	
sustainability,	security,	and	overall	risk	
for	the	business.

These	drivers,	as	you	can	imagine,	are	
more	difficult	to	measure	and	quantify	
in	terms	of	dollars	and	cents.	In	some	
industries,	you	might	not	have	to	do	this	
and	you	could	list	them	as	nice	to	have	
or	as	qualitative	components	of	your	
overall	offering.	In	others,	they	will	be-
come	your	main	value	drivers	and	you	
will	have	to	find	a	way	to	quantify	them.	
Easier	said	than	done!

1.	 Country of Origin:	There	is	cur-
rently	a	return	of	the	“made	in	
America”	label.	More	and	more	pro-
ducers	put	the	flag	of	their	country	

of	origin	on	their	labels	and	market-
ing	materials	hoping	to	stimulate	an	
interest	from	buyers	who	proudly	
value	it.	Only	a	few	of	them	actually	
monetize	the	value	of	the	country	
of	origin.	Ask	your	customers	how	
much	they	are	willing	to	pay	for	a	
product	locally.	That	is	the	only	way	
to	find	out.

2.	 Branding:	The	same	goes	for	brand-
ing	or	company	name.	While	the	
monetization	of	product	branding	
has	been	studied	in	great	depth,	the	
power	of	corporate	brands	in	the	
overall	value	proposition	begs	more	
inquiry.	What	does	it	mean	for	cus-
tomers	to	buy	from	a	family-owned	
business	or	a	large	international	and	
stable	company?

3.	 Risk of Failure:	Customers	might	
pay	a	premium	to	acquire	a	certain	
level	of	peace	of	mind.	They	want	

zero	risk	of	failure	and	the	premium	
they	pay	is	fully	justified.	Others	
struggle	about	how	to	react	with	the	
risk	of	failure.	Buying	products	and	
services	with	a	higher	risk	of	fail-
ure	is	the	equivalent	of	gambling.	
Marketers	need	to	identify	the	risk	
of	failure	for	their	relevant	applica-
tions.	How	much	downtime	does	it	
represent?	How	much	repairing	and	
replacing	might	be	needed?	Failure	
case	studies	are	a	perfect	support	to	
capture	that	risk	and	to	quantify	it.	
Then	the	message	becomes:	“are	you	
really	willing	to	take	a	$1	million	
risk	for	a	$10,000	difference	in	cost?	
Really?”

4.	 Security: The	same	principle	can	be	
applied	to	the	security	risk	and	the	
cost	of	a	security	breach	when	select-
ing	and	implementing	software	so-
lutions	for	example.	Identify	a	cus-
tomer	who	suffered	a	major	break	
of	security	and	work	with	them	at	
mapping	out	the	risk,	the	business	
disruption	and	the	relevant	costs.	
Then	build	a	case	study	to	promote	
your	value	proposition.

5.	 Sustainability: How	much	would	
your	customers	be	willing	to	pay	for	
a	“green	“product	or	a	sustainable	
solution?	Chances	are	that	no	one	is	
willing	to	pay	for	that.	You	might	
have	to	identify	customers	who	are	
willing	due	to	industry	regulations,	
technical	specifications	or	who	are	
sensitive	to	a	sustainability	message.	
Conduct	a	short	survey	to	ask	for	
their	willingness	to	pay.	Then	trans-
late	that	into	incremental	revenues	
in	your	value	model.
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Value modeling is a complex but rewarding exercise. It is one of the most important steps of value‐
based pricing during which professionals quantify the differential value of their products and services 
versus that of competitors. Identifying and measuring value drivers related to product performance is 
more straight forward because it uses the scientific and quantitative product performance data. 
Measuring the value of intangibles benefits gets more complicated. 

What are Intangible Value Drivers? 

Intangible value drivers typically refer to elements of the offering that are not physical in nature. They 
are part of the overall value propositions but cannot be physically touched by customers. They are 
therefore called intangible. They include services around the products, corporate services, as well as 
more emotional dimensions of the value proposition such as brand, country of origin, etc.  

Value of Services 

Services are in integral part of a value proposition. When the level of product advantage is high, the 
value of services tends to be bundled with the product offering, under‐represented or not measured 
and communicated at all. Services can create high level of differentiation whether they are associated 
with the products or not. That differential value also needs to be identified, measured and 
communicated in value models. 
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6.	 Overall Business Risk: Customers	
are	consistently	faced	with	more	and	
more	purchasing	options.	Whether	
they	buy	virtually,	from	established	
suppliers	or	from	emerging	ones,	
there	is	a	perception	of	business	risk	
in	their	decision	making	process.	
Measure	the	risk	of	a	supplier	going	
out	of	business	or	having	a	massive	
breakdown	is	difficult.	You	might	
have	to	calculate	the	cost	of	contin-
gency	plans	and	overall	switching	
costs.	This	is	really	tricky	especially	
from	the	seller’s	point	of	view.

Best-in-class value-oriented firms con-
duct regular market research studies. 
Capturing	voice-of-customer	data	is	the	
best	way	to	measuring	some	of	these	
emotional	drivers.	Work	with	your	mar-
keting	research	professionals	and	ask	to	
include	one	or	two	simple	questions	in	
the	next	survey.	Use	these	nuggets	of	
data	to	inform	your	value	models.	Use	
your	sales	force	to	capture	that	data	as	
well.

The Power of the  
Customer Value File
The	customer	value	file	is	the	best	place	
to	document	and	communicate	the	value	
of	your	intangible	value	drivers.	If	your	
products	are	highly	commoditized,	mea-
suring	service	and	emotional	value	com-
ponents	is	essential	to	documenting	your	
level	of	differentiation.	The	customer	
value	file	then	helps	you	in	the	commu-
nication	of	differential	value.	You	might	

not	be	able	to	measure	all	drivers	but	
start	by	listing	the	quantified	compo-
nents	and	then	list	the	rest	of	them.	The	
negotiation	process	might	be	improved	
if	you	can	show	the	history	of	value	de-
livered	to	customers	over	that	last	year	or	
the	last	quarter.	The	customer	value	file	
is	the	central	repository	for	documented	
value.

Value-based	pricing	is	a	difficult	journey	
that	requires	change	and	investments.	
Investments	in	voice-of-customer	pro-

grams	are	a	critical	and	a	necessary	part	
of	the	process.	Measuring	the	value	of	
intangibles	is	a	complex	process	and	you	
have	to	learn	how	to	ask	the	right	ques-
tions.	When	you	do	it	right	though,	you	
might	uncover	real	customer	needs,	rele-
vant	levels	of	willingness-to-pay	and	you	
might	be	able	to	communicate	intangible	
value	with	impact.

Be	bold.	Join	the	value-based	revolution!

Best-in-class value-oriented firms conduct regular 
market research studies.
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Smart Profit Growth Through 
Consumer Pricing Tactics

When costs of medications are funded 
by the healthcare system or when patient 
co-payments are marginal, price sensi-
tivity is not an issue for consumers; how-
ever, it becomes an issue when consum-
ers are responsible for a large amount of 
out-of-pocket costs. Pharmaceutical and 
medical technology companies need to 
investigate appropriate consumer pric-
ing tactics in order to influence overall 
consumer purchasing behavior in these 
markets, as the author explains. Fa-
bian Schmidt is a Managing Director 
at Simon-Kucher & Partners. He can 
be reached at fabian.schmidt@simon-
kucher.com.

Figure 1: Pharmaceutical Marketing Measures

When	costs	of	medications	
are	funded	by	the	health-
care	system	or	when	pa-
tient	co-payments	are	

marginal,	price	sensitivity	has	virtu-
ally	no	impact	on	a	patient’s	decision.	
Yet	price	becomes	a	relevant	decision	
criterion	when	patients	pay	a	substan-
tial	amount	out	of	pocket,	in	particular	
when	the	range	of	product	alternatives	is	
broad.	Therefore,	price	is	a	relevant	pa-
tient	decision	criterion	for	the	following	
categories:

•	 OTC	medicines	and	devices

•	 Rx	drugs	and	devices	which	are	
regarded	as	“lifestyle”	or	non-reim-
bursable	drugs

•	 Other	Rx	drugs	where	patients	have	
to	pay	a	significant	co-pay	or	the	
full	cost	of	the	drug	or	device	out	of	
pocket

In	these	markets,	consumer	pricing	tac-
tics	are	relevant	levers	to	influence	con-
sumer	purchasing	behavior.

There	are	various	consumer	pricing	mea-
sures,	such	as	special	offer	pricing,	cou-
poning,	or	multi	buy	(e.g.	two-for	one	
offer),	which	should	be	part	of	the	every-
day	armamentarium	of	pricing	policies	
within	the	pharmaceutical	and	medi-
cal	device	industries,	in	particular	in	the	
consumer	healthcare	business.

Careless or uncoordinated consumer 
pricing can jeopardize a manufactur-
er’s profit margins or trigger disastrous 
price wars, especially for OTC prod-
ucts.	Retail	outlets,	in	particular	phar-
macies	and	drugstore	chains	in	more	lib-
eralized	markets,	tend	to	carry	out	price	
promotions	without	coordinating	with	
the	manufacturer.	But	even	in	countries	
such	as	Germany,	where	legal	barriers	
have	prevented	drugstore	chains	from	
entering	the	market,	price	promotions	
have	soared.	According	to	a	recent	sur-
vey,	57%	of	German	pharmacies	carried	
out	regular	price	promotions	in	2009.	
Of	those	pharmacies,	about	one	fifth	
reduced	the	price	by	more	than	20%,	
focusing	particularly	on	top	brands	or	
entire	product	categories.1

For	manufacturers,	this	entails	the	risk	
of	mid-	to	long-term	pressure	on	their	
ex-factory	prices,	in	addition	to	an	indis-
tinguishable	brand	and	price	positioning.	
Thus,	when	it	comes	to	consumer	pricing	
measures,	it	is	imperative	that	manufac-
turers	aim	to	have	congruent	behavior	
across	their	channel	partners	in	order	to	
prevent	damage	to	profits	and	the	brand	
name.

Types of Consumer  
Pricing Tactics
Consumer	pricing	tactics	are	an	integral	
part	of	pharmaceutical	marketing	for	
OTC,	“lifestyle”,	and	high	co-pay	medi-
cations.	Figure	1	provides	a	structure	of	
various	marketing	measures.	Promotion	
and	communication	measures	belong	to	
the	category	of	point-of-purchase	(POP)	
promotions.	For	example,	display	racks	
geared	toward	educating	patients	on	dis-
eases	and	therapy	possibilities	are	com-
monly	used.	A	product	or	brand-related	
measure	is	generally	a	more	strategic	ap-
proach,	resulting	in	a	long-term	impact	
(e.g.	brand	image	development).

Consumer	pricing	is	typically	a	short-
term	tactic	where	the	regular	brand	price	
is	operationally	and	tactically	changed.	
For	example,	a	temporary	discount	can	

4 2Reprinted from Simon-Kucher & Partners Healthcare Insights, Summer 2010 - Volume 3, Issue 2 

Efficient consumer pricing tactics –
a guiding framework
The success of patient-oriented price policies, particularly 
consumer pricing tactics, for a certain product depends 
on the following elements described in Figure 2 (opposite 
page): 

1. Objectives of a consumer pricing measure

2. Product and disease type and understanding of the 
distribution and legal environment 

3. Tactics and planning of consumer pricing.  These three 
elements are all closely related and go hand-in-hand 
when a manufacturer is developing consumer pricing 
tactics.

Consumer
Pricing

Promo on
and Communica on Product/Brand

Pharmaceu cal
Marke ng

Figure 1: Pharmaceutical marketing measures

Objectives
Consumer pricing is often utilized to achieve the following 
three objectives: 

1. Fueling trial purchases
Coupons, or temporary discounts, fuel initial purchase 
of new products which were previously not top of mind 
among customers. If customers are satisfied with the 
product, it might initiate product or brand loyalty. For 
example in Romania and Poland, couponing has yielded 
positive results in the area of prescription drugs.

2. Encouraging repeat purchases
Two-part-pricing incentivizes repeat purchases of medi-
cation, as average costs for the patient go down  when 
fixed upfront costs are spread across more units and since  
per-unit costs tend to be lower than in non-linear pricing 
schemes. In addition, among lower income patients, two-
part pricing positively influences patient compliance with 
a therapy.

3. Reinforcing brand image
Bonus packs offer more performance for the same price 
which can support a positive brand perception.

Environment
The aforementioned description of consumer pricing 
tools demonstrates the similarity to price promotions of-
ten used in the consumer goods industry. However, the 
pharmaceutical market presents unique challenges due 
to its complex legal and distribution environments.  The 
number of stakeholders involved in decision making and 
the characteristics of a drug or disease have to be taken 
into account when planning price promotions. Figure 2 
shows specific environmental factors which directly influ-
ence the selection, implementation, and effectiveness of 
consumer pricing measures.

Product and disease type
Whether a consumer pricing measure is suitable for a cer-
tain product depends on the product type and the disease. 
It is important to distinguish between pharmaceuticals for 
acute vs. chronic diseases. Marketing measures encour-
aging repeat purchases are less appropriate for acute 
diseases, i.e. those of short duration, such as cough and 
cold or acute pain. In contrast, these measures are suit-
able for medications indicated for chronic diseases (e.g. 
diabetes) or to support therapy compliance. Therefore, 
it is essential to categorize pharmaceuticals by their type 
and the duration of therapy when planning patient-orient-
ed pricing tactics. For example, temporary discounts are 
not suitable to encourage a permanent switch to another 
drug or device, unless regular consumption is repeatedly 
rewarded with discounts in regular time intervals. Unless 
a pricing measure incentivizes patient loyalty, one-time 
discounts will not directly stimulate a sustained volume 
increase. However, they can certainly stimulate trial usage 
of new products.

Multiple stakeholders and distribution
environment
The degree of interaction between patients/consum-
ers, physicians and pharmacists (plus payers in the case 
of reimbursed products) in the decision-making process 
depends on a country’s healthcare system, the distribu-
tion environment and the type of product. It is important 
to clarify that in many OTC markets such as the US and 
the UK, the “rules” of classical consumer-oriented pricing 
measures apply, as OTC products are distributed typically 
through large retailers where consumers pick the product 
off the shelf. 

With OTC products that are mainly sold in pharmacies with 
limited self-service shelf space (e.g. Germany), the con-
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Figure 2: Efficient Consumer Pricing Tactics

encourage	consumers	to	purchase	more	
than	usual	for	that	time	period.

Typical Consumer Pricing 
Measures Are:
•	 Direct discounts:	A	straight	reduc-

tion	in	purchase	prices	during	a	lim-
ited	time	period	which	is	typically	
supported	by	relevant	communica-
tion	and	promotion	tools.

•	 Coupons: Certificates	that	reward	
consumers	for	purchasing	the	brand	
by	offering	a	direct	price	discount	
for	a	product.

•	 Bonus packs: Increased	quantity	of-
fers	of	a	product	at	the	regular	price	
of	a	regular	pack	size	(e.g.	15%	more	
volume).

•	 Multi-buys:	Offering	a	group	of	
products	at	a	discounted	price,	e.g.	
two-for-one	offers.

•	 Two-part pricing: A non-linear 
pricing	scheme	where	the	price	is	
split	up	into	a	fixed	fee	plus	a	vari-
able	usage	rate.	This	enables	the	
consumers	to	obtain	subsequent	
purchases	at	a	price	below	the	regu-
lar	drug	price.	An	example	would	be	
discount	cards	for	a	manufacturer’s	

product	portfolio	where	the	consum-
er	has	to	pay	a	fee	for	enrollment.

Efficient consumer pricing tactics – a 
guiding framework

The	success	of	patient-oriented	price	pol-
icies,	particularly	consumer	pricing	tac-
tics,	for	a	certain	product	depends	on	the	
following	elements	described	in	Figure	2:

1.	 Objectives	of	a	consumer	pricing	
measure.

2.	 Product	and	disease	type	and	un-
derstanding	of	the	distribution	and	
legal	environment.

3.	 Tactics	and	planning	of	consumer	
pricing.	These	three	elements	are	all	
closely	related	and	go	hand-in-hand	
when	a	manufacturer	is	developing	
consumer	pricing	tactics.

Objectives
Consumer pricing is often utilized to 
achieve the following three objectives:

1. Fueling trial purchases:	Coupons,	or	
temporary	discounts,	fuel	the	initial	pur-
chase	of	new	products	which	were	previ-
ously	not	top	of	mind	among	customers.	
If	customers	are	satisfied	with	the	prod-

uct,	it	might	initiate	product	or	brand	
loyalty.	For	example	in	Romania	and	
Poland,	couponing	has	yielded	positive	
results	in	the	area	of	prescription	drugs.

2. Encouraging repeat purchases:	
Two-part-pricing	incentivizes	repeat	pur-
chases	of	medication,	as	average	costs	for	
the	patient	go	down	when	fixed	up	front	
costs	are	spread	across	more	units	and	
since	per-unit	costs	tend	to	be	lower	than	
in	non-linear	pricing	schemes.	In	addi-
tion,	among	lower	income	patients,	two	
part	pricing	positively	influences	patient	
compliance	with	a	therapy.

3. Reinforcing brand image:	Bonus	
packs	offer	more	performance	for	the	
same	price	which	can	support	a	positive	
brand	perception.

Environment 
The	aforementioned	description	of	con-
sumer	pricing	tools	demonstrates	the	
similarity	to	price	promotions	often	used	
in	the	consumer	goods	industry.	How-
ever,	the	pharmaceutical	market	presents	
unique	challenges	due	to	its	complex	le-
gal	and	distribution	environments.	
The	number	of	stakeholders	involved	in	
decision	making	and	the	characteristics	
of	a	drug	or	disease	have	to	be	taken	into	
account	when	planning	price	promo-

3Reprinted from Simon-Kucher & Partners Healthcare Insights, Summer 2010 - Volume 3, Issue 2 

sumer is likely to be influenced by pharmacists’ interests 
and decision drivers.  Consumers who are open to phar-
macists’ advice might explicitly be pointed to promoted 
products. On the other hand, within a given product cat-
egory, pharmacists might recommend products that yield 
a more attractive margin for the pharmacy. 

Prescription products, even if they are paid out of pocket, 
involve physicians in the decision-making process. Their 
influence on the individual patient will diminish the ef-
fectiveness of consumer pricing tactics if the physician is 
unaware of or places little importance on price. Physicians 
might even exert strong influence in indications where 
treatments have mainly OTC status, but often require a 
physician diagnosis and treatment recommendations, 
such as the case of antihistamines for allergic rhinitis in 
Germany. Thus, for successful price promotions, the distri-
bution environment and the decision drivers of all poten-
tial stakeholders need to be analyzed. 

Legal environment
It needs to be emphasized that in both OTC and pre-
scription medication markets, the legal framework must 
be thoroughly checked before implementing consumer 
pricing measures that might infringe on existing law. For 
prescription products, the legal framework differs across 
geographic scope.  In Western Europe, price promotions 
for prescription products are not allowed while in con-
trast, coupons for prescription medications are, to a cer-
tain degree, allowed in Eastern Europe. In Latin American 
countries, such as Brazil and Mexico, loyalty programs 

that feature direct discounts, coupons or bonus packs for 
prescription medications are frequent for out-of-pocket 
products. 

However, monitoring of legal changes is imperative. In 
the past, manufacturers in Brazil often cooperated with 
physicians in promoting their program and enrolling pa-
tients. But just recently, the Brazilian government adopt-
ed a law which prohibits the involvement of physicians in 
loyalty programs of this kind. Real-life implications, as to 
physicians’ involvement in patient enrollment in such pro-
grams, have yet to be observed. 

Timing, duration and extent of the price 
variation
Several requirements need to be considered when devel-
oping consumer pricing tactics. The implementation of ef-
fective pricing measures requires planning of timing, dura-
tion, and the expected price elasticity of demand.  During 
this process, analyzing the results of previously imple-
mented pricing tactics is recommended. The price elastic-
ity of demand is particularly important as it provides the 
base to optimize price-volume variations. Thus, dispropor-
tionate price-offs and discounts, as well as a potential loss 
of margins, can be avoided. Econometric analyses such 
as regression models, proportionate hazard models, and 
quantitative methods are important to consider when as-
sessing elements of the pricing tactics.

Figure 2: A guiding framework for efficient consumer pricing tactics

Elements

Efficient 
consumer 

pricing tac�cs

• Product and disease type
• Stakeholder role/inuence
• Distribu�on environment
• Legal environment

2. Environment

1. Objec�ves
• Incen�vizing trial purchase
• Encouraging repeat purchases
• Reinforcing brand image

3. Price Tac�cs
• Op�mal �ming 
• Op�mal dura�on
• Extent of price and an�cipated volume varia�ons
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tions.	Figure	2	shows	specific	environ-
mental	factors	which	directly	influence	
the	selection,	implementation,	and	effec-
tiveness	of	consumer	pricing	measures.

Product and Disease Type
Whether	a	consumer	pricing	measure	is	
suitable	for	a	certain	product	depends	
on	the	product	type	and	the	disease.	
It	is	important	to	distinguish	between	
pharmaceuticals	for	acute	vs.	chronic	
diseases.	Marketing	measures	encourag-
ing	repeat	purchases	are	less	appropri-
ate	for	acute	diseases,	i.e.	those	of	short	
duration,	such	as	cough	and	cold	or	
acute	pain.	In	contrast,	these	measures	
are	suitable	for	medications	indicated	
for	chronic	diseases	(e.g.	diabetes)	or	to	
support	therapy	compliance.	Therefore,	
it	is	essential	to	categorize	pharmaceu-
ticals	by	their	type	and	the	duration	of	
therapy	when	planning	patient-oriented	
pricing	tactics.	For	example,	temporary	
discounts	are	not	suitable	to	encourage	
a	permanent	switch	to	another	drug	or	
device,	unless	regular	consumption	is	
repeatedly	rewarded	with	discounts	in	
regular	time	intervals.	Unless	a	pricing	
measure	incentivizes	patient	loyalty,	one-
time	discounts	will	not	directly	stimulate	
a	sustained	volume	increase.	However,	
they	can	certainly	stimulate	trial	usage	
of	new	products.

Multiple Stakeholders and 
Distribution Environment
The	degree	of	interaction	between	pa-
tients/consumers,	physicians	and	phar-
macists	(plus	payers	in	the	case	of	reim-
bursed	products)	in	the	decision-making	
process	depends	on	a	country’s	health-
care	system,	the	distribution	environ-
ment	and	the	type	of	product.	It	is	im-
portant	to	clarify	that	in	many	OTC	
markets	such	as	the	US	and	the	UK,	the	
“rules”	of	classical	consumer-oriented	
pricing	measures	apply,	as	OTC	prod-
ucts	are	distributed	typically	through	
large	retailers	where	consumers	pick	the	
product	off	the	shelf.

With	OTC	products	that	are	mainly	sold	
in	pharmacies	with	limited	self-service	
shelf	space	(e.g.	Germany),	the	consumer	

is	likely	to	be	influenced	by	pharmacists’	
interests	and	decision	drivers.	Consum-
ers	who	are	open	to	pharmacists’	advice	
might	explicitly	be	pointed	to	promoted	
products.	On	the	other	hand,	within	
a	given	product	category,	pharmacists	
might	recommend	products	that	yield	a	
more	attractive	margin	for	the	pharmacy.

Prescription	products,	even	if	they	are	
paid	out	of	pocket,	involve	physicians	
in	the	decision-making	process.	Their	
influence	on	the	individual	patient	will	
diminish	the	effectiveness	of	consumer	
pricing	tactics	if	the	physician	is	unaware	
of	or	places	little	importance	on	price.	
Physicians	might	even	exert	strong	in-
fluence	in	indications	where	treatments	
have	mainly	OTC	status,	but	often	re-
quire	a	physician	diagnosis	and	treat-
ment	recommendations,	such	as	the	case	
of	antihistamines	for	allergic	rhinitis	in	
Germany.	Thus,	for	successful	price	pro-
motions,	the	distribution	environment	
and	the	decision	drivers	of	all	potential	
stakeholders	need	to	be	analyzed.

Legal Environment
It	needs	to	be	emphasized	that	in	both	
OTC	and	prescription	medication	mar-
kets,	the	legal	framework	must	be	thor-
oughly	checked	before	implementing	
consumer	pricing	measures	that	might	
infringe	on	existing	law.	For	prescrip-
tion	products,	the	legal	framework	dif-
fers	across	geographic	scope.	In	Western	
Europe,	price	promotions	for	prescrip-
tion	products	are	not	allowed	while	in	
contrast,	coupons	for	prescription	medi-
cations	are,	to	a	certain	degree,	allowed	
in	Eastern	Europe.	In	Latin	American	
countries,	such	as	Brazil	and	Mexico,	
loyalty	programs	that	feature	direct	dis-
counts,	coupons	or	bonus	packs	for	pre-
scription	medications	are	frequent	for	
out-of-pocket	products.

However,	monitoring	of	legal	changes	is	
imperative.	In	the	past,	manufacturers	in	
Brazil	often	cooperated	with	physicians	
in	promoting	their	program	and	enroll-
ing	patients.	But	just	recently,	the	Bra-
zilian	government	adopted	a	law	which	
prohibits	the	involvement	of	physicians	

in	loyalty	programs	of	this	kind.	Real-
life	implications,	as	to	physicians’	in-
volvement	in	patient	enrollment	in	such	
programs,	have	yet	to	be	observed.

Timing, Duration and Extent 
of the Price Variation
Several	requirements	need	to	be	consid-
ered	when	developing	consumer	pricing	
tactics.	The	implementation	of	effective	
pricing	measures	requires	planning	of	
timing,	duration,	and	the	expected	price	
elasticity	of	demand.	During	this	pro-
cess,	analyzing	the	results	of	previously	
implemented	pricing	tactics	is	recom-
mended.	The	price	elasticity	of	demand	
is	particularly	important	as	it	provides	
the	base	to	optimize	price-volume	varia-
tions.	Thus,	disproportionate	price-offs	
and	discounts,	as	well	as	a	potential	loss	
of	margins,	can	be	avoided.	Econometric	
analyses	such	as	regression	models,	pro-
portionate	hazard	models,	and	quantita-
tive	methods	are	important	to	consider	
when	assessing	elements	of	the	pricing	
tactics.

Conclusion
Pharmaceutical	and	medical	technology	
companies	need	to	investigate	appropri-
ate	consumer	pricing	tactics	in	order	to	
influence	overall	consumer	purchasing	
behavior.	Uncoordinated	promotions	
at	the	point	of	sale	may	place	a	prod-
uct’s	price	positioning	and	consistency	
at	risk.	The effectiveness of the pricing 
measures depends on the manufactur-
er’s selection and implementation de-
cisions, taking into consideration the 
product type, disease area, distribution 
environment and legal framework. It is 
crucial	that	pharmaceutical	and	medi-
cal	technology	companies	aim	for	con-
gruent	behavior	across	their	channel	
partners	and	monitor	consumer	pricing	
measures	across	all	distribution	channels	
proactively	in	order	to	protect	and	even	
increase	profits	through	smart	pricing	
tactics.

Endnote

1.	“ApothekerZeitung”	from	12	April	2010



 PRICING ADVISORThe

www.pr ic ingsociety.comA Professional  Pr ic ing Society Publ icat ion

3535 Roswell Road, Suite 59 
Marietta, GA 30062 
770-509-9933

April 2013 7

Don’t Agonize: Pricing is a Process
At the speed business moves in the 21st 

century, companies cannot afford to 

let their pricing strategies atrophy or to 

let their pricing operations become a 

debilitating battle. The stakes are too 

high. The amount of cash left on the 

table is too much. In this article, the 

author offers strategies for developing 

an internal pricing process that will 

keep pricing strategies viable, adaptive 

and sustainable. Patrick Campbell is 

Co-Founder and CEO of Price Intel-

ligently, a value-based pricing software 

company based in Boston. He can be 

reached at patrick@intelligent.ly. 

For most, the traditional pricing strategy involves 
purely focusing on everything that supports the 
dartboard: marketing, sales, product development, 
finance, etc. 

One	of	the	biggest	lessons	I’ve	
learned	in	the	world	of	pric-
ing	is	that	even	though	your	
price	remains	the	lever	that	

has	the	highest	impact	on	your	revenue,	
the	subject	is	one	of	the	most	sensitive	
business	topics.	This	shouldn’t	come	as	
much	of	a	surprise.	After	all,	a	price	is	a	
reflection	of	all	the	creativity,	efficiency	
and	value	that	a	business	develops,	a	
number	that	is	then	buttressed	by	the	
marketing	department,	sales,	product	
teams	and	the	like.

With	so	many	stakeholders	who	ap-
proach	pricing	from	multiple	different	
angles,	of	course	the	discussion	will	sit	
lightly	upon	the	precipice	between	col-
laboration	and	an	all-out	brawl.	Well,	
at	least	that’s	what	happens	in	a	prag-
matic	organization.	In	businesses	that	
suffer	from	a	lack	of	momentum,	all	of	

the	pricing	data	in	the	world	wouldn’t	
matter,	as	indecisiveness	leads	to	leaving	
a	pricing	strategy	to	atrophy	under	the	
weight	of	being	overwhelmed	by	such	an	
important	business	decision.

At the speed business moves in the 21st 
century, you cannot afford to let your 
pricing strategy atrophy or become a 
debilitating battle.	The	stakes	are	too	
high.	The	amount	of	cash	you’re	leaving	
on	the	table	is	too	much.	

Instead,	I	am	a	strong	advocate	of	ap-
proaching	your	pricing	strategy	as	a	pro-
cess.	You	already	have	processes	for	cus-
tomer	acquisition,	product	development	
and	even	bookkeeping.	It’s	time	the	most	
important	number	in	your	business	has	a	
process	too,	because	nothing	–	absolutely	
nothing	–	has	a	greater	impact	on	the	
only	cell	in	the	spreadsheet	that	matters	
every	month.

Pricing as a Doubt-
Elimination Process
For	years,	pricing	has	been	this	ominous	
beast	that	businesses	wait	to	tame	until	
they	can	afford	a	“pricing	team”	or	“pric-
ing	consultants.”	I	think	that’s	poppy-
cock.	

Pricing	is	the	last	thing	that	should	be	
locked	in	an	ivory	tower.	Instead,	look	at	
your	pricing	strategy	as	a	way	to	elimi-

nate	as	much	doubt	as	possible.	

The	metaphor	I	like	to	use	is	a	dart-
board.	In	the	game	of	darts	you’re	not	
always	trying	to	get	a	bull’s-eye.	Instead,	
sometimes	you’re	focused	on	specific	

panels	or	points.	Similarly,	your	pric-
ing	strategy	is	working	to	find	the	best	
point	on	the	board	–	out	of	all	the	others	
–	to	sustain	your	business	and	capture	as	
much	cash	from	the	table	amongst	your	
target	customers.

For	most,	the	traditional	pricing	strategy	
involves	purely	focusing	on	everything	
that	supports	the	dartboard:	marketing,	
sales,	product	development,	finance,	etc.	

When	it	comes	time	to	pick	a	point	on	
the	board,	the	management	team	gets	
in	a	room,	agonizes	about	what	the	best	
point	should	be,	and	more	often	than	
not,	simply	tosses	the	dart	and	picks	the	
point	where	it	lands.	

In	other	words,	a	lot	of	smart	people	are	
simply	just	guessing	because	they	have	
no	data	to	tell	them	where	to	go	on	the	
board.	What’s	surprising	is	that	this	
strategy	does	work,	because	with	a	half-
way	decent	product,	some	good	mar-
keting	and	a	sales	strategy,	someone	out	
there	will	buy	your	product	and,	there-
fore,	validate	that	price.	Of	course,	this	
isn’t	the	best	strategy	for	maximizing	
revenue	or	boosting	profit.

As	such,	your	pricing	strategy	must	re-
move	as	much	doubt	as	possible.	Think	
about	it	as	a	way	to	eliminate	sections	of	
the	dartboard,	focusing	on	the	right	re-

gion	for	your	dart	to	land.	

Business	schools	teach	you	there	are	
three	tactics	to	paring	the	dartboard	
down:	focusing	on	the	customer,	com-
petitors	and	costs.
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A Pricing Strategy Is a 
Process that Utilizes 
Multiple Tactics
The	BIG	thing	to	keep	in	mind	here	is	
that	these	tactics	don’t	need	to	be	–	and	
shouldn’t	be	–	mutually	exclusive.	You	
will	get	to	your	customer’s	true	willing-
ness	to	pay	through	value-based	pricing,	
but	you	need	to	keep	those	numbers	in	
the	context	of	your	costs	and	your	com-
petitors’.	

More	often	than	not,	discrepancies	be-
tween	the	different	data	points	will	re-
veal	that	you’re	seeking	a	different	cus-
tomer	segment	or	marketing	to	the	
wrong	one,	but	the	data	allows	you	to	
guide	your	pricing	and	business	as	a	
whole.

Additionally,	you	very	well	may	find	that	
you’re	building	the	wrong	product,	mar-
keting	the	wrong	value	propositions	or	
even	selling	the	wrong	revenue	model.	

All	of	these	factors	influence	your	price,	
and	a	customer’s	willingness	to	pay	influ-
ences	these	factors.	It’s	a	process.	Treat	
it	like	one.	Just	be	sure	to	use	data	and	a	
consistent	strategy	for	evaluation.

In summary, here are three ways to 
systematize your process. Keep these 
in mind when while you’re developing 
your processes:

1. Assign key stakeholders and a dead-
line: One	person	should	be	in	charge	
of	the	final	pricing	decisions.	A	million	
people	can	lay	the	groundwork	for	the	
decision.	A	million	more	can	counsel	
and	collaborate	on	the	decision.	Yet,	one	
person	should	make	the	final	say	in	a	
given	time	period.	If	you	don’t,	then	it’s	
too	easy	for	your	pricing	strategy	to	atro-
phy,	and	become	swept	up	in	bureaucra-
cy	and	procrastination.

2. Data, Data, Data:	In	other	parts	
of	business,	I’m	comfortable	saying	we	
sometimes	have	too	much	data	and	suf-
fer	from	the	infamous	analysis	paralysis.	
In	pricing,	we’re	far	from	this	phenom-
enon	creeping	up.	Therefore,	grab	all	the	
data	you	can	get	your	hands	on.	I	doubt	
it	will	be	a	significant	amount,	and	each	
data	point	will	reduce	the	area	of	the	
dartboard.	Remember,	we’re	trying	to	
eliminate	as	much	doubt	as	possible,	as	
opposed	to	pinpointing	the	perfect	price.

3. Keep it consistent: Traditionally,	
businesses	flock	to	expensive	pricing	
consultants	who	do	a	phenomenal	job	

and	then	leave	you	until	you	revisit	pric-
ing	in	6-12	months.	Others	can’t	afford	
consultants	or	to	have	one	person	strictly	
in	charge	of	pricing.	Both	of	these	ap-
proaches	eliminate	the	intimacy	you	
need	to	have	with	the	value	and	price	of	
your	products,	making	it	a	completely	
outsourced	ordeal.	Instead,	make	the	
conversation	a	regular	occurrence	and	
the	data	collection	and	research	at	least	
25%	of	one	person’s	job.	The	insights	
you	find	will	have	astronomically	more	
impact.

Business schools teach you there are three 
tactics to paring the dartboard down: focusing 
on the customer, competitors and costs.


